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Abstract  

This thesis consists of three interrelated studies that examine critical economic 

phenomena in Albania, each contributing to a deeper understanding of the challenges 

posed by macroeconomic uncertainty, migration, and exchange rate fluctuations. The 

articles explore the application of macrofinancial models in turbulent times, the 

feedback loop between migration and inflation, and the role of FX hedging in 

mitigating the impact of exchange rate changes on credit risk. Collectively, these 

studies contribute to the literature on economic stability, offering insights that are 

relevant to policymakers, financial institutions, and researchers in small open 

economies. 

The first article develops a linear macrofinancial model for the Albanian 

economy to analyze the macroeconomic and financial impacts of the COVID-19 

pandemic during 2020-2021. The study addresses the challenge of forecasting 

economic developments in times of increased uncertainty by using quantile regression 

to construct uncertainty bands. The results show that the linear model is sufficiently 

flexible to capture the effects of non-linear events like the pandemic, demonstrating its 

applicability for analyzing economic shocks in abnormal times. 

The second article investigates the relationship between migration, remittances, 

and wage-inflation pressures in Albania. By constructing a dynamic model, the study 

reveals a feedback loop between migration and inflation, where permanent decline in 

population leads to inflationary pressure in the medium term. The paper also highlights 

how remittances exacerbate inflationary pressures and discusses potential mitigation 

strategies, such as increasing labor force participation and raising the retirement age. 

The third article examines the impact of exchange rate fluctuations on credit 

risk, focusing on non-performing loans in Albania. Using a bank-level dataset, the 

study differentiates between hedged and unhedged borrowers and analyzes their 

respective sensitivities to exchange rate changes. The findings suggest that unhedged 

non-financial corporations are more vulnerable to exchange rate fluctuations, while the 

opposite holds for households. This study provides valuable insights into the role of 

FX hedging in managing credit risk in a small open economy. 
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