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Abstract

This study investigates the impact of Albania's agricultural sector on GDP, focusing on the role
of budgetary subsidies. Agriculture remains a cornerstone of Albania's economy, contributing
significantly to employment and rural incomes. The analysis includes the effects of financial
support mechanisms, such as subsidies and investments, on sectoral performance. Using
descriptive and econometric methods, the study highlights the relationship between financial
measures and cultivated land area, while also examining the sector's resilience during crises,
including the COVID-19 pandemic. The research aims to highlight how crises such as the
earthquake in September 2019 and the subsequent COVID-19 pandemic, along with the further
opening of markets due to the EU integration process, have brought Albanian farmers into more
competitive agricultural markets, thereby increasing the need for political support. For the main
hypothesis, this study seeks to analyze the impact of the agricultural sector on GDP and assess
how budgetary support measures have influenced the sector. Notably, agriculture is the primary
source of employment and income in rural areas, contributing 21% to GDP and representing
43.3% of the total workforce (INSTAT, 2024). The findings underscore the importance of
strategic funding and policy alignment to enhance agricultural productivity and GDP

contributions.
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INTRODUCTION

Gross Domestic Product (GDP) is an economic indicator representing the market value
of all goods and services produced within a country over a specified period (usually one year).
GDP should not be confused with Gross National Product (GNP), which reflects the market
value of all goods and services produced by the labor and property of a country's residents,
regardless of whether the production occurs within or outside the country's borders during the
same period. GDP is one of the primary macroeconomic indicators used to measure economic
growth. It can be categorized into two types:

- Real GDP: Measures the final goods and services at constant prices.
- Nominal GDP: Measures the final goods and services at current prices.

In terms of sectoral impact, agriculture is a primary source of employment and income in
rural areas, contributing 21% to GDP and accounting for 43.3% of the total workforce (INSTAT,
2022).

Since 2007, Albania’s Ministry of Agriculture, Food, and Consumer Protection (now the
Ministry of Agriculture and Rural Development) has provided support to various agricultural sub-
sectors through different schemes. Recently, the European Union, via the IPARD Il instrument,
has also supported investments in several agro-food sub-sectors in Albania.

The primary research problem in this study is the ongoing debate, both internationally
and nationally, regarding the impact of economic sectors on GDP and the effect of subsidies
provided to the agricultural sector. This topic has drawn significant attention from international
organizations such as the IMF, OECD, and World Bank due to its complex and multifaceted
nature.

The study is motivated by recent crises, such as the September 2019 earthquake and
the subsequent COVID-19 pandemic. The further opening of markets driven by Albania’s EU
integration process presents additional challenges for Albanian farmers as they face more
competitive agricultural markets. These developments underscore the need for increased
political and financial support for the agricultural sector.

The primary aim of this research is to analyze the extent to which subsidies have
impacted the agricultural sector and how this sector, in turn, has influenced GDP.

According to the World Bank's May 2020 report, agriculture in Albania remained largely
unaffected by the COVID-19 pandemic, except for disruptions caused by limited imports of
agricultural inputs and production factors due to border closures. This resilience highlights the

agricultural sector's importance as a cornerstone of economic stability during crises.
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LITERATURE REVIEW

The agricultural sector in Albania has experienced continuous growth. The annual
growth rate has ranged between 2.7% and 7.9%, largely dependent on weather conditions.
Over the past four years, the sector has achieved higher growth rates than other economic
sectors (IPARD Program). Consequently, its impact on GDP has been substantial.

Agriculture is a cornerstone of developing countries, with immense potential to support
development, drive economic growth, and reduce poverty (Zeller, 2003). Despite its critical
contribution, agriculture remains an underdeveloped sector in many regions, including Albania,
with rural populations often living in poverty. Therefore, agricultural development demands
greater support for micro-enterprises (Zeller, 2003).

The nature of agricultural products has created a need for entrepreneurs to invest in
technologies that improve production processes, irrigation, and efficient equipment to increase
production and storage capacities. However, agriculture in Albania faces numerous challenges.

Among the country’s economic sectors, agriculture remains a priority. Currently, the
main focus is on increasing agricultural production and agro-processing as a sustainable and
long-term alternative for national development. This has prompted the government to enhance
supportive policies, including direct measures (subsidies) and investments. Nevertheless, these
efforts have been insufficient to achieve the desired level of development. A critical missing
factor in most agricultural development strategies is the financial resources required, primarily
from the state budget and financial institutions.

Globally, many studies have analyzed the effectiveness of agricultural support programs.
Research findings vary depending on the country, sector, indicators, methodology, and time
period. A significant portion of studies focus on the EU, particularly on the Common Agricultural
Policy (CAP). This literature review highlights the diversity of approaches within Europe,
especially within the EU, as Albania aims to join the EU.

