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ABBREVIATIONS
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HDR
Human Development Report
++,
+HU¿QGDKO+LUVFKPDQ,QGH[
IMF
International Monetary Fund
KCA
Kosovo Competition Authority
KCC
Kosovo Chamber of Commerce
KEC
Kosovo Energy Corporation
KFOS Kosovo Foundation for Open Society
KPST Kosovo Pension Savings Trust
LIBOR London InterBank Offered Rate
MFIs
Micro Financial Institutions
NPLs
Non-performing loans
PAK
Privatisation Agency of Kosova
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Raisen from the scratch the banking sector managed to gain profoundly the trust of
individuals and businesses across the country. Today several international reports see
WKHEDQNLQJVHFWRUDVVWURQJDQGVXVWDLQDEOHYLVDYLV¿QDQFLDOFULVLVLQWKHUHJLRQDQG
beyond. However, although sustainable and growing, banking sector has remained
amongst top barriers in Kosovan business environment. High interest rates and low
DFFHVVWR¿QDQFHWKDWEXVLQHVVHVIDFHDUHKDPSHULQJVHULRXVO\WKHJURZWKRISULYDWH
sector and hence the economic development of Kosovo. Almost twelve years after its
establishment, given the perception of stakeholders, one can hardly argue that banking sector has played its fascilitators role on the economic reconstruction; instead
today this sector imposes a serious barrier in any potential initiative from the private
sector.
This report provides an analysis of the current situation of the banking sector, and the
potential impact that banking sector has on economic growth. Previously, many study
reports have indicated that due to the market concentration in the banking sector in
Kosovo, credit interest rates seem to be the highest in the region. Small and Medium
Sized Enterprises (SME) surveys in the past have also indicated that credit interest
rates are too high, and one of the main barriers to their business growth. Experts of
banking sector also indicate that interest rates are the highest in the region and potentially unaffordable for SMEs in Kosovo. In this regard, Riinvest Institute with the
support of Kosovo Foundations for Open Society (KFOS) saw the need for a research
report as a primary attempt in accomplishing a comprehensive analysis of determinants of credit interest rates in Kosovo, as well as analyse a large variety of potential
SUREOHPVUHODWHGWRGLI¿FXOWLHVLQDFFHVVLQJ¿QDQFLDOUHVRXUFHVRIIHUHGE\FRPPHUFLDO
EDQNV0LFUR)LQDQFLDO,QVWLWXWLRQV 0),V FRQVLVWRIDYHU\VPDOOSRUWLRQRIWKH¿QDQcial sector, thus are not subject of this study.
Methods of analysis include desk research, a comprehensive survey of the Banking
Industry covering various aspects of their products and services with the main focus
on interest rates, as well as an SME survey conducted with 600 SMEs for obtaining the
perceptions of the business community regarding credit interest rates offered by the
banking industry. Face to face in-depth interviews were conducted with the bank representatives, SMEs, as well as other stakeholders, such as the Central Bank of Kosovo
(CBK), Business associations, Kosovo Cadastral Agency (KCA), and regulatory agencies. Various attempts were made to interview the Ministry of Finance, the Ministry
of Justice, and the Judicial Council, but they declined our requests. A semi-structured
TXHVWLRQQDLUH FRQWDLQLQJ VSHFL¿F TXHVWLRQV DQG D QXPEHU RI RSHQ HQGHG TXHVWLRQV
were completed for each interviewee.
Results show that the banking sector in Kosovo is characterized with a large presence
of foreign capital, where 89.2 % of total assets are managed by foreign banks, where
foreign capital is dominant in 6 of 8 banks operating in Kosovo. Their presence has
FRQWULEXWHGLQWKHPRGHUQL]DWLRQRIWKH¿QDQFLDOV\VWHPE\EULQJLQJPRUHDGYDQFHG
SUDFWLFHVLQ¿QDQFHDQGLQPDQDJLQJEDQNLQJRSHUDWLRQV5HVXOWVDOVRVKRZWKDWEDQNV
in Kosovo have continuously expanded their activities, increased their deposits, assets and also credit to businesses and households year by year. In terms of deposit
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maturity structure, in December 2011, the time deposits with less than two years of
maturity represented 82 % of deposits, whereas, loans with maturity of over two years
represented 72.4 percent of total loans, remaining nearly the same compared to the
SUHYLRXV SHULRG 7KLV UHÀHFWV D KXJH PLVPDWFK EHWZHHQ ORDQ PDWXULW\ DQG GHSRVLW
maturity, and according to banks, one of the reasons for high credit interest rates. The
general practice throughout the world shows that household deposits are almost completely renewed near the end of its maturity, thus putting into question the arguments
put forth by the commercial banks for high credit interest rates.
In terms of its liquidity position (the ratio between loans and deposits) in December
2011, this ratio stood at 80.8 % slightly exceeding the recommended requirement set
out by the CBK1 , and thus slightly lowering its liquidity position. Having said that, all
loans over 10,000 euros as per commercial bank requirements are collateralized, and
especially SME loans are often guaranteed by real estate, either the company’s wareKRXVH RU RI¿FHV RU WKH KRPH RI WKH RZQHUV 7KXV WKH FRYHUDJH UDWLR RI FUHGLW ZLWK
collateral in Kosovo in 2011 stood at 236.1 percent, marking the highest collateral to
loan ratio in the region (the average ratio in the region was 126.6 percent)2 . In terms
of collateral, the SME loans in Kosovo are the most covered loans in the region, which
potentially might make them less risky as well. This is also shown by the level of nonperforming loans (NPL) to total loans ratio of 6% in September 2011, ranking Kosovo
below the region’s recorded average of 15%, indicating that loan portfolio on average
in Kosovo, is of a better quality than in other countries of the region.
Regarding the bank competition, our research shows that despite a slow declining
trend, the banking system continuous to remain highly concentrated with the market
share of the three largest banks accounting for about 74% of total assets, 74% of
deposits and 71.7% of loans at the end of December 2011. The high concentration in
WKHEDQNLQJVHFWRULVVKRZQDOVRE\WKH+HU¿QGDKO+LUVFKPDQ,QGH[ ++, ZKHUHLQ
December 2011, the total assets were characterized with a concentration rate of 2,157
points, indicating that the market concentration in the banking sector remains high.
Another indicator of measuring the level of competition in the banking sector, is the interest rate spread (the difference between interest rates on loans and deposits), which
in Kosovo marked 10.8 percentage points (the highest in the region), indicating that
despite the increasing number of banks in the recent years, its impacts in strengthenLQJWKHFRPSHWLWLRQLQWKHEDQNLQJVHFWRUKDVEHHQLQVLJQL¿FDQW7KHVSUHDGRILQWHUHVW
UDWHVRIORDQVDQGGHSRVLWVLVFRQVLGHUHGDVDQLQGLFDWRURIWKHHI¿FLHQF\RI¿QDQFLDO
intermediation. The high interest rate spread, are considered to be a huge obstacle to
¿QDQFLDOLQWHUPHGLDWLRQDVWKH\GLVFRXUDJHSRWHQWLDOVDYHUVZLWKORZUHWXUQVIURPGHSRVLWVZKLOHLQFUHDVLQJWKHFRVWRI¿QDQFLQJIRUERUURZHUV LQGLYLGXDOVDQGEXVLQHVVHV
primarily), thus reducing opportunities for investment and economic growth. This is
particularly worrisome for economies in transition where opportunities for alternative
funding sources through the capital market are minimal or almost non-existent in the
FDVHRI.RVRYROHDYLQJ.RVRYRFRPSOHWHO\XQGHUWKH³PHUF\´RIWKHEDQNLQJV\VWHP
WKDWLVSUHYDOHQWLQWKH¿QDQFLDOV\VWHPRI.RVRYR
In this regard, CBK statistics show that loans have increased every year, where in 2011
loans showed an annual increase of 16.4 %, while interest rates for individual loans in
general were 14.2 %, SME credit interest rates, especially for long term capital invest1
2

The regulatory recommended margin by CBK is 80 % of deposits should be given out in loans.
Financial Stability Report (page 96), December 2010

2QWKHRWKHUKDQGSUR¿WDELOLW\UDWLRVDQGLQGLFDWRUVLQ.RVRYRDUHDPRQJWKHEHVWLQ
the region. Kosovo’s return on equity (ROE) reached 14.5 % in December 2011, which
was way above the regional average (4%), whereas the return on assets (ROA) of 1.4
% also outperformed the regional average of 0.3, surpassing every country in the region. Considering the fact that the banking sector performance indicators are among
the highest in the region, the survey results conducted with SMEs, Business Associations, the Kosovo Competition Authority, and other key stakeholders, substantiate
their perception that credit conditions in the country are tight and not appropriate for
business expansion; whereas the credit market is considered to be the main ingredient for Kosovo to catch up with sustainable economic growth and the cornerstone to
address its socio-economic severe problems - unemployment and poverty. Despite the
KLJKSUR¿WLQGLFDWRUVRIWKHEDQNLQJVHFWRULQ.RVRYRWKH&%.KDVQ¶WKDGDQ\EDQN
applications at all in the last three years to enter the Kosovan market which might be
seen as serious, and according to the CBK, this might be due to the evolution of global
¿QDQFLDOFULVLVVLQFHDVZHOODVWKHFXUUHQWSXEOLFGHEWFULVLVLQWKH(XUR]RQH
which has affected a considerable number of banks in the European Union, and thus
IDU KDV OLPLWHG WKHLU IXUWKHU H[SDQVLRQ RI IRUHLJQ ¿QDQFLDO LQVWLWXWLRQV WRZDUGV QHZ
markets.
Referring to various stakeholders’ interviews, mostly CBK’s and commercial banks’
statements, the actual banking system performance indicators ranked the highest in
the region, make (from this point of view) Kosovo’s banking system the safest, the
healthiest, and the most stable in the region. CBK and commercial banks in contrast
to SMEs evaluations, do not consider loan interest rates as being high, in fact they
declared that interest rates are on a declining trend. They declare that the reason
that interest rates in Kosovo are the highest in the region, are due to the fact that the
neighbouring countries have a lower risk of business environment, and with regards
to each of the aforesaid factors in credit evaluation process, with the exception of
NPLs, they fare much better than Kosova, hence resulting in lower loan rates than
Kosovo. In addition to that, the banking system is very sensitive to legal issues and
their enforcement and is heavily relied upon the effectiveness of the justice system
LQ.RVRYDZKLFKVXIIHUVIURPDKLJKGHJUHHRILQHI¿FLHQF\SURFUDVWLQDWHGSURFHGXUHV
(up to many years) to resolve a banking sector court case, as well as huge delays in
collateral execution.
Part of this study is also the SME survey with 600 Kosovan companies, results of which
SRLQWRXWWKDWFRVWRI¿QDQFLQJDQGDFFHVVWR¿QDQFHDUHDPRQJVWWKHPRVWVLJQL¿FDQWEDUULHURIGRLQJEXVLQHVVLQ.RVRYR7KHVHWZRLQGLFDWRUVKLJKOLJKWWKHGLI¿FXOWLHV
that SMEs face in trying to raise capital for their development, forcing them to obtain
business loans with high interest rates, thus reducing their development potentials,
or in the worst case scenario, foregoing any investment project that they might have
due to unaffordable credit interest rates. Survey also shows us that the majority of
EXVLQHVVHV KDYH KLJKOLJKWHG ³DFFHVV DQG FRVW RI ¿QDQFH´ DV WKH PDLQ EDUULHUV IRU
their potential expansions, followed by uncertainty in general business environment
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ment needs stood at 16.65 %, marking the highest credit interest rates in the region.
Due to excessively high loan rates, compared to the region, Kosovo claims the lowest
60(VHFWRUORDQWR*'3UDWLRRIUHÀHFWLQJDYHU\ORZFUHGLWLQWHUPHGLDWLRQDQG
poor credit access to SMEs.
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VXUURXQGLQJWKHVH¿UPV7KHVXUYH\DOVRIRXQGWKDWSHUFHQWRI60(VGLGQRWDSSO\IRUDORDQGXHWRWKHIDFWWKDWRI¿UPVFRQVLGHUWKH¿QDQFLQJFRQGLWLRQVDV
XQIDYRXUDEOHRUYHU\XQIDYRXUDEOHPDNLQJWKH¿QDQFLQJRI60(LQYHVWPHQWSURMHFWV
practically unaffordable

Policy recommendations are suggested for tackling many of the barriers mentioned
above. We recommend that:
 7KHJRYHUQPHQWVKRXOGVWUHQJWKHQHFRQRPLFJURZWKRQDPDFURHFRQRPLFOHYHO
by reforming the business environment through reducing the level of informal
HFRQRP\¿JKWLQJXQIDLUFRPSHWLWLRQH[FHVVLYHWD[DWLRQDQGLQDSSURSULDWHJRYernmental regulations. Reforms should mainly target promotion of competition and
development of private sector as a means of economic growth and thus tackling
current business stagnation. Improving the business environment will result in
lowering the credit risk, as one of the main determinants of interest rates in Kosovo.
 ,QVWLWXWLRQDOUHIRUPVVXFKDVLPSURYLQJWKHUXOHRIODZ¿JKWLQJFRUUXSWLRQ¿JKWLQJ
the informal economy, tax evasion, encouragement of non-cashtransactins, will
create more favourable conditions for existing businesses and at the same time
DWWUDFWIRUHLJQLQYHVWPHQWVLQ¿QDQFLDOPDUNHWVLQ.RVRYR)RUWKHIRUPHUWKHLQFHQWLYHVIRUIRUPDOL]DWLRQZLOOLPSURYH¿QDQFLDOUHSRUWLQJZKLOHIRUWKHODWWHUWKH
FRPSHWLWLRQ LQ ¿QDQFLDO PDUNHW ZLOO SURYLGH IXUWKHU LQFHQWLYHV WR UHGXFH FXUUHQW
interest rates.
 6ROYLQJWKHSUREOHPVRIWKHFDGDVWUDOV\VWHPDVZHOODVLQFUHDVLQJWKHHI¿FLHQF\
of the judiciary system would result in easier execution of pledged collateral and
PRUWJDJHV:LWKFRXUWVHI¿FLHQF\UHPDLQLQJKLJKO\XQVDWLVIDFWRU\WKHDEVHQFHRI
DQHIIHFWLYHDQGHI¿FLHQWPHFKDQLVPLQTXLFNO\VROYLQJEDQNFRXUWFDVHVKLQGHUV
the incentives for lowering current interest rates. Establishment of special economic courts whereby business cases from general cases would be separated and thus
FRQWULEXWHWRUHGXFLQJVLJQL¿FDQWO\WKHFXUUHQWZRUNORDG7KLVZRXOGHOLPLQDWHRQH
RIWKHSULPDU\EDUULHUVRIFRXUWLQHI¿FLHQF\ZKLFKEDQNVDQGEXVLQHVVHVGHFODUHDOO
the time.
 $GGLQJIXUWKHUFRPSHWLWLRQWR¿QDQFLDOV\VWHPFRXOGSURYHWREHSUREOHPVROYLQJ
Government must put together rigorous pro-investment policies in place (for attracting as much foreign direct investment as possible in banking sector), through
aggressive marketing of the investment conditions in Kosovo’s banking sector and
others as well.
 7KHJRYHUQPHQWPXVWWDNHPHDVXUHVWRLPSURYHWKHOHJDOV\VWHPDQGLWVLQVWUXments for the protection and security of credit collaterals, thus reducing the risk
associated with credit collaterals in terms of executing collaterals.
 ,Q RUGHU WR DYRLG SRWHQWLDO FULVHV FRPLQJ IURP WKH ¿QDQFLDO VHFWRU DQG HFRQRP\
as a whole, the government must start the process of implementing the qualitative demands on the conditions from the IMF, WB and EU regarding government
budget expenditures, and inturn establish a safe net that will be provided by these
organizations if such an event were to happen.
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 $ FDPSDLJQ E\ WKH JRYHUQPHQW DQG &HQWUDO %DQN WR VKDNHHQFRXUDJH EDQNV WR
move from their status quo position with regards to credit interest rates is also
required. This does not imply intervention into the internal affairs of commercial
EDQNV EXW D PXWXDO XQGHUVWDQGLQJ RI GHPDQGLQJ DQG GH¿QLQJ DQ DJHQGD ZLWK
tasks related to the government, banks, CBK, the association of banks, business
associations, donors, and international institutions, so that the supply of credit to
the private sector is improved through an increase in bank competition.
 7KHJRYHUQPHQWVKRXOGWU\WRHQFRXUDJHPRUHFRPSHWLWLRQLQWKH¿QDQFLDOVHFWRU
and take actions to improve the supply of credit to the private sector, especially
through the issuing of government bonds. The joint interest of all stakeholders is
higher economic growth and timely preventive measures which will ameliorate the
impact of the current European debt crises. In this respect there is much room for
action by all stakeholders.
 7KHJRYHUQPHQWHVWDEOLVKHVSURJUDPVIRUIXQGJXDUDQWHHVFKHPHVIRUOHQGLQJWR
SMEs, focusing on economic sectors with the highest potential for generating employment.
 &%.DQG%XVLQHVV$VVRFLDWLRQVLQ.RVRYRLQFRQMXQFWLRQZLWKWKHJRYHUQPHQWPXVW
play a more active role towards ameliorating the obstacles faced by commercial
banks, as well as SMEs in general.
 &%.LVHQFRXUDJHGWRUHGXFHQRQOLFHQFLQJEDUULHUVDQGLQFUHDVHFRPSHWLWLYHQHVV
between banks in Kosovo. Amongst many, the reduction of costs in using ATM’s
FRXOGEHVLJQL¿FDQWLQ¿JKWLQJQRQOLFHQFLQJEDUULHUV
 &%.DQGFRPPHUFLDOEDQNVPXVWORZHUWKHOHYHORIFROODWHUDOWRORDQUHTXLUHPHQWWR
the average level of the region, as well as providing SMEs with more reasonable offers for longer maturity of loans, and thus enabling SMEs an easier access to credit.
 )LQDOO\WKHJRYHUQPHQWVKRXOGSD\DWWHQWLRQRQLPSURYLQJ¿QDQFLDOOLWHUDF\RIHQtrepreneurs and individuals through the creation of business advice centres. Offering free business plan training from donors, NGOs, universities, government, associations of banks and businesses, would increase the capacity of individuals and
HQWUHSUHQHXUVWRWDNHDGYDQWDJHRIDYDLODEOH¿QDQFLDOVHUYLFHVDQGEHLQDEHWWHU
SRVLWLRQRIDYRLGLQJ¿QDQFLDOULVNV

