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ABSTRACT

By the beginning of 1997, just as the world celedmane year of peace in Bosnia, another Balkate stebania, plunged
into crisis. Shortly after it broke up, governmeuwitthority collapsed, and the state fell into angras marauding gangs
took control of several cities. International foscavere eventually called in to help provide humendin assistance,

control lawlessness, and prepare for new elections.

This study tries to analyse how this convolutionAilbania was triggered by a collapse in shady pyithm
investment schemes, while its root causes wereddscaf economic mismanagement and political coioaptlt also
makes an attempt to reveal how these developmefhisriced Albania’s performance in terms of ecompredcial and
political aspect, how they affected Albania’s rotmlvards democratization and what was the role amgact of
international actors in such developments. In tmecpss of scientific research, it is used the mahagy of getting
familiar with different sources, from various pegsfives, drawing a qualitative approach, while iatag objectivity and

critical approach to come to genuine and scientifialysis, interpretations and assessments.
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INTRODUCTION

The 1990's earth-shaking changes in Eastern Eweopetually reached Albania too. When it startedtthasition period
whose three main goals are: independence, poliilcablism and market economy, Albania was the estrthe most
isolated and the most backward country in Europe. b¢ing largely unknown and inaccessible courgryafwhole period
from 1945 until 1985, was compounded by the rigichmunist dictatorship of Enver Hoxha which elimadhgll forms of
private property thus cutting the country off fraatside contact and influence. Evidently, when tif@@sition period

started in 1991, the majority of the population wagmiliar with market institutions and market gfiees.

Meanwhile, the elections of 1992 brought the oveswhing victory of the strongest opposition Demoicr&arty
which was expected to bring a decisive break wittnimunism and join Western capitalism in terms afneenic, political
and social aspect. Thus, the new government héateothe daunting task of reconstruction which982-1994, implied
undertaking radical reforms intended to transfoemtally-planned economy into market economy. Bt privatisation
programme which was essential at that stage dighmootuce the expected results. Instead, an infomaaket grew whose
development was encouraged by Albanians' unfantyliavith financial markets and the deficienciestbé country's

formal financial system.
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Within this informal market, some new deposit-takadompanies that invested on their account instéadaking
loans were grown. These companies were the onéduttreed into pyramid schemes which as a new phenom in

Albania were important because their scale and thiéiience relative to the size of the economyemenprecedented.

At this stage the international community was spditio act. It recognized that its efforts wouldcbecial simply
because Albania itself could no more recover angtr@ve matters on its own. Moreover, some fearedsibkence could

spill over into neighbouring countries too.

PYRAMIDAL SCHEMES - A NEW PHENOMENON

Background and Recent Trends on the Route to Trangon

In 1992, Albania broke finally from communism anaade her way to Western capitalism. Soon after cgrtorpower in
1992, Berisha initiated programs aimed at privagizstate-owned enterprises and strengthening thetryés ties with
Western Europe and the USA. This reform programsisbed of two phases: The first phase (1993-1988uded
privatisation through auction of small and mediunteeprises of production and services. The sectade (May 1995-
1997) included the privatisation of not yet prigatil strategic and non-strategic large and medidermises. Thus a new
private sector that fostered the flourishing of Bipavate activities was born but it is worth rmugi that during those years,

the largest numbers of private businesses operititige Albanian market were in trade.

Actually, the government granted licences in 1992drtain individuals which allowed them to tradecurrency
outside of the national banks. Despite this fdat, free-market evidenced the operation of unlicgéntealers quite openly
and unofficially tolerated by the government. Soe gurvey in early 1996 revealed that almost 80%h@fstreet vendors
were operating illegally and almost all of the néealers since 1993 were without a licence. Furtbegit was noticed
that during the first transition years, the freerkef(which people due to their mentality thoughtuldbsolve all their
economic problems based on external factors mane ¢im internal ones),was the driving force in thieahian exchange
rate market and that the official rate reacted tw@ments in free-market rates more than it detexchthem. During that
period, the main characteristic of the informalditenarket was the high level of interest rategtmmarket and this fact

was to have a strong influence shortly after.

Notably, this situation might be predictable whemsidering that the Albanian society came from rtredized
and extremely socialized economy and lacked maskiis. This is one reason which accounts for tlo@egnment's
mishandling of the economic sector and partialbgoaints for the fact that the Albania's economaovery and revival

until 1996 has followed a consumption-led rathantlh manufacturing-or even agricultural-led strateg

Meanwhile, the privatisation process was going vslywly while the public was growing impatient and

expressing distrust about the government-led eagspected reforms.

In addition, the institutional reform proved to the least developed in Albania during 1991-1996 hiad been
carried out properly, it would have meant issuingeav constitution, establishing political institutis, setting up a new tax

system, a central bank, market regulations, etc.

Anyway, despite these irregularities, assessmentiseoAlbanian economy until the end of 1996 weositive:
The "lek" (money) was stable and had even becosteag currency, monthly inflation rate since mB4 was lower on
average than that of most EU countries, and budigfitit fell from 17.4% of GDP in 1992 to 7.6% if95.
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But, on the other hand, the services offered bysthate - health, education, public order, transtion, sanitation
remained in the former state of degradation or wmes and disappointment grew as people witnessadption in
government and law enforcement, as well as govemhinability to provide security for citizens andopperity in illicit
trade which in all became a handicap for fuellintegitimate economy. Accordingly, the general pietof Albanian
economy during 1992-1996, was an economy basedade trather than production, in which imports wirer times
exports, the country's resources were unused anihfitastructure was neglected, and a country whiak supported not

by the work of its inhabitants, but by the emigeaifity international aid and by imports .

