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1. INTRODUCTION

The COVID-19 pandemic has negatively affected the global economy through
various channels. The effect of the pandemic on the economy can be expressed as
a direct effect emerging from the voluntary reduction in transaction-based
activities, especially contact-intensive ones (Lee et al. 2021). The result is a change
in consumer behaviour, primarily a reduction in consumer spending on goods
and services and an increase in savings. The pandemic has also produced an
indirect effect on the economy following governmental decisions to enact
lockdowns to reduce the spread of the virus. On the one hand, the lockdowns and
restrictive measures contributed to a slow-down of economic activity, leading to
shocks in both supply and demand, a decline in employment and production, and
supply shortages. On the other hand, the COVID-19 pandemic has negatively
affected aggregate demand through higher unemployment, lower income, and
increased uncertainty, and consequently consumption (Baldwin and Mauro,
2020).
Previous research has used different frameworks to control for transmission
channels and the heterogenous effects of pandemics in the economy. Maliszewska
et al. (2020) utilise previous literature on the estimated effects of other epidemics
such as SARS (Lee et al. 2004), avian influenza (Burns et al. 2006), and Ebola
(Evans et al. 2014) to assemble a framework composed of four channels of effects,
namely 1) the direct impact of a reduction in employment; 2) the increase in the
cost of international transactions; 3) the sharp drop in travel; and 4) the decline
in demand for services that require proximity between people.
As a result of the COVID-19 pandemic, the world has experienced a reduction in
global trade volume and global gross domestic product (GDP). However, the
estimated changes to key economic outcomes have differed depending on the
country and the period under study (OECD 2020; IMF 2021; König and Winkler
2021; McKibbin and Fernando 2021). While COVID-19 has had negative
economic impacts across the globe, given their limited capacity to cope with
economic shocks, the effects have been more pronounced in developing or
transition economies, making a severe impact on poverty rates more likely.
Higher levels of economic uncertainty (which characterize fragile economies)
coupled with strong external shocks (such as the one triggered by COVID-19) are
expected to have a strong impact on household spending behaviour. This paper
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investigates the effects of the COVID-19 pandemic on two key macroeconomic
measures in Albania – a post-communist transition economy, one of the lowestincome countries in Europe, and one of the economies most affected by the
COVID-19 pandemic. Specifically, the paper investigates the effects of the recent
COVID-19 pandemic on retail sales and consumer savings in Albania and the
duration of these effects. The effect on retail sales is used as a proxy for the effect
on the consumption level, while the effect on the savings rate is used to primarily
measure the direct effect of the pandemic on consumer behaviour.
Several studies have concluded that the world faces the worst economic downturn
experienced in the last decades. In the first few months of the pandemic, global
GDP decreased by 5.2%, resulting in one of the deepest economic contractions
since WWII (IMF 2021). The euro area economy also revealed strong signs of
contraction: during the first and second quarters of 2020 GDP decreased by 3.7%
and 11.7% respectively on a quarter-to-quarter basis (EC 2021). Maliszewska et
al. (2020) estimated that global GDP for the year 2020 would decrease by 2%, with
a 2.5% decrease for developing countries and 1.8% decrease for industrial
countries. Global pandemic effects are expected to be more detrimental in
countries with relatively higher trade integration and a larger tourism presence.
The scale of the economic crisis has also varied by country, depending on the
pandemic’s evolution and the lockdown measures taken by respective
governments. In the United States, for example, approximately 20 million job
losses were recorded by the second quarter of 2020 (Danielli et al. 2021).
According to Lee et al. (2021), a strong increase in the unemployment rate was
observed during the first part of 2020, with larger effects on women, minorities,
the less educated, and the young, especially in the states with the highest
prevalence of infection. The International Labour Organization (ILO) (2020)
estimated a global reduction in working hours of slightly more than 10% during
the second quarter of 2020 compared to the previous pre-crisis quarter. The effect
was especially pronounced in reduced working hours, furloughs, and work-fromhome arrangements (Cook and Grimshaw 2021; Bluedorn et al. 2021).
The COVID-19 pandemic and induced economic and social constraints have
significantly impacted the confidence of both consumers and businesses. Despite
the significant effects, there is a scarcity of comprehensive studies on the impact
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of the COVID-19 pandemic on consumer and business sentiment. A study by a
large group of scholars (Altig et al. 2020), using several economic uncertainty
indicators for the US and UK (implied stock market volatility, newspaper-based
economic policy uncertainty, and other economic uncertainty indicators
collected from social media) identifies large uncertainty jumps in reaction to the
pandemic and its economic fallout. Teresiene et al. (2021), using the consumer
confidence index (CCI), manufacturing purchasing manager’s index, and
services purchasing manager’s index as dependent variables, find that the
pandemic produced a rapid and robust effect in the short term, but that longerterm results depend on the region. The spread of the COVID-19 pandemic had a
negative effect on the CCI in the US and China (Teresiene et al. 2021). Van der
Wielen and Barrios (2021) document a substantial increase in people’s
unemployment concerns, to levels above those during the Great Recession. In
addition, they observe a slowdown in consumption. The ensuing shift in
sentiment was significantly deeper in countries hit hardest in economic terms
(Van der Wielen and Barrios 2021).
This study, which was carried out during early 2021, contributes to the empirical
literature measuring the economic effects of the COVID-19 pandemic in the
context of a post-communist economy, Albania. The overall goal of this research
is to gain a better understanding of the effects of the COVID-19 pandemic on key
macroeconomic measures for the Albanian economy related to consumer
behaviour. The specific objectives are twofold. First, the paper investigates the
effect of the COVID-19 pandemic on consumer spending, measured through
retail sales, and second, the paper investigates the effect of the COVID-19
pandemic on consumer savings in Albania.
We find a significant contraction of consumer spending and on the one hand and
a significant increase of savings on the other. Higher uncertainty appears to have
been a key driver of such household behaviour.
2. THE COVID-19 PANDEMIC AND THE ALBANIAN ECONOMY