This research report aims at conducting a study that will focus on the banking sector
in Kosovo. The study probes the determinants of interest rates on loans in Kosovo
ZLWKWKHSXUSRVHWRLGHQWLI\WKHPRVWVLJQL¿FDQWIDFWRUVWKDWKDYHDIIHFWHGWKHLUOHYHO
and rigidity throughout the last 12 years. Furthermore, the study depicts a crosscountry comparison analysis on the regional level which takes a detailed look across
the practices of the region with regards to the research objective of the study and ultimately, provides recommendations for policy makers in order to undertake concrete
measures that may enable decrease of interest rates in the local credit market. The
main research effort was focused on a comprehensive survey of the Banking Industry,
covering various aspects of their products and services with the main focus on interest
rates. Also an SME survey was conducted with 600 SMEs for obtaining the perceptions of the business community regarding deposit and credit interest rates offered by
the banking industry. Face to face in-depth interviews were conducted with the bank
representatives (Risk Managers), representatives of SMEs (company managers), as
well as with other stakeholders, such as the CBK, Business associations, Kosovo Cadastral Agency, and regulatory agencies3 . A semi-structured questionnaire containing
VSHFL¿FTXHVWLRQVDQGDQXPEHURIRSHQHQGHGTXHVWLRQVZHUHFRPSOHWHGIRUHDFKLQWHUYLHZHH7KHSURMHFWKDVEHHQ¿QDQFHGE\WKH.RVRYR)RXQGDWLRQVIRU2SHQ6RFLHW\
(KFOS), and implemented by the Riinvest Institute for Development Research. During
the preparation of this research report the project team conducted desk research on
various reports on banking and insurance companies such as the reports of the Central Bank of Kosova (CBK), annual reports of banks, and other literature covering this
area.
The structure of the research report is designed as follows. The report begins by
initially presenting the executive summary, and then this is followed by the introduction of the report in section 1. Section 2 of this report provides an overview of the
banking system in Kosova, including the variety of products and services offered by
the banking industry. Section 3 continues with the analysis of the current situation in
the banking sector, including analysing the legal and regulatory framework in Kosova,
6HFWLRQ  VHWV IRUWK WKH NH\ VXUYH\ ¿QGLQJV FRQGXFWHG ZLWK %DQN UHSUHVHQWDWLYHV 
related to the current state of interest rates offered by the banking system, and the
perceptions of the business community (SMEs) regarding bank interest rates, while
section 5 displays a cross-country comparison analysis of the banking industry with
a focus on bank competition. Finally, the last section presents conclusions and some
recommendations of the report.
We would like to extend special thanks to KFOS for sponsoring this project and also
for the continuous support rendered throughout its implementation stages. We thank
especially Professor Shkelqim Cani for his great cooperation with our project team.
+RZHYHUZHZRXOGOLNHWRHPSKDVL]HWKDWWKH¿QGLQJVDQGRSLQLRQVSUHVHQWHGDWWKLV
UHSRUWUHSUHVHQWSRVLWLRQVRI5LLQYHVW,QVWLWXWHVROHO\DQGGRQRWQHFHVVDULO\UHÀHFWWKH
position of the other parties involved during the realization of this project.
3

Various attempts were made to interview the Ministry of Finance, the Ministry of Justice, and the Judical Council,
but they declined our requests.
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Table 1. Number of Financial Institutions in Kosovo
Description
Commercial Banks
Insurance Companies
Pension Funds
Financial Auxulliaries

Nov 2008

Nov 2009

Nov 2010

Nov 2011

8

8

8

8

12

11

11

11

2

2

2

2

29

0LFUR¿QDQFH,QVWLWXWLRQV
16
Source: CBK Financial stability report (2011)

28

29

32

19

17

17

'HVSLWHWKHIDFWWKDWWKHVHLQGXVWULHVDUHTXLWHSUR¿WDEOHDQGKDYHFRQWLQXRXVO\H[SDQGHGWKHLUDFWLYLWLHVZKLFKUHSUHVHQWLPSRUWDQWIDFWRUVIRUDWWUDFWLQJQHZ¿QDQFLDO
institutions to enter the market, during the last three years, the number of commercial banks, insurance companies and pension funds has remained unchanged.

2.1 Commercial Banks
Banking sector in Kosovo has been developed successfully and it is seen by many (IMF
 DVDVXFFHVVVWRU\7KHYDOXHRIWKHEDQNLQJVHFWRUDVVHWVOLDELOLWLHVLQ.RVRYD
in November 2011 was 2.63 billion euros which is higher for more than 11.91 % compared to the same period of last year (see Table 2). Since the end of 2000, when the
¿UVWEDQNZDVHVWDEOLVKHGDIWHUWKHZDUWKHYDOXHRIWRWDOEDQNLQJVHFWRUDVVHWVDV
seen in Table 1 has increased by about 26 times.
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Financial institutions in Kosova are licensed and supervised by the Central Bank of
.RVRYD &%. 7KHFRXQWU\¶V¿QDQFLDOVHFWRUFRYHUVWKHEDQNLQJLQGXVWU\LQVXUDQFH
LQGXVWU\ SHQVLRQ IXQGV DQG RWKHU ¿QDQFLDO LQVWLWXWLRQV FRPSRVHG PDLQO\ E\ PLFUR
FUHGLWVFKHPHV,QWHUPVRIWKHQXPEHURI¿QDQFLDOLQVWLWXWLRQVRSHUDWLQJLQ.RVRYR
WKHVWUXFWXUHRI¿QDQFLDOV\VWHPLQ.RVRYRKDVUHPDLQHGDOPRVWXQFKDQJHGIRUVHYHUDO\HDUVZLWKWKHH[FHSWLRQRIWKUHHQHZ¿QDQFLDODX[LOLDULHVDGGHGLQWKHPDUNHW
LQ 7DEOH 7KHWRWDOQXPEHURI¿QDQFLDOVHFWRULQVWLWXWLRQVDVVHHQLQ7DEOH
UHDFKHGDWWKHHQGRI1RYHPEHUZLWKWKHODUJHVWQXPEHUFRPSULVHGE\¿QDQFLDODX[LOLDULHV  DQGPLFUR¿QDQFHLQVWLWXWLRQV  PDNLQJLWDOWRJHWKHUWKH
ODWWHUPDQDJHGWKHVPDOOHVWSDUWRIWKHWRWDO¿QDQFLDOVHFWRUDVVHWV SHUFHQW 
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Table 2: Bank data in billion euros
Years
$VVHWV/LDELOLWLHV
Deposits
Loans

2000

2005

2006 2007 2008 2009 2010 2011

0.1

0.98

1.16

1.43

1.79

2.07

2.35

2.66

0.1

0.84

0.92

1.14

1.42

1.55

1.71

2.10

0.02

0.51

0.64

0.89

1.19

1.28

1.42

1.69

Source: CBK Annual Reports 2001-2010, and CBK’s monthly periodicals

The banking sector in Kosovo is characterized with a large presence of foreign capital,
where 89.2 % of total assets are managed by foreign banks. The presence of foreign
¿QDQFLDO LQVWLWXWLRQV LQ .RVRYR KDV FRQWULEXWHG LQ WKH PRGHUQL]DWLRQ RI WKH ¿QDQFLDO
V\VWHPE\EULQJLQJPRUHDGYDQFHGSUDFWLFHVLQ¿QDQFLQJDQGPDQDJHPHQWRIEDQNLQJ
operations. At the moment there are eight banks operating in Kosova, six of them with
complete or majority foreign capital.
The Kosovo banking sector remains highly concentrated with the market share of the
three largest banks accounting for about 74% of total banking sector assets, 74 % of
deposits and 71.7 % of loans at the end of November 2011, the level of concentration
is much lower as compared to 2008, when the share of concentration of deposits and
assets in only three banks stood at 90 %. The high concentration in the banking sector
LVVKRZQDOVRE\WKH+HU¿QGDKO+LUVFKPDQ,QGH[ ++, 4 as seen in Figure 1. In 2008
the HHI for assets recorded 2,887 points compared to 2,896 points in the same period
of the previous year, while HHI for loans and deposits recorded 3,014 and 3,016 points,
respectively. Nevertheless, in November 2011, according to the HHI for total assets,
the banking system was characterized with a concentration rate of 2,157 points, which
compared to the same period of the last year, indicates a decline of the concentration
rate by 265.2 HHI points. The concentration rate of the banking system is noticed to
have recorded a continuous decline since 2008 also based on the HHI for total deposits
and loans.



7KH+HU¿QGDKO+LUVFKPDQ,QGH[ ++, FRQVLGHUVDPDUNHWZLWKDUHVXOWRIOHVVWKDQWREHDFRPSHWLWLYHPDU
NHWSODFHDUHVXOWRIWREHDPRGHUDWHO\FRQFHQWUDWHGPDUNHWSODFHDQGDUHVXOWRIRUJUHDWHUWR
EHDKLJKO\FRQFHQWUDWHGPDUNHWSODFH$VDJHQHUDOUXOHPHUJHUVWKDWLQFUHDVHWKH++,E\PRUHWKDQSRLQWVLQ
FRQFHQWUDWHGPDUNHWVUDLVHDQWLWUXVWFRQFHUQV
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Figure 1. Concentration of bank activity through HHI

Source: CBK (2011)
In order to bring bank services closer to clients, commercial banks continued to expand their infrastructure, although in the last two years the pace has slowed down.
This might be due to the fact that banks that have been operating in Kosovo have
managed to consolidate well their presence in the market in terms of their banking
units in the territory of Kosovo, and thus the slow expansion pace might be due to the
measures taken by banks to reduce their expenditure.
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7DEOH%DQNV¶LQFRPHDQGQHWSUR¿W YDOXHVLQPLOOLRQVRIHXURV

Total banking sector
income
Banking sector interest
income
1HWSUR¿W
Return on Total Assets
(ROA), in %
Return on Average Assets
(ROAA), in %
Return on Equity (ROE),
in %
Return on Average Equity
(ROAE), in %
Source: CBK Annual reports

2005

2006

2007

2008

2009

2010

2011

94.3

113.9

157.4

195.0

201.5

217.2

240

74.6

88.8

117.9

155.7

163.2

175.8

195

13.5

20.1

33.5

34

27.4

32.8

37

1.4

1.74

2.33

1.9

1.24

1.34

1.4

1.52

1.88

2.62

2.1

1.39

1.44

1.46

18.24

19.46

21.94

18.65

13.33

14.23

14.50

18.87

22.67

26.17

20.30

14.13

15.04

15.23

Return on Total Assets (ROA)5 – ROA shows how well a company controls its costs and
utilizes its resources. The higher the ROA number, the better, because the banking
sector is earning more money on less investment. The highest return on assets (Table
3) that the banking sector experienced was in 2007, when return on assets stood at
2.33 %, followed by an immediate fall during 2008 and 2009. During 2010 and 2011,
ROA started to increase again, where by the end of 2011 it reached 1.4 %, well above
the regional average (0.4 %).



52$LQGLFDWHWKHDPRXQWRIHDUQLQJVJHQHUDWHGIURPHYHU\XQLWRIHPSOR\HGDVVHVWV7KH52$LVRQHRIWKHPRVW
ZLGHO\XVHGSUR¿WDELOLW\UDWLRVEHFDXVHLWLVUHODWHGWRERWKSUR¿WPDUJLQDQGDVVHWWXUQRYHUDQGVKRZVWKHUDWHRI
return for both creditors and investors of the company.
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The banking sector as presented in Table 3 until the end of 2008 has constantly inFUHDVHGLWVQHWSUR¿W PLOLRQHXURV IROORZHGE\DVKDUSGHFOLQHLQZKHUH
EDQNSUR¿WVGHFUHDVHGWRPLOLRQHXURVDWWULEXWLQJWKLVSUR¿WGHFOLQH  
to banks conservatism and risk averse approach (mostly due to the Eurozone debt
crises), by strengthening their credit standards in granting credits to SMEs. NevertheOHVVZHVHHIURP7DEOHWKDWEDQN¶VQHWSUR¿WKDVWUHQGHGXSZDUGDJDLQLQDQG
it continued in 2011 as well, where by the end of 2011 the amount of total banking
VHFWRUQHWSUR¿WZDVDERXWPLOOLRQHXURVDQDQQXDOLQFUHDVHRI%DQNLQJVHFtor income is mainly derived from interest on loans, where the share of the banking
sector interest income (in December 2011 was 195 million euros) to the total banking
income at the end of 2011 (240 million euros) was 81.3 %, almost the same as it was
at the end of 2010 (80.9 %), as well as in the last few years.
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Return on Average Assets (ROAA)6 – As return on average assets (ROAA) is calculated
DWSHULRGHQGV PRQWKVTXDUWHUV\HDUVHWF LWGRHVQRWUHÀHFWDOORIWKHKLJKVORZV
but is merely an average of the period. Thus looking at Table 3, we see that the ROAA
indicator compared to ROA is slightly higher in every year, giving us a better picture of
WKHDYHUDJHSUR¿WDELOLW\RIWKHEDQNLQJVHFWRU
Return on Equity (ROE)7 - Looking at Table 3, we notice that ROE has steadily increased all the way up to 2007, reaching its peak of 21.94 %. Whereas again, due to
JOREDO¿QDQFLDOFULVHVDVZHOODVWKHQHZEDQN¶VSUHVHQFHLQWKHPDUNHW52(VXIIHUHG
a dramatic decline in 2008 and 2009 reaching its bottom at 13.33 %. However, despite
the European debt crises and the increased bank competition, in 2010 and 2011 the
return on equity started to increase again, where at the end of 2011 ROE marked 14.5
%, over three times greater than the regional average of 4 %.
Return on Average Equity (ROAE)8 – In situations where the shareholders’ equity does
QRWFKDQJHRUFKDQJHVE\YHU\OLWWOHGXULQJD¿VFDO\HDUWKH52(DQG52$(QXPEHUV
should be identical, or at least similar. However, the analysis between the ROE and
ROAE as depicted in Table 3, suggests that ROAE provides us with a more accurate picture of banking sector performance, because with the exception of the last three years
where similar results are displayed, before that there is considerable change between
them throughout the years.

3.1 Banking Services
3.1.1 Deposits and their distribution in sectors
By the end of 2011, total deposit in the banking system of Kosovo reached at 2.1 billion euros, recording an annual growth of about 8.5 percent. The slower growth trend
that characterized deposits since December 2009 was evident also during this period,
given that the annual growth rate of deposits in December 2011 was about 12.3 p.p.
lower compared to December 2009. The slowdown of the deposits growth was mainly
a consequence of the decline of government deposits in commercial banks, as well as
WKHLPSOLFDWLRQVDQGFRQWDJLRXVHIIHFWRIWKHJOREDO¿QDQFLDOFULVHVGXULQJWKLVSHULRG
ZKLFK ERWK FRQWULEXWHG WR D VLJQL¿FDQW VORZGRZQ RI GHSRVLW JURZWK (YHU VLQFH WKH
establishment of the banking sector in Kosovo, whenever we had an increase in deposits, this was followed by a lower increase in loans. However, in the last three years
the growth of deposits has been falling continuously, whereas the growth of loans is
XSZDUGWUHQGLQJIURP\HDUWR\HDU7KXVIRUWKH¿UVWWLPHLQORDQLQFUHDVHVKDYH
surpassed deposit increases and this has continued in 2011 as well, suggesting a slight
increase in bank competition and bank activity. The main source of deposits in the Kosovo’s banking system continues to be household deposits, which by the end of 2011




52$$$QLQGLFDWRUXVHGWRDVVHVVWKHSUR¿WDELOLW\RIDEDQN¶VDVVHWV,WLVPRVWRIWHQXVHGE\EDQNVDQGRWKHU
¿QDQFLDOLQVWLWXWLRQVDVDPHDQVWRJDXJHWKHLUSHUIRUPDQFH
52(5HWXUQRQHTXLW\DOVRNQRZQDVUHWXUQRQLQYHVWPHQWV 52, LVWKHEHVWPHDVXUHRIUHYHDOLQJDVWRKRZPXFK
SUR¿WDEDQNLVJHQHUDWLQJZLWKWKHPRQH\WKDWWKHLUVKDUHKROGHUVKDYHLQYHVWHG
$QLQGLFDWRUXVHGWRPHDVXUHWKHUHWXUQRQDYHUDJHHTXLW\ZKLFKFDQJLYHXVDPRUHDFFXUDWHGHSLFWLRQRIDFRP
SDQ\¶VFRUSRUDWHSUR¿WDELOLW\HVSHFLDOO\LQLQVWDQFHVZKHUHWKHYDOXHRIWKHVKDUHKROGHUV¶HTXLW\KDVFKDQJHGFRQVLG
HUDEO\GXULQJD¿VFDO\HDU

Figure 2. Structure of deposits by sector, in percentage

Source: CBK Annual reports and CBK Bulletins
In terms of deposit maturity structure, in December 2011 time deposits continued
to dominate, representing 48.2 percent of total deposits, followed by transferable
deposits (deposits not subject to any kind of maturity) with around 31 percent and
saving deposits with 15.1 percent of total deposits. Deposits with short-term maturity
although on a decreasing trend continue to dominate the structure of time deposits.
In December 2011, deposits with maturity up to one year represented 53.8 percent of
total time deposits (falling from 75.7 percent of what it was in 2010), followed by 28.2
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amounted at euro 1.49 billion (71 percent of total deposits). Nevertheless, a tendency
of slowdown in the growth of household deposits was noticed in the recent period
(annual growth of 14.7 percent in December 2011 compared to 25 percent in DecemEHU 7KHVORZGRZQRIKRXVHKROGGHSRVLWVJURZWKUDWHZDVQRWUHÀHFWHGLQWKH
share of these deposits to total deposits, given that household deposits represented
71 percent of total deposits by the end of 2011, which is for 3.8 pp higher than in December 2010 (Figure 2). The deposits of private enterprises amounted at euro 395.4
million in December 2011 (400 milion euros in December 2010), an annual decrease
of 1.2 %. If we compare the growth of private enterprise deposits in the recent periods (annual growth of 18.5 % in 2009, annual growth of 17.8 % in 2010, and annual
fall of 1.2% in 2011), we notice a considerable slowdown of deposit growth. Whereas
deposits of public enterprises such as PTK, KEC and Prishtina International Airport,
remained practically the same, reaching euro 127 million euros in December 2011
(126.6 million in December 2010). It is worth pointing out that over 200 milion euros
of PTK dividends were taken by the government from commercial banks in 2009, and
government in conjunction with CBK were very careful not to create shocks of massive
deposit withdrawals from commercial banks.
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percent of deposits with maturity of over one year up to two years of total time deposits (representing an increase from 8.5 percent of what it was in 2010), and around
18 percent of time deposits of over two years (a slight increase from 15.7 percent in
2010).
Considering the trend that time deposits are pursuing, it can be noticed an increasing
tendency in the share of time deposits with longer maturity, which may be related to
the approval of the Law on Deposits Insurance, which has a direct impact on further
LQFUHDVLQJGHSRVLWRUV¶FRQ¿GHQFHLQFRPPHUFLDOEDQNV$OVRKLJKHULQWHUHVWUDWHVIRU
deposits with longer-term maturity represent an important factor that may contribute
to the increase of maturity period for time deposits.