Worthy to mention, is the education system whiclansindispensable part of the transition periodgiBeing
from 1991 on, education lost its value since itmore guaranteed a job and since trade was condider¢he primary
source of wealth (which according to them, needeeducation) and getting into business was bettan tvaste time at
school. Hence, the country's cultural level wagtendecline. At the same time, social imbalanceseaas people were
rushing to cities, especially to Tirana. Meanwhildarge number of people (especially young) werig@broad as
emigrants. These emigrants would soon provide g st&eong influence on the Albanian developmentga@y, all these

events were interwoven and left their stamp ortigalisphere too.

The enthusiasm through which people had suppordidB8risha's Party and Government had declinedisBa
(was thought) resorted to arbitrary rule and thacément of laws that offended basic democratic gipies. Most
significant were his enactment of "Genocide Law" Saptember 1995 , which led to disqualification m&ny
candidates(mostly from SPA) in the 1996 electidhs,imprisonment of the chairman of the Social&ttyy Fatos Nano,
the failure of Berisha's attempt to hold a refetendon a new constitution that would have reinforbéd position and
which according to opposition, aimed at transfoignfisibania into a Presidential Republic , as welkappressing dissent
and dismissing DPA members. Finally, of stronguafice were the results of May 1996 elections wRIBICE called as

"far below standards for free and fair electionbéoconsidered legitimate”.

To sum up, all this background, these trends aedtswould soon have a strong impact on the Allmap&ople

and his history, reaching their peak after the pydaschemes collapse.
Albania under the Shadow of Pyramid Schemes

In a classic pyramid scheme, a certain fund or @my@ttracts investors by offering those very higfurns (and claiming
reinvestment of the depositor's money) which imfigrpaid to the first investors out of the fundseived from those who
invest later. These schemes initially flourish doi¢he high interest rates they offer but soon faecew problem as more
new investors are drawn in, their number in theesadh increases which means that more money is neededet their
interest payments. Obviously, since the investoesfimite and schemes are insolvent (liabilitiegaed assets from the
very day they have been opened) they are dooméalltdVhen investors discover the truth, they rostwithdraw their

money back but it is too late since their capitahswill have been used to pay the interest.

This was the case in Albania. Starting by the ea8l95 some pyramid Schemes appeared. Supposedig, @b
them began their activity as investment companies sbme others as pure pyramid schemes. Among e Vefa,

Gjallica, Silva, Kamberi, Sudja, Xhaferri, Populllena, etc.
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Where did the Money Derive From? Firstly, the eraacg of pyramid schemes was driven by the inflovihef
remittances. As it is well-known, the political aedonomic changes that swept Albania in the ea®80% brought the

phenomenon of mass emigration.

So, the government relaxes of control on foreigaveling, the collapse of central planning whichd l&®
widespread unemployment, and the chronic food abed, induced many to leave their country and ¥idk abroad.
According to some data, an annual average of 400n®¥h and women were employed in either Greecealy between
1992-1996. These emigrants soon realised that thiépaid casual work presented them with the opputy to
accumulate substantial sums.

Accordingly, driven by the pressing needs of fanmigmbers at home and mainly by the attractiondetigh-
interest pyramid schemes which proliferated in 1888 1996, a huge amount of remittances whose wediseestimated
in the region of US 300-1,200 million dollars pezay, in flowed. These remittances were technicelfssed as an
invisible credit on the Albanian current accountl dad the effect of balancing the current accoilmis preventing both
the depreciation of the lek and rising inflatiorutBt was estimated that remittances could at rmosbunt for slightly less
than half of total deposits with pyramid investmeohemes. Hence, it is clear that these schemesfimanced by other

sources too.

Second, being struck by investment fever, many wiloas at home provided another source: They were
convinced that their money was well invested sg gwd their possessions-houses, apartments, dislestand, etc. They
were convinced too, that they enjoyed the govertmenpport ensuring them security in investingrth@ney into these

schemes, which for the time being, promised thé dmwditions.
Other possible source was the illegal activity ek Albania was involved.

Beginning from 1992, an expansive underground emgnbad unfolded. It consisted of the trade in afins
smuggling and narcotics which fostered the progodsbicit trade. This in turn was largely devekxb as a result of the
embargo imposed by international community on $eehrid Montenegro and the blockade enforced by @ragainst
Macedonia. On the other hand, the financial pros@ddhis kind of trade were recycled towards ofliieit activities (and
vice versa) including a vast prostitution racketwsen Albania and Italy. Drug money was also lavedén the Albanian
pyramids. After accumulating exorbitant sums of ewrfrom these main sources, let's turn to pyrantgdemes'
functioning and their effects. At the beginningloéir activity, these companies offered annuals&tem 4-5% a month to

6% or almost100% annually in real terms.

Then, the approaching of parliamentary electionsmpted the companies to increase their rates dpaiPb a
month. Meanwhile, by the early 1996, other new pydaschemes such as Xhafferi, Populli, Sude, amgkeaffering
interest rates 12-19% a month.