Albania, a country with one of the lowest incomes in Europe, is also one of the
countries most affected by the COVID-19 pandemic. The first signs of
contraction of the Albanian economy due to the pandemic appeared in the first
quarter of 2020, predominantly in the trade and tourism sectors. One of the most
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crucial economic challenges is the disruption of global value chains and
international trade that emerges after hindered production and disturbances in
demand or investments (Baldwin and Freeman, 2020), caused by the pandemic,
and compounded by the high degree of globalisation. Albania has close trade and
foreign direct investment (FDI) relations with European Union (EU) countries,
especially Italy, which was also among the countries most effected by COVID-19.
The contractionary demand in EU countries and the closure of borders affected
the service-oriented sectors of the Albanian economy such as trade, transport,
and tourism. The primary exported commodity group, cut-make-trim goods, was
most affected by this disruption in trade. Diminished demand from the EU
markets, default orders, and the creation of large stocks weakened and severely
damaged the trade sector of the Albanian economy (Musabelliu 2020). Only three
months into the pandemic, Albania experienced a decrease of 44.4% and 36.7%
in the value of exports and imports respectively (United Nations 2020). The Bank
of Albania (central bank of Albania) reported a 2.5% reduction in Albanian GDP
in annual terms for the first quarter of 2020 (BoA, 2020), mainly due to the drop
in investments and the trade of goods and services, and consequently final
consumption.
Albania has also witnessed strong social effects of the COVID-19 pandemic,
particularly in terms of the number of unemployed and poor people. The sudden
fall in revenues and in overall demand caused liquidity shortages in many small
and medium enterprises (SME), forcing them to lay off workers (United Nations,
2020).
Data from the Albanian Labour Force Survey (INSTAT 2021b) show that the
unemployment rate increased on a quarter-to-quarter basis by 0.2 percentage
points in the first quarter of 2020 (from 11.2% to 11.4%) and by 0.5 percentage
points in the second quarter (from 11.4% to 11.9%). Despite some small gains in
the subsequent quarters, the unemployment rate increased again to 11.9% in the
first quarter of 2021, demonstrating the imbalance in the labour market sector
during winter periods. The effect of the pandemic was more pronounced for the
young (the youth unemployment rate increased by 3.3 percentage points during
the first quarter of 2021, from 20% to 23.3%). The official figures do not reveal
the full effects of the pandemic in the labour market – many people were officially
considered employed just because they continued to work on farms, disregarding
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the intensity of employment (e.g., working 10 hours versus 50 hours per week).
Surveys by World Vision (2020) show that unemployment increased by 10%,
while full-time employment decreased by 9%.
Albania suffered an increase in hidden unemployment due to the closure of the
borders with Italy and Greece, which are key destinations for seasonal
employment. Overall, a 14% decrease in occasional employment was recorded
(ibid).
The pandemic negatively affected Albanian household salaries (both formal and
informal wages) as well as remittances, which account for a significant part of
consumption spending – remittances constitute around 9.5% of Albanian GDP
(Musabelliu 2020). A World Bank report (2020) estimates that the Albanian
economy experienced a 20% drop in remittances due to the economic crisis
caused by COVID-19 pandemic, contributing further to decreased demand and
consumption in Albania. The shock in the labour market was accompanied by a
1 percentage point increase in the poverty rate (WB2021a). According to World
Bank estimates, the poverty rate would have been 1.8 percentage points higher if
no response measures had been taken during 2020 (WB 2021b).
The negative economic and employment trends have been a major concern for
Albanian households. A World Vision survey (2020) revealed that around 68% of
the surveyed Albanian households expected their employment to be negatively
affected by the COVID-19 pandemic, with people between the ages of 30 to 60
comprising the most affected group. These negative household expectations
regarding employment prospects and income resulted in reduced household
consumption (and increased savings) in order to prepare for future potential
unemployment. Recent data show a substantial increase in savings deposits in
Albania during 2020 (Figure 1). Unlike previous years, when the growth of
deposits was driven by foreign currency deposits while savings/deposits in local
currency (Albanian lek) were not as attractive (due to falling interest rates since
2012), savings during the pandemic have been oriented towards the Albanian lek.
Domestic currency deposits increased by 11% in 2020. This is an indirect
indication that domestic savings drove the increase in deposits (Monitor 2021).
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Figure 1: Savings in billion Albanian Lek for the period December 2012 –
December 2020.
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Source: Bank of Albania (2021)