3.1.1 Loans and their distribution per sector
The banking sector’s activity has expanded even further this year, and the share of
total loan activity to Kosovo’s GDP has increased to 38 % compared to last year (35
% share of GDP). According to the CBK data, lending activity by commercial banks
was characterized with a faster growth trend. Despite the European debt crises, where
(XURSHDQ EDQNV DUH VWUXJJOLQJ ZLWK FRQVXPHU FRQ¿GHQFH WKH EDQN SUR¿W LQGLFDWRUV
VKRZWKDWEDQNVLQ.RVRYRVWLOOHQMR\SUR¿WVDERYHWKHUHJLRQ¶VDYHUDJHLQGLFDWLQJDQ
LPSURYHPHQWRISHUFHSWLRQVDQGKLJKHUFRQ¿GHQFHRIFRPPHUFLDOEDQNVIRUWKHRYHUDOO
economic environment in Kosovo. Thus after the slowdown period that emerged due
to the shocks in the global economy in the last two years, in December 2011 the total
value of loans issued by the banking system recorded euro 1.7 billion, marking an increase of 16.4 % compared to December 2010 (in 2010 annual credit growth was 13.2
%), showing that lending activity of banks in Kosovo is on an increasing trend.
Out of total loans, 67.4 % of these loans went to the SMEs9, which is still considered
DVEHLQJORZHUWKDQWKHUHJLRQDODYHUDJHDQGUHÀHFWLQJWKHKLJKUHOLDQFHRI.RVRYR¶V
economy on trade. Although the credit market has been on an increasing trend during the last three years, growth in the past three years has shifted from companies
to households, where 30.1 % of total loans by the end of 2011 went to households
compared to an annual increase of 29.5 % in 2010, whereas enterprise loans started
to rise again, and in 2011 they grew by 4.8 percent (Figure 3). This low credit activity
of SMEs for the past couple of years as presented in Figure 3, may be associated with
WKHJOREDO¿QDQFLDOFULVHV  DVZHOODVWKH(XURSHDQGHEWFULVHVLQ
which made banks more inclined towards the crediting of households rather than the
crediting of SMEs.

9

70 % of these loans went to the trade sector in December 2011, respectively 69 % in December 2010.
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Figure 3. Annual growth rates of loans by sector, in percent

Source: CBK Annual reports and CBK Bulletins
+RZHYHURQFHWKHJOREDO¿QDQFLDOFULVHVZHDWKHUHGWKHZRUVWWKHJOREDOHFRQRPLFDFtivity started to pick up its pace, leading to a slight decrease of interest rates for loans
to private enterprises, which, in turn, may have also encouraged the credit demand by
this sector. As a result, by the end of December 2011, private enterprise loans grew by
12.9 percent, marking an increase of 8.1 pp compared to 2010. Whereas the growth
of household loans in 2011 slowed down to only 18 percent, marking a fall of 11.5 pp
compared to 2010, and this slowdown of household loans to some extent may have
been driven by the greater orientation of the banking system towards the crediting of
enterprises during this period, due to the fact that they are able to charge businesses
KLJKHULQWHUHVWUDWHVWKDQKRXVHKROGVDQGWKXVJHQHUDWHKLJKHUSUR¿W
Figure 4 shows us that the loan structure to enterprises in terms of economic activity continues to be similar to the previous periods. Loans in the service sector still
continue to dominate the structure of total loans to enterprises with a share of 71.6
percent. In December 2011, out of the total loans to the service sector, the trade sector absorbed the largest share marking 73.4 percent of total loans to enterprises as
shown in Figure 4. The industry sector (including mines, manufacturing, industry and
construction) in December 2011 marked 24.9 percent of total loans to enterprises,
with manufacturing and construction marking 90 percent of total loans in the industry
sector, an increase of 3 pp comared to the same previous period.
However, the agriculture sector with only 3.5 percent of total loans until December
2011 (3.72 percent in November 2010) continues to hold the lowest share to total
loans, suggesting that the conservative lending approach of banking system towards
WKHDJULFXOWXUHVHFWRULVDOVRFKDUDFWHUL]HGE\KLJKLQWHUHVWUDWHVUHÀHFWLQJWKHSHUceived uncertainty by banks with regard to this sector, hence representing an additional factor contributing to the current low level of loans for agriculture. The agriculture sector is mainly unregistered, and the presence of asymmetric information has
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made many banks to view this sector as extremely risky, and thus majority of banks
do not lend at all to the agriculture sector.
Figure 4. Structure of loans by economic activity, in percent

Source: CBK Annual reports and CBK Bulletins
The lending activity for most of the sectors of the economy slowed down until 2010
(see Figure 5), then started to improve, especially in the trade sector and other services (including hotel and restaurant services) experienced a relatively faster growth
trend and continued to do so until the end of December 2011.
Figure 5. Structure of loans by economic activity, and their growth from year to year (in %)

Source: CBK Annual reports and CBK Bulletins
Thus, while loans to other sectors of the economy have experienced a rather slower
growth trend, the accelerated growth of loans to enterprises in 2011 may be considered as a result of the faster growth of loans to trade sector and other services. Lending to the trade sector by the end of December 2011 amounted at euro 630 million,

Figure 6. Structure of loans by maturity, in percent

Source: CBK Annual reports and CBK Bulletins (2011)
/HQGLQJ WR WKH LQGXVWU\ VHFWRU VORZHG GRZQ UHÀHFWLQJ WKH ³DFFHVV DQG FRVW WR ¿QDQFH´REVWDFOHWKDWPDQ\RIWKH60(VKDYHGHFODUHG$JULFXOWXUHVHFWRULQJHQHUDOLV
considered as a very important part of the economy, as it contributes heavily on GDP
growth, however in Kosovo is seen as a very risky sector and as a result many of the
banks do not lend to this sector at all, hence the slow growth presented in Figure 5,
where the value of total loans to agriculture in December 2011 amounted at euro 40
million.
Regarding loan maturity, loans with longer maturity 2-5 years continue to dominate
the structure of total loans with 42.6 percent of total loans in December 2011 (see
Figure 6), where compared to 2010 it remained practically the same. Nevertheless
when grouping together we get total loans with maturity of over two years represented by 72.4 percent of total banking system loans in December 2011 (72.4 percent of
total loans in December 2010), in contrast to time deposits of up to two years being
represented by 82 percent.
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recording an annual growth of 16.6 percent. The industry sector was characterized
by a slower growth trend during this period. In fact, in December 2011, loans to the
industry sector recorded an annual growth of only 5.7 percent compared to 13.8 percent annual growth in December 2010 (see Figure 5).
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3.1.2 The Liquidity Position of Banks
In terms of the liquidity position, 82 % of total deposits in 2008 were given out in loans
WRHQWHUSULVHVDQGKRXVHKROGVDQGIRUWKH¿UVWWLPHFRPPHUFLDOEDQNVH[FHHGHGWKHLU
regulatory requirement of credit limit set out by the CBK. However, due to the gloEDO¿QDQFLDOFULVHVEDQNFUHGLWDFWLYLW\ZDVVORZHGGRZQ DVVHHQLQ7DEOH ZKHUH
loans to deposit ratio in 2009 and 2010 fell to around 75 %. Nevertheless, so far this
year the liquidity position has been increased to 80.8 % which has again exceeded the
recommended regulatory requirement, and unless precautionary measures are taken
by CBK, the trend of the liquidity position is that it will continue to exceed its recommended level, thus lowering its liquidity position.
Table 4: Share of loans, deposits and assets to GDP (%)
Years

/RDQV*'3

'HSRVLWV*'3

$VVHWV*'3

/RDQV'HSRVLW

2004
2005
2006

16.4
16.8
20.0

30.4
27.4
29.1

35.6
32.2
36.5

53.8
61.4
69.6

2007

26.1

33.4

41.8

78.1

2008
2009
2010

31.1
32.9
35.1

38.0
39.9
42.3

47.5
53.3
56.8

82
73.9
75.3

2011
38
47
59.5
Source: CBK Annual reports and monthly periodicals, IMF data

80.8

The increase of deposit and loan outstanding balances provides evidence that the Kosova banking sector is continuing to contribute to the economic growth in Kosovo by
LQFUHDVLQJLWVUROHLQ¿QDQFLDOLQWHUPHGLDWLRQ7KLVLVDOVRVKRZQIURPUHJXODULQFUHDVH
of several indicators such as the share of banking sector assets, deposits and loans to
GDP. Nevertheless, these indicators as presented in Table 4, are much lower compared
to the region. The share of assets to GDP in December 2011 increased to nearly 60 %,
where compared to 2005 (32.2%) it almost doubled. This is mainly due to the increase
in the volume of loans extended by the banking sector that reached 38 % of GDP as
of December 2011, as well as an increase in deposits, where the share of deposits to
GDP in December 2011 stood at 47 %.
Interest rates – The overall average interest rates on loans in 2011 were about 14.15
%, a fall of 45 basis points compared to 14.6 % in 2010. Table 5 also shows that the
level of interest rates on average throughout the years has remained nearly the same
with slight decrease in 2006 and a slight increase in 2008 and 2009.

Years

2004

2005

2006

2007

2008

2009

2010

2011

A Deposits
B Loans

2.5

3.2

3

3.3

4.2

4.3

3.7

3.5

14.2

14.2

13.4

14.6

14.8

14.4

14.6

14.15

C

Interest rate
VSUHDGGLIIHU11.7
11
10.4
11.3
10.6
10.1
10.9
ence (C=A-B)
Source: CBK Annual Reports 2004-20010, and CBK monthly periodicals

10.65

As we can see, while loan volumes have expanded annually, the interest rates compared to region have unrelentingly remained high, especially for long term capital
investment needs, meaning that SMEs in order to pursue their long term investment
projects, are forced to obtain investment loans from banks with very unfavourable
interest rates. Nevertheless it’s worth mentioning that the interest rates for both,
loans and deposits alike have remained constant, showing that the increased number
of banks in the market has had no effect in intensifying competition, which would then
have exerted downward pressures on the interest rate spreads in the Kosovo banking
sector. Loan portfolio in the Kosovo banking sector remains of good quality. Despite
the fast credit growth, in September 2011, the share of non-performing loans (NPLs)
WRWRWDOORDQV ZKLFKLQFOXGHORDQVFODVVL¿HGDVµGRXEWIXO¶DQGµORVV¶ DWOHDVWXQWLOQRZ
was relatively low at 6%, remaining nearly at the same levels as in 2010 (5.9%) as
VKRZQLQ¿J7KH13/WRWRWDOORDQVUDWLRRILQUDQNV.RVRYREHORZWKH
average of 15 percent recorded in region countries, indicating that loan portfolio of
banking sector in Kosovo, on average, is of a better quality than in other countries of
the region. Taken by bank groups, larger banks appear to have a better quality of the
loan portfolio than smaller banks.
Figure 7. Share of NPL to total loans (%)

Source: CBK Annual reports and CBK Bulletins
During 2011, three largest banks recorded a NPL to total loans ratio of 4.2%, while
the rest of the banks, on average, NPL accounted for 8.1% of their loan portfolio.
Regarding breakdown by sector, households have the lowest level of NPLs. Table 6
10 7DNLQJWKHDQQXDODYHUDJHPRYHPHQWVRILQWHUHVWUDWHVDFURVVGLIIHUHQWSURGXFWVDQGPDWXULWLHV
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Table 5: Interest rates10 on loans and deposits (%)
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shows that Kosovo has the lowest SME sector loan to GDP ratio in the region. Also the
interest rates for loans of up to a year shows to be the highest among all the regional
countries, indicating that loans are the most expensive in the region. This shows poor
credit offer to SMEs and low credit intensity associated with the highest interest rates
FRPSDUHGWRQHLJKERULQJFRXQWULHV2QWKHRWKHUKDQGSUR¿WDELOLW\UDWLRVLQDUH
foremost the best in the region.
Table 6. Credit line indicators for transitional countries in 2011 (%)
SME sector
/RDQV*'3

Interest rates
Deposits

Loans (< 1 year)

Bad Loans
(in total loans)

Kosova
Albania
(in euros)
Bosnia

28.3

3.5

14.15

5.9

41.2

2.16

6.88

18

46.0

QD

QD

11

Serbia

47.5

4.1

11.0

19

Macedonia

49.9

5.3

9.9

8.5

121.2

4.8

9.2

25

Montenegro

Source: EBRD Transition Reports, for Kosovo IMF estimation of GDP and CBK Annual
Report
Kosova’s return on equity (ROE) reached 11.2% in 2011 way above the regional average (4%) and way above the other countries ROE on banking sector (see Table 7). In
addition, return on assets (ROA) also performed above the regional average, where
in 2011 it stood at 1%, and with the exception of Serbia, no other country performed
better.
,QWKHOLJKWRIWKH(XURSHDQGHEWFULVHVZKLFKZDVUHÀHFWHGPRVWO\DWWKHEDQNLQJV\Vtem, commercial banks in Kosovo seem not to have been impacted as much, and even
GXULQJWKHVHSHULRGVKDYHFRQWLQXHGWRVKRZDJRRG¿QDQFLDOSHUIRUPDQFH+RZHYHULW
should be noted that in Kosova this has been achieved with lowest credit intensity (loan
*'3 UDWLR  WKURXJK DPRQJ WKH KLJKHVW LQWHUHVW UDWH VSUHDG PDUJLQ LQ WKH UHJLRQ
While the positive performance of banks in Kosovo in spite of the Eurozone debt crises
is to be welcomed, the downside of this is that commercial banks have continued to
keep credit interest rates as the highest in the region, which is a major obstacle to SME
development. Considering the fact that banks are used to these high interest rates,
we think that any new entrant in the market will generate a shockwave as competition in the banking sector will be increased, and due to the comfortable position that
commercial banks seem to enjoy, this might be something that banks might not like.

Countries

ROA

ROE

1.4

14.5

Albania

0.2

2.5

Bosnia

0.3

3

Serbia

1.5

6

Macedonia

0.1

1

Montenegro

-0.8

-6

Regional average
0.3
Source: Central bank reports of respective countries

4

Kosova

Nevertheless, when assessing the performance indicators of ROA and ROE for only the
WKUHHODUJHVWEDQNVLQ.RVRYRWKHVHLQGLFDWRUVVKRZXVDQHYHQJUHDWHUSUR¿WPDGH
E\WKHVHEDQNVZKHUHRIWRWDOQHWSUR¿WRIWKHEDQNLQJVHFWRUZHQWWRWKH
three largest banks. The return on assets by the end of 2011 for only the three largest banks, marked 1.81 % which is greater than the ROA of Kosovo’s banking sector,
and greater than six times of the region’s average (as seen in Table 7). Whereas, the
return on equity (ROE) in 2011 for the three largest banks, marked a growth of 16.33
% way above the sector’s average in Kosovo, and the four times the growth of the
region’s average.
One could argue that credit market conditions have been favourable for this, but still
remain to be analyzed whether Kosovo’s government, regulatory bodies, CBK, commercial banks, and other business associations have created conditions for more and
free competition in a credit market, if they are undertaking necessary measures for
reducing the risk, if there is enough credit supply and offer, or all banks are more than
comfortable with current conditions in the credit market. The question could be raised
if this is good for long term development needs of Kosovar economy, in a situation that
LWLVGLI¿FXOWIRUEXVLQHVVHVWR¿QDQFHWKHLUORQJWHUPGHYHORSPHQWQHHGV,WLVFOHDU
that in the end banks share the fate of their clients, businesses and households, and
it seems that in this relation there should also be more common sense.

3.1.3 Mortgages
In terms of maturity, during 2011 the highest interest rates of 16.1 percent were reFRUGHGIRUPRUWJDJHORDQVZLWKPDWXULW\RIOHVVWKDQ¿YH\HDUVPDUNLQJDQDQQXDO
LQFUHDVHRIDURXQGSS 7DEOH ,QWHUHVWUDWHVRQPRUWJDJHORDQVZLWK¿YHWRWHQ
years maturity during 2011 stood at 11.99 %, marking an increase of 83 basis points
compared to the same previous period (11.99 % during 2010). In addition to this, we
also see mortgage loans with over ten years maturity registering 10.83 % marking
a slight increase of 9 basis points compared to the same previous period (10.73 %
during 2010).
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Table 8. Interest rates for Mortgage loans
Household Loans
Consumer
loans

Years

Mortgage loans
<= 5 years

> 5 years and
<= 10years

> 10years

2007

13.03

12.94

11.34

*

2008

13.78

11.16

11.25

10.93

2009

12.88

10.87

11.25

9.20

2010

14.56

14.15

11.16

10.74

11.99

10.83

2011
14.02
16.1
Source: CBK Annual reports and CBK Bulletins (2011)

,QWHUHVWUDWHVRQPRUWJDJHORDQVZLWK¿YHWRWHQ\HDUVPDWXULW\GXULQJVWRRGDW
11.99 %, marking an increase of 83 basis points compared to the same previous period (11.99 % during 2010). In addition to this, we also see mortgage loans with over
ten years maturity registering 10.83 % marking a slight increase of 9 basis points compared to the same previous period (10.73 % during 2010). Despite that, this type of
mortgage loan marked the lowest interest rates compared to other types of mortgage
loans. Nevertheless, the highest demand for mortgage loans was shown for mortgage
ORDQV RI OHVV WKDQ ¿YH \HDUV 7KLV LQGLFDWHV WKDW GXH WR DQ LQHI¿FLHQW FRXUW V\VWHP
that seems to exist in Kosovo, when it comes to execution of loan collateral it usually
takes years, thus banks are viewing the housing sector as a more risky sector, hence
the higher interest rates on mortgage loans. Table 8 also shows that consumer loans
in December 2011 stood at 14.02 %, marking an annual decrease of 54 basis points.