Evidently, this led to an increase of the numbedeagositors to make huge amounts of their fortuvigsin a short period;
so, according to the same source, Xhafferi and Rdgaiween them attracted nearly 2 million depostin a country with

a population of 3.5 million-within a few months.

On the other hand, this situation increased coripetbetween the companies which began to offehdrig
interest rates on deposits. Concretely, in Septet®@6, Populli began offering 30% a month follovidXhafferi which

offered to treble depositors’ money in 3 months &ude which offered to double principle in 2 months
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Meanwhile, Gjallica sponsored the Miss Europe cditipe in September 1996 which occasionally ann&shc
commercial breaks for Gjallica. It was due to teikevision spectacular or other rumours that duSegtember, Gjallica
was taking in S 300,000-S 400,000 per day.

Meanwhile, the Albania's largest financial "pyratidVEFA Holding-had been set up with the suppdrtie
Western banking interests and claimed it had Iegite investments such as supermarkets, clubsieta.result of these
pyramid schemes functioning, until the end of 198IBania was doing well-at least it seemed so endirface. The lek
(currency) was stable, inflation dropped and GDR weowing fast. Relative to the country's size amhlth, foreign
investment had started to pick up significantlyt Bespite the positive effect they had in the shamton the growth of the
Albanian economy, in the long run they retarded dmrnomic development by soaking up investible suwtlich could
have been used for rebuilding the Albanian econokhyhe same time, the private sector was vibradtthe public sector
was unable to deliver what it was supposed to] sitiety was basically non-existent and institusiavere weak and not

gaining strength.

In such a situation, Albania would certainly havelpems: By the end of 1996, the total value ofaidis that all
pyramids had received-excluding the accrued intexethe time of the estimate-reached an astorgshi billion dollars

or 50% of the country's GDP.

Despite the repeated warnings from the IMF anditeeld Bank, it was only in November 1996 that ispense
to outside pressure, the government decided topsatcommittee to investigate the schemes. Duhagrhonth Sude (the
first) defaulted on its payments. No doubt, Albamias on the brink of an already unavoidable cri$ise collapse of

pyramid schemes and presumably even worse...

CHAOS AND ANARCHY — ALBANIA ON THE VERGE OF CIVILW AR

January-June 1997: From Economic Crisis to PolitichCollapse

In January 1997, Sude scheme declared bankrugtoywéa by Gjallica, Xhafferi and Populli schemeelother schemes
also ceased to make payments soon. February sagollapse of the 2 of the largest investment sclse¥fefa holding

which was based in Tirana, and Gjallica which wastered upon Vlore. This situation which persuaBedsha to declare
a state of emergency shocked the public opiniontagdered riots against the government. Peopheraédiate demands

were to overthrow the government, imprison Sali8leai (the President of the Republic) and take theimey back.

Why did People Blame the Government?Truly, throughbe year the government did not ask the puldlic t
invest in the pyramids; however, being a passivectgpor to them implied for the people that the egoment was

legitimizing these schemes.

Despite the enormity of the problem and the wariofjIMF and World Bank about the pyramid dangewas
too late when in October 1996; the finance minisggsued a formal warning about the risks of invesin the pyramids.
Moreover, pyramid managers were seen at officieépéons and were daily interviewed by the govemmreentrolled

television stations.

So, people felt secure that such a scheme whicbhied almost every Albanian family and enjoyed the
government support would no doubt be guaranteeat'sitvhy people regarded their mistake in investnguch schemes
as minor to that of government, which accordinghm, had not only tolerated the schemes, butelgtencouraged their

operations describing them as the miraculous aehiewts of the free market policies it had been eating .
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Otherwise, according to them, the government shbala frozen and if necessary seized the schersetsasice
it discovered that they were operating as pyramsliemes. Since the contrary happened, people coedideem as a
means through which the government attracted air tmoney and, accordingly, the responsibility wasfall on the

government.

After some firms had declared bankruptcy in Jand®97, the government tried to take some stepsfused to
compensate depositors for their losses, then ialég move against some of the companies by frgahiir money and
finally, in February 1997, parliament passed alt@mnning pyramid schemes. Nevertheless, it wasateo by March 1997,
Albania was in chaos. Protests had broken out,cépein several southern towns, such as VlorardRastra, Saranda
and Berat which were hit hard by the schemes ajayed less of government largesse dispensed bherorBerisha So,

Albania was once again on the road to social, emimand political instability.

Although Berisha made some efforts to restore omfed maintain power, he tried to avoid domestic and
international criticism of his heavy-handed measward refused entreaties to form a coalition gawemt and call for
new elections. Instead, on 2 March 1997, he impasstte of emergency, giving police the righthoat on sight armed
rioters, whom he dubbed "communist rebels helpelffimanced by foreign espionage services”. The daytof declaring
the state of emergency, Berisha was re-electedder@sfor another five-year term believing that hégime had enough

troops and police to suppress the insurgents isdhéh.

But the major surprise for the regime came from rilitary side which collapsed in just a few dayakimg

Albania a collapsed state without a military.

Naturally, there were reasons for the military'agse: First, it was almost impossible to maintaiiitary unity
in actions against citizens (the army was giverosto-kill orders under the state of emergencydde, many military
members had also lost their life savings in pyrasitiemes. Thirdly, there was strong dissatisfactiith president

Berisha's "military reform" when the military wagaptically decapitated.