Previous reports on or analysis of the impact of COVID-19 on the Albanian
economy have mostly relied on basic descriptive statistical analysis. There is a lack
of rigorous statistical analysis of the impact of the COVID-19 pandemic on
savings and consumer behaviour, and this paper contributes to filling this gap.
3. DATA AND EMPIRICAL PROCEDURE

The data used in this study consists of monthly observations of retail sales and
the savings rate in Albania. Data were obtained from the Albanian Institute of
Statistics (INSTAT 2021a). Both savings and retail trade are important
components of the Albanian economy: savings make up 11% of GDP (World
Bank 2021) and retail trade 16.8% of GDP (INSTAT 2021a). These are the
highest-frequency data available for Albania on macroeconomic measures
relevant to the study of the effect of the COVD-19 pandemic. However, even these
data are published with a delay of at least three months.
We employ intervention analysis (Enders 1995, pp. 240–247) to identify a change
in the mean of a stationary time series. The impacts of a stochastic catastrophic
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event like the recent COVID-19 pandemic can be measured ex post by using
dummy variables. Let Dtτ be a ‘pulse’ dummy variable defined as
0, t ≠ τ
Dtτ = 
1, t = τ

(1)

where τ represents the time of the catastrophic event, and let Stτ be a ‘step’ dummy
variable defined as
0, t < τ
Stτ = 
1, t ≥ τ

(2)

