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Abstract. The objective of this study is to analyze factoasing impact in determination of the interesesat
for loans and deposits in Kosovo and in the reglanthe study paper are also analyzed the reasbys w
interest rates for loans in Kosovo are evidentlyhbr than in the countries in region and EU. Thenug
policy of the interest rate is one of the essemptiatonditions for proper orientation of economévelopment
of the country. High interest rates in credits igamake it difficult crediting conditions whereide lower
ones discourage depositors, impact of which isctliyeeflected into economic development. The spréd
interest rate in credits and deposits is an indicaf insufficient effective competition and givachance for
intervention with monetary and other policies t@iwve business environment.
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1 I ntroduction
135

To evaluate the competition in banking sector.tlfirst is very important to study the financial
stability and its influence in development of thenking sector. Factors which condition the finahcia
stability are: sustainable macro-economic envirammesafe and effective supervision by the
authorities, functional infrastructure of the barkimarket which means banks, insurance companies
and micro-financial institutions and their behaviar the market be functional, competitive and
transparent. Despite the challenges and risks wdnieHinked-up with financial stability as are: hoa
risk, liquidity risk, interest rate risk and risk oapital, for these years Kosovo continues to be
characterized with enviable stability and modesiwgh of the financial activities as are: liquidity,
profitability and capital.

2 Financial stability and banking competition in K osovo

Financial Institutions in Kosovo are licensed anshitored by Central Bank of Kosovo (CBK). Finandaktor
covers banking industry, insurance industry, pendimds and other financial institutions mainly raably

micro-credit schemes. Despite the fact that thedasitries are very profitable and continousely hexganded
their activities which make an important factordtiract new financial institutions to become a pafrthe

market.Regarding to the number of the financialitimsons operating in Kosovo, the structure of fhancial

system in Kosovo almost has remained unchangeskf@ral years. A small increase of the numbernafitial

institutions was recorded in 2013. To the finansigdtem in Kosovo was added another commercial badk
two insurance companies (CB¥ww.bgk-kos.org.
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Table 1 The number of financial institutions in Kosovo
Description 2009 2010 2011 2012 2013
Commercial Banks 8 8 8 9 9
Insurance Companies 11 11 11 13 13
Pension Funds 2 2 2 2 2
Financial Intermediaries 28 29 32 39 40
Micro-Finance Institutions 19 17 17 19 18

Source: CBK; A report of Financial Stability (201113

3 Commercial banks

The banking sector in Kosovo has been developetesatully and this is seen by many monitors and
analysts (IMF 2012) as a successful history, degp# fact that there are many complaints by citze
and community of business for unfavorable creditmogditions. The banking sector in Kosovo is
characterizied with big presence of the foreignitedpvhere 89.2% of the totalk assets are managed
by foreign banks. The presence of the foreign i@tonal financial institutions in Kosovo has given
contribution in modernization of the financial sst, bringing the best practices in financing and
managing of the banking operations.

Today in the Kosovo's banking market operate niommercial banks, seven of them with full or
majority of foreign capital. The Kosovo’'s bankingctor remains highly concentrated, where the
participation in the market of three largest baftks2011 have occupied about 74% of the total of
assets, 74% of deposits and 71.7% of loans. Higberdration in the banking sector has been shown
by Herfindahl - Hirschman (IHH) Indsex. The congatibn rate of the banking system was noticed to
be conrtinousely decreased since 2008 for depasitdoans.

In 2012 IHH for assets, the concentration markata of 1.939 points and comparing to 2011 where
there is a recession of this indicator for 150 tsiin this way to bring the banking services didee
the clients, commercial banks have continued t@edpheir infrastructure even that last years thast
tempo is slowing.

This might happen due to the fact that banks opegyam Kosovo have achieved to be consolidated
and expanded in the market in the aspect of tlaiking units throughout Kosovo and in this way the
slow tempo of expansion might be the reason ofntie@sures taken by the banks to reduce their
expenses.