Consequently, disorder intensified and spread ¢b sudegree that the country became ungovernakiecvawds

helping themselves to weapons from the armouries.

As a result, demonstrations which culminated immeal revolts spread to most of the south of thentguand
hundreds of lives were lost; Public buildings wattacked and burned, prisoners were released faidraryd effective
control of a wide area passed into the hands oédrgangs which formed salvation committees. Thegelaof civil war

seemed imminent.

Under these circumstances, the government wadyfifaakced to resign. Meksi had been sacked earlyianch
and Berisha agreed to the formation of a governrméntational reconciliation and to the holding @ngral elections in
June; an interim cabinet was formed under the BsiBashkimFino, on 11 March. This event madeptedeels that the

new elections would be a vital step to begin togruend to the chaos and move forward again.

Nevertheless, the crisis was far from being resblaad a period of economic, social and politicadtability,
followed. The interim government inherited a deafersituation. Large parts of the country were armgér within the
government's control. More ominously, while thethowas in a state of spontaneous revolt, the neathled into "organized
chaos" by Berisha himself. Ignoring and often rediag Fino's orders, he opened armouries and invitedsupporters to

help themselves. Accordingly, the country seemeativaas divided into Berisha-led north and Nano-$edith.
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Also, the government's revenues collapsed as cespoists and tax offices were burned. Prices ineckaad the
lek depreciated, output fell by 7% in 1997 and rded imports fell by more than 25% . Many industrtemporarily
ceased production and trade was interrupted. Seéietts were profound too. In addition to the lafsmany lives,
thousands of people were impoverished either byldlss of their investments in the pyramid schenmspy the

destruction of their property in the ensuing viaen

Within this background, Albania was going towarésvrelections which were due on 29 June, 1997. Wity

provide what were people expecting?
Post-Crisis Developments

As expected, the new elections marked the overwihglwictory of SPA (Socialist Party of Albania) wiFatos Nano as
prime minister; meanwhile, after the defeat of @A, Berisha resigned as president on 23 July 188¥,assembly

nominating RexhepMejdani of the SPA as his suceesso

The new government (which included a number of rotRarties too), committed itself to restoring otder
eliminating corruption and crime, reconstructinge thrmed forces and reforming the administratiomoaigh the
difficulties were obvious. It began to restore tong confidence in the financial system by approwngw that allowed
for the auditing of all pyramid schemes whose lii@tion was a prerequisite for the implementatioamiMF-sponsored

recovery strategy.

At that period, ERA (Enterprise Restructuring Compgacarried out measures for financial recoveringoh
aimed at leading the restructuring of Albanian mriees producing 40% of the industrial productadrthe country . To
overcome the difficult economic situation, a cont@mesive program starting from macroeconomic stedtibn was

designed and put into operation by the last quaifté997.

Nevertheless, the economic and social situation stifiscritical; the level of unemployment was atang-the
only industries in Albania being some small foreiganufacturing enterprises, often Italian, whiclkedusnostly female
labour force. Under pressure from the IMF, the goreent increased taxes and cut items of public edipgre and called
for private and foreign investments to be encoutaddie population continued to move to the cite@sandoning the
mountains which constituted the largest part ofAlmanian territory. Meanwhile the 1997 crisis gaged a new wave of

emigrants seeking work abroad.

An exacerbating existing problem was the seeminglyridgeable gap between the two major politicatiées

which made people dismisses all politicians asksoo

Evidently, in such an atmosphere, political rectaibion seemed unconceivable. One of the most thoglissues
was the continued lawlessness and violence in thetcy. The government's weapons return program amaabsolute
failure. People had declared that they would onlyender their arms when they would have their mpdyaek . With arms
still on people's hands, roads were still unsafeigtit, blood feuds continued among rival gangs fzenalds and arms trade

continued to flourish too.

The greatest damage inflicted on Albania by the718%ents, however, was the diminishing of respduthv
central government enjoyed in the country. Consetiyieparticular crimes expanded with great rapidinost notably
smuggling, the main commodities being drugs, citi@se stolen cars and human beings, especiallyg/etomen from

Moldova, Ukraine, Belarus and Russia, most of wheene destined for the whorehouses of the westertdwo
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During 1998-1999 on the other side, the governnpeasented a very optimistic view: It claimed it bgbt
macroeconomic and financial stability within a shueriod of time, economic growth in 1998 reachéd(@ compared to
7% decline in 1997), budget deficit was domestycéititanced and inflation rate was reduced to 8.7%a end of 1998
despite the fact that Kosovo crisis strongly infloed on domestic and foreign investment, whichuglty ceased as a

result of fear of war in the region.

However, in a July 1999 speech to the Albanianiturst for International Studies Symposium in Tiratisted
indicators for the success or failure of Albaniareveather pessimistic: Only in the economic ared Atbania made
visible (albeit limited) progress through privatiom and market reforms. All the other areas-RaitiStability, Institution

Building, Civic Society and Organized-Crime Figlgtinvere dangerously deficient.

Obviously, this background was thoroughly affedbgdhat crisis and deeply threatened Albania’sedatvards

democracy.

THE INVOLVEMENT OF INTERNATIONAL COMMUNITY

In Search fora European Solution - Reluctance, Dilmmas and Uncertainties

After the crisis broke out and as matters continieedeteriorate, Berisha realised that he wouldehavmake both some

concessions to the opposition and some overtuiiatiEnnational assistance since Albania could ncemecover on its own.