The pulse function (1) is used to test for a short-run impact associated with the
COVID-19 pandemic. The step function (2) is used to test for a structural
adjustment due to long-term effects of the pandemic on consumer behaviour in
Albania.
We use an ARMA (p,q) process to model the dynamic properties of the retail sales
and savings rate series:

yt = f ( yt − p , ε t − q , Dτt , S τt )

(3)

where p and q represent respectively the order of the autoregressive and moving
average process and εt is a white noise error with mean zero and constant
variance.
As an example, for an AR (1) specification (3) becomes

yt = α 0 + α1 yt −1 + α 2 Dτt + α 3 S τt + ε t

(4)

where 0 < α1 < 1. In the case of retail sales, the reduction in retail sales following

the pandemic suggests that α 2 is negative, while the gradual recovery in retail

sales following the initial shock suggests that α 3 is positive. The initial overall

effect of the pandemic on retail sales is then calculated as (α 2 + α 3 ) . The change
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in long-run equilibrium is LR = α 3 / (1 − α1 ) and is calculated as the difference
between the long-run mean after the pandemic, (α 0 + α 3 ) / (1 − α1 ) , and the

long-run mean before the pandemic, α 0 / (1 − α1 ) .

The dynamic effects of the pandemic can be obtained from the impulse response
function obtained by applying the lag operator to (4) (Enders1995) and is given
by
∞

∞

∞

i =0

i =0

i =0

yt = α 0 / (1 − α1 ) + α 2  α1i Dτt−i + α 3  α1i S τt −i +  α1iε t −i

(5)

Equation (5) enables us to trace out the dynamic impacts of pandemic on the time
path of retail sales by differentiating yt with respect to Dτt and S τt at different
point in times dyt +i / dDτt and dyt +i / dS τt for all i> 0.
It is important to note that (4) and (5) can be modified for different AR(p) or
MA(q) processes. Additionally, before identifying and estimating the correct
specification of (4) for each series, both series are first tested for stationarity using
the augmented Dickey-Fuller (ADF) test (Dickey and Fuller 1979) and the
Phillips and Perron (1988) unit root test.
4. EMPIRICAL RESULTS
Stationarity Tests

Results of the unit root testing are presented in Table 1. Both the Dickey-Fuller
(1979) and the Phillips and Perron (1988) unit root tests reported in the top panel
of Table 1 indicate that the savings series is nonstationary. This is true whether
one assumes that the savings series has no drift (zero mean), has a drift (single
mean), or has a trend. Therefore, first-differencing was performed on the savings
series. The first-differenced series was tested again for stationarity. Both the
Dickey-Fuller (1979) and the Phillips and Perron (1988) unit root tests reported
in the bottom panel of Table 1 indicate that the differenced savings series is
stationary.
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Table 1: Stationarity Tests for the presence of unit roots in savings and retail
sales

Note: *These are p-values.

The retail sales series, depicted in Figure 2, have a well-defined seasonal pattern.
Retail sales are low in the first few months of the year, increase during the months
of June, July, and August, fall during the months of September, October, and
November, and rise in a pronounced spike in the month of December. This
pattern repeats regularly almost every year. A twelfth difference was therefore
applied to the retail sales series to eliminate this pronounced seasonal pattern.
The twelfth-differenced series was then tested for stationarity. Both the DickeyFuller (1979) and the Phillips and Perron (1988) unit root tests reported in the
bottom panel of Table 1 indicate that the twelfth-differenced retail sales series is
stationary.
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Figure 2: Retail Sales Index (March 2005=100) for the period December 2012 –
December 2020.
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Intervention Analysis Results

Table 2 reports the results of the intervention analysis. The Box and Jenkins
(1970) approach is used to identify the appropriate ARMA (p, q) specification for
both savings and retail sales. The data prior to the intervention event (the
COVID-19 pandemic) are used to identify the appropriate ARMA (p, q)
specification (Enders 1995). The World Health Organization (WHO 2020)
declared the COVID-19 infection a pandemic on 11 March 2020. Therefore, data
prior to March 2020 are used to identify the appropriate ARMA (p, q)
specification. Once the appropriate ARMA (p, q) specification is identified, the
complete data are used to estimate (3) by including the pulse and the step dummy
variables in the model.
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Table 2: Intervention analysis results for savings and retail sales

Note: *, **, and *** denote significance level respectively at 10%, 5%, and 1%.

