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1. Foreword  

Kosovo's economy continues to maintain a positive growth rate and solid macroeconomic 
stability, particularly in the fiscal and financial areas. Despite the growing risks from the 
external sector, Kosovo’s economy is expected to record positive growth in 2012. 
Nevertheless, as an open economy, Kosovo’s economy has not remained unaffected by the 
crisis which is being faced by developed economies, especially those of the euro area. The 
economic growth rate in Kosovo, albeit positive, is expected to be lower compared to the 
previous periods. The risks comming from the Eurozone crisis are being reflected mainly 
through the negative impact on the external demand for Kosovo’s products (even though 
the level of exports is already low), the slight negative impact on remittances, and through 
a more pronounced impact on the foreign direct investments. 

Kosovo's financial sector has continued to expand its activity, thus reflecting high levels of 
stability in all its constituent parts. The banking system, as the core component of the 
financial sector, continued to maintain a satisfactory liquidity position, high capitalization 
level and high quality loan portfolio, despite the slight increase of non-performing loans to 
total loans ratio. Banking system activity has continued to expand, but at a slower pace 
both with regard to loans and deposits growth. This slowdown is related to the decelerated 
growth trend of the overall country’s economic activity, as well as the tightened credit 
measures employed by banks in the wake of the increased risks at the global economic 
level.  

The Central Bank of the Republic of Kosovo continues to closely follow the developments in 
the financial sector, ensuring the achievement of its primary objective, namely ensuring 
country’s financial stability. Throughout this period, the supervisory activities have been 
adapted in line with developments in the financial sector and the economy in general, and 
special attention has been paid to the analysis of the potential risks that the country's 
economy, and thus the financial sector, could be faced with. The advancement of financial 
infrastructure has continued to be an important priority for our institution, thus resulting 
in a more favorable setting for financial sector efficiency and stability developments. The 
Financial Sector Assessment Program, conducted jointly by the IMF and the World Bank, 
provides a strong basis for the classification of the state of our financial sector as sound, as 
well as for laying the path for further advancement of the system. The approval of the Law 
on Banks, Microfinance Institutions and Non-Bank Financial Institutions has led to the 
advancement of the principles of corporate governance in these institutions, whereas the 
operationalization of the Deposit Insurance Scheme this year has further enforced the 
citizens' trust in Kosovo’s banking system. 

Given the high level of stability of the Kosovo's financial sector, the positive prospects for 
the overall economic activity in the country, and the country’s economy need for further 
support from the financial sector, the Central Bank of the Republic of Kosovo encourages 
all financial institutions operating in Kosovo, especially lending institutions, to adjust their 
strategies in accordance with the Kosovo's economy conditions, and hence to continue the 
expansion of their activity based on the principles of sound financial practices. 

 
Gani Gërguri 
Governor   
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2. Executive summary  

Kosovo's financial system continues to be highly stable. The key indicators of financial 
sector stability such as liquidity and capitalization rates, as well as loan portfolio quality 
remain at satisfactory levels, whereas the expansion of the financial sector credit activity 
has shown slight deceleration. The direct risks to the country's financial sector have been 
managed adequately, thus remaining at low levels. Nevertheless, the negative global 
developments in the real and fiscal sectors have had slight implications for Kosovo's 
economy and the flow of developments in its financial sector.  

The prospects for 2012 global economic development have deteriorated, with the global 
economy expected to continue its growth slowdown. United States is the only economy 
expected to record accelerated growth. Developing countries, despite growing at relatively 
high growth rates, are expected to experience decelerated growth in 2012. Conversely, the 
Eurozone economy, in the wake of the deep public debt crisis, is expected to fall back into 
recession, and hence experience increased unemployment. Such developments in the 
Eurozone real sector have led to the increased uncertainty in the financial markets and 
banking systems of the countries facing high public debt, in particular, leading to the 
deterioration of loan portfolio quality and reluctance of credit expansion activity by banks. 

The Southeast Europe marked economic decline during the first half of 2012, whereas the 
projections for the entire year suggest that some of the region’s economies will record 
growth slowdown compared to 2011, with only Croatia and Serbia expected to enter 
recession. In an effort to boost the domestic demand, many of the countries in the region 
have increased expenditures more rapidly than revenues, thus exacerbating their budget 
balances. The already high unemployment rate, which is one of the biggest problems facing 
the region, has increased further as a result of declining economic activity, while the 
inflationary pressures have reduced, reflecting the global decline in food and oil prices. 
Nevertheless, loans and deposits in the banking systems of SEE countries continued 
expanding, with credit growing at slower average growth rates, while deposits facing 
accelerated growth. In the first half of the year, all countries in the region marked 
deterioration in the loan portfolio quality and increased rate of non-performing loans. 