By the beginning of March, Berisha finally agreddough Franz Vranitzky, a former Austrian Chanaello
appointed to head the OSCE’s mission in Albaniatatk with the opposition and form a coalition govaent (whose
Prime Minister was BashkimFino — a Socialist), ethgestate of emergency and hold internationallyenitored elections.

Warning that the country was on the brink of thel evar, Fino called for EU and UN military intersgon.

Just from the moment Albania sent this alarminguest, a long diplomatic campaign ensued includirggom
international institutions and capital cities oétWest which treated the so called Albanian cugth much reluctance,
efforts to avoid the intervention and conflict oférests. Meanwhile, Western governments appeaoge concerned with
the threat of massive emigration and the risingartgnce of Albania as a center of European crimiealvorks than with

political conflict.

Accordingly, the European response initially appdato be no more than sending a European Community
Humanitarian Office (ECHO) commission. To manyajpeared as though Europe was revisiting a phaBewfia-like
indecision, prompting newspaper headlines like tper fiddles while Albania burns” (London Times léey
Supplement, 4904:13, March 28, 1997).

However, on March19, the European Parliament’s igoreAffairs Committee called for humanitarian aid
convoys in Albania to be given military protecticemyd called on the Council to take the necessapssto support

democracy in Albania.

Simultaneously, the Committee of Ministers of theu@cil of Europe declared its willingness to papide in a
multi institutional mission to Albania with the E&hd the OSCE. But, on the question of deployingpsp British and
German resistance foreclosed any collective Eurmopeititary response due to consensus rules. Thd=&tdign Council
was willing to authorize humanitarian aid but pastiee responsibility to the 54 — member OSCE, oictviAlbania was

one. This in turn passed the responsibility to tUwited Nations which endorsed a three — month wetetion for
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humanitarian reasons through Security Council tegmoi.

Along with the EU failure to sponsor a Europeansiois to Albania, NATO was one of the first to r¢jany
possibility of military intervention in Albania &lbugh the latter was one of the countries whicinesig“Partnership for
Peace” and was considered a valuable NATO partitipaccording to the statement of Solana, NATO'si8&ary —

General, the Alliance considered the Albanian sm@si internal affair.

The American administration made it clear thatawid not implicate itself in a possible intervemtitm Albania.
One of the reasons for this decision is that afieing implicated in Bosnia, it would be very diffic for Clinton’s
administration to again engage troops in anothdéa®acountry. A new peace — making operation indperwould be too

much for an average American and could cause uigiadte problems in the Congress.

Another possible reason is linked to the Washingtalissatisfaction with the policy of the major Bpean
countries towards Berisha, i.e. by definitely tagsihe ball in the European court, the refusal mggive as a message to
Europe that it should itself resolve the crisibdtped create. Nevertheless, although both USARarss$ia refused to send

the troops, they did not accept to be left asi@ediplomatic negotiations.

On this context of reluctance and dilemmas, thezeeveome efforts undertaken in Albania by the irdgonal
community, notably the OSCE and EU. Thus, in Ma97,%he WEU Council decided to send a MultinatioAdlisory

Police Element (MAPE), to Albania whose primary aims to provide advice and train instructors.

Initially, MAPE’s teams were concentrated in Tiraarad Durrés and consisted in providing advice ¢oNtinistry
of Public Order on restructuring the Albanian peliés a result a new State Police Law which coethitne foundations

for building a democratic police to internationadlygcepted standards was drawn up.

Later on, MAPE mission enhanced its geographicabrage and expanded its training and advice tactegle

ministries, directorates and “low risk” police dists down to the operational unit level.
The MAPE mission was finally concluded on 31 Ma@20

Regarding the extend and degree to which intemaliaction helped to restore order in Albania, wort
mentioning is the Donor Coordination which intdiesi after the 1997 crisis in order to be able tovie timely advice

and assistance for post — crisis recovery.

So, as a result of close collaboration betweenBhepean Commission, World Bank, IMF and EBRD, a
blueprint for post — crisis recovery was drawn umgl @ successful Donors Conference in Brussels wganized in
October 1997. Donor assistance was particularlgress in helping restore public security and wihmlvn the pyramid

schemes.

Another important aspect is the international comitgunvolvement with measures to address weapeaitadility in
Albania. Thus, the Report on the Evaluation Miss@mAlbania (June 1998) suggested that the UN dvepbnsor and organize
a program which was effectively an arms amnestetarn for a development programme in the distfoGramshi. On this
context, the UN proposed a package funded by thBRJIdnd the WB that would involve building 90 kilanes of road,
employing 2000 people, setting up a small — scalegssing plant, a furniture making factory aneso But what questioned

the effectiveness of this programme, was the igblaav and order without which could be no posiibif collecting weapons.
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Regardless of these measures, it was evident tiett more needed to be done.
A Profile of the OSCE Role during the Crisis

The widespread chaos in Albania led it to appeaht@rnational support to restore order and stghiiti the country. The
idea of Albania authorities was that the force wlounbt have an enforcement mandate but rather morgteand

supporting tasks e.g. establishing storage fadlifior military equipment and armaments; so thestijpe arose of an
appropriate framework for a multinational secufibyce to work in. At that time former chancelloranitzky who had
been appointed the OSCE coordinator for Albaniss wfathe opinion that the OSCE could provide thsidb#or such a

multinational force.