Most studies analyzing the effectiveness of agricultural support programs in Europe
focus on their impact on agricultural production and productivity. Regarding productivity, Minviel
and Latruffe (2017) argue in their review that 25% of models show a significant positive effect,
about 50% reveal a notable negative impact, while the rest report insignificant effects of
agricultural support policies on farms' technical efficiency in Europe.

Until recent years, agricultural support policies focused primarily on export-oriented
investments. Recently, there has been a shift toward supporting increased domestic production
to reduce agricultural imports.

One major challenge in increasing agricultural grants from the EU and other donors

requiring institutional support is the formalization of beneficiaries and their investments. This
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involves creating a fundamental registry for farms, issuing construction permits for agricultural
business facilities, implementing social insurance for farmers, taxing agricultural land, and
ensuring the sale of agricultural products with proper invoices. These remain the primary issues
in Albania's agricultural sector.

Another body of research examines the impact of CAP on rural household income levels.
According to the European Commission, direct payments constitute a significant portion of
agricultural income in Europe, with substantial differences across Member States and product
types (EC, 2015). Overall, the impacts of agricultural support programs vary, yet there are
notable positive effects in agriculture.

Currently, two budgetary schemes are used to subsidize farmers in Albania's agro-
processing industry. One is funded by the European Union, and the other by the government,
aiming not only to encourage farmers to increase production at lower costs but also to use these
funds more efficiently and effectively.

For example, in 2020, the IPARD scheme, funded by the European Union and the
Albanian government, concentrated on farms and agro-industry. Meanwhile, the government’s
budgetary scheme provided direct support to farmers.

A study by Mergos (1999) applied a multi-market model to Albania, a predominantly
agricultural country transitioning from centralized policies to integrating into the global economic
system. The model provides valuable insights into the impact of alternative options for
agricultural pricing and trade policies.

National agricultural models are closely tied to the development and reform of the CAP
(Garforth & Rehman, 2006).

In terms of literature from 2020, the World Bank's May 2020 report confirmed that
agriculture has remained largely unaffected, except for limited supplies of imported inputs due to
border closures (World Bank, 2020).

Technological innovation has expanded opportunities to benefit from international
experiences and foster economically beneficial exchanges (Bosworth & Ofer, 2000). In this
context, increased attention to investments in agriculture, combined with tourism, could raise

incomes and directly impact GDP.

METHODOLOGY

This descriptive study includes secondary data from official sources, including the Ministry
of Agriculture and Rural Development and INSTAT. Additionally, the study includes an in-depth
literature review and a descriptive statistics. Through processed graphs and tables related to the

agricultural sector and subsidies, a comprehensive overview of the collected data is provided.
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A comparative analysis over the years was conducted on the effects of different
economic sectors on GDP, as well as a comparison of the agricultural sector's quarterly impact
on GDP for the years 2016—2020. The reason why this time period is taken into analyses is that
agriculture subsidies do not give direct output for the first year of implementation, that means no
direct impact is given to GDP either, a period of up to four years after implementation is need to
really measure the impact of it.

Another analysis used in this study is the multiple econometric model, which examines
the relationship between the dependent variable (cultivated area in hectares) for three
agricultural schemes (olive, nuts, vineyards/orchards) and the independent variables (financed

projects and the value of subsidies).

ANALYSIS AND RESULTS
The analysis of the impact of the agricultural sector on GDP
(Gross Domestic Product) for the period 2017-2020
The analysis of the impact of the agricultural sector on GDP can include a review of the
changes and impacts of the agricultural sector on the economic growth of a country. For the
period 2016-2020, this impact is analyzed through these components:
1.1. Importance of the Agricultural Sector in the Country's Economy
- The participation of the agricultural sector in GDP during 2016-2020.
- The impact of agriculture on the country's exports and job creation.
The linkages of the agricultural sector with other sectors, such as the processing industry and
trade.
1.2. Analysis of the Performance of the Agricultural Sector
- The increase or decrease in agricultural output in the period 2017-2020.
- % of contributors of different sectors of agriculture, such as crops, livestock, and fisheries.
- Factors that have influenced the performance of the agricultural sector (climate change,
agricultural policies, investments).
1.3. Data and Measurements of Impact on GDP
- Data for 2016-2020 for the agricultural sector in GDP, including statistics such as the sector's
productivity and its share in economic growth.
- Analysis of statistical data that link the agricultural sector to overall economic developments.
1.4. Prospects for the Agricultural Sector and GDP
Projections for the potential impact of the agricultural sector on GDP for future periods, including

the consequences of climate change, technological developments, and economic policies.
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The main branches of the economy, for the first quarter of 2019, compared to the first
quarter of 2018, appear as follows: The Agriculture, Forestry and Fishing activity had an increase
of 1.33%. The Industry, Energy and Water activity had a decrease of 6.05%. The main impact on
this decrease was given by the Energy and Metal Products Industry activities, which marked a
decrease of 43.8% and 6.85% respectively. The Construction activity had an increase of 5.95%.
The Trade, Transport, Accommodation and Food Service activity group had an increase of 4.61%,
mainly influenced by Wholesale Trade, which marked an increase of 6.70%. The Information and
Communication activity group appeared with an increase of 8.63%. The Financial and Insurance
activity has marked an increase of 8.90%. The Real Estate activity has marked an increase of
9.68%. The Professional Activities and Administrative Services group appeared with an increase
of 5.27%. The Public Administration, Education and Health activities group experienced an
increase of 2.88%. The Arts, Entertainment and Recreation, Other Service Activities activity group

had a decrease of 20.13%. Net Taxes on Products increased by 3.88%.