Adverse developments in the euro area reflected in Kosovo's economic and financial sector 
developments, although the low level of Kosovo's integration into the global economy 
reduces considerably the effect of these risks. Kosovo's economy is expected to have the 
highest growth rate in the region; however, the growth rate in 2012 is projected to be lower 
than in the previous year. Projections for 2012 suggest a real economic growth rate of below 
4 percent, compared to 4.5 percent in 2011. The main factors contributing to the growth 
slowdown are the decline in the volume of exports, and the decline of foreign direct 
investments and remittances. The slowdown of credit growth to the the private sector has 
also contributed to the decline in the domestic consumption and investment demand; 
whereas the increase of public sector expenditures and uprising capital investments have 
had induced economic growth. 

Kosovo's economy continues to face structural problems, with the high level of imports 
relative to exports leading to a significantly negative trade balance. The high level of trade 
deficit continues to be the main contributing factor to the high level of current account 
deficit, which is partly mitigated by the current transfers. However, in the first half of 
2012, remittances declined slightly compared to the previous year. A more significant drop 
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was noticed in the Foreign Direct Investments (FDI), which fell down by 53.3 percent, 
adversely affecting the financial account balance. Unlike in 2011, the prices during the first 
half of 2012 grew more slowly. Inflation rate was 1.5 percent compared to 9.6 percent in the 
previous year. 

The close link between the real and financial sector in Kosovo's economy is reflected in the 
fact that the financial sector, alongside with the real sector, recorded slower growth during 
the first half of 2012. Real sector problems posed augmented risks to the financial sector, 
which among other things, was reflected in the slowdown of lending activity. Nevertheless, 
Kosovo’s financial sector continued to be highly stable. Financial sector assets, which 
continue to have a structure similar to the previous periods, grew at a slower pace. Total 
financial sector assets recorded an annual growth rate of 4.8 percent compared to 13.2 
percent in June 2011, and reached a total value of 4.8 billion euros. Banking system assets 
continue to represent the largest share of these assets, accounting for 74.6 percent of the 
total financial sector assets in June 2012. The degree of market concentration in the 
banking system remains high; however, the increasing competitive pressures from smaller 
banks have led to a downward trend. Moreover, in November 2012, the Central Bank of the 
Republic of Kosovo approved the operating license for a branch of a Turkish bank, thus 
contributing even further to the banking competition in the country. 

In line with the slowdown of the banking system total assets growth, lending activity 
growth decelerated. In June 2012, the value of banking system loans increased by 9.3 
percent, as opposed to 15.7 percent growth in June 2011. As a result, the total value of 
loans issued by the banking system amounted to 1.77 billion euros, representing 36.2 
percent of the GDP. Loans to enterprises continue to dominate, accounting for 76 percent of 
the total loan portfolio in June 2012. Consequently, the slower growth of enterprise loans 
has been the major contributor of the growth slowdown of the overall loan portfolio. The 
main reasons for the slowdown in lending to enterprises, according to the survey conducted 
with banks in Kosovo by the CBK, are the tightened credit standards and procedures 
employed by banks as a result of the negative perceptions for the real sector developments, 
and the high sensitivity of certain industries to these changes in the real sector. The 
structure of enterprise loans continues to be dominated by loans to the trade sector, while 
agriculture remains the lowest recipient of bank lending. In terms of loan maturity 
composition, loans with a maturity term of over two years continue to prevail, having also 
increased their participation compared to the previous year. 

Banking system loans, which represent the major share of the system’s assets, have been 
concentrated within the Kosovo’s economy, which in the one hand increases the risk of 
exposure to a single economy, but on the other hand reduces the potential risk from 
exposure to foreign markets. Nevertheless, the diversification of assets and loans in various 
sectors and sub-sectors within the economy minimizes the risk from ‘over’ exposure to the 
local economy; the commencement of Government treasury bills market in January 2012 
has further contributed in this regard. Whereas, as regards the risk of exposure to external 
markets, it is mainly limited to investments in securities and placements with banks 
abroad, whose share in the total assets has declined over the observed period.  