In other words, the OSCE should provide a mandatehfe multinational force. But the OSCE could dtel
more than adopt a decision which shifted respalitsitio the Security Council, thus ending the pedjve of the first
OSCE peacekeeping operation on the bases of chéiptérthe Helsinki 1l. According to this documerthe OSCE is “a
regional arrangement” and as such it cannot ua#tertenforcement action without the authorizationthef Security
Council. Also, based on this document the OSCE wattertake peacekeeping operations without the dtyithaf the
Security Council as long as these operations canldssified as ‘the peaceful settlement’ of dispus described in
chapter VI of the U. N. Charter. These peacekeeppegations which include monitoring of troop withdals, support to
maintain law and order, supervision and help tdeaghcease-fires, provision of humanitarian and icaaid, regard an
operation as part of a peace-making process: thipare willing to find a political settlementcahave consented to the

deployment of a peacekeeping force.

The document goes further however. The provisioguafrantees for the safety at all times of persoinnelved,
might reduce the risks of a peacekeeping operation,also makes it less likely for such operatitmstake place.
Apparently the OSCE participating states wantedptotect the OSCE against becoming too easily ireebhn a

peacekeeping operation.

In order to achieve a mission safety and its sugdbe chapter VIl of U. N. Charter authorised gmopules of
engagement: 1. the right to use force to accompghshmission, 2. the right to position defence. (tte right not to
withdraw or surrender in order to avoid the authedi and legitimate use of force). Precisely these élements of the

rules of engagement made an OSCE mandate somemndesgitable.

Still, even though it didn't send a force keepingssion, the OSCE, as the only pan-European security

organization which has a key role in European paackstability, did play an important role in Albaiuring her crisis.
Concretely, on the basis of the reports by thedPalsRepresentative of the Chairman

In-Office, Dr. Franz Vranitzky, on his visits to l#dnia on 8 and14 March 1997, and following the Bieai No.
158 (107th Plenary Meeting of 20 March 1997) ,Reemanent Council in its Decision No. 160 (108thnaly Meeting of
27 March 1997) , decided to establish an OSCEeRpesin Albania, which in co-operation with the aftian authorities,

would help to guide this country toward politictdlsility and to promote national reconciliation.

This source further makes known that the Presetacted working in Tirana on 3 April 1997. Activerdlughout
the entire territory of Albania, it included a heaffice in Tirana and five field stations in ShkadiKukés, Gjirokastra,
Vlora, and Tirana/Durrés. Through this Presencgllirania, the OSCE aimed to provide advice and &ssig in particular

in the following fields
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Democratization, the media and human rights
Election preparation and monitoring
Furthermore, it expanded its assistance in monigattie collection of weapons

On this context, as previously mentioned, by thgifnr@ng of March, while Albania was on the vergetloé civil
war, Franz Vranitzky, helped to reach a deal betvierisha and the opposition in which the formeead to form a new
coalition government, ease the state of emergendyhald internationally-monitored elections (agréede held on June,

29, 1997) for which of great value was the contitruof OSCE Presence.

Yet, according to this source, in order to ensuceedible electoral and observation process, thEE&rged the

Albanian authorities to
Immediately provide for the remaining informatiohiah was essential for printing the ballot papers
Set up all Zone Election Commissions and all Pglistation Committees

Distribute all voting materials in good time; andAg to opening hours of the polls which also feediéi for the

OSCE to improve monitoring of the vote counting

Except for the assistance of the election prodiesPresence has pursued activities in suppotisahandate

through three substantive departments - Human Rigitd Rule of Law, Democratization and Securitydperation .

Within this landscape, the updated mandate of thedhce approved by the OSCE Permanent Counddddal

it to assist and advice in the areas of
Legislative and judicial reform, including propergform
Regional administrative reform
Electoral reform
Parliamentary capacity building
Anti-trafficking and anti-corruption, including spprting the implementation of relevant nationahtgies
Development of effective laws and regulations anitidependent media and its code of conduct
Promotion of good governance and targeted profectstrengthening of civil society

Police assistance, in particular training for bong@lice, within a co-ordinated framework with otheternational

actors in field

Finally, related to OSCE successful mission in Aiba Dr.Vranitzky confirmed that “the OSCE and MPF
managed to coordinate and combine through const@hbgue and flexibility, the political and the itary efforts

effectively!” In so doing, OSCE mission in Albartiglped to a certain degree to give way to the gatBB7 ‘crisis.
“Alba” Mission as a Peacekeeping Force in Albania

As previously mentioned, the responsibility foreapekeeping operation in Albania, was shifted éoScurity Council, which
through 1101 resolution authorised the particigatiountries in the multinational protection foroecbnduct an operation on the

basis of chapter VII of the Charter of the Uniteatibins. Based on this resolution, the objectivethis mission were:
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* To guarantee the safe arrival, stockpiling and lyndelivery of humanitarian aid.

e To provide a security environment for the interoasil organisations engaged in the Albanian cribis.
accordance with the Security Council resolution theee was to act in a neutral way. It also autexti the
member states participating in the force, to enseeurity and freedom as regards the movementhieof t

personnel of the multinational force.

This mission was a coalition of 9 willing membeaites — codenamed “Alba” (meaning dawn and implymgew

beginning for Albania) and consisting of approxietat7000 soldiers, was led by Italy.