Figure 1: Contribution by economic activity, 2018
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Source: INSTAT 2018

For 2018, from the comparison of the impact that specific sectors have had, the
Electricity, gas, steam and air conditioning supply sector has contributed the largest share to

GDP with 110%, followed by manufacturing with 39%, wholesale and retail trade; repair of
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vehicles and motorcycles; professional, scientific and technical activities wholesale and retail
trade with 35%; repair of vehicles and motorcycles 32% as well as legal and accounting
activities, management, architecture and engineering 32%, accommodation and food service
activities with 31%, production of textiles, clothing; leather and footwear industry 27%,
construction 23%, agriculture, forestry and fishing with about 22%, leaving behind other sectors

such as the extractive industry, health, etc. according to the graph above.

The following discusses the impact of the three-month progressive
Agriculture Sector for the period 2016-2019

Figure 2: Gross value added in the Agriculture sector, quarterly progressive, 2016
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From the data in the figure above, it is clear that for 2016, the agricultural sector had the

most impact during the first quarter.

Figure 3: Gross value added in the Agriculture sector, quarterly progressive, 2017
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From the data in the figure above, it is clear that for 2017, the agricultural sector had the

greatest impact during the first quarter.
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Figure 4: Gross value added of the Agriculture sector, progressive every quarter, 2018
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From the data in the figure above, it is clear that for 2018 the agriculture sector had the

most impact during the third quarter.

Figure 5: Gross Value Added Agriculture Sector, Quarterly Progress, 2019
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Source: INSTAT 2020

From the data in the figure above, it is clear that for 2019, the agricultural sector had the

most impact during the first and second quarters.

Agricultural Sector Descriptive Analysis
The agricultural sector in Albania has been growing continuously. The annual growth
rate has ranged from 2.7% to 7.9%, depending mainly on weather conditions. Over the last four
years, the sector has had a higher growth than the rest of the economy (cit. IPARD Program).
Labor productivity in agriculture measured by gross value added per annual work unit

has resulted in a significant increase over recent years.
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Albania has a very high trade deficit in agri-food products. The value of imports is 6.7
times higher than the value of exports (cit. IPARD Program). During 2016-2020, agri-food
exports, although with a narrow base, have registered a high growth of 68%. The trade deficit in
agri-food products has increased by 45%, but over the last four years the increase in the deficit
has been small. Although there is a positive trend towards farm consolidation, the
competitiveness of the agricultural sector has been negatively affected by the small surface
area of agricultural farms. According to MAFRDW statistics, about 1.6 million people live on
farms, of which 47% are women. About 96% of farmers are men and only 4% of farmers are
women; despite the fact that women are the main workforce on farms.

The age structure of farmers has also deteriorated. The number of young farmers under
25 has decreased and is estimated to be only 1%, while 33% of farmers are over 65 years of
age (2012).

Data from various surveys show that in Albania the skills of the agricultural workforce
have been reduced as a result of aging, emigration and the lack of opportunities for newly
employed workers to be educated or trained. Only 3% of farmers have a university degree, 37%
have secondary education, while 60% of them have eight-year, primary or neither. About a third
of farmers are educated in the field of agriculture. These are likely to be older farmers who were
educated in agricultural vocational schools in the past.

Given that the level of technological progress is low, farms in Albania require high labor
intensity. A high % of farms have outdated mechanization, as well as inadequate agricultural
buildings or storage facilities. The low intensity of return on capital from production has resulted
in low productivity, relatively high production costs, low quality, losses and low profits.

Compliance with environmental, food safety and animal welfare standards remains low.
A high percentage of agricultural farms fail to meet these standards due to limited financial
resources to improve facilities or technologies, as well as a lack of awareness or knowledge
about these standards. Implementation of legislation is still weak, which reduces the incentive to
invest in meeting these standards.

Investment in agriculture is very low due to its small scale, limitations on farmers’ own
resources, and difficulties in obtaining loans. The banking system is the main financial
intermediary in Albania. The share of loans granted to the agricultural sector is very low — less
than 5% of the total loan portfolio in Albania. Bank credit supply to agriculture is limited by
structural problems in the sector, including farm size, aging farmers, lack of collateral assets,
underdeveloped land market, and lack of information on the financial situation of applicants.