3.1.4 New banking license applications
7KH QXPEHU RI FRPPHUFLDO EDQNV LQ WKH ¿QDQFLDO PDUNHW LQ .RVRYR UHPDLQHG XQchanged during the last three years, despite the fact that this industry is considered
WR EH TXLWH SUR¿WDEOH DQG KDV FRQWLQXRXVO\ H[SDQGHG LWV DFWLYLWLHV ZKLFK UHSUHVHQW
LPSRUWDQWIDFWRUVIRUDWWUDFWLQJQHZ¿QDQFLDOLQVWLWXWLRQVWRHQWHUWKHPDUNHW
+RZHYHU DFFRUGLQJ WR WKH &%. WKH ODFN RI QHZ HQWULHV LQWR WKH ¿QDQFLDO PDUNHW LQ
.RVRYR DOVR FRUUHVSRQGV ZLWK WKH HYROXWLRQ RI WKH JOREDO ¿QDQFLDO FULVLV VLQFH 
ZKLFKKDVOLPLWHGWKHIXUWKHUH[SDQVLRQRIIRUHLJQ¿QDQFLDOLQVWLWXWLRQVWRZDUGVQHZ
markets. A similar impact is being caused also by the current public debt crisis in the
Eurozone, which has affected a considerable number of banks in the European Union.
In addition to this, there are many business obstacles in Kosovo which are considered
as extremely disadvantageous, and might contribute to the lack of interest from other
investors to invest in Kosovo.

When commercial banks were interviewed and asked about the reasons of high interest rates, bank representatives listed a number of obstacles, and among them was
also the lack of registration of apartments, and enterprises as one of the problems.
7KLV DFFRUGLQJ WR EDQNV SUHVHQWHG UHDO REVWDFOHV GXH WR WKH IDFW WKDW DSDUWPHQW
HQWHUSULVHRZQHUVGLGQRWSRVVHVVWKHDSDUWPHQWRUHQWHUSULVHRZQHUVKLSFHUWL¿FDWH
PDNLQJLWLPSRVVLEOHIRUWKHVHRZQHUVWRXVHWKHLUDSDUWPHQWVHQWHUSULVHDVFROODWHUDO
ZKHQDSSOLHGIRUEDQNORDQV+DGWKH\EHHQLQSRVVHVVLRQRIWKHLUDSDUWPHQWHQWHUSULVH RZQHUVKLS FHUWL¿FDWH WKH\ ZRXOG EH DEOH WR RIIHU WKHLU DSDUWPHQWVHQWHUSULVH
as collateral, and banks in turn would offer these owners bank loans with much lower
interest rates.
The Cadastral Agency of Kosovo in coordination with the World Bank has developed a
SURMHFWZKHUHLWFRQGXFWHGDKXJHUHJLVWUDWLRQE\LQFOXGLQJPDQ\ÀRRUDSDUWments and enterprises in four cities of Kosova: Prishtina, Prizren, Peja, and Gjilan.
These cities were prioritized due to the fact that they contain the largest number of
DSDUWPHQWV LQ .RVRYR +RZHYHU WKLV UHSUHVHQWV RQO\ WKH ¿UVW SKDVH RI WKH SURMHFW
meaning that in the next phases, the project is expected to be expanded by including
other parts of Kosovo as well. The registration in other cities of Kosovo is planned to
be accomplished by the end of 2013.
7KHFHUWL¿FDWHDVDUHVXOWRIWKLVSURMHFWDSDUWIURPRWKHUEHQH¿WVZLOOEHQH¿W.RVovo’s banking sector as well. It will give security to the commercial banks and as such
PLJKWFRQWULEXWHWRGHFUHDVLQJWKHKLJKLQWHUHVWUDWHV6LQFHWKH¿UVWSKDVHRIWKH
SURMHFWKDV¿QLVKHGDQGFHUWL¿FDWHVWRWKHRZQHUVFRXOGEHLVVXHGWKHHIIHFW
of registration on banking sector in terms of lower credit interest rates can be tested
in the near future.
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CBK & Commercial Banks – Survey Results and
Analysis from In-depth interviews

In order to provide reliable results with the objective of considering the points of views
of all stakeholders, Riinvest Institute also interviewed commercial banks in Kosovo.
2XWRIHLJKWEDQNVRSHUDWLQJLQ.RVRYRZLWKWKHH[FHSWLRQRI³%DQND(NRQRPLNH´DQG
³.RPHUFLMDOQD%DQND´DIDFH±WR±IDFHLQWHUYLHZZDVFDUULHGRXWZLWKEDQNUHSUHsentatives by a senior researcher of the Riinvest Institute.
When commercial banks were asked about their assessment of the current state of
the banking system in Kosova in relation to the other banking systems in the region,
and considering the fact that the banking system in Kosova was set up in the year
2000, all the interviewed banks in general consider the banking system to be extremely healthy and stable. Also banks think that the stability of the banking system
is due to advanced criterias and procedures that banks apply when assessing loan
applications in general. In addition, they also point out the extremely important role
of CBK in safeguarding adequate and prudent implementation of credit origination,
processing and collection procedures resulting to a high-quality loan portfolio in banking sector. Another viewpoint of banks are that, initially when the banking system
was set up in 2000, there was no competition in the banking system and now there
are eight banks operating in Kosova, and for the moment they seem to be happy
and comfortable with the level of competition in the banking sector. Also according to
bank responses, the low level of bank NPLs and the high portfolio quality makes Kosovo’s banking system the safest and healthiest in the region. According to commercial
banks, the lack of Greek banks in Kosovo and the lack of trade that Kosovo (Kosovo
commercial banks are mostly owned by Western European countries and most of the
trading is done with these countries, including China and USA) has with Greece, has
created an advantage for us, making us less exposed to risk, in contrast to our neighbouring countries (Macedonia, Albania, etc.) where they do a lot of trade with Greece,
there are also Greek banks in the banking sector of our neighbouring countries, thus
making their banking system even more exposed to bank bankruptcy risks due to the
enormous debt problems faced by Greek banks.
When CBK was asked the same question, they also agree with the commercial banks
assessment, and they think that despite the fact that the banking system in Kosovo
is young (12 years) compared to the neighbouring countries, the banking system in
WHUPVRIVHUYLFHVDQG¿QDQFLDOSURGXFWVWKDWLWKDVWRRIIHULWKDVPDQDJHGWRFRQVROLdate itself very well. The majority of indicators, such as the level of NPLs, the level of
¿QDQFLDOSURGXFWVDQGVHUYLFHVSRLQWRXWWRDYHU\KHDOWK\EDQNLQJV\VWHP
Also Banks were asked why according to the perceptions of businesses, credit interest rates are extremely high and unbearable for businesses, and do not seem to have
changed much since the creation of the banking system 12 years ago. The response
of Banks was that businesses are misguided in thinking that credit interest rates are
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too high, because banks themselves do not classify them as high due to the fact that
interest rates have always been on a falling trend since the setup of the banking system in Kosova. Based on the evidence presented in Table 5, these statements made by
banks seem not be accurate. Nevertheless, according to Commercial Banks, a number
of factors are taken into consideration when they assess a business credit application.
6SHFL¿FDOO\ WKHVH IDFWRUV DUH GHFLVLYH ZKHWKHU D EXVLQHVV ORDQ ZLOO KDYH KLJKHU RU
lower interest, and they are:
 7KHOHYHORIFRXQWU\ULVN WUDGLWLRQLQVWLWXWLRQDOHI¿FLHQF\FRUUXSWLRQMXVWLFHV\Vtem, informal economy, country’s level of relations with IMF, EBRD etc.),
 7KHOHYHORIULVNSHUWDLQLQJWRWKHFRPSDQ\ VSHFL¿FRUVWDQGDORQHULVN DVZHOODV
the sector that it belongs to (some sectors are more riskier than others),
 7KHIDFWZKHWKHUFRPSDQ\¶V¿QDQFLDOVWDWHPHQWDUHDXGLWHGRUQRWWKHTXDOLW\RI
¿QDQFLDOVWDWHPHQWVWKHUHSXWDWLRQRIWKHDXGLWRUZKRKDVFHUWL¿HGWKH&RPSDQ\¶V
Financial Statements (whether is a professional auditing company). It has to be
QRWHGWKDWPDQ\FRPSDQLHVGRQRWSRVVHVVDXGLWHG¿QDQFLDOVWDWHPHQWVLQ.RVRYR
 5HJLVWHULQJ FRPSDQ\ HPSOR\HHV ZLWK WKH ³7$.  7D[ $GPLQLVWUDWLRQ RI .RVRYD´
(which according to banks the majority of companies, either do not register its employees at all with TAK, or register them just a few of their employees, and in turn
banks need to research this company at more depth making the bank decision even
more costly),
 3UREOHPVHQFRXQWHUHGZLWKWKH&DGDVWUDO$JHQF\RI.RVRYR&$. RZQHUVDUHQRW
able to use their properties as collateral due to lack of registration of properties by
&$.PDNLQJLWLPSRVVLEOHIRUWKHVHRZQHUVWRXVHWKHLUDSDUWPHQWVODQGDVFROODWeral when applied for bank loans, thus resulting in high interest rates.
 +LJKRSHUDWLRQDOEDQNFRVWV LQPRVWFDVHVEXVLQHVVHVGRQRWSRVVHVVDOOWKHLQformation needed for banks to make a decision on loans, making it necessary for
banks to do a lot of background checks of these companies, and in turn increase its
operational costs),
 &RPSDQ\EXVLQHVVSODQV DFFRUGLQJWREDQNVYHU\RIWHQ60(VUHTXHVWDORDQZLWKout a business plan, or if available, the business plan is poorly developed),
 7KHFRVWRIGHSRVLWV ZKLFKRQDYHUDJHLVEHWZHHQ WKDWFRPPHUFLDOEDQNV
pay to depositors, plus the extremely low interest rates (0.5-0.6 %) that they earn
on the obligatory reserves placed with the CBK, making the deposit costs even bigger as a result),
 7KHW\SHRIORDQE\FOLHQWVL]HRIEXVLQHVVSXUSRVHPDWXULW\W\SHHWF ZKHWKHU
the loan is long-term, short-term, big or small, whether it is intended for investment purposes or working capital, etc.). Usually, the bigger and the more long-term
the business loan is, the lower interest rates are),
 7KH -XVWLFH V\VWHP DFFRUGLQJ WR EDQNV WKH .RVRYR &RXUW V\VWHP DUH LQHI¿FLHQW
and very slow in resolving cases),
 7KHW\SHDQGTXDOLW\RIFROODWHUDOXVHGWRVHFXUHWKHORDQDQGFROODWHUDOHQIRUFHPHQW
procedures in Kosovo (when loans are defaulted, then banks through courts try to
take ownership of the collateral (house, apartment), and it takes years (about 2-4
years) for the court system to make a decision for liquidating loan collateral, and
even after that, the collateral put up for public auction in most cases is not liquidated due to a culture where people are vary of buying a property possessed by
banks, or perhaps owners pressure potential buyers into not buying their property),

Thus according to commercial banks, a combination of all the factors mentioned above
is taken into consideration when credit interest rates are calculated. And according to
commercial banks, the reason that interest rates in Kosovo are highest in the region,
are due to the fact that the neighbouring countries at each point mentioned above
ZLWKWKHH[FHSWLRQRI13/VEDQNSUR¿WDELOLW\DQGULVNHQYLURQPHQWVWDQGPXFKEHWWHU
than Kosova, and hence having lower riskier business environment, and lower interest
rates than us. Another viewpoint of commercial banks is, that the business environment in Kosovo is mostly (96 percent) made up of small businesses, and that they
seem to request mostly short-term small to medium loans, and the smaller the loan
maturity the bigger the risk and the higher credit interest rates will be.
Whereas CBK on the same question as to why interest rates are perceived as being
too high by businesses and households alike, they think that the banking system is
very sensitive and that is heavily relied upon the effectiveness of the justice system
in Kosova. According to CBK research, the Justice system in Kosova suffers from a
KLJKGHJUHHRILQHI¿FLHQF\PHDQLQJKXJHGHOD\V \HDUVDWOHDVW LQGHDOLQJZLWK
cases coming from commercial banks, as well as huge delays in the execution of collateral. Another cause for concern is the many problems that exist in the real sector
RI WKH HFRQRP\ VXFK DV WKH ODFN RI DXGLWLQJ DQG ¿QDQFLDO UHSRUWLQJ RI EXVLQHVVHV
where banks are forced to refuse many business credit applications due to the fact
that they do not consider these businesses trustworthy enough, or in cases where
credit applications are granted, banks spend a lot of time and resources in trying to
YHULI\WKHVH¿QDQFLDOVWDWHPHQWVRIIHUHGE\FRPSDQLHVDQGWKLVLVWUDQVODWHGLQKLJKHU
interest rates. The lack or poor development of business plans makes the company
more risky from the banks perspective, also the problems of cadastre (people not beLQJDEOHWRJHWFHUWL¿FDWHRIDSDUWPHQWODQGRZQHUVKLS DVZHOOFRQWULEXWHVWRKLJKHU
credit interest rates. Another point is also the level of market concentration, although
at a declining trend, it is still considered as being too high.
In addition to this, commercial banks also state that the biggest default credit rate
is associated with SMEs, because a large number of them are bankrupted after only
a short period of operation, and since according to banks the demand for short-term
small and medium loans has increased considerably, this has contributed to increasing
credit interest rates. Whereas the demands for long-term large loans has in fact fallen
because there is only a handful of large businesses and their investment needs espe11 (85,%25UDWHLVVKRUWIRU(XUR,QWHUEDQN2IIHUHG5DWH7KH(XULERUUDWHVDUHEDVHGRQWKHDYHUDJHLQWHUHVWUDWHV
DWZKLFKDSDQHORIPRUHWKDQ(XURSHDQEDQNVERUURZIXQGVIURPRQHDQRWKHU7KHUHDUHGLIIHUHQWPDWXULWLHV
UDQJLQJIURPRQHZHHNWRRQH\HDU7KHLQWHUHVWUDWHVGRSURYLGHWKHEDVLVIRUWKHSULFHDQGLQWHUHVWUDWHVRIDOONLQGV
RI¿QDQFLDOSURGXFWVOLNHVDYLQJDFFRXQWVDQGPRUWJDJHV
12 /,%25UDWH/,%25LVDQDFURQ\PIRU/RQGRQ,QWHU%DQN2IIHUHG5DWH/,%25LVFRPSLOHGE\WKH%ULWLVK%DQN
HUV$VVRFLDWLRQ %%$ DQGLVWKHLQWHUHVWUDWHWKDWEDQNVFKDUJHHDFKRWKHUIRURQHPRQWKWKUHHPRQWKVL[PRQWK
DQGRQH\HDUORDQV7KLVUDWHLVWKDWZKLFKLVFKDUJHGE\/RQGRQEDQNVDQGLVWKHQSXEOLVKHGDQGXVHGDVWKH
EHQFKPDUNIRUEDQNUDWHVDOORYHUWKHZRUOG
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 7KH OHYHO RI QRQSHUIRUPLQJ ORDQV WKH ORZHU WKH 13/V WKH ORZHU WKH ULVN WKDW
banking sector is exposed to, and the bigger the amount of deposits available to
offer to SMEs for loans), which currently is the best in the region,
 7KHUHTXLUHGUHVHUYHGHSRVLWUDWLRRI GHWHUPLQHGE\&%. WREHKHOGDWDOO
times in commercial banks,
 (85,%2511 rate and LIBOR12 rate,
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cially in the last few years have been small. Banks also point out that when banking
system was formed, there were very few products available, credit interest rates stood
at 24 % and the maximum loan you could get was 100,000 DM, whereas, currently the
banking system is much more advanced with many business and consumer products,
and interest rates averaging about 14.3%. Nevertheless, CBK data does not agree with
commercial banks declarations, because according to CBK annual reports, the loan interest rates in 2001 (there were seven commercial banks in operation) stood at 16 %,
whereas deposit interest rates stood at 2.5 %, thus these high interest rates continued
to fall until 2003, levelling out at 14.6%, which to this day have remained roughly the
same. Whereas deposit interest rates having been increased in the last few years, now
banks offer around 3.5 % for consumer and business deposits.
When banks were asked if we should expect credit interest rates to fall in the near
future, or under what circumstances they would be persuaded to lower their credit
interest rates, their response was that credit interest rates are on a falling trend for
SHUIRUPLQJFOLHQWVEHFDXVHDIWHUDFOLHQW¿QLVKHVVXFFHVVIXO\WKH¿UVWORDQWKHVHFRQG
loan is always given at a lower interest rates (1-2 %), meaning that performing clients
are awarded with lower interest rates, and non-performing clients are either refused
altogether or are given loans with much higher interest rates. It has to be said that we
lack the necessary data to verify the above claims by banks. The court system in Kosovo also plays an extremely important part, and according to banks, the more effective
DQGHI¿FLHQWEHFRPHFRXUWVWKHVDIHURXULQYHVWPHQWVZLOOEHDQGWKXVWKHORZHUFUHGLW
interest rates will be. Another important factor for banks which might lower their operational costs and thus contribute in reducing their credit interest rates, is the lowering of informal economy through the government project of providing businesses with
µFDVKUHJLVWHUV¶EHFDXVHWKHELJJHUWKHQXPEHURIEXVLQHVVHVXVLQJµ¿VFDOFKHFNRXWV¶
the easier it is for us to conduct our credit analysis, and the less riskier are our loans.
Audited company balance sheets, and registered employees with TAK is another fact
which will also contribute in making companies more believable and more sincere, and
this will contribute towards lower credit interest rates. Additional impact in reducing
credit interest rates will also have the registration of apartments and enterprises by
the Cadastral Agency of Kosovo (CAK), in which case these owners will be in a position
WRREWDLQDQRZQHUVKLSFHUWL¿FDWHIURP&$.ZKLFKLQWXUQWKH\ZRXOGEHDEOHWRRIIHU
their properties as collateral in exchange for a lower credit interest rate.
When CBK was asked, what should be done in order to have lower interest rates in
the credit market, they too agree with the assessment of the commercial banks, that
a general improvement of the business environment13ZLOOGH¿QLWHO\DWWUDFWQHZHQtrants in the Kosovo market, which banks will have to be more competitive and more
HI¿FLHQWDQGWKLVZLOOORZHUWKHLURSHUDWLRQDOFRVWVRIEDQNVDQGLQWXUQORZHUWKHLU
credit interest rates as well.
Considering the fact that loan to deposit ratio in Kosova as of December 2011 stood at
around 80.8%, commercial banks were also asked about the quality of credit demand,
and whether they have the potential for increasing their credit volume, since they
have already exceeded the recommended margin limit set up by the CBK (at 80 %).
Bearing in mind that credit demand is largely for short-term loans, commercial banks
in general stated that up to ¼ of their loan portfolio is returned throughout the year,
13 6XFKDVLPSURYLQJWKHHI¿FLHQF\RIWKHFRXUWV\VWHPORZHULQJLQIRUPDOHFRQRP\LPSOHPHQWLQJWKHUHJLVWUDWLRQRI
DSDUWPHQWVDWWKH&DGDVWUDO$JHQF\KRXVHVDQGSDUFHOVDWWKH&DGDVWUH$JHQF\HWF