Deposits collected within the country continue to be main funding source for the banking 
activities in Kosovo. However, deposits have suffered a growth slowdown in the observed 
period. In June 2012, the value of deposits in the banking system amounted to 2.1 billion 
euro, recording an increase of 7.7 percent compared to 11.8 percent in the previous year. 
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The largest share of deposits entails household deposits with 72.1 percent participation, 
followed by private enterprise deposits with 19.6 percent. The growth slowdown of total 
deposits, which is suggested to have been impacted by the global economic slowdown, is a 
result of nearly halved public enterprise deposits, as well as the decelerated growth in other 
deposit categories such as household deposits, private enterprises and non-resident 
deposits. The slower growth of domestic financial sources has led banks to use external 
funding sources, which are easily accessible also due to the good reputation of the Kosovo’s 
financial system as a persistently stable sector. However, the share of external funding 
sources in the total funding composition continues to be low, representing a considerable 
advantage for the stability of the financial sector in cases of foreign financial markets 
turbulences and declined customer confidence.  

Interest rates in Kosovo’s banking system remain high, although they have sustained their 
declining trend. The average loan interest rate fell in the first half of 2012, down to 13.7 
percent from 14.3 percent in June 2011, while the average deposit interest rate remained 
unchanged at 3.4 percent. Consequently, the interest margin decreased to 10.2 percent 
from 10.9 percent in June 2011. The profitability of the banking system declined, with net 
profit falling by 28.5 percent, while Return on Equity (ROE) falling to 8.1 percent from 12.9 
recorded in June 2011. The deterioration of profitability indicators came mainly as a result 
of the slowdown in revenue growth that followed from the credit activity slowdown, and as 
a result of increased spending on provisions for loan losses, in particular. 

Despite the deteriorating external macroeconomic environment and declining profitability, 
Kosovo's banking system has been successful in managing the three main risks that it is 
exposed to: liquidity, credit and solvency risks. Regardless of the slight decline of the 
leading liquidity indicators, Kosovo's banking system remains highly liquid, mainly due to 
the structure of liabilities that is dominated by more-stable funding sources such as 
deposits, as well as due to the prudent management of liquid assets. In June 2012, the loan-
to-deposit ratio increased to 83.2 percent, yet remaining close to the 80 percent 
recommended by the CBK. Moreover, other indicators such as: the steady upwards growing 
trend of deposits, which reflects the unremitting citizens’ confidence in the banking system, 
the low level of deposit concentration, the consistent maintenance of liquidity reserves at a 
higher level than the minimum required, the satisfactory level of current liquidity 
indicators, as well as the opportunities that local banks enjoy in  terms of accessing short-
term funds from banks abroad, all suggest that Kosovo's banking system continues to have 
low exposure to the liquidity risk. 

Credit risk continues to be low likewise, besides recording a slight increase during the 
observed period. In June 2012, the non-performing loans to total loans ratio increased to 6.5 
percent from 5.9 percent in June 2011. However, it should be noted that this increase is 
mainly due to the slowdown in the growth rate of loans rather than as a result of any 
significant acceleration in the growth of non-performing loans, the value of which has 
recorded similar growth trend to previous years. In spite of the increase, the non-
performing loan ratio in Kosovo’s banking system remains the lowest in the region. In 
addition, the potentially added credit risks from the deterioration in the loan portfolio 
quality are further diminished by the high loan loss provisions’ coverage rate that has been 
maintained by the banking system in continuity. In June 2012, the loan loss provisions 
coverage rate stood at 117.3 percent, close to the 117.2 percent recorded in 2011. The value 
of large credit exposures increased compared to the previous period; nevertheless, the credit 
risk concentration has been diversified by the increased number of large borrowers. 
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Kosovo's banking system continues to be characterized by a high degree of capitalization 
and capital quality. Capital adequacy ratio (CAR) remains at 17.2 percent, significantly 
exceeding the 12 percent minimum required by the CBK. Moreover, 60 percent of the total 
capital consists of the share capital. The indicated high level of capitalization and capital 
quality do point to the stability of Kosovo’s banking system and its satisfactory ability to 
cover potential losses from external shocks. In addition, the satisfactory sustainable 
position of the system is confirmed by stress-test analysis, the results of which show that 
the banking system in Kosovo, in general, would be able to cope with “extreme” scenarios of 
liquidity, credit, exchange rate, and interest rate risks. More specifically, the results 
suggest that Kosovo's banking system would be able to withstand high degrees of 
hypothetically instant deposit withdrawal rates, with the current level of liquidity. 
Additionally, due to the high level of capitalization, Kosovo's banking system appeared able 
to cope with the considerable potential increase in the level of non-performing loans, in 
which case the need for recapitalization would arise to only a few individual banks. On the 
other hand, the banking system's exposure to currency and interest rate risks continues to 
be marginal, due to the low presence of flexible interest rate loans and deposits and low 
level of foreign currency loans.  