The microfinance industry is estimated to cover 2.4% of the population and

approximately 80% of the country. The microfinance industry lends to small and medium-sized
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enterprises (SMEs), including the unemployed and start-ups, and some of these institutions also
provide technical assistance to entrepreneurs (training or studies).

The agricultural vocational education system includes 9 secondary schools covering the
following areas: crop production (in 9 schools), animal production (in 1 school), veterinary
medicine (in 2 schools), agribusiness (in 5 schools), forestry, wood and furniture production (in 1
school), and agricultural mechanization (in 2 schools). University-level education in agricultural
sciences is provided by the Agricultural University of Tirana (UBT) and the Faculty of Agriculture
of Korca. UBT is the only university specialized in providing undergraduate and postgraduate
studies, scientific research, training and extension in the field of agriculture and food processing.

Food processing is a relatively small economic sector in Albania. In 2019, the gross
value added of the food industry amounted to 78.2 million Euros, with a total employment of
463,660 individuals.

Figure 6: Employed by administrative sources and agricultural sector, 2019

Te punesuar ne sektonn shteteror

Source: INSTAT 2019

Approximately 2000 companies operate in the food processing industry, 95% of which
are micro-enterprises. The most important food processing industries in Albania are flour and
bread production, non-alcoholic beverage production, and meat and milk processing.

The development of the food processing sector in Albania is limited by a number of
factors, some of which are related to the insufficiency of raw materials, the lack of homogeneity
in terms of its quantity and quality, the underdeveloped vertical integration between raw material
producers and the processing industry, the lack of resources for quality improvement through
the introduction of quality and food safety systems. The introduction of quality and food safety
systems has started, but so far only in large processing companies. Investments in meeting

environmental protection standards and waste treatment are currently scarce.
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In order to improve the sustainability of farms, the competitiveness of the agri-food
sector, sustainable resource management, quality of life and the territorial and economic
development of rural areas, it is necessary that medium and long-term priorities benefit from
adapted support policies in the agricultural sectors. In addition, strategic documents and
programs that include these priorities should also be identified or aligned with EU requirements
(or the EU CAP). In some Western Balkan countries, key priorities (listed in their programs for
agriculture and rural development) also include stabilizing farmer incomes, organizing the food
chain, promoting food quality and safety standards, and investing in human capital, knowledge
transfer and innovation, etc.

Programs such as the Instrument for Pre-Accession Assistance for Rural Development
(IPARD) in most Balkan countries (including Albania), include key documents regarding EU pre-
accession support in the field of agriculture. The aim of these key documents is to create

institutions and improve the agricultural sector.

Statistics of Subsidy Support for the Agricultural Sector 2017-2020

Table 2: Number of beneficiaries and benefit value for support schemes 2016

Nt Grup Skemat Skemn Mbeshtetese Nr, | projektove Viera e Flouncimi/Perfitues
te financunrn | fnancuar (ALL) (ALL)
Mbjelle Vieshti 10 9 H97.240,00 UTAILO0
Mbjelle Pemtore 8] £ 333.680,00 15687294
+
Mbéshtetjo pér prmirés inin o Mbelle Amore 13 2 1H1.000,00 16776923
1 [teknologsé 1€ kutvanit dhe Mbjelle Bawt medicmale $ 3 $40.000,00 8 000,00
mbrojjes #6 biméve Fermn Ovgandke BIO | 10.000,00 $0.000,00
Ujitje me Pka “ 12 173.4%,00 17666932
Mbroga e Ullshtove ngn mum B2 128 952422,00 1460059
Dee/dhi e matrikn v ara 2047 491 463 336,00 10.089,56
5 M baréshtami | blogtorisé, bletarisé Lopé reg im gtys tm stallor 16 neatnky v arn 142 11 68s III(KI,I)H. 8226873
dhve sk uren b éshtetjn e Ak ke Xurés rsit s 1.230,000,00 246 000,00
NB @ htetjn e Ak ke Xurés uuhgin s 1 000.000,00/| 200.000,00
Dorézan futa 1] 4 L7700 130,099,268
Fumizei | qéndmeshém regut dhe |0 o0 b e 138 32 512652,00) U39
5 odjn o 1€ andhurave fnanciare pér 1
, Mbeéshtetja pér Dorézm Qumeéshti 127 40 325.440,00 752318
fmijet 0 2omave marale
Mbeshtetjn peér Dortzm Midhje 1 221 800,00 221 000,00
Nomoe steresi kredie 0% 19 10 364 924,00 552036
Natja e mvestmeve dhe kreditmit
p bankar né scktorin e bujqésise, Mbeshtetje nvestuneve den ne S0% te mvestmd 43 719 268 4!9,!)1!. 162717253
blegtorwé, shpendéve, bletanné, Ndert s Sere 1 $9.312.37,00 .82 .0%4,00
akuaku torés dhe bmeéve medicnale
Mekanzan dhe pas e por mekan iz | 20037 600,00 W 037 600,00
TOTALL 1516 I I.SN.IZI.IZG.IOI (AR LR L)
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Referring to the table above, the schemes that have had the highest impact in