4 Determinating factors of the interest rates and deposits, monitoring and
compar ative analyse for Balkan region

The policy of the interest rates is one of the nimgtortant instruments of the monetary policy. Frihra
collected literature from South East European Qiest(SEE), including Kosovo it is indicated that
interest rate is determined by the market. In ginexperts have evaluated that this region hadively
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high interest rates in credits (nominal and re@lje analyse that thgpread of interest rates in credits
(loans) and deposits is considered as an indicdtefficacity of financial intermediation.

The extension of the high percentage of intergsisrare an obstacle for financial intercessionabse
they discourage possible savings from low returhgeposits increasing financial cost to borrowers
(individuals and business) lowering chances foregtments and economic growth. In particular this is
disturbing for economies in transition where tharate for alternative financial sources through readt
capital are almost minimal and do not exist in thse of Kosovo and Albania and in a number of other
South East Europe Countries (SEE).

According to many data sources and literature & fleld we can conclude that many factors have
influence in determination of the interest rates:

a) Low level of saviungs in certain countries, va@r the request for crediting is presented as digh
with tendencies of growth

b) Limited sources and with relatively high cosfiaancing
c) Limited access in financial markets and intaoratl market of currency
d) Market structure (bank ownership, the levelhaf bank concentration, level of competition, etc)

e) The existence of high primary risk for each ¢oyrespecially lack of financial discipline and
problems with law implementation

f) Relatively high cost of banking operations

h) High level of informality and inaccuracy/manigtibns with financial statements of the busines
etc.

Except the abovementioned factors it is considéhedl in determination of the interest rates have
impact other specific factors as are: manageriphcities of the bank, operational costs, analytical
skills and risk management of liquidity, managemand investment portfolio, the level of capital
sufficiency etc.

Specifically in the majority of the countries iretBalkan region the high interest rates are jestiby
lack of thescale economy, due to the limited size of the ntaaked relatively low level of competition
in financial and banking market in general.

A common characteristic of the banking systemsantls east Europe Countries (SEE) and those in
Balkan there is increase of the presence of forkayiks in last 15 years. Such case can be mentioned
in Macedonia (93%), Bosnia and Hezegovina (92%)aAla (92%), Croatia (90.4%), Kosovo
(89.2%), Montenegro (88%) and Serbia (74%). Theemse of loan interest rates has been a
perception of high risk in these countries fronefgn banks which very often are sustained in aealys
or statistical models of the loan risk assesenmnihé market of the Balkan region the concentration
three largest bnanks vary from 54% in the Croatianket (minimal), in 66% in BH (maximum), and
in 74% in banking market of Kosovo, dictating ayaigh level of differences of interest rates. Also
foreign banks have a tendence to have the higimaiss lof the interest in developing countries as ar
Albania, Kosovo, Montenegro, etc. because they lpaiggity in technology if compared with local
banks. Lastely, adjustments and differences inllagd institutional issues are very important and
have a great influence in determination of therege rates.ndicators of better enforcement of
contracts efficassy of the legal system or lack of corraptare associated with liumits of low interest
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rates. Besides these factors, in determining tipaatof interest rates also have non-performingdoa
(Riinvest 2011 Banking Sector, A research reposatatm 2012).

5 Interest ratesin K osovo

The interest rates in the banking system of Kosswb remain in high level; even though have
continued to decline. The average rate fort loarthe first part of 2012 have declined in 13.7 @grir
14.3 % as it was in June of 2011. Whereas, theageeinterest rate on deposits did not change, so
staying at 3.4 percent. Therewfore the margin térest was reduced into 10.2 % from 10.9 % as it
was in June of 2011. The profitability of the barksystem was decreased, where the neto profit was
decreased for 28.5 %, while return on capital wegehsed into 8.1 % from 12.9 % as it was in June
of 2011. The deterioration of the profitability indtors for 2012 came as a result of the slowdofvn o
revenue growth, resulting from the slowdown in d@redtivity, and increased costs, particularly for
provision of loan losses.