Whereas CBK thinks that considering the level of informality in Kosovo, it is quite
challenging to assess the quality of credit demand. In terms of banks increasing their
credit potential, CBK points out that all the banks in Kosova, have the potential of
increasing the level of credit in the market, due to the fact that liquidity reserves held
by banks have consistently exceeded their requirements. This surplus reserve can
potentially be credited to the market, however according to banks, they also face a
lack of adequate projects which could be credited for investment projects, and this
may be one reason why banks have an excess liquidity reserves and are not willing to
use it. Regarding the loan-deposit ratio, the rate of 80 % is the rate recommended by
the CBK, and it is an average rate recommended which can vary from bank to bank,
depending on the evaluation of the bank made by CBK. As far as loan to deposit ratio
limit, this ratio can vary from bank to bank depending on their funding sources, qualLW\RIORDQSRUWIROLRHWFPHDQLQJWKDWEDQNVWKDWXVHH[WHUQDOVRXUFHVRI¿QDQFLQJD
bigger loan-deposit ratio might be permitted. Whether a bank is small or large, CBK
approach is non-discriminatory and absolutely the same to all banks, declared the
CBK representative. All banks operating in Kosovo are subject to the same regulatory
framework and supervisory procedures of the same. Nevertheless, foreign banks in
Kosovo have the ability to obtain credit lines at all times from their mother bank if they
decide to do so, and thus create additional resources which might be used to credit
SMEs if there was enough credit demand in the market.
Commercial banks were also asked as to what type of base rate they use in determining their credit interest rates in Kosovo, and if they thought that credit interest rates
are affordable by businesses and households alike. When determining credit interest
rates, banks in Kosovo use EURIBOR and LIBOR rate, despite the fact that these rates
are very little related to the costs of bank funds in Kosovo. In terms of credit affordability, bank response was that considering the high performance of these loans, the
high rate of return of these loans, and the high rate of credit demand, we think that
they are affordable.
In terms of the Credit Registration Bureau which has been established and maintained
by CBK since 2006, where every loan issued by commercial banks is registered in this
Bureau, this is considered as a highly important step by commercial banks towards
reducing credit risk due to the fact that they get the very latest information from this
Credit Bureau. According to CBK and commercial banks, before approving a loan, eveU\EDQNDVZHOODVRWKHUPLFUR¿QDQFHLQVWLWXWLRQVFRQVXOWVZLWKWKH&UHGLW5HJLVWUDWLRQ
Bureau, whether the person applying for a loan has other loans with other banks, and
this is very useful since it elaborates the history and credit worthiness of a client, thus
contributing to a lower credit default risk in general.
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and that they have to issue loans all the time, otherwise their loan to deposit ratio at
DQ\PRQWKFDQIDOOVLJQL¿FDQWO\ DOOWKHZD\WR±RIWKHLUORDQGHSRVLWUDWLR 
meaning that their credit potential remains high. Nevertheless, according to banks,
their ability to increase loans in the market has reached its maximum limit, however
the lack of demand for long – term credit points out that SMEs do not have any longterm prospects and are only looking for short-term loans to keep them going. On top
RIWKLVWKHTXDOLW\RIFUHGLWGHPDQGDOWKRXJKYHU\ZHOO¿OWHUHGYHU\RIWHQLVFODVVL¿HG
as poor due to a lot of the informalities as well as the lack of business investment
plans associated with these SMEs who are applying for business loans.
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It is also worth pointing out that government plans to issue government bonds in
several phases in the amount of 74 million euros in total during 2012, with the initial
phase of bonds issued already in the amount of 10 million euros in January 2012,
which until now only commercial banks have had the right to invest in these securities, and through commercial banks, KPST and PAK might be interested in investing in
these bonds as well. Commercial banks think that these government bonds might have
an indirect impact on interest rates. With bank reserves not earning any remuneration
at all, CBK and banks think that the excess reserve funds (excluding the obligatory
reserve requirement by law of 10 % of deposits) of commercial banks will be used to
invest in these government bonds and ensure a higher rate of return (interest rates
for the January phase of government bonds is 3.51 %). This will contribute in lowerLQJWKHFRVWRI¿QDQFHIRUEDQNVDQGWKLVLQWXUQPLJKWORZHULQWHUHVWUDWHV$QRWKHU
point made by banks is that through these government bonds, Kosovan government
will have increased its budget and this in turn will be used to further economic develRSPHQWDQGLIWKDWZHUHWRKDSSHQFRPSHWLWLRQLQWKH¿QDQFLDOVHFWRUDQGHFRQRP\
in general would be increased with new banks and new companies willing to enter the
market.
According to banks and CBK, an increase in the level of business plan writing skills of
companies will also have an impact on interest rates. The reason for this is that the
higher the knowledge that companies possess in business plan writing skills, the bigger
the chances are that these companies will have their documentation in order (such as
UHJLVWHULQJWKHLUHPSOR\HHVZLWK7$.DXGLWHG¿QDQFLDOVWDWHPHQWVUHJXODUWD[SD\ment etc.), with clear ideas of the direction of where they are taking their companies,
and this in turn will enable banks to check whether the company is developing according to their business plan, as a result banks will have reduced their operational costs,
meaning lower interest rates. In terms of the market concentration, with about 74 %
of the market share being controlled only by three banks, many banks admit that there
is a lack of competition in the banking sector, but they point out, that in order to attract
new entrants, a lot of negative indicators such as corruption, informal economy, probOHPVZLWKWKHHI¿FLHQF\RIWKHMXGLFLDU\V\VWHP LQFOXGLQJWKHSUREOHPVRIHQIRUFLQJ
and implementing court decisions) must be fought, because every new entrant in our
economy will be faced with these problems.

4.2 SME Financing in Kosovo – Survey Results and Analysis
,QRUGHUWRSURYLGHUHOLDEOHUHVXOWVZLWKDSHUFHQWOHYHOFRQ¿GHQFHDQGFRQ¿GHQFH LQWHUYDO D VDPSOH VL]H RI  EXVLQHVVHV DURXQG .RVRYR ZDV WDNHQ XVLQJ
the Tax Administration of Kosovo (TAK) database which has around 57,000 registered businesses. The database contains all Kosovo’s registered businesses, sorted
RXWEDVHGRQVHFWRUVL]HUHJLRQVDQGFRQWDFWLQIRUPDWLRQ7KLVVDPSOHZDVVWUDWL¿HG
according to the economic sector and Kosovo regions (six regions). This is a standard
way that generates representative results.
The questionnaire was designed by Riinvest institute experts. The SME survey was
conducted during November and December of last year. The interviews with the rep-

6XEVHTXHQWO\ZHSUHVHQWWKHUHVXOWVRIWKHVXUYH\$VH[SHFWHGWKHPDMRULW\RI¿UPV
subject to our survey were micro enterprises in the range of 2-10 workers. Survey
HQXPHUDWRUV H[FOXGHG DOO ¿UPV ZLWK  RU OHVV HPSOR\HHV $URXQG  SHUFHQW RI UHVSRQGHQWVZHUHVPDOO¿UPVZKLOHRQO\SHUFHQWZHUHPHGLXPVL]HG¿UPV7KHVH
)LJXUHV DUH LQ DFFRUGDQFH ZLWK JHQHUDO VWUXFWXUH RI UHJLVWHUHG ¿UPV LQ 0LQLVWU\ RI
Trade and Industry; ensuring thus proper implementation of sampling of this survey.
,QDGGLWLRQWRWKHDERYHLQGLFDWRUVSHUFHQWRIVXUYH\HG¿UPVZHUHSULYDWHVLQFH
the establishment, 3.5 percent were privatized companies (former socially owned enWHUSULVHV DQGSHUFHQWZHUHµ2WKHU¶/DVWDURXQGSHUFHQWRI¿UPVDUHGRPHVWLF
with remaining 8 percent having foreign ownership.
Despite having a growth rate in the number of businesses operating in the country, a
VLJQL¿FDQWFKDOOHQJHWREXVLQHVVHVHVSHFLDOO\6PDOODQG0HGLXPDUHWKHSURFHGXUHV
to start the business. Kosovo is ranked 117th out of 183 countries for the ease of doing business by the World Bank (WB, 2011).
Questionnaire surveys and targeted interviews with entrepreneurs and managers on
restrictions in doing business and possible solutions conductive to their elimination
became to form an important part of the study. The results shown in Figure 8 provide
brief perceptions of 600 businesses on critical barriers on private sector development
in Kosovo.
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resentatives of chosen businesses were carried out face to face with company representatives by a team of selected surveyors who were professionally trained by the
Survey Coordinator from Riinvest. The main objective of the survey was to assess the
SHUFHSWLRQVDQGHYDOXDWLRQVPDGHE\60(VUHJDUGLQJWKHDFFHVVWR¿QDQFHFRQGLWLRQV
that SMEs deal in Kosovo. In addition to this, the survey questionnaire was designed
also to evaluate the main barriers to business activities and investments faced by
60(V'DWDHQWHULQJKDVEHHQFRQGXFWHGE\WKHUHVHDUFKHUVRIWKHVWDWLVWLFDORI¿FH
in Riinvest Institute, while data processing was conducted by the same researchers
using Excel and SPSS. Through these programs, different statistical results were genHUDWHGZKLFKLQWKHHQGZHUHKDQGHGWRUHVHDUFKHUVDQG¿QDOO\LQFOXGHGLQWRWKH¿QDO
report.
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Fig. 8 Business Barriers in Kosovo 2011

Source: UNDP HDR (2011)
6RXUFHVRI¿QDQFHSUHVHQWDQLPSRUWDQWIDFWRUIRUWKHGHYHORSPHQWRI.RVRYRHQWHUSULVHVZKLFKZRXOGFRQVHTXHQWO\DIIHFWHFRQRPLFJURZWKRIWKHFRXQWU\%XW¿QDQFLQJ
opportunities are not facilitating the establishment of new businesses or the increase
of actual capacities of Kosovo enterprises. This assertion is derived from the fact that
LQWHUHVWUDWHVRIFRPPHUFLDOEDQNORDQVZKLFKDUHWKHPDLQH[WHUQDO¿QDQFLDOVRXUFHRI
HQWHUSULVHVDUHTXDOL¿HGDVKLJKDQGDVDQRYHUORDGIRUWKHOLTXLGLW\RIHQWHUSULVHVLQ
JHQHUDO7KH60(VXUYH\ZLWK.RVRYDQFRPSDQLHVSRLQWVRXWWKDWFRVWRI¿QDQFH
DQGDFFHVVWR¿QDQFHVKDYHERWKPLGUDQNLQJSRVLWLRQZLWKIRUPHUKDYLQJDVFRUHRI
DQGODWWHU )LJXUH 7KHVHWZRLQGLFDWRUVKLJKOLJKWWKHGLI¿FXOWLHVWKDW60(VIDFH
in trying to raise capital for their development, forcing them to obtain business loans
with high interest rates, thus reducing their development potentials, or in the worst
case scenario, SMEs might forego any investment project that they might have due to
unaffordable credit interest rates. Based on Figure 8, we also see that many of the top
business barriers are institutional barriers, which due to these barriers, our government is projecting the incapability of securing a safe and protective environment of potential foreign investors, and hence the lack of foreign investments due to such risks.
In terms of interest rates, during 2011 Kosovo’s average interest rates for loans were
14.3 percent, while all regional countries have had lower rates (Albania – 12.9 percent,

Survey also focuses on business plans in starting new activities. This focus enables
us to understand the restrictions existing businesses face when trying to expand. The
barriers in this regard might be different to those obtained in general business environment. When asked if businesses had planned to start new activities on but could
not do so, Figure 9 shows us that the majority of businesses have highlighted cost of
¿QDQFHDVPDLQEDUULHUIRUWKHLUSRWHQWLDOH[SDQVLRQVIROORZHGE\XQFHUWDLQW\LQJHQHUDOEXVLQHVVHQYLURQPHQWVXUURXQGLQJWKHVH¿UPV,QFRQWUDVWWRJHQHUDO EXVLQHVV
EDUULHUVSUHVHQWHGLQ)LJXUHKHUHWKH¿QDQFHFDWHJRU\KDVEHFRPHWKHWRSEDUULHU
WREXVLQHVVH[SDQVLRQHQKDQFLQJIXUWKHUWKHIDFWWKDWDFFHVVWR¿QDQFHKDVFXUWDLOHG
business expansion activities of SMEs.
Fig. 9 Barriers to new business activities

Source: UNDP HDR (2011)
$FFHVVDQGFRVWRI¿QDQFHDJDLQSURYHVWREHRQHRIWKHELJJHVWEDUULHUVLQEXVLQHVV
environment. First, it is understandable that businesses in Kosovo are operating in
WKH OLPLWV RI WKHLU SUR¿WDELOLW\ ZLWKRXW KDYLQJ PXFK RSWLRQV WKDW LV LQWHUQDO IXQGV 
to expand. Second, it seems rather interesting that Unfair Competition (here covered
partly under uncertain business environment), appearing as main barrier in general
EXVLQHVVDFWLYLWLHVLVOHVVUHOHYDQWZKHQPHDVXULQJ¿UPVUHVSRQVHZKLOHSODQQLQJQHZ
activity.
The development of a robust SME sector is essential to job creation and poverty reduction in Kosovo. SMEs in Kosovo, particularly in the manufacturing sector, remain
fragile and uncompetitive. The poor level of infrastructure (particularly electricity),
KLJK OHYHO RI FRUUXSWLRQ ODFN RI ¿QDQFH SROLWLFDO LQVWDELOLW\ DQG SRRU IXQFWLRQLQJ RI
the judiciary contributed to an underperforming business environment. Given these
IDFWRUVWKHFRQWULEXWLRQRI60(VWRWKHHFRQRP\KDVEHHQLQVXI¿FLHQW8QGHUVWDQG-
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Macedonia – 11.9 percent, Serbia – 10.3 percent, Croatia – 10.2 percent). In 2010 as
well, Kosovo had an average interest rate of 14.3 percent. When we analyze segments
of the credit market, businesses are those with the highest load of interest rates on
loans because credit interest rates for businesses on average were 16.4 percent,
whereas for households they were 14.3 percent. These high interest rates continue
to hamper seriously business environment on our country. Evidence from our survey
VXJJHVWVWKDWVPDOO¿UPVDUHSDUWLFXODUO\KXUWE\SRRUDFFHVVWRFUHGLWZKLFKOLPLWV
WKHLUJURZWKSURVSHFWV,PSURYLQJDFFHVVWR¿QDQFHLQDGGLWLRQWRWKHUHGXFWLRQRILWV
FRVWVHVSHFLDOO\IRUVPDOO¿UPVPXVWEHDSULRULW\LQ.RVRYR
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DEO\DFFHVVWR¿QDQFHDQGFRVWRI¿QDQFHDUHPDLQEDUULHUVWRVXVWDLQDEOHEXVLQHVV
development.
According to the survey conducted by Riinvest Institute, bank lending of SMEs is very
ORZ DFFRXQWLQJ IRU RQO\ DURXQG  SHUFHQW RI ¿UPV 60( OHQGLQJ IURP D IDPLO\ RU
IULHQGVDFFRXQWVIRUDERXWSHUFHQWRI60(¿QDQFLQJZKLFKLVMXVWPDUJLQDOO\ORZHU
WKDQ ORDQV IURP EDQNV 1HYHUWKHOHVV WKH PDMRULW\ RI ¿UPV  SHUFHQW RI ¿UPV  LQ
.RVRYR WHQG WR UHO\ KHDYLO\ RQ UHWDLQHG HDUQLQJV DQG WKHLU RZQ IXQGV IRU ¿QDQFLQJ
their establishment. As previously mentioned, Figure 9 shows that access and cost to
¿QDQFHUHPDLQZLWKLQWKHWRSEXVLQHVVEDUULHUVLQ.RVRYRDQGHQKDQFHGZLWKWKHIDFW
WKDWRYHURI¿UPVLQ.RVRYRGLGQRWWDNHDORDQLQWKLVVKRZVWKHH[WHQW
RISUREOHPVWKDW¿UPVIDFHZKHQWU\LQJWRREWDLQDORDQ7KHFRQVWUDLQWIRUIXQGLQJ
VHHPVWRGHSHQGRQWKH¿UPVL]H$ERXWSHUFHQWRI¿UPVWKDWUHSRUWHGSRVLWLYHDFFHVVWR¿QDQFH WKDWLVWKH\UHFHLYHGDORDQGXULQJ DUHPLFUR¿UPVFRPSDUHG
WR DURXQG  SHUFHQW WKDW DUH VPDOO ¿UPV DQG DURXQG  SHUFHQW WKDW DUH PHGLXP
VL]H¿UPVZKHUHFRQVLGHULQJWKHIDFWWKDWRYHURI60(VDUHPLFUR¿UPVDSRVLWLYHUHODWLRQVKLSEHWZHHQWKHVL]HRIWKH¿UPDQGDFFHVVWR¿QDQFHFDQEHVHHQ(YHQ
though the banking system in Kosovo is progressing continuously, relatively a small
QXPEHU RI ¿UPV DUH SDVVLQJ WKHLU EXVLQHVV WUDQVDFWLRQV DQG YROXPHV WKURXJK EDQN
channels . Of all companies surveyed, about 44 percent of them are circulating their
sales through banking system.
7KXVDKLJKHUDZDUHQHVVRIHQWUHSUHQHXUVDERXWWKHLPSRUWDQFHRILPSURYLQJ¿QDQFLDO
reporting would increase banks’ trust towards businesses, and thus banks will facilitate
DQGHDVH60(DFFHVVWR¿QDQFLQJDVZHOODVORZHUWKHLUFRVWRI¿QDQFLQJ
7KHVXUYH\DOVRIRXQGWKDWWKHPDMRULW\ SHUFHQW RIQRQEHQH¿FLDU\¿UPVKDGQRW
DSSOLHGIRU¿QDQFLQJDQGWKDWRQO\SHUFHQWRIWKHVXUYH\HG60(VWKDWGLGQRWJHWD
loan had applied for a loan. Figure 10 shows that almost half of respondents considered
high interest rates as the main reason for non-application, while another 40 percent
had no need for loan. The main reasons SMEs give for not applying for loans are: high
LQWHUHVWUDWHVQRQHHGIRUDORDQQRWFRQ¿GHQWWKDWWKH\ZRXOGEHDEOHWRUHFHLYHD
loan from a bank, and inaccessible collateral requirements (see Figure 10).
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Figure 10 – Reasons for not applying for a loan