terms of the number of beneficiaries have been the olive fly protection scheme and the

livestock breeding scheme, this also due to the specificity of the Albanian farm itself,

which is dominated by livestock breeding and olive cultivation according to climatic

characteristics. What is worth noting is that almost all applicants who met the eligibility

criteria have benefited from the 2016 support schemes, so the budget is sufficient for

everyone.
Table 3: Number of beneficiaries and benefit value
for support schemes 2017
Vi 20T
= W
Corup-Ske mot Skema Mheshtetese Nr. | projekteve te Viers ¢ Mnancusr (ALL)
finaneuarn
Bobwjellpe Vreshti a7 R T4,020 (0N
Bdbsjel e Pemione fih 11,554,620 (0N
Bdtjelle Amore i1 093 440 (N
Mbshlelje per penmirks amin ¢
A | : Mibsjellie Bumd medic inak 7 33,773, 250.00
teknolog jis @ b kulbivimil
Farmn Crgonike HIO ] 1 00, D Y
LIjitje me Plkn T 6,565, 100 0N
BAberailin & ullishteve nga miea ¢ ullri 16,248 204,081 405 5N
Diele/dhi té matrdulluara 1,235 AR 212400, N
B Mbargshiimi | bleglonse, bletarise dhe Laop @ regjim giveem stallor 128 matrikuslluarn 192 3102, 546 0N
kLl Rurés Mbéshietin ¢ Akuakuliurés ushegimdhe rasat 1 2935, 00 (N
Hlctaria ik £7.5 13,000, 00
Dior&zun frutn LT 16,407 K5 (N
Furm zami § qendrueshtm i tregut die Tiar&zim Perime 314 22 546,382 0N
€ |rrtja o t& ardhurave financiare pér . ;
familjet ¢ zonave irale bz hietin peér Dordzim Qumeshii 2345, 10,5 00, (D (N
bAbsshletn pér Dordzun Midh g !l 1,4 30,0660 (XN
TEVTALIL 21,142 1,028, 065008

Shenlm: Ne tabele nuk adhte perfililee ey Skema O Tnvastlmiet

Referring to the table above, the schemes that have had the highest impact in terms of

the number of beneficiaries have been the olive fly protection scheme with 16,240 projects

financed, followed by the livestock breeding scheme with 3,235 projects, and then comes the

beekeeping scheme with 568 projects. These schemes have also had the greatest interest in

applications.
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Table 4: Applications and implementation by direct support

measures as of 31 December 2018

© Merita Gecaj

BUXHETI PAS AKTIT
Ne. AT LS TR ARNkhine |- OO ASLIET-DIMYILI201E NORMATIV Reslizimi date 31.12.2018
Masave] o totad
Nr Vieré Nr Vieréd Nr Vier#
1 [MUgele ¢ molles me koltivare 18 kErkuar nga ego 88 81 21315000 32 9168315 R 2168325
2 [MbjeBie ¢ qershisé me knMivasé 1é kérkuar nga tregy 31 pa) 13050 000 ? 1,140 300 6 031 500
3 [Matgele arrash me kultvaré 18 kérkuar nga tregn 14 136 15 660 000 LK 11683875 2 L1683 575
4 |MbjeBie ¢ laghusé dbe shegés me kultivaré 1€ kérkuar nga tregu 206 191 67 A2 DO 70 16363 888 70 16 363 388
5 [Mbache géshtene 18 17 7830000 s 453000 5 453000
6 [MUjelie ¢ ulimjve me Gdané aotokdcné 491 479 78 300 000 127 18471767 127 18471 767
7 |Photeanm | it 1 binéve o€ pihehiet e vietra/degradoara 12 11 1513000 1 o000 1 O 00,
& [MljeBie ¢ agromeve me kulivaré 1€ kérkuar nga regy 51 46 20,850 000 12 3039080 12 30 HE
o s vreshits, me kulivar€ pér mmesh tavolme 120 114 45,240 000 a0 2902 885 0 0007 385
10 |Mbsclie hleshirydiesh né sesra as i) 13 920 000 21 3,648,100 21 3548100
11 |MlgeBie bimé medicinale dhe arcmatke 199 189 11,197 000 92 58076390 o2 58076 390
13 [Z e ésnuin ¢ teknikave 1€ piitics népenuiet metalmit € witics me g 1040 285 S 046000 321 $6 600,360 321 £ 500360
76 76 7 308 000 3 5317200 3 $317200
AR 205 26,100 000 183 208620 163 _6DI6430
180 173 26,100,000 % 5575510 36 3482200
phroftien ¢ p ga beeshén né blloget chzistues 15 15 3915000 2 7708300 2 7708500,
18 [Palenwanm ¢ kdlurave permnore né serra me beté polemmese &0 &0 1220000 4 85,750 2 48 D68
19 [Frojekte pér astemet ¢ avtomatizms 1€ kontr ot né serra 10 10 4,350 000 .
25 [Implementimi dhe certifiking Glolal GAP 5 5 6,000 000 2 372420 1 197 420
|26 |Pér standardet [FS 1 1 L8277 D00 1 620000 1 G50 000
27 |Fermat organike © “ 3480 000 23 3,100,000 23 3100000
28 [P éerimplementmm dhe cestifilimm pér gandardm [S0 220002008 h) 4 1044 500 1 117,774 1 117774
30|Pér kreré (& Indu 16 matrikulioar 1679 | 1541 23600000 | 2HE3 173 360,000 2083 173 300 500
3 €ér ené té certifiknara pér ranspartm ¢ gumeshis 16 16 | §2.218 000 2 200000 i 0000
37 |Mbeshtetie pér dorézimin ¢ quméshtit kende e paré 373 B3 F000000 | 284 110000000 284 109,111 400
38| MUéshietie pér ttarmé 615 592 43391 000 s60 70 888 000 560 70 287 H00
a1 i ; n 20 125 280 000 4 12 000,000 4 13 800682
22| MUEshtetle, né verén 20 injézet leké/ke pér acuge dhe sardele 17 12 40 000,000 10 10311 488 s 10311 488
A Eer fermer ét/subjektet of kukvomt jo mé pak se 3 ha toke bujgesor 20 .3 0450000 H 273000 i LS
Totall skema kombi tare 6058 | S5685| 1,035746,000| 3950 | 644,736,062 3.040 | 642,405,059