Table 2 Interest rates on deposits

{New businesses, unless otherwise indicated)

Deposit Monfinancid corperations Households
rates
Transter Uither ceposis saing || Transie Oither deposits Sing
able deposits| rable depasit
o deposits| Less than 220 000 ero TWore than 200 00 o deoosit| Upte 1] Ower 1] Owerd | OverS | Ower 1] Cher g
Description s morth | month | months | months | year | 2yesrs
Tpio 1] ver 1] ner§ | Gwer |Upio 1] ver | ver @ and up |and up &) and up 1 and up
month | month | months | 2years | month | morth | months tod | months | year | Zyears
adup [andup 1 adwp |aduwp 1 months
tod e tod yeFr
2005 Decembrer] 3.1 0.2 o7 237 a4 o2 ' . 7 004 185 1M * 333 3BT 404 174
2006 December] 3.1 0.39 208 285 432 ' an ' . 18 003 183 235 * 144 48 45 185
2007 December] 4.00 048 268 283 435 ' 427 46 . 245 D02 155 17 * B0 40 837 2325
2008 December] 442 0.5 309 e7 532 : 361 4m2 b 285 O 321 4480 * 445 499 385 1M
2000 December] 3.88 mn 342 342 503 ' 3es 458 . 263 DM 308 328 430 500 540 251
2010 Decembrer] 3.38 0.63 244 3ns £pd i ’ im4 . 07 o0& 1m0 283 38 440 4T i 2
201 December] 371 088 0.00 81 4pn 505 ' 383 525 220 D48 248 247 288 £11 4% 3 208
200 December] 3.74 0.B3 ' 7 ' ' 267 402 475 28 08 230 246 284 420 48 478 206

Source: Annual report of CBK, 2012
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Table 3 Interest rates in loans

(New businesses, unless otherwise indicated)

Lo Ror-firancls corporaiant (o OSSN
ir {7
VESImEN! DUSIMESS IDaNE | CUPEY DUSINESE o30S | OVEraraie | Creait Laans with Dverarat Loans wiin Coreure Wongage inas
[ron-nvesting nes o urDie . Tavourats rioans
Description cangitions LOnETE
Upfoi | Overd | GwerE | Uptol | Oweel Loars  |Ciner Das | Cuher UpinS | Gvers | Cver @
x| yerep | years px | e coverad | loans covered |icars yeas [yeasup | yexs
10 & years to Sysars oy oy tom
2enogeds depasie years
200s0ecermer| W47  waL @2 pa2e 5E  u3e &1 181 L » ; + e
2006 Decerper] .70 " L E-o] w50 T.60 L8] ¥ .36 - ° " - " 238 " Ba3e
2007 Decemper| W08 - o7 07 " uE4 €08 072 . - - . : oM wsr w3
2008 Deconber] ©.70 * B8 B9 W20 BaAs £0: B " mas . B 561 W82 £8
2005 Decemoer| .03 S T TR T ; . ' * WEl BN * WET
2010 December| .31 Bo pos * mEE Mad oes 127 789 * s 558 B e = n87  m26
201 December| ©.59 £33 BE 1B  ®B40  BE0 1 ee 510 988 ®aL 601 BEsE WOz #3198 ©83
200 Decentw| T8 =% o o6 E3% 058 om 50 £92 ' pas &n 787 0Ds *oaTE T

Source: Annual report of CBK, 2012

The interest rates for loans and deposits for eacik in modest percentage change. These differences
exist depending on the type of loans and depdbiés; duration and costs associated with provisions
and other administrative chores

Table 4 Indicators of the interest rates of economiesandition for 2011 (%)

Loans for SME in Interest rate Non-Performing Loans 139
sectors /GDP Deposit Loangs 1 year) (of total loans)
Kosovo 28.3 3.5 14.15 59
Albania in euro) 41.2 2.16 6.88 18
Bosnia 46.0 n/a n/a 11
Serbia 47.5 4.1 11.0 19
Macedonia 49.9 5.3 9.9 8.5
Montenegro 121.2 4.8 9.2 25

Source: EBRD Transition Reports, for Kosovo IMFreation of GDP and CBK Annual Report

Table 4 indicates that Kosovo has the lowest dregivf the SME sector, so GDR region.Also,
interest rates on loans up to one year show thhetthe highest among all countries of the region,
indicating that loans are most expensive in theoreg

Table5 Interest rate on loans in local and foreign moryetait in %.