The member states of operation ALBA, which was umader the direct control of any international origation
(UN, OSCE, NATO) , reported back to the UN throupk Steering Committee, which based in Rome, pemvithe
political control of this operation.

Its challenge was to coordinate the military whk tivilian and humanitarian parts of the mission.

The participating countries in this mission werelyl, Greece, France, Austria, Portugal, Romanienrbark,
Spain and Turkey. Meanwhile, representatives fromn ®SCE, EU, WEU and the United Nations particigéte the

Steering Committee only as observers.

It is interesting to note that the participatinguotries in the Alba mission represent a combinatiérthe
Mediterranean countries (Italy, France, Spain) #mel Balkan countries (Greece, Turkey, Romania). édeer, the

majority of these countries had once, in one wagrmther been involved in the history of Albanidhis century.

Italy was in charge of leading the mission. Itsdgmis made up one half of the whole number andthegevith
Greece, are supposed to be the most interesters dickt of all to stop refugees flowing to themuntries. In addition,
Italy was the principal trade partner in Albanialats primary investor. Greece too, among othesgrg, was interested

due to the minority population of Greek origin mushern Albania.

The other participating countries — France, SpRimmania, Denmark, etc were interested too, in atitig the

European influence in its commitment to solve theis.

Slovenia, on her part, decided to participate m diperation with a platoon — sized medical unitthy end of
April.

The Alba peacekeeping forces operated througheutethitory of Albania in an atmosphere of chaod anarchy

associated by the difficulty of the armed populatio

It should be mentioned that despite this backgrpimgortant was the fact that the country was @atght up in
a civil war, the conflict had neither ethnic noligmus dimensions and above all that there wagpaidical force or any

other group, including civil committees of natiosalvation, which would be against the arrival afitinational forces.

On this context, they deployed their forces in BsylLezhé, Elbasan, Gjirokastér, Berat, etc whene ¢onducted the
landing of some hundred military means, such agarmed vehicles, heavy means of transport, logiséans, ammunition and
troops. They supported the opening of schoolsaaate present fear which had caught the pupisshers and parents.

Despite carrying out its mission, operation Albasveaen more important than the task it was entusith — the

symbolism of the mission and its psychological aspeere equally important. Foreign troops were d@ered an
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important premise for the holding of the new eleas, irrespective of the fact that these forceslevawt be directly

engaged in the electoral process.

Alba mission was not only successful in achievitgystated objectives, but it also ensured credidetions

(which OSCE considered acceptable) and a peaceafdition to a socialist coalition government.
Operation ALBA came to a close on 12 August 1997.
YEARS LATER

Years have passed. People know a lot about pyradhidmes but not everything. Who created them? \Whesponsible

for the crisis? Will people ever take their monaygks?

During and after the crisis many Albanian commissiavere held to audit the borrowing companies. é&prfo
final report has come out by any of these commissi®esides, the Albania’s Finance Ministry hadtet Coopers &
Lybrand Company to check the accounts of the 12 taking companies to control their units and asaatl find out how

much money could be available to the creditors.

Meanwhile, the World Bank had allocated a $3, Siomlfunds to the other auditing company Deloitt&@dche

to carry on the transparency process of 5 otheariin loan taking companies

The chief controller of the government investigatioto the 5 such firms, FarudinArapi said a prétiany report
by administrators of Deloitte&Touche which showadtttheir money had been mismanaged. This repatrefarring to:

Vefa, Kamberi, Leka, Cenaj and Silva.

Referring to Coopers&Lybrand company, Arapi sait tithey would know by June (1998) how much money wa
left and whether the firms were pyramid scheniEsom looking at the documents, we think there haeen financial

transactions with foreign banks, mainly in Italyda@reece’; Arapi said.

According to the Deloitte &Touche, Vefa had too fassets to pay back its creditors. It operated tmigugh
some small businesses, without making any condiieiarofit. There were less than $7 million in thenks and these
were very few to pay the creditors. Moreover, npa$its had been made in the banks which meantithatompany was
not generating profits. Vefa reportedly owed aro8800 million to some 80,000creditors.Robert Cametbis, head of a
Deloitte&Touche administration team in Tirane sditfe do not believe this situation is going to charig the future; We

think that Silva has many chances to make somé& gaigments!

This is all we have nowadays from these auditingmanies (which is almost nothing), both Albaniad fareign

ones related to the pyramid schemes and theirityctiv

Meanwhile, investigation on these firms has beeamnieth out by the General Prosecutor in Tirane wtoaly 8
years after the crisis, published their whole (B2 in all) considering them pyramidal schemes. Phasecutor punished
the heads of all 22 firms and charged them witlalstg through swindling (most of these firms hadlexied money

without official documents)

This judicial process was postponed due to somsorsa the huge number of the creditors, the absefice

collaboration with them, the absence of documehts|lawyers’ attempts to postpone the trials, etc...
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Recently, it was discovered that an approximate sfiri30 million of Vefa and Cenaj companies hadrbee
transferred into banks in Greece. The deputy K@stchi has confessed that he has transferred ar§li@dmillion on
behalf of CenajCompany and according to him tlisgfer was totally legal. But he negated accusatidrhis links with

any Albanian ministers.