As can be seen, the largest percentage of applications is for smallholder support

measures, around 28% of the total number of applications, although not in line with the

expectations of this measure in terms of allocated funds, installation of drip irrigation,

around 17% of total applications, beekeeping breeding at 10% of applications and

planting of indigenous olive trees at 8% of applications. Referring to applications from

previous years, there is an increase in the number of applications for organic farms,

which indicates that the change in support policies for this measure has been motivating

for farmers.
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Table 5: Applications and beneficiaries in number and value for (Investments), 2018
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Total applicants 6,370 of these:
o Direct Measures — 6,056 applications; (5,973 + 83 including the base group)
e Investments - 314 applications
Total beneficiaries 4,053 applicants of these:
o Direct Measures — 3,940 applicants
e Investments (including 8 interest rate beneficiaries) — 113 applicants
= Total financing of farmers and agro-processors 13.2 million EUR of these:
e Direct Measures 5.1 million EUR
e Investments 8.1 million EUR

The amount of benefit per applicant has varied depending on the amount of financing.
It is noted that during 2018, support was mainly given to investment measures that have
the greatest social and economic impact.
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In 2019, for direct support measures, the online application procedure continued, based

on the "zero documents" principle, at the time of application. For the seven direct support
measures there was a total number of 7553 applications, of which:
- 2,258 applications or 29% constitute applications for Measure 1, Registered basic herd,
- 3,157 applications or 41% constitute applications for Measure 2. Delivery of milk production
for cattle/small animals,
- 934 applications or 12% constitute applications for Measure 3: Beekeeping,
- 4 applications or 0.05 constitute applications for Measure 4. Support for fishing vessels with
Albanian flag for anchovies and/or sardines caught,
- 671 applications or 9% constitute applications for Measure 5. For planting new olive groves,
- 23 applications or 0.31% constitute applications for Measure 5.1 For old/degraded olive
groves.
- 486 applications or 6% are applications for Measure 13. For the improvement of irrigation
techniques through the installation of drip irrigation in olive groves.
- Total beneficiaries for 2019 of the support schemes are 1800 beneficiaries

It turns out that direct support measures for the Agriculture sector have been
increasing from 2016 to 2017, but in 2018 a downward trend is observed in direct measures
in terms of the number of projects, but not the value of financing. Meanwhile, as for
investments, we see an upward trend in both the number of projects financed and the value

of financing.

Selection of variables and analysis of the multiple model

To deepen the analysis, we created an economic model with two independent variables.
For this, we focused mainly on the value financed by subsidies, financed projects and the
cultivated area per hectare that benefited from subsidies for three subsidy schemes such as
olive, walnut and vineyard/orchard subsidies in the period 2007-2018.

The two independent variables are financed projects and the financed value and the
dependent variable is the cultivated area.