An AR (1, 12) specification is fitted to the first-differenced series of savings. As
noted earlier, stationarity tests indicate that the twelfth-differenced series of retail
sales is stationary. An AR (1, 3, 12) specification provides the best fit for this
series. However, the autocorrelation function (ACF) indicates a very high
correlation at the first lag and a slowly decaying correlation function.
Additionally, autocorrelation tests of residuals indicate the presence of remaining
autocorrelation.1 Based on this, the first difference is applied to the twelfthdifferenced series of retail sales. The twice-differenced series is then used to
identify the appropriate ARMA (p, q) specification. An ARMA specification with
AR (1, 3) and MA (1, 12) specification provides the best fit for this series. Akaike
1
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information criterion (AIC) and Bayesian information criterion (BIC) indicate
that this specification is superior to the AR (1, 3, 12) specification of the twelfthdifferenced series of retail sales. Additionally, the residuals resemble white noise
with no presence of remaining autocorrelation.
The results of the AR (1, 12) specification for the first-differenced series of savings
and the ARMA specification with AR (1, 3) and MA (1, 12) specification for the
retail sales series are presented in Table 2. Table 2 also reports the AIC, BIC, and
log likelihood values for both series. The results of the null hypothesis that
residuals are white noise are presented in Table 3 and indicate no autocorrelation
present in the residuals.
Table 3: Results of the tests of the null hypothesis that residuals for savings and
retail sales are white noise

Note: A value of “Pr>Chisq” greater than a chosen significance levels (i.e., 5%) indicates that
residuals are white noise.

Table 2 also reports the short-run and long-run effects of the pandemic on savings
and retail sales. The short-run effect of the pandemic on savings is an increase of
42,214 million Albanian Lek (ALL),2 a 4.2% increase on the average of the twoyear period prior to the pandemic (March 2018 – February 2020). The long-run
effect of the pandemic on savings is an increase of 17,096 million Albanian Lek
(ALL) or a 1.7% increase on the average of the two-year period prior to the
pandemic.

2

As of 21 May 2021, the USD/ALL exchange rate was 101.

51

Economic Annals, Volume LXVII, No. 233 / April – June 2022

The short-run effect of the pandemic on retail sales is a decrease of 80.81 points
(the retail sales series is an index with the March 2015 value of the index equalling
100), a 26.6% decrease on the average of the two-year period prior to the
pandemic (March 2018 – February 2020). The long-run effect of the pandemic
on retail sales is an increase of 43.28 points or a 14.2% increase on the average of
the two-year period prior to the pandemic.
Figures 3 and 4 present the impulse response functions for savings and retail sales.
The left vertical axis in Figures 3 and 4 depicts the percentage change, while the
right vertical axis in both figures depicts the actual units for each series. Figure 3
shows an initial increase in savings of 42,214 million ALL (4.2%) in March 2020
and a gradual decrease in the rate of increase in savings to a long-run effect of
17,096 million ALL (1.7%). Figure 3 also shows that the long-run effect is mostly
realised by September 2020. Figure 4 shows an initial decrease in retail sales by
80.81 points (26.6%) in March 2020 and a gradual increase in retail sales to the
long-run effect of 43.28 points (14.2%). About 90% of the long-run effect is
realised by May 2021.
Figure 3. Impulse response Function Following the COVID-19 Pandemic for
Savings in Albania
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Figure 4. Impulse response Function Following the COVID-19 Pandemic for
Retail Sales in Albania

5. DISCUSSION

To provide a context for the results reported in the previous section we generated
and compared two different sets of forecasts for retails sales and consumer
savings. First, we generated forecasts for retails sales and consumer savings using
the respective models discussed in the results section using all available data.
Second, we generated forecasts using the models estimated with data prior to the
start of the pandemic. These forecasts are presented in Figures 5 and 6 for savings
and retail sales respectively. Figure 5 shows that as a result of the pandemic,
consumer savings are expected to increase much more than expected prior to the
pandemic. Figure 6 shows that while retail sales in Albania are expected to bounce
back and increase, their rate of increase is still below the expected rate of increase
prior to the pandemic.
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Figure 5. Forecasts of Savings (Billion Albanian Lek).