Vefa too, has been accused that it has transfen@iey in Greek banks. In February 1996, Apostolediga
came in Albania and introduced himself as the pegdiof “Elfrone Development LTD” firm and was asisted by the
secretary of the firm — KostaKostandinidhi. He sidnan agreement of $800 thousands with the presifeiefa

Company about some security apparatus, such agraapmicrophones, eavesdropping devices, etc...
It was thought that through this agreement, Vawilenaged to transfer in Greece a sum of around.$800

To find a solution on this issue, the Albanian Gah@rosecutor TheodhoriSollaku met his homolodumgs, in
Greece during the first months of 2005.Sollaku dskem Greek party all the information they possessegarding

possible money transfers and banking deposits &€& by ex — presidents of pyramid firms or theilaborators.

The Greek Prosecutor affirmed there were doubtsrttumey coming from Vefa and Cenaj Companies wére o
criminal origin and were transferred into Greecdatender. Hence, it froze their money ($20 millisorh Vefa and $10

million from Cenaj) and put Alimucaj and Cenaj untigal proceeding.

Both the two General Prosecutors agreed to realdabbetween the two governments to return in Abbali the
$30million frozen in Greek banks. But this act it m competence of the Prosecutor and for thisematt agreement

between the two States is required.
And this process needs time...

A very important source of information related tgragmid schemes in Albania comes from “Italian aged@7”,
SISDE (ltalian Secret Service) which consider tB87Iphenomenon in Albania as a unique case of @yay a State by

different criminal organizations.

They concluded thdthe revolution of 1997 in Albania was no more than act perfectly organized by both

Albanian and international mafia”

According to a 007 report, which was signed by Almeerican Council of National Security too, it isicdhat
“Albania became the classic example of how trarignat crime might be transformed into a real daraj®ut the national
security of a country”. The Report continues ttnet Albanian organized crime and its relations ®ittiernational crime,
helped the latter to circulate in Albania money wmnvarious traffics as well as set up the so-dafigramid schemes

which influenced political and economic developnsantAlbania.

While the Albanian Interior Ministry of that timethe beginning of 1997) had declared that it posskss
information which proved that Albanian and foreigwfia were implicated in organizing revolts, thenttopposition had

declared that this was a removal of responsibiitityn oneself.

It should be added that based on Western Secreéit€ghe role of international mafia in the creationmframid
schemes did not regard only money laundering, ey tvere part of a strategy which aimed the remo¥&tate control
thus creating free zones out of State and Policgrob Indeed, this picture would serve to carry on tratieas of crime

quite easily on one hand and secure easier ocogri@harms’ traffic, drugs, prostitution, emigraatsd cigarettes on the
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other. Thus, the effects of the “revolution” would doubt influence on the forthcoming years.

Finally, even the elections of July 2005, witnestfedlimplication of 1997’pyramid crisis with potiil goals. The
opposition made use of 1997'negative spots on lemtaral campaign to remind people of the bittepezience which

according to them, must not be repeated.
CONCLUSIONS

After the collapse of communist regime in 1991, &ila started its route of transition to democradyich was expected
to lead her towards Western capitalism. Insteatva crisis in 1997 left Albania behind the othansition Countries and

enters a period of chaos and anarchy which inliacha strong impact on Albania's developments.

Thus, the economic mismanagement and on this cpritex lack of a well-functioning banking and firéed
sector which would facilitate the flow of resourdesm savers to investors as a crucial factor fmn@mic development,
opened way to pyramid schemes operation. Initippple thought they were well-investing their morséyce state
television and political leaders invited them tosio Besides, the widespread participation urgethtto cast no doubt on
their reliability. When these pyramid schemes qd&d, people lost all their money they had savegdars through back-
breaking works, lost their houses, their livestogkerything. Consequently, their damage was enocsnamal their anger

was very strong, thus, embracing most of the paijoula

Anyway, it was not only the economic reason thatlght such a situation to an unavoidable crisi® @kistence
of political corruption, the lack of civil sociegnd the lack of institutional reforms, caused ti&slof democratic values,
which gradually created a climate of general unrééthin this climate, an incentive factor was thelitical polarity
between the two main parties, especially afteddfteopposition’s boycott of parliament in 1996 whhifurther deteriorated

the situation. Determination of political leadeesibeen weak and political motivation very low.

This was better illustrated during the 1997’ crisidien politicians exploited the situation for pickl gains. The
pyramid crisis served as a perfect chance and typty for the opposition to overthrow the actuavgrnment and take
hold of power. A round table and comprehension betwopposition Parties might have avoided the foase damages

Albania suffered at that time and reach a plausblation.

Truly, popular discontent acquired a political dmgn which very quickly became a political movemghat
cost many lives lost) either begun by or at leadtlby opposition forces. People considered the @leations as a new

choice for a new beginning although well aware thay would not take their money back.

As for international community, | hold the opinitirat it should have given more weight to and beemesent
in Albania’s matters in the framework of the whel&uation in the Balkans; hence, it should haverwdned before the

crisis got out of control although it did someholaypa positive role to put the situation under way.

Furthermore, the unfulfilled promises of the netemidative, the ruined and underdeveloped economeysocial
instability and consequently, the delayed transjtioevealed the strong impact the 1997 crisis hadAtbanian

developments as well as a long-term period anapeprstrategy Albania needed for her recovery.

Finally, although the naked truth concerning soseats of the pyramid crisis has much more to contewhat

we all experienced, withessed and today know fog ®ithat to Albanian people it cost a lot...
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