Source: UNDP HDR (2011)
,QWHUPVRI¿UPLQYHVWPHQWSODQV QHZEXVLQHVVDFWLYLWLHV WKHPDMRULW\RI¿UPV 
percent) have declared that they have no plans for any new business activities, while
WKHUHPDLQLQJSHUFHQWRI¿UPVKDYHGHFODUHGWKDWWKH\ZLOOVWDUWDQHZEXVLQHVV
DFWLYLW\1HYHUWKHOHVVRXUVXUYH\DOVRIRXQGRXWWKDWRXWRIDOOWKH¿UPVZKRUHFHLYHG
loans in 2011, about 35 percent of them plan to start a new business activity, again
VKRZLQJWKHSRVLWLYHUHODWLRQVKLSEHWZHHQDFFHVVWR¿QDQFHDQGLQYHVWPHQW
)LJXUH±)LUPV¶SHUFHSWLRQRQ¿QDQFLQJFOLPDWHLQ.RVRYR

Source: UNDP HDR (2011)
3HUFHSWLRQVRI¿UPVUHJDUGLQJWKH¿QDQFLQJFRQGLWLRQVLQ.RVRYRDUHVOLJKWO\GLIIHUHQW
)LJXUHVVKRZVWKDWWKHSHUFHSWLRQRI¿UPVUHJDUGLQJWKHLU¿QDQFLQJFRQGLWLRQVLQ
.RVRYRDUHVOLJKWO\GLIIHUHQWZKHUHWKHPDMRULW\RI¿UPV DERXWSHUFHQW FRQVLGHU
WKH¿QDQFLQJFRQGLWLRQVDVQRWIDYRXUDEOHDQGYHU\XQIDYRXUDEOHIRUEXVLQHVVHVZLWK
RQO\DPLQRULW\ DURXQGSHUFHQW RI¿UPVFRQVLGHU¿QDQFLQJFRQGLWLRQVDVIDYRXUable, and very favourable for businesses. Whereas the perception of banks regarding
FUHGLWLQWHUHVWUDWHVIRU60(VDUHQRWKLJKDWDOODQGLQWKHHQGWKH\PHUHO\UHÀHFW
the business environment. According to the survey, no business in the primary sector
WKLQNVWKDWWKH¿QDQFLQJFRQGLWLRQVDUHIDYRXUDEOHDQGRQO\DYHU\VPDOOQXPEHULQ
WKHVHFRQGDU\VHFWRUWKLQNVWKDW¿QDQFLQJFRQGLWLRQVDUHIDYRXUDEOH,QJHQHUDOORDQ
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portfolio in the Kosovo banking sector remains of good quality. Regardless of low nonperforming loans, compared to other regional countries, credit interest rates remain
the highest in the region. Representatives of banking sector argue that inadequate
business environment is the main cause of their conservatism, and that low rate of
non-performing loans is rather due to their conservatism in providing loans.
The general consensus is that inadequate business environment is the main barrier for
QRQORZLQWHUHVWUDWHVEXWEHVLGHWKDW¿UPVWKHPVHOYHVFDUU\DSDUWRIUHVSRQVLELOLW\
7D[HYDVLRQDQGLQIRUPDOLW\GLVDEOHVWKHPWRSURYLGHFRQYLQFLQJ¿QDQFLDOVWDWHPHQWV
)XUWKHUPRUHXQSUHGLFWDELOLW\RI¿UPV¶SHUIRUPDQFHLVFRQWULEXWLQJWRKLJKFUHGLWULVN
ZKLFKUHVXOWVLQKLJKHUFRQVHUYDWLVPE\EDQNV ORZDFFHVVWR¿QDQFH 
Collateral is a real restraint for applying for credit, since commercial banks require
that every loan of over 10,000 euros must be collateralized with land or buildings
and smaller loans generally also require some form of collateral. Additionally, not all
forms of collateral are equally accepted by banks, and their preference is determined
by present and anticipated transaction costs in establishing and enforcing property
rights, the ease of liquidation, and the position vis-à-vis other creditors in case of
LQVROYHQF\ 7KLV PDUNHW SUHIHUHQFH IRU FROODWHUDO EDVHG RQ ³DGPLQLVWUDWLYH LVVXHV´ LQ
addition to central bank regulations is limiting access to credit to SMEs. SME loans are
RIWHQ JXDUDQWHHG E\ UHDO HVWDWH HLWKHU WKH FRPSDQ\¶V ZDUHKRXVH RU RI¿FHV RU WKH
KRPHRIWKHRZQHUV0RUWJDJH¿QDQFLQJLVWKHUHIRUHQRUPDOO\DQLPSRUWDQWFRPSRQHQW
RI60(¿QDQFH$OOORDQVWKDWDUHGLVWULEXWHGLQ.RVRYRUHTXLUHDGGLWLRQDOO\DWOHDVW
one co-signer or guarantor. Collateral to loan ratio, respectively the coverage ratio of
credit with collateral in Kosovo in 2010 was 236.1 percent which is the highest one in
the region (the average ratio in the region was 126.6 percent), further enhancing the
GLUHQHHGVRI60(VIRU¿QDQFLQJWKHLULQYHVWPHQWDQGWKHOHYHORI60(GHSHQGHQFH
on bank credits.

4.3 Kosovo Competition Authority & Alliance of Kosovar
Businesses – Survey Results and Analysis from In-depth interviews
The Kosovo Competition Authority (KCA) as well as the Alliance of Kosovar Businesses
(AKB) evaluates the banking system as being very healthy, showing the lowest NPLs
DQGWKHKLJKHVWQHWSUR¿WFRPSDUHGWRWKHUHJLRQ$FFRUGLQJWRWKH.&$DQG$.%WKH
reason why the Kosovo has the highest market concentration in the region, is due to
the low number of banks operating in Kosovo compared to the neighboring countries.
Recent years have shown that with new banks entering the market, the concentration
market has been decreased, but KCA and AKB think that the CBK and our government
needs to do much more in improving the business environment, and address many
of the barriers and problems faced by commercial banks. And one way to force banks
in reducing their interest rates is through the licensing of other banks, which would
increase competition and force banks to reduce interest rates on loans.

4.4 The Kosovo Pension Savings Trust (KPST)
Considering the fact that so far the majority of KPST investment has been oriented
towards international markets, with the new government plans of issuing government
bonds, KPST could potentially direct a part of its investments in these government
bonds, ensuring a stable higher rate of return of at least 3.51 percent, compared to
WKHXQSUHGLFWDEOHPDUNHWUHWXUQFRPLQJIURPXQVWDEOHDQGÀXFWXDWLQJVWRFNPDUNHWV
that seems to be at present. This investment by KPST would enable government to
support projects oriented towards economic developments, and indirectly contribute
towards lowering credit interest rates.
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,Q WHUPV RI FRPSDULQJ WKH EDQNLQJ V\VWHP WR WKH UHJLRQ LW LV GLI¿FXOW WR PDNH D
comparison, due to the fact that all our neighboring countries (with the exception of
Montenegro) have their own currency, enabling them to potentially have an effective
monetary policy, whereas Kosovo has no currency of its own, and thus is somewhat
limited in having an effective monetary policy. KCA also think that through their investigation, one of the reasons for having such high interest rates lies in the discrepancies that exist between the maturity of deposits and maturity loans. According to KCA
and CBK, time deposits are usually short-term (less than two years), whereas loans
are provided for a longer-term (average 5 years), meaning that banks have to keep
excess liquidity reserves in order to meet deposit withdrawal, and in turn increasing
WKHFRVWRI¿QDQFHIRUEDQNV$OVR.&$DQG$.%WKLQNWKDWWKHEDUULHUVPHQWLRQHG
above by banks, are somewhat exaggerating, and that from their viewpoint, banks
have created a very comfortable position in the market, and they seem to not want
to change from that.
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CROSS – COUNTRY COMPARISON ANALYSIS

5.1 Determinants of interest rates and deposits, observation and comparative analysis for the Balkan Region
Interest rates policy is one of the most important instruments of monetary policy.
The common experience in developed countries, as well as in developing ones, has
shown that optimal policy of interest rates are an essential precondition to the proper
orientation for economic development of a country. From the literature gathered on
all countries of South-Eastern Europe (SEE), including Kosovo shows that the level of
interest rate level is determined by the market. In general, experts estimate that this
region has relatively high interest loan rates (nominal and real), which as a result are
interpreted in high interest spreads.
Interest Rate Spread Analysis - Loan and deposit interest rates Spread is considered
DVDQHI¿FLHQF\LQGLFDWRURI¿QDQFLDOLQWHUPHGLDWLRQ7KLVLQGLFDWRUDSSHDUVDVDGLIference of credit ex-post interest rates with deposit implicit interest interest rates.
For a certain period, e.g. 6 months, this variable is calculated by taking the total of
earned interest income from loans for the period in question, divided by the average
level of loans given for the same time period and by subtracting the total expenses
for interests from deposits of the period in question, divided by the average of bank
deposits for the same time period. High interest rate spread percentages are a barULHUIRU¿QDQFLDOLQWHUPHGLDWLRQVLQFHWKH\GLVFRXUDJHSRWHQWLDOVDYHUVE\ORZGHSRVLW
UHWXUQVZKLOHLQFUHDVLQJWKH¿QDQFLDOFRVWIRUERUURZHUV LQGLYLGXDOVDQGPDLQO\EXVLnesses) and thus decreasing the possibilities for investments and economical growth.
This is especially disturbing for economies in transition where possibilities for alternaWLYH¿QDQFLDOUHVRXUFHVWKURXJKFDSLWDOPDUNHWDUHDOPRVWPLQLPDODQGQRQH[LVWHQW
in the case of Kosovo or Albania and a number of other countries in the South-Eastern
(XURSH 6(( UHJLRQDQGWKXVOHDYLQJWKHVHFRXQWULHVWRWDOO\XQGHUWKH³PHUF\´RID
EDQNLQJV\VWHPZKLFKLVSUHGRPLQDQWLQ6((¿QDQFLDOV\VWHP
%DVHGRQWKH¿QGLQJVRI6WLJOLW]DQG:HLVVKLJKVSUHDGVFRPHDVDUHVXOWRI
PDUNHWEDQNLQHI¿FLHQFLHVVXFKDVKLJKFRVWVRIWUDQVDFWLRQDQGDV\PPHWULFLQIRUPDtion. The costs of intermediation that are joined with the selection, with the analysis
and the monitoring of borrowers, with deposit and payment services as well as with
LQIRUPDWLRQ DV\PPHWULHV WKDW JHQHUDWH DJHQF\ FRVWV FUHDWH D EDUULHUREVWDFOH EHtween interest rates paid to savers on one hand, and interest rates charged to borrowHUV7KHKLJKHUWKHVHEDQNLQHI¿FLHQFLHVDUHWKHKLJKHUWKHEDQNLQWHUHVWUDWHVSUHDGV
ZLOOEHWKXVORZHULQJWKHEHQH¿WVDQGGHPDQGIRU¿QDQFLDOLQWHUPHGLDWLRQ
Differences in interest rate spreads - Before launching new products, each bank with
the highest priority analyses the following indicators:
 /LTXLGLW\UDWLR
 %XVLQHVV DLP LI WKH EDQN¶V DLP LV WR EH WKH ¿UVW LQ WKH PDUNHW WKHQ LW
keeps the best rates in the market, regardless of interest rate spread).
 &RPSHWLWLYHQHVVWRVHHWKHRWKHUEDQNV¶LQWHUHVWUDWHOHYHOVRWKDWWKH
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bank is competitive.
 &RXQWU\ULVNDQGFOLHQWULVNLQRUGHUWRGHWHUPLQHWKHORDQULVN
 +LJKHUULVNVDUHLQWHUSUHWHGLQKLJKHUVSUHDGV
 &ROODWHUDO W\SH KDV D GLUHFW LPSDFW RQ SURGXFW VSUHDG 7KH EHWWHU WKDW
the loan collateral is, from its quality point of view, the lower will be the
spread’s rates.
 2WKHUFRVWVLQYROYHG PDUNHWLQJFRVWVRWKHUWUDQVDFWLRQFRVWVLQYROYHG 
 7KHOHYHORIQRQSHUIRUPLQJORDQV 13/V LQFRXQWU\¶VEDQNV\VWHP
$FFRUGLQJ WR PDQ\ OLWHUDWXUH UHVRXUFHV LQ WKLV ¿HOG 'HPLUJo.XQW DQG +XL]LQJD
1999; Dell’Arriccia and Márquez, 2004) there are many factors that have an impact
on bank intermediation of a country. Thus, the cause for the high spread level could
EHPDQ\IDFWRUVRIHFRQRPLF¿QDQFLDODQGOHJDOHQYLURQPHQWRIWKHPDUNHWVWDUWLQJ
from:
a) Low level of savings in certain countries, while the requirement for loans is
presented as high and with increasing tendencies,
E  /LPLWHGUHVRXUFHVDQGZLWKUHODWLYHO\KLJK¿QDQFLQJFRVW
F  /LPLWHG DFFHVV LQ ¿QDQFLDO PDUNHWV DQG LQ WKRVH RI LQWHUQDWLRQDO PRQH\
markets,
d) Market structure (bank ownership, bank concentration level, the level of
competition, etc.),
e) The existence of a high prime risk for each country, especially for lack of
¿QDQFLDOGLVFLSOLQHDQGSUREOHPVZLWKODZHQIRUFHPHQWRIEDQNFODLPVWRwards their clients related to outstanding loans (problem with recognizing,
registering and executing the selling of mortgage guarantees),
f) Relatively high bank operational costs,
g) High level of NPLs in the region,
K  +LJKOHYHORILQIRUPDOLW\DQGLQDFFXUDF\PDQLSXODWLRQVZLWKEXVLQHVV¿QDQcial statements, etc.
%HVLGHV WKH IDFWRUV PHQWLRQHG DERYH LW KDV EHHQ FRQ¿UPHG WKDW VSUHDGV DUH LQÀXHQFHGDOVRE\RWKHUVSHFL¿FIDFWRUVRIDEDQNOLNHPDQDJHULDOVNLOOVRSHUDWLRQDOFRVWV
of the bank, analytical and risk management skills, managing liquidity and investment
portfolio, the level of capital adequacy, etc.
0DQ\VWXGLHV %HFNDQG+HVVH KDYHFRQ¿UPHGWKHH[LVWHQFHRIDQHJDWLYHUHODtion between the size of a bank and operational costs, as well as bank size and interHVWVSUHDG7KLVLVPDLQO\GXHWRWKHIDFWWKDWLQWHUFHVVLRQFRVWVFRPSULVHD¿[HGFRVW
FRPSRQHQWRIDEDQNDQG¿QDQFLDOV\VWHP,QWKHOHYHOHFRQRP\FRQGLWLRQVQDPHO\LQ
the case of large banks, which are able to operate in markets with a big and diversi¿HGQXPEHURIFOLHQWVWKHVHFRVWVPDNHWKHGLIIHUHQFHE\LPSDFWLQJLQWKHGHFUHDVH
of interest spread. But in small countries, with relatively limited markets and for banks
WKDW DUH QRW VR ODUJH PDUNHW IDLOXUHV OLNH LQDELOLW\ IRU GLYHUVL¿FDWLRQ RI ORDQHUV EDG
FKRLFHHWFFRQGLWLRQDKLJKHUULVNSUHPLXPIRUORDQLQWHUHVWUDWHV6SHFL¿FDOO\LQPRVW
FRXQWULHVRI%DONDQUHJLRQKLJKVSUHDGVDUHMXVWL¿HGE\WKHODFNRIHFRQRPLHVRIVFDOH
due to the limited size of the market and relatively low level of competitiveness in the
EDQNLQJDQG¿QDQFLDOPDUNHWLQJHQHUDO