The purpose of this analysis is to understand if the subsidy and the number of
projects financed have affected the cultivated area for several schemes, mainly for the olive,
walnut and vineyard/orchard schemes. We focused mainly on these 3 schemes since the
data were available, but also because they are three of the schemes that benefit the most

from subsidies.
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Multiple regression model

Table 6: Multiple regression model testing

Dependent Variable: SIPERFAQE
Method: Least Squares

Date: 07/01/20 Time:; 23:21
Sample: 2007 2018

Included observations: 12

Variable Coefficient Std. Error t-Statistic Prob.
C 339.1545 363.1415 0.933946 0.3747
PROJEKTE_TE_FINANCUARA 0.639200 0.082990 7.702106 0.0000
VLERA_FINANCUAR -9.12E-08 2.86E-07 -0.318921 0.7571
R-squared 0.873177 Mean dependentvar 1224.500
Adjusted R-squared 0.844995 S.D. dependentvar 1073.770
S.E. ofregression 4227512 Akaike info criterion 15.14376
Sum squared resid 1608467. Schwarzcriterion 15.26499
Log likelihood -87.86258 Hannan-Quinn criter. 15.09888
F-statistic 30.98263 Durbin-Watson stat 0.974253
Prob(F-statistic) 0.000092

Source: Processed in E views 11

Estimation Command:

LS SURFACE C PROJECTS_FUNDED_VALUES_FUNDED

Estimation Equation:

SURFACE = C(1) + C(2)*PROJECTS_FUNDED + C(3)*VALUES_FUNDED

Substituted Coefficients:

SURFACE = 339.154549007 + 0.639200222516*PROJECTS_FUNDED -
9.121*VALUES FUNDED

Interpretation:

According to the given model we see that the variable projects financed has a positive
relationship with the cultivated surface area. So that with the increase in the number of projects
that are subsidized we have an increase in the cultivated surface area. The opposite happens
with the other independent variable where it is seen that the financed value does not positively
affect the increase in the cultivated area. Also, if the projects and subsidies were zero, the
cultivated area would increase by 339.15 units as farmers would use other private initiatives
such as microcredit to increase the cultivated area.

The corrected R? is 0.84, so 84% of the variation in the cultivated area is explained by
the number of subsidized projects and the value financed by the subsidies.

We test the global significance of the model using Fisher.
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Hypotheses:
HO : B1=B2 = 0. (Model not significant.)
Ha : At least one # 0. (Model significant.)
We see that the observed Fisher is Fv= 30.98 > Fk=5 . This means HO is rejected. The
model is statistically significant.
Testing the significance of partial coefficients
Significance of partial coefficient 1 (funded projects)
Hypotheses:
HO : B1 = 0 (The coefficient is statistically insignificant)
Ha : B1 # 0 (The coefficient is statistically significant)
HO is rejected if:
& |tv|=7.7 > | tk |= 2 - HO| —Significant coefficient
% p<0.05—- p=0.00<0.05 Same as above
So HO | means that the partial coefficient 1 (funded projects) is statistically
significant.
Significance of the partial coefficient 2 (funded value)
HO : B2 = 0 (The coefficient is statistically insignificant.)
Ha : B2 # 0 (The coefficient is statistically significant.)
HO falls short if:
& |tv|=0.3 < | tk |= 2 - HO| —Non-significant coefficient
& p<0.05—-p=0.75<0.05 Same as above
So HO does not fall below means that the partial coefficient B2 (financed value) is
statistically insignificant. The fact that the financed value is an insignificant coefficient is
explained by the fact that the cultivated area is more influenced by other factors such as private
initiative of farmers through microcredits or financing from remittances of family members living
abroad.

RAMSEY Test
Hypotheses:
HO: Linear form is appropriate

Ha: Linear form is not appropriate
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Table 7: Ramsey Reset Test

Equation: EQO1

Omitted Variables: Squares of fited values

Specification: SIPERFAQE C PROJEKTE_TE_FINANCU ARA
VLERA_FINANCUAR

Value (=13 Probability
t-statistic 4.219046 8 0.0029
F-statistic 17.80035 (1, 8) 0.0029
Likelihood ratio 14.05136 1 0.0002
F-test summary:
s
Test SSR 11097265, 1 1109726,
Restricted SSR 1608467. =] 178718.6
Unrestricted SSR 498742.9 8 6234286
LR testsummary:
Value
Restricted LoglL -87.86258
Unrestricted Logl. -80.83690
Unrestricted Test Equation:
Dependent Variable: SIPERFAQE
Method: Least Squares
Date: 07/01/20 Time: 23:32
Sample: 2007 2018
Included observations: 12
Variable Coefficient Std. Error t-Statistic Prob.
C -33.29633 231.9359 -0.143558 0.8894
PROJEKTE_TE_FINANCUARA 1.409366 0.189011 7.456521 0.0001
VLERA_FINANCUAR 4.04E-08 1.72E-07 0.235045 0.8201
FITTED"2 -0.000390 9.25E-05 -4.219046 0.0029
R-squared 0.960676 Mean dependent var 1224.500
Adjusted R-squared 0.945929 S.D. dependentvar 1073.770
S.E. ofregression 249.6855 Akaike info criterion 14.13948
Sum squared resid 498742.9 Schwarzcriterion 14.30112
Log likelihood -80.83690 Hannan-Quinn criter. 14.07964
F-statistic 65.14550 Durbin-Watson stat 1.662271
Prob(F-statistic) 0.000006

HO | mgs |Fv|=17.8>|Fk| , so the linear form is not appropriate

Causality test (granger causality)

Granger test is used in cases when we do not know for sure who should be used as the
dependent variable. In our case, the model comes out very good, statistically significant and the
value of the coefficient of determination comes out high. So we should not have doubts about
who could be the dependent variable, however, for illustration we are presenting two cases.