Countries Albania Croatia  Serbia Montenegro M acedonia Kosovo
Local currency 12,11 9,78 17,91 - 9,63 -
EUR 7,44 6,35 8,36 - 7,65 14,3
usD 7,56 - - 5,07 -
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CHF - - 5,22 - - -
Other - 7,45 10,03 9,67 - -
Average 7,50 6,90 7,87 9,67 6,36 14,3

Source: Riinvest. 2011. Banking Sector, reseaggort, march 2012,

From the table 5 we can see that Kosovo is amomgdhntries with highest average interest rate for
loans comparing to other regional countries. Basgethe analyses, many evaluations, to answer in the
question why such interest rates are high it has lestimated that factors which have had impact in
determination of the interest rate are externalirflyainked unsustainable political and macro-
economic condition) and internal risks as listelbwe

- The way how the problematic loans are managed
- Very problematic judicial and cadastral system

- The low level of competition as consequence @f $mall number of commercial banks, which
passed by high merger scale to a several of bidngeris

-The high level of informality and unaccuracy /m@anation with the financial statements of the
business

- A High unsafe environment in loaning and a higtg on return of such loans.
- Lacks of projects — do not exist god projects jhstify getting of loans and their return in time

Interest rates, especially loan interest rates mtbpgm many factors that are under the control of
commercial banks, as well as by factors beyond tbentrol. Impact of Central Bank of Kosovo
through monetary policy instruments is limited gwdvents the use of traditional instruments which
can be used to have an effect on interest rates.

6 Conclusion

By treating factors and obstacles having influeincestablishment of sustainable financial stability
and at the same time to growth the competetivesiessmmercial banks in Kosovo, the Government,
CBK and other stakeholders must continue to workatds:

«Stregthening of economic growth at macr-econongeell through reformation of business
environmentReforms should mainly aim at promoting competiton private sector development as
a tool for economic growth

« Solution of the problems in cadastral systemaelsas the increase tiie efficiency of the judicial
systemshall result in execurtion of cases

* Increasing the competitiveness of the finangyatean could prove to be the solution of the problem
in this regard to continue with market liberalinatiand licensing of banks

« To avoid potential crises coming from the finahdector and the overall economy, the government
should start the process of implementing qualityjureements of conditions from the IMF, WB and
EU. The government should try to encourage morepetition in the financial sector and to take
action to improve the supply of credit to the ptévasector, especially through the issuance of
government bonds
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*To increase the transparency of commercial baegarding to the crediting conditions and interest
rates applied by them and they must be accompéyieelevant provisions.

All these actions will undoubtedly have positiveflgetions on improving crediting conditions,
reducing loan interest rates and therefore the tjray economic activities and the economy in
general.

7 References

Riinvest, Banking Sector: Facilitator or Barrier. Ma2012, Retrieved fronwww.riinvetinstitute.org
KCA Analyse of the monitoring of Commercial Banks120Retrieved fromhttp://ak.rks-gov.net
BSCEE Review 2010, Retrieved fromww.bscee.org

Central Bank of Kosovo, Annual Report 2012, PrishtRetrieved fromwww.bgk-kos.org

Central Bank of Kosovo, Annual Report 2011, PrishtRetrieved fromwww.bgk-kos.org

Central Bank of Kosovo, A Report of Financial Stapjlbecember, 2012, Prishtine

Central Bank of Kosovo, A Report of Financial Stapjlbecember, 2011, Prishtine

Financial Stability Report, 2009, 2010 — Albania,iReed from:www.bankofalbania.org

Financial Stability Report, 2009, 2010 — Bosnia amdddgovina, Retrieved fromuww.cbbh.ba
Financial Stability Report, 2009, 2010 — Croatia, Re&d from:www.hnb.hr

Financial Stability Report, 2009, 2010 — MacedoRiatrieved fromwww.nbrm.mk

Financial Stability Report, 2009, 2010 — Montenedtetrieved fromhttp://www.cb-mn.org
Financial Stability Report, 2009, 2010 — Serbia, iReed from:www.nbs.rs

International Monetary Fund 2011. Kosovo: ConclgdBtatement of the 2011 Article IV Consultation Ntiss July 2011.
GAP, August 2011Barometer for interest rates on logRetrieved fromwww.institutigap.org

141

BANKING, FINANCE & ACCOUNTING