Note: The solid line uses all available data, while the dashed line uses data up to February 2020 –
prior to the start of the pandemic. The vertical lines indicate where the out-of-sample forecasts
start, for each series, respectively.
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Figure 6. Forecasts of Retail Sales Index (March, 2005=100).

Note: The solid line uses all available data, while the dashed line uses data up to February 2020 –
prior to the start of the pandemic. The vertical lines indicate where the out-of-sample forecasts
start, for each series, respectively.

These results provide evidence for both policymakers and the Bank of Albania
with regard to fiscal and monetary policy response. It appears that to overcome
pandemic effects, accommodating fiscal and/or monetary policies may be needed
to support an increase in consumer spending. However, such policies need to be
well targeted and probably temporary, especially for countries like Albania that
face financing/borrowing constraints.
Governments across the globe were fast in acting to protect their people and
businesses amidst what is likely to be the biggest recession of our time. The
strategy and scale of economic interventions (e.g., fiscal response) have been
broad, ranging between 2.5% and 50% of GDP (Danielli et al. 2021). The scale of
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intervention was related to the impact of COVID-19 on the effected economy (for
example, in Italy the percentage of GDP-equivalent fiscal response was one of the
highest, at 50% (IMF 2021)) and available resources.
In Albania the government response has been at the low end of the scale: 2.8% of
GDP in 2020 in budget spending, sovereign guarantees, and tax deferrals, and 1%
in 2021, mainly in budget spending for wage increases for medical staff,
unemployment benefits, and social assistance (IMF 2021). Based on the results
presented here, this scale of intervention appears insufficient and a stronger
response is needed from the Albanian government to mitigate the negative
economic effects of the pandemic.
6. CONCLUSION

This paper investigates the effects of the COVID-19 pandemic on savings and
consumer behaviour in Albania, a country which is both among those most
affected by COVID-19 and one of the poorest countries in Europe. Albania has
experienced a traumatic and prolonged transition from a planned to a free market
economy. This transition has been characterized by high levels of social,
economic, and political volatility. As an example, previous research (Lami et al.
2014) has found that Albanian households’ consumption spending decreases
before elections because of increased uncertainty about the future economic
situation as a result of the election. The perceived risk of unemployment, which
looms larger in countries with high levels of unemployment such as Albania, is
found to have a strong direct impact on current household spending and saving
behaviour (ibid). Therefore, Albania is an interesting case with which to assess
the impact of COVID-19 on households’ consumption and saving behaviours.
Intervention analysis (Enders 1995) was employed to measure the effects of the
pandemic on two key macroeconomic measures for the Albanian economy,
consumer savings and retail sales. The results of this study show that the COVID19 pandemic caused both short-run and long-run increases in savings among
Albanian citizens. Additionally, the findings show that in Albania the COVID-19
pandemic caused both a short-run decrease and a long-run increase in retail sales.
Lower consumption spending is also associated with the cutback in sources of
livelihood and the aftermath of reduced domestic consumption: malnutrition is
one of the most concerning issues for Albania, considering the highly vulnerable
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population and the already existing high poverty rate. Nevertheless, the Albanian
government response has been relatively weak – a stronger response is needed to
mitigate the negative economic effects of the pandemic.
One limitation of this study is that it focuses on a single country. However, the
findings can be considered relevant to other emerging transition or developing
economies. An additional limitation is the limited time span of the pandemic
effect due to the time lag between the effect and the availability of official statistics.
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