In this case the hypotheses are:
HO = SURFACE does not cause a granger effect on FINANCED_PROJECTS
Ha = SURFACE causes a granger effect on FINANCED_PROJECTS
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We see that the value of Fv = 2.4 < Fkr=5, and p=0.0.18 > 0.05 ¢ The base hypothesis holds.

PROJECTS_FINANCED causes a Granger effect on SURFACE (so the cultivated surface

depends on financed projects and not vice versa).

In this case the hypotheses are:

HO = SURFACE does not cause a Granger effect on VALUE_FINANCED
Ha = SURFACE causes a Granger effect on VALUE_FINANCED

Table 8: Pairwise Granger Causality Test

Date: 07/01/20 Time: 23:34
Sample: 2007 2018

Lags: 2
Null Hypothesis: Obs F-Statistic Prob.
PROJEKTE_TE_FINANCUARAdoes not Granger Cause SIPERFAQE 10 1.87687 0.2466

SIPERFAQE does not Granger Cause PROJEKTE_TE_FINANCUARA

240735  0.1852

We see that the value of Fv = 2.2 < Fkr=5, and p=0.0.20 > 0.05 ¢ The base hypothesis holds.
VALUE_FINANCED causes a Granger effect on SURFACE (so the cultivated area depends on

the financed value and not vice versa).

Autocorrelation

Autocorrelation indicates the relationship between the terms of a time series and is a

typical problem of models that are built primarily on time series.

Figure 7: Autocorrelation Test
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Based on the tests performed, we result in a statistically significant model and one of the
coefficients resulted in significant (financed projects). The Fisher test resulted in good results,
as did the Student test. The relationship that exists between them is:

e As the number of projects increases, the cultivated area for the 3 schemes such as
olives, walnuts and vineyards/orchards in the country also increases.

e The financed value (subsidy) is not a significant coefficient and its increase does not
have any impact on the increase in the cultivated area.

o We present the Granger test (causality test) between the cultivated area and the two
independent variables and the result was as expected. So the variables “financed
projects” and “financed value” cause an effect on the variable “cultivated area”, but not
vice versa.

e Regarding the basic assumptions of OLS, we have reached the conclusions that the
residuals have a normal distribution.

e The model does not suffer from heteroscedasticity and autocorrelation. This is from the
conclusions we reached with the Glaeser and BG test

e According to the Ramsey test, the model is not linear.

CONCLUSIONS AND RECOMMENDATIONS
1. The agricultural sector is the main source of employment and income in rural areas,
contributing 21% to GDP and representing 43.3% of the total workforce. It is recommended that
a higher budget be planned for the agricultural sector by the government.
2. The Albanian government provides support to various agricultural sub-sectors through
various schemes. It is recommended that agricultural support measures also focus on the
implementation of EU standards, enabling the competitiveness of Albanian agro-processors to
increase in EU markets.
3. This study is going to be a reference for measuring the impact of GDP in other research
papers, for upcoming years related to agriculture support for Budgetary Subsidies.
4. Based on the tests performed, we result in a statistically significant model and one of the
coefficients was significant (financed projects). Fisher's test was good, as was the Student's
test. The relationship between them is:

e The number of projects increases, the cultivated area also increases for the 3 schemes

such as olives, walnuts and vineyards/orchards in the country.
e The financed value (subsidy) is not a significant coefficient and its increase does not

have any impact on the increase in the cultivated area.
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o We present the Granger test (causality test) between the cultivated area and the two
independent variables and the result was as expected. So that the variables "financed
projects” and "financed value" cause an effect on the variable "cultivated area”, but not
vice versa.

¢ Regarding the basic assumptions of OLS, we have reached the conclusions that the
residuals have a normal distribution.

e The model does not suffer from heteroscedasticity and autocorrelation. This is from the
conclusions we reached with the Glaser and BG test

e According to the Ramsey test, the model is not linear.

It is recommended that the model be reevaluated and brought to a more appropriate
form either by removing one of the independent variables, Value Financed, and replacing it with
another more appropriate variable, such as lending, or using another lin-log form.

It is recommended for Policy Adjustments: Allocate higher budgets to agriculture and
prioritize subsidy schemes that directly impact productivity and market integration. Focus on EU
Standards: Enhance compliance with EU safety and quality standards to improve the
competitiveness of Albanian agro-processors in European markets.
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