Other factors that explain the high spread levels, especially in Albania, Serbia, Macedonia are the low appetite of commercial banks to take risks, especially when local
market offers investments with very attractive interest returns on government bonds
in local currency. Another factor that has an impact in keeping high interest rate
spreads is the still low level of bank intermediation in the region compared with the
developed European economies, which is measured through the loan to GDP ratio.
This indicator, especially for Kosovo is around 38 %.
A common characteristic of the banking systems of all South-Eastern Europe countries
as well as the ones in Balkan region is an increasing presence of foreign banks during the last 15 years. Such is the case in Macedonia (93%), Bosnia and Herzegovina
(92%), Albania (92%), Croatia (90.4%), Kosovo (89.2%), Montenegro (88%), and
Serbia (74%). The entrance of foreign banks with new products in Kosovo’s bank marNHWZLWKPRUHH[SHULHQFHLQWKHORDQPDUNHWDQGORDQULVNDQDO\VLVDQGZLWKWKH¿QDQFLDOVXSSRUWIURPWKHLUPRWKHUEDQNVIRU¿QDQFLQJWKHLUEDQNEUDQFKHVZKLFKKDYH
been opened in these countries was accompanied with a bum of lending activity, especially with respect to individual loans or sometimes called consumer loans, including
here loans for SMEs as well. Loan increase was widely stimulated by spreads 2-3 times
higher that these banks were achieving in Balkan compared to other EU-17 countries
or other industrialized countries. Thus, the loan to GDP ratio in most of these countries prior to entering of foreign partners in the bank market were around 20-25% of
GDP, while in 2009, these levels were over 60% of GDP. This bum contributed to the
economic development of these countries, by creating an increasing model based on
increasing overload of personal loans as in the increased obligations of private sector
WRZDUGVFRPPHUFLDOEDQNV6SUHDGLQJRI¿QDQFLDOFULVLVLQ(XURSHGXULQJ
brought deterioration on the level of non (bad) performing loans in many countries of
the region, especially in countries where lending in foreign currency (Euro) occupied
the main share of lending, which led further to slowdown of loan activity.
Another reason for increased loan interest rates was also the perception of high risk in
these countries by foreign banks, which quite often rely on analysis or statistical models of loan risk evaluation and not direct contacts with the people who are demanding
loans. In the conditions of informal economy, where businesses often work with two
kinds of balance books, these models impose the setting of a higher risk premium
FRPSDUHGWRZHVWHUQGHYHORSHG¿QDQFLDOPDUNHWV$FRQVLGHUDEOHLPSDFWRQWKHKLJK
level of loan interest rates in region, gives also the lack of support of commercial
banks on income from non-interest, which is linked with the mix of bank products
and services offered by banks in the region. In circumstances where large enterprises
VHFXUHWKHLU¿QDQFLQJIURPWKHPDUNHWHYHQWKURXJKSULYDWHZD\VWKHEDQNVHFWRULQ
6((FRXQWULHVLVVXSSRUWHGPDLQO\RQLQGLYLGXDOORDQVDVDSUR¿WVRXUFHZKLOHEDQNV
IURP WKHVH FRXQWULHV GRQ¶W RIIHU VHUYLFHV RI LQYHVWPHQW EDQNLQJ RU RWKHU ¿QDQFLDO
services such as retirement, insurance, investment, etc. plans, which provide high
commissions from non-interests sources. It often happens that the higher the income
from non-interests in income structure of a bank, the bigger the possibilities for cross
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)URPWKHV\VWHPDWLF¿QDQFLDOUHVXOWDQDO\VLVRIEDQNV\VWHPLQJHQHUDOZDVQRWLFHG
that banks with relatively high level of activities that bring income not from interests,
DUHOHVVSUR¿WDEOH$OVREDQNVWKDWUHO\PDLQO\RQFOLHQWGHSRVLWVIRU¿QDQFLQJWKHLU
DFWLYLWLHVDUHOHVVSUR¿WDEOHVLQFHGHSRVLWVUHTXLUHRWKHUH[SHQVHVDOVRZKLOHFRVWVRI
WKHLUIXQGVDUHKLJKHUWKDQORDQVRURWKHUVKRUWWHUP¿QDQFLQJVLQPRQHWDU\PDUNHW
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compensation income that banks will have, and as a consequence more possibilities for
decreasing the level of interest rate spreads. In such conditions, income from interest
and high spreads remain the main resource of bank income.
A high concentration of the banking sector was observed through the HHI index, where
with 2,157 points in deposit markets, as well as in the loan market, suggesting that
it has considerable positive links with the interest rate spreads. Thus, the higher the
bank concentration level in the market, the higher the interest rate spread will be. In
the Balkan regional market, concentration of three largest banks varies from 54% in
the Croatian market (minimum), to 66% in BiH (maximum), and to 74 % in Kosovo’s
bank market, dictating a very high level of interest rate spreads.
What are usually observed in banks throughout the region, including Kosovo, are the
high levels of capital adequacy ratio (regulatory capital expressed as a ratio of riskweighted assets). This indicator was at the level of over 16.6% for all Balkan countries
at the end of 2010, which is quite high even after the crisis of 2008-2009, when as
DUHVXOWRIGHFUHDVLQJEDQNSUR¿WDVZHOODVWKHLQFUHDVHGSURYLVLRQLQJRI13/VWKLV
LQGLFDWRUGHFUHDVHGVLJQL¿FDQWO\7KHVHEDQNVZLWKVXFKKLJKOHYHOVRIFDSLWDOWKH\UHally have high possibilities in coping with unexpected shocks of the market, or in the
FDVHRIFULVLVKRZHYHURQWKHRWKHUKDQGWKH\ORVHSUR¿WVWKDWHQVXUHDKLJK¿QDQFLDO
OHYHUDJHZKLFKDWEHVWRIWLPHVDPSOL¿HVEDQNSUR¿WDVZHOODVLWVKLJKFDSLWDOUHWXUQV
to equity (ROE). This means that many banks in the region continue to strongly rely
RQWKHVWUDWHJ\RIDKLJKLQWHUHVWUDWHVSUHDGE\DUWL¿FLDOO\NHHSLQJORDQLQWHUHVWUDWHV
as quite high. Banks with higher administrative expenses, are usually the ones focused
on retail activity (the ones that have more SME clients and small depositors, with average low small credit surpluses and deposits for clients), such as is the case of banks in
the Balkan region, where there is more probability of increasing the high interest rate
spread in order to compensate high administrative costs.
$FFRUGLQJWRDQ,0)VWXG\ ('DEOD1RUULV +)ORHUNHPHLU RQEDQNHI¿FLHQF\
and market structure it is argued that “large banks and those banks that are more
liquid, that have a lower degree of exposure towards consumer loans and the ones in
the agriculture sector are accompanied with lower level of ineterst rate spreads. Dominating banks in the market, with a high level of market share, also enjoy the highest
interest rate spreads. Regardless of economies of scale, these banks if they became
dominant in the market, they will be able to dictate high interest rates for their activiWLHVVSHFL¿FDOO\ORDQVGXHWRWKHLUGRPLQDQWSRVLWLRQLQWKHPDUNHW$OVREDQNVZLWK
higher liquidity levels, as is the case of banks in our region, have fewer assets at risk
DQGWKHUHIRUHSURYLGHORZHUSUR¿WVLQUHODWLRQWREDQNVWKDWKDYHDPRUHVXEVWDQWLDO
portfolio of their assets in the form of loans.
In the case of the deposit market being competitive, the only way these banks to mainWDLQKLJKSUR¿WOHYHOVLVWKURXJKWKHDSSOLFDWLRQRIKLJKOHYHOVRILQWHUHVWUDWHVRQORDQV
that they offer and as a result high interest rate spreads. Just as important is also the
EDQN FUHGLW SRUWIROLR VWUXFWXUH RI WKH HFRQRPLF VHFWRUV ZKLOH UHÀHFWLQJ WKH ULVN SUHmium for the respectice sector. Banks with high concentration of loans in the sectors of
PDQXIDFWXULQJSURFHVVLQJDQGWKDWRIWUDGHXVXDOO\GXHWRWKHORZOHYHORISHUFHLYHG
risk and collateral relatively easy to secure and execute, have lower interest rates than
those that invest in agriculture sector, where uncertainty is much larger or those that

Analysis of net margin from interests and its determining factors - Net margin from
LQWHUHVWLVDQRWKHULQGLFDWRUIRU¿QDQFLDOLQWHUFHVVLRQHI¿FLHQF\,WLVFDOFXODWHGDVWKH
difference of income from interest with interest costs divided by the average of bank
total activities. In order to set the additional prime that banks set on interest basic
rates, they are based on the bank market structure, their attitude towards risk, rate
ÀXFWXDWLRQDQGDYHUDJHVL]HRIEDQNWUDQVDFWLRQV$GHFUHDVHRIQHWPDUJLQIURPLQterests may be caused from a decrease of taxes or from an increase in provisioning. If
DPDVVRIWKLVLQWHUHVWPDUJLQLVH[SODLQHGIURPWKHUDWHÀXFWXDWLRQWKDQWKHSROLFLHV
should focus on achieving a macro-economic stability. If the impact comes from the
power of banks in the market, than the focus should be oriented towards encouraging the competency increase. Differences in interest rate margins show a variety of
determinants:







%DQNFKDUDFWHULVWLFV
0DFURHFRQRPLFFRQGLWLRQV
7D[HVDQGIHHV
5HJXODWLRQRQGHSRVLWSURYLVLRQ
*HQHUDO¿QDQFLDOVWUXFWXUH
6HYHUDOLQGLFDWRUVRIOHJDODQGLQVWLWXWLRQDOEDVLV

Also, foreign banks have a tendency to have higher interest margins in developing
countries like Albania, Kosovo, Montenegro, etc, since they have advantages in technology compared to local banks, but on the other hand, as it was described above,
they lack information on the local market where they operate, including the case of
South-East Europe. The size of the banks tends to have impact on lower margins as a
result of level economies, while the higher the operative costs, the higher are interest
margins, so that the costs can be covered.
A direct impact on interest net margin has also the level of problematic loans. The
higher the level of problematic loans the higher is the loan risk and thus the interest
rate margins. In this case, bank needs to cover for these loss caused from these loans,
by transferring its costs to clients, in the form of higher interest rates for loans. In
the concrete case, this increasing rate of problematic loans in countries of our region
does not help at all the decrease of loan interests, at least in the short or middle-term.
Actually, according to BSCEE Review 2010, NPL rates for the region at the end of 2010
varied from 9% (lowest level in Macedonia), to 21% in Montenegro, where the NPL
average for the region remained in the level of 14% but with the tendency for increase
LQDSSUR[LPDWHO\GXULQJWKH¿UVWPRQWKVRI
Another determining factor for the size of interest net margin is the level of required
reserve. Banks are required to set their deposits in the form of required reserves
with the Central Bank, and thus, the opportune cost of keeping these reserves should
be compensated from setting higher interest rates for loans. Economic growth of a
country is also a necessary factor for the level o interest net margins, being that the
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GHDOSULPDULO\ZLWKFRQVXPHUFUHGLW$FFRUGLQJWRWKH,0)VWXG\RQEDQNHI¿FLHQF\
banks with 10% more exposure in agriculture loans or consumer loans, apply from 0.4
- 1.0 basis points more on their average interest rate spreads against similar banks.
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payment ability of loaners is directly linked with this factor. For example, during recesVLRQSHULRGVWKLVSD\PHQWDELOLW\GURSVDQGDVDUHVXOWORDQHUVPD\EHQH¿WORDQVIURP
banks, but with higher rates, which increase to cover the decrease in payment ability.
- Differences in bank activity and characteristics of each bank have an impact in interest margins of different banks. Changes in operative costs and other costs from one
EDQNWRWKHRWKHUDUHUHÀHFWHGLQFKDQJHVRIEDQNLQJLQWHUHVWUDWHPDUJLQVVLQFHWKHVH
banks transfer the burden of their operative costs to their loaners. This comes due to
the lower costs of frequent received funds from main branches and the support that
main branch creates for loan management risk models, procedure standardization,
level economies, etc.
 ,QWHUQDWLRQDO EDQN RZQHUVKLS DOVR KDV DQ LPSRUWDQW LPSDFW RYHU EDQN PDUJLQV
Foreign banks, particularly, realize higher interest margins compared to local banks
in developing countries (including Kosovo), and lower than developed countries.
 0DFURHFRQRPLFIDFWRUVFDQH[SODLQWKHFKDQJHLQLQWHUHVWPDUJLQUDWHV$OVRLQÀDtion is linked with high interest margins realized by banks, due to high costs.
 5HJDUGLQJWKH¿QDQFLDOVWUXFWXUHRIDEDQNV\VWHPRIDFRXQWU\EDQNVLQFRXQWULHV
with a more competitive banking sector, where there is a higher report of the total
of bank sector activities towards PBB, have lower interest margins. Also, the report
of bank concentration has impact on the level of interest margins, which has posiWLYHLPSDFWRQEDQNSUR¿WDELOLW\7KXVODUJHUEDQNVZLWKPRUHGRPLQDQWSRVLWLRQV
in the market tend to have higher margins in relation with countries where the bank
system is distributed within different banks having a lower level of concentration.
 /DVWO\GLIIHUHQFHVLQOHJDODQGLQVWLWXWLRQDOLVVXHVDUHYHU\LPSRUWDQWDQGKDYHD
big impact in determination of interest rates. Indicators of better implementation
RIFRQWUDFWVHI¿FLHQF\RIOHJDOV\VWHPRUODFNRIFRUUXSWLRQDUHOLQNHGZLWKUHDOL]HG
low interest margins
The non-performing loan indicator in the region - An important indicator compared
EHWZHHQFRXQWULHVUHJDUGLQJORDQVLVOLQNHGZLWK¿QDQFLDOUHVRXUFHV
Table 9: The region’s NPL indicator
The report of NPLs (in %)
2005

2006

2007

2008

2009

2010

2011

Albania

2.3

3.1

3.4

6.6

10.5

13.9

17

Bosnia-Herzegovina

5.3

4.0

3.0

3.1

5.9

9.2

11

6.2

5.2

4.8

4.9

7.8

11.2

n.a

15.0

11.2

7.5

6.7

8.9

9.75

9.2

Croatia
Macedonia
Montenegro

5.3

2.9

3.2

7.2

13.5

21.0

25

Serbia

n.a.

n.a.

n.a.

11.3

15.5

17.8

19

Kosovo

2

3.5

3.7

3.5

4.3

5.9

6.0

Source: Central Bank Annual reports of respective countries

From Table 10, we can notice that interest rates for loans in Kosovo at the end of 2011
DUHSHUFHQW:LWKYHU\GLI¿FXOWORDQFRQGLWLRQVWKHPDLQ¿QDQFLDOUHVRXUFHVIRU
credit activity in Kosovo are the citizen deposits. This goes to show that the high level
of interest rates on loans is a huge burden on business developments.
Table 10. Interest rates for loans in local currency and foreign currency, in %
Countries
Local currency

Albania

Croatia

Serbia

Montenegro

Macedonia

Kosovo

12,11

9,78

17,91

-

9,63

-

EUR

7,44

6,35

8,36

-

7,65

14,3

USD

7,56

-

-

5,07

-

CHF

-

-

5,22

-

-

-

-

7,45

10,03

9,67

-

-

7,50

6,90

7,87

9,67

6,36

14,3

Të tjera
Total Average

Source: Central Bank Annual reports of respective countries
From Table 10 we notice that Kosovo is among the countries with highest average
interest rates for loans compared to the other countries in the region. Factors that
had an impact in determining interest rates are external (mainly related to risks from
macro-economic and political unstable situation), and internal, as listed below:
 7KHPDQQHUKRZ13/VZHUHPDQDJHG
 $MXGLFLDU\DQGFDGDVWUDOV\VWHPZLWKPDQ\SUREOHPV7KHUHIRUHSURSHUW\ULJKWV
which is the main form for loan collateral, where in the case of solving this problem, then the offer for long-term loans would be increased, which would be offered
with lower interest rates.
 7KHORZOHYHORIFRPSHWLWLYHQHVVLQWKHEDQNLQJV\VWHP
 7KH KLJK OHYHO RI LQIRUPDOLW\ DQG LQDFFXUDF\PDQLSXODWLRQV ZLWK ¿QDQFLDO VWDWHments of businesses.
 $KLJKLQVHFXUHHQYLURQPHQWLQLVVXLQJORDQVDQGHYHQJUHDWHUULVNLQSD\LQJEDFN
those loans.
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In fact, for Albania, Macedonia, Montenegro (at least initially) and Serbia, loan exWHQVLRQZDV¿QDQFHGE\PRUHVXSSRUWRQGHSRVLWVLQWKHFRXQWU\ LQORFDO¿QDQFLQJ
resources) than in loan lines (either from meme banks or even in inter-bank market
with resident and non-resident banks). While in Kosovo loans are mainly comprised
from deposits. Regarding problematic loan rates for countries in the region (see Table
9), they present a somehow mixed picture, however their tendency remains increasing for all these countries. This not so low rate, especially for some of them, presents
KLJKHUFRVWVIRUEDQNVLQWKHIRUPRISURYLVLRQVKLJKHUWDNHQULVNORZHUSUR¿WDELOLW\
therefore as a result of all above mentioned factors also higher loan interest rates.
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Loans for enterprises continue to have higher interest rates compared to household
loans. One of the reasons that may have impacted the setting of higher costs by banks
towards enterprises is their sensitivity towards economic shocks, as well as the higher
ULVNSUR¿OHRIEXVLQHVVSURMHFWV,Q'HFHPEHUWKHDYHUDJHLQWHUHVWUDWHIRUHQterprise investment loans was 16.4 percent, while the average for individual loans was
14.15 percent. It was noticed that SME investment loans, had the highest interest
rates.
The interest rates, especially credit interest rates, depend a lot on factors that are
within the control of commercial banks as well as on factors outside their control. The
impact of Central Bank through instruments of monetary policy is very limited due to
economy eurosation, which has eliminated the main traditional instruments of central
banks which could have been used to have an effect on interest rates. The growth of
HI¿FLHQF\LQWKHEDQNLQJVHFWRUZRXOGFRQWULEXWHLQORZHULQJWKHFRVWVDVVRFLDWHGZLWK
this sector, and thus contribute in lowering loan interest rates. Moreover, the business
environment where the banking sector operates is extremely important and has a direct impact on loan interest rates.
General improvement of the business environment in a country is a key factor for
lowering the risks associated with loans in general, which represents one of the key
factors for determining loan interest rates. On the other hand, by increasing the ef¿FLHQF\RIWKHMXGLFLDU\V\VWHPWKHH[HFXWLRQRIFROODWHUDOZRXOGEHHDVLHUWKXVDIIHFWLQJWKHHI¿FLHQF\RIEDQNVDQGUHGXFLQJFUHGLWULVN$OVRDQLPSURYHPHQWRQWKH
¿QDQFLDOUHSRUWLQJIURPEXVLQHVVHVZRXOGKDYHDSRVLWLYHLPSDFWDVLWZRXOGLQFUHDVH
bank trust in businesses, and thus lower the monitoring costs. Another important factor for reducing credit risks is by promoting the corporate governance in businesses,
including an increase of capacities on planning, development of concrete and feasible
business plans, etc.
Challenges for the future of the region - The expansion of the internal consumer reTXLUHPHQWLQWKH%DONDQVZLWKFRQGLWLRQVZKHUHWKHÀX[RIVXI¿FLHQWIXQGVIURPWKH
PDLQEUDQFKHVXQWLOQRZZLOOEHGHFUHDVHGVLJQL¿FDQWO\GXHWRWKHSUREOHPVZLWKOLTXLGLW\DQGVXI¿FLHQWUHJXODWRU\FDSLWDOWKDWWKH\DUHH[SHULHQFLQJDWSUHVHQWLVFRQVLGHUHG
as the main instrument that will keep the economy alive and the country’s economic
growth. This is due to the reason that opening new businesses or the expansion of
existing ones through bank loans, opens new employment opportunities, it increases
income in general, which has a direct impact on improving the poverty level. Expansion
of domestic demand is associated more with the granting of more loans from banks.
But if interest rates do not decline, future credit expansion is not expected to happen.
&RQWLQXRXVHIIRUWVWRRYHUFRPHWKHEDUULHUVXQIDYRXUDEOHFRQGLWLRQVRQLQWHUHVWUDWHV
KLJK RQWKH¿UVWLQVWDQFHLWPHDQVSULPDU\LPSURYHPHQWRISHUIRUPDQFHDQGEDVLF
macro-economic indicators of a country, mainly with impact oriented towards the poliFLHVRILQWHUHVWUDWHV,WLVXQGHUVWRRGWKDWKHUH¿UVWRIDOODVDGHWHUPLQLQJIDFWRUZLOO
EHUDQNHGWKHGHPDQGVXSSO\UDWLRIRUIXQGV LQDQDWLRQDOOHYHOWKHVDYLQJVLQYHVWments ratio). In short term or medium term there are several factors that need to be
LGHQWL¿HGZLWKWKHFKDUDFWHULVWLFVIRUHDFKFRXQWU\DQGFDQEHWDNHQVRPHPHDVXUHV
WKDWKDYHDSRVLWLYHLPSDFWRQLQWHUHVWUDWHVZLWKRXWWKUHDWHQLQJDIIHFWLQJWKHPRVW
fundamental principles of the market. Thus some measures of overcoming some of
these problems can be listed:

7KHHVWDEOLVKLQJRIHIIHFWLYHDQGHI¿FLHQWSROLFLHVDQGSURFHGXUHVIRULQWHUQDOTXDOLW\
standards in banks regarding credit approvals and the quality management of bank
FUHGLWSRUWIROLRV%DQNDVVRFLDWLRQFRXOGORRNDWWKHSRVVLELOLW\RIXQLI\LQJVWDQGDUGL]LQJKDUPRQL]DWLRQRIORDQJLYLQJSURFHGXUHV,QSDUWLFXODUIRU.RVRYRWKHIRFXVRI
actors and improvement measures should be aimed in the main directions addressed
at the section of policy recommendation section:
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A review of tax policies that seems to have a negative impact on savings in Kosovo
and Albania for wider participation of public, could perceive as an incentive policy, to
remove taxes on income for 2-3 years for investments in government bonds. The increase of the remuneration degree of the required reserves from Central Bank based
on the different measures according to the characteristics that every country has.
Maybe there is room to begin to gradually lower the required reserve level set out by
CBK in all countries of the region.

forum 2015

54

CONCLUSIONS

The high interest rate spread (which in Kosovo in December 2011 marked 10.8 perFHQWDJHSRLQWV DUHFRQVLGHUHGWREHDKXJHREVWDFOHWR¿QDQFLDOLQWHUPHGLDWLRQDV
they discourage potential savers with low returns from deposits, while increasing the
FRVWRI¿QDQFLQJIRUERUURZHUV LQGLYLGXDOVDQGEXVLQHVVHVSULPDULO\ WKXVUHGXFLQJ
opportunities for investment and economic growth.
This is particularly worrisome for economies in transition where opportunities for alternative funding sources through the capital market are minimal or almost non-existent
in the case of Kosovo and several other countries in the region of Southeast Europe
6(( OHDYLQJWKHVHSODFHVFRPSOHWHO\XQGHUWKH³PHUF\´RIWKHEDQNLQJV\VWHPWKDW
LVSUHYDOHQWLQWKH¿QDQFLDOV\VWHPRIWKH6((7KHVHKLJKHUVSUHDGVDUHMXVWL¿HGHVpecially in the Balkan by the lack of economies of scale due to a limited market size
DQGUHODWLYHO\ORZOHYHORIFRPSHWLWLRQLQWKHEDQNLQJDQG¿QDQFLDOPDUNHWDVDZKROH
7KHEDQNLQJVHFWRUXQWLOWKHHQGRIKDVFRQVWDQWO\LQFUHDVHGLWVQHWSUR¿W 
PLOOLRQHXURV IROORZHGE\DVKDUSGHFOLQHLQZKHUHEDQNSUR¿WVGHFUHDVHGWR
PLOOLRQHXURVDWWULEXWLQJWKLVSUR¿WGHFOLQH  WREDQNVFRQVHUYDWLVPDQG
risk averse approach (mostly due to the Eurozone debt crises), by strengthening their
credit standards in granting credits to SMEs. Nevertheless, results tell us that bank’s
QHWSUR¿WKDVWUHQGHGXSZDUGDJDLQLQDQGLWFRQWLQXHGLQDVZHOOZKHUH
E\WKHHQGRIWKHDPRXQWRIWRWDOEDQNLQJVHFWRUQHWSUR¿WZDVDERXWPLOOLRQ
euros, an annual increase of 13 %.
,QDGGLWLRQDKLJKFRQFHQWUDWLRQRIEDQNLQJVHFWRU PHDVXUHGE\LQGH[+HU¿QGDKO
Hirschman’s (HHI)) with 2,157 points on both the deposit and the loan market, has
VLJQL¿FDQWSRVLWLYHUHODWLRQVKLSZLWKLQWHUHVWUDWHVSUHDGVZKHUHWKHKLJKHUWKHGHgree of banking market concentration, the higher the interest rate spread. Our research found out that the banking system in Kosovo remains highly concentrated with
the market share of the three largest banks accounting for about 74% of total banking
sector assets. This means that banks in Kosovo continue to rely heavily on a strategy
RIKLJKLQWHUHVWUDWHVSUHDGVWKXVNHHSLQJDUWL¿FLDOO\KLJKLQWHUHVWUDWHVRQORDQV
Additionally we conclude that there is an increasing tendency in the share of time
deposits with longer maturity, which may be related to the approval of the Law on
'HSRVLWV,QVXUDQFHZKLFKKDVDGLUHFWLPSDFWRQIXUWKHULQFUHDVLQJGHSRVLWRUV¶FRQ¿dence in commercial banks. Also, higher interest rates for deposits with longer-term
maturity represent an important factor that may contribute to the increase of maturity
period for time deposits.
Our research shows that performance indicators such as ROA (1.4%), and ROE (14.5
%), as well as the level of non-performing loans (6 %), make Kosovo’s banking sector
WKHVDIHVWDQGPRVWSUR¿WDEOHDVZHOOZKHQFRPSDULQJLWWRWKHUHJLRQ
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Literature studies collected for all Southeastern Europe (SEE) countries including Kosovo also show that the level of interest rates is determined by the market. Generally
this region is estimated by experts to have rates (nominal and real) of relatively high
interest rates on credit (for individual loans 14.2 %, and for SME business loans 16.65
% in December 2011), which is translated into higher spread of interest rates.
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Nevertheless, when assessing the performance indicators of ROA and ROE for only
the three largest banks in Kosovo, these indicators lead us to a conclusion of an even
JUHDWHUSUR¿WPDGHE\WKHVHEDQNVZKHUHRIWRWDOQHWSUR¿WRIWKHEDQNLQJ
sector went to the three largest banks. The return on assets by the end of 2011 for
only the three largest banks, marked 1.81 % which is greater than the ROA of Kosovo’s
banking sector, and greater than six times of the region’s average. Whereas, the return
on equity (ROE) in 2011 for the three largest banks, marked a growth of 16.33 % way
above the sector’s average in Kosovo, and the four times the growth of the region’s
average.
According to CBK in order to have lower interest rates in the credit market, they too
agree with the assessment of the commercial banks, that a general improvement of
WKHEXVLQHVVHQYLURQPHQWZLOOGH¿QLWHO\DWWUDFWQHZHQWUDQWVLQWKH.RVRYRPDUNHW
ZKLFK EDQNV ZLOO KDYH WR EH PRUH FRPSHWLWLYH DQG PRUH HI¿FLHQW FRQWULEXWLQJ WR D
more lower bank operational costs, and in turn lower credit interest rates as well.
In terms of banks increasing their credit potential, CBK points out that all the banks in
Kosova, have the potential of increasing the level of credit in the market, due to the
fact that liquidity reserves held by banks have consistently exceeded their requirements, meaning that these surplus reserve can potentially be credited to the market.
However according to banks, they also face a lack of adequate projects which could
be credited for investment projects, and this may be one reason why banks have an
excess liquidity reserves and are not willing to use it.
In terms of the Credit Registration Bureau which has been established and maintained
by CBK since 2006, where every loan issued by commercial banks is registered in this
Bureau, this is considered as a highly important step by commercial banks towards
reducing credit risk due to the fact that they get the very latest information from this
Credit Bureau. According to CBK and commercial banks, before approving a loan, eveU\EDQNDVZHOODVRWKHUPLFUR¿QDQFHLQVWLWXWLRQVFRQVXOWVZLWKWKH&UHGLW5HJLVWUDWLRQ
Bureau, whether the person applying for a loan has other loans with other banks, and
this is very useful since it elaborates the history and credit worthiness of a client, thus
contributing to a lower credit default risk in general.
Regarding government bonds, commercial banks think that they might have an indirect impact on interest rates. With bank reserves not earning any remuneration at all,
CBK and banks think that the excess reserve funds (excluding the obligatory reserve
requirement by law of 10 % of deposits) of commercial banks will be used to invest
in these government bonds and ensure a higher rate of return (interest rates for the
January phase of government bonds is 3.51 %). This will contribute in lowering the
FRVWRI¿QDQFHIRUEDQNVDQGWKLVLQWXUQPLJKWORZHULQWHUHVWUDWHV
According to banks and CBK, an increase in the level of business plan writing skills of
companies will also have an impact on interest rates. The reason for this is that the
higher the knowledge that companies possess in business plan writing skills, the bigger
the chances are that these companies will have their documentation in order (such as
UHJLVWHULQJWKHLUHPSOR\HHVZLWK7$.DXGLWHG¿QDQFLDOVWDWHPHQWVUHJXODUWD[SD\ment etc.), with clear ideas of the direction of where they are taking their companies,
and this in turn will enable banks to check whether the company is developing accord-

7KHJHQHUDOFRQVHQVXVLVWKDWODFNRIFRPSHWLWLRQLQ¿QDQFLDOPDUNHWVDQGLQDGHTXDWH
general business environment is the main barrier for non-low interest rates; but beVLGHWKDW¿UPVWKHPVHOYHVFDUU\DSDUWRIUHVSRQVLELOLW\7D[HYDVLRQDQGLQIRUPDOLW\
GLVDEOHV WKHP WR SURYLGH FRQYLQFLQJ ¿QDQFLDO VWDWHPHQWV )XUWKHUPRUH XQSUHGLFWDELOLW\RI¿UPV¶SHUIRUPDQFHLVFRQWULEXWLQJWRKLJKFUHGLWULVNZKLFKUHVXOWVLQKLJKHU
FRQVHUYDWLVPE\EDQNV ORZDFFHVVWR¿QDQFH 7KHPDLQEXVLQHVVEDUULHUVLQ.RVRYR
DUHLQVWLWXWLRQDO'ULYHQE\XQIDLUFRPSHWLWLRQFRUUXSWLRQFRVWDQGDFFHVVWR¿QDQFH
street crime (and organized crime) and political instability, these barriers risk seriously opportunities for a profound business environment in Kosovo.
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ing to their business plan, as a result banks will have reduced their operational costs,
meaning lower interest rates.
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Annex 1

At the end of 2010, bank system in Macedonia comprised of 18 banks, 14 of which
owned by foreign share holders, from which 9 where branches of foreign banks.
Therefore, it is clear that bank system is dominated by foreign banks, but the level of
¿QDQFLDOPHGLDWLRQUHPDLQVLQYHU\ORZOHYHOFRPSDUHGWR(XURSHDQ8QLRQFRXQWULHV
Interest rates for loans, either for local currency or for the foreign one, either for businesses or individual, had a decreasing tendency since 2009. This decrease was supported by the decrease of basic interest rates, from 9% in 2009 to 4% in 2011. The
loan for this period received a push from increase of deposits, especially from individuals as the main factor, thus expressing also an increase of public trust in bank sector.

Annex 2

Interest rates in Serbia
Regardless of the fact that bank sector in Serbia is considered as the most successful
part of economy, interest rates for loans set by Serb banks are at very high levels.
7KLVLVGXHWRWKHKLJKOHYHORILQÀDWLRQDQGWKHSROLF\IROORZHGE\WKH&HQWUDO%DQN
7KHUHIRUHLQRUGHUIRUWKHEDQNWRUHWDLQWKHLQÀDWLRQUDWHDWWKHGHVLUHGOHYHOLWDSplies high interest rates. On the other hand, interest rates for deposits are higher
than in the countries in the region (excluding Kosovo) and thus businesses of these
countries choose Serb banks to put their savings into. Retaining the interest rate at
KLJKOHYHOVKDVLQFUHDVHGWKHGLI¿FXOW\RIORDQHUVGXULQJWKHODVW\HDUVWRUHSD\WKH
received loans, impacting the increase of the problematic loans at 9.2% for individuals
and 20% for corporations by the end of 2010.

Annex 3

Interest rates in Albania
Due to the number of banks, the competitiveness of the market and conditions of bank
VHUYLFHVKDYHH[SHULHQFHGDQLPSURYHPHQWLQ$OEDQLD+RZHYHU¿QDQFLDOPHGLDWLRQLQ
country is still low, which presents an obstacle for expansion of private sector, comprised mainly from small and medium enterprises. Regardless of a small decrease in
relation to the previous period, interest rates in Albania are considered relatively high,
since basic interest rates determined by Central Bank for re-purchasing agreements
LVVWLOOKLJK  FRPSDUHGZLWKEDVLFUDWHVRIUH¿QDQFLQJDSSOLHGE\(XURSHDQ
Central Bank (1.25%) or Federal Reserve (0.25%). These rates are applied to ensure
DVWDELOLW\RISULFHVLQWKHFRXQWU\WKHUHIRUHWRNHHSWKHLQÀDWLRQZLWKLQWKHVHWOHYHOV
However, these rates have their impact on loan interest rates in local currency. In the
analysis of interest rates for loans in country, it may be said that one of the reasons
for relatively high interest rates in relation to the region, is annual rate of investment
return on Treasury Bonds (government debt), which is presented relatively high in
UHODWLRQWRWKHRWKHUSDUWRI(XURSHDQFRXQWULHV7KLVUDWHLVVLJQL¿FDQWO\LPSRUWDQW
since most of banks in country determine the interest rate for consummator loans
taking the annual rate of Treasury Bonds as a reference, by making the loan interest
UDWHVÀXFWXDWHDFFRUGLQJWRWKHLQWHUHVWUDWHWUHQGV
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Also, the level of required reserve and its remuneration rate have impacted on the
level of market interest rates. Commercial banks in Albania show the same tendency
ZLWKEDQNVRIWKHUHJLRQWR¿OOLQWKH³ORVV´IURPHQJDJLQJWKHLUIXQGVLQUHTXLUHGUHserve, required in mandatory form from Central Bank (which is remunerated with low
interests), by making the margin move after several periods in case of reserve level
changes. In determining the interest rates is included also an addition in the form of
risk prime. Therefore, the manner loan interest rates are built is as such: fund costs
(for each coin) plus the risk prime for each segment (individual, small and medium enWHUSULVHVDQGFRUSRUDWH SOXVWKHLQGLYLGXDOSUR¿WPDUJLQRIUHVSHFWLYHEDQN5HJDUGLQJ
the risk prime for each segment there are always incorporated different risks, such
as the place, branch, sector, client, liquidity, maturity, etc. For a long time minimal
prime for banks in Albania was 3% (thus 3 leke lost for each 100 leke). On this logic,
interest rates for local currency in general are high, while they appear mitigated in the
currency, although for these rates is followed the tendency of international index rates
(Euribor, Libor or basic rate of Federal Reserve or European Central Bank).
Another issue that has impact on interest rates for offered loans from banks, especially
for businesses, are also the problems with collateral registration and its execution in
case there is a need, problems that need to be taken into consideration when we evaluate the set rates in Albanian loan market. It was noticed in Albania during the last three
years an increase of provisioning costs due to the increase of activities that carry risks,
making the net margin of the interest rate increase. This level at the end of the third
quarter of 2011 according to the Bank of Albania reached the level of 18%.
Income from non-interests (from commissions, etc.) in Albania prove that cases when
they are high, after a certain period, lead to a decrease in loan interests, serving
DVUHSODFHPHQWFRPSHQVDWLRQRIHDFKRWKHU$OVRDOWKRXJKEDQNVKDYHEHHQDGGLQJ
capital, as a result of requirements from supervising authority, they were more careful
regarding the loan and respective interest rates, thus the higher the engaged capital
the higher is also the taken risk.
On the other hand, political and economic changes that happened in Albania have
impacted the bank system development, which transferred in a two-level system, recognized a privatization process, loan liberalization, indirect instruments of monetary
SROLF\FRQVROLGDWLRQRIUHJXODWRU\DQGVXSHUYLVLQJVWDIIRSHQQHVVWRZDUGVIRUHLJQ¿nancial institutions, as well as joining or merging processes of banks. All these factors
have impacted on products, services, as well as interest rates offered to the public.
)LQDOO\QHWPDUJLQRILQWHUHVWUDWHLQ$OEDQLDZDVSRVLWLYHO\LPSDFWHGE\ÀXFWXDWLRQRI
interest rate (Euribor, basic rate of local currency, and somehow from Libor), from the
level of bank operative expenses, which had an increasing tendency, as well as from
the sum of bank reserve laid by Central Bank. Other determining factors are level of
bank capitalization, net income from commissions, management affectivity, loan risk
and concentration level in loaning terms.
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