The infrastructure of the existing banks, albeit with a slower growth trend of branches and 
sub-branches expansion, has continued its overall expansion - thus further increasing the 
quality and volume of banking services accessed by citizens and businesses. Significant 
contribution to the increased quantity and effectiveness of banking services has been made 
by the continuous expansion of the ATM network and POS devices, which enable payment 
processing at the points of sale. Although these services are growing at a fast pace, Kosovo 
lags behind in the level of development and usage of electronic banking services compared 
to the region. The development of the payment system has advanced in terms of both 
increased security and sustainability, as well as increased efficiency. The number and value 
of transactions processed through the Kosovo payment system has increased, along with 
the increased payment security and sustainability supervisory measures. The issuance of 
securities by the Government of the Republic of Kosovo, which commenced in January 2012 
and for which the CBK acted as government’s fiscal agent, had a significant impact in 
increasing the number of transactions processed through the payment system. It also 
marked a significant increase in Kosovo’s financial sector stability and efficiency, thus 
setting the grounds for country’s capital market development. The CBK is also in the final 
stage of development of a more advanced payments’ system (RTGS system) which enables 
real-time settlement of urgent and systemic payments between banks and local government 
institutions, thereby reducing the potential risks from delays in settlements.  

Other Financial Institutions, which in June 2012 accounted for 25.4 percent of total 
financial sector assets, consist of pension funds, insurance companies, microfinance 
institutions and financial auxiliaries. Kosovo’s pension system assets, most of which are 
managed by the Kosovo Pension Savings Trust (KPST), marked an annual growth of 19.5 
percent, amounting to 659.1 million euros. Most of these assets consist of investments in 
overseas shares, the price of which increased over the observed period, and of investments 
in overseas securities, which account for a significant share. In 2012, KPST invested 5 
percent of its assets in the domestic market by placing deposits in commercial banks in 
Kosovo, thus increasing the money supply in the market. The assets of insurance 
companies also marked a significant increase of 16.3 percent, amounting to 120.2 million 
euro in June 2012. Nevertheless, their profit halved, falling to 0.6 million compared with 
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1.2 million in June 2011. Participants in the microfinance industry increased during this 
period, reaching a number of 19 as opposed to 17 in June 2011. Despite this fact, the value 
of total sector assets decreased by 4.1 percent, mainly due to the reduction in the number of 
loans issued. The sector performance also deteriorated, recording a loss of 2.4 million euro 
as June 2012. 

In this edition of the Financial Stability Report, the practice of including thematic analyses 
that address specific topics of interest for the economy and the financial sector in the 
country and the region has been continued. The topics analyzed for this edition of the 
financial stability report include: 1. The Relationship between Banking Competition and 
Loan-Loss provisions, and 2. The Identification of Systemically Important Banks in Kosovo. 
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3. World Economy  

Global economic activity is experiencing growth slowdown in 2012. Global economic growth 
is estimated to have slowed at 3.3 percent compared to the annual growth of 3.8 percent in 
2011. The slowdown in economic growth was more significant in European countries, where 
the decline in domestic demand as well as uncertainty caused by fiscal sector during 2012 
have contributed to the decline in consumption and investments. Even the developing 
countries are expected to be characterized by a slowdown in economic growth, as growth in 
domestic demand is expected to be reduced due to tightened monetary policies. According to 
IMF projections, in 2012 the United States is expected to expand economic activity with 
real GDP growth of 2.2 percent compared with 1.8 percent in 2011. This growth is expected 
to be driven mainly by investments which are expected to be 4.6 percent higher compared 
with the previous year (Table 1). 

Eurozone economy is expected to shrink by 0.4 percent in 2012 compared with the growth of 
1.4 percent in 2011. Unlike the U.S., in eurozone the main cause of the recession is 
expected to be the investments, which are expected to be reduced by 1.5 percent compared 
with the previous year. Almost all the eurozone countries are expected to have a decline or 
lower economic growth rate compared to 2011, except Germany, which is expected to have a 
positive growth rate of 1.9 percent compared with 1.3 percent in the previous year. 
Economic contraction in the eurozone is expected to have consequences on fiscal and 
financial sector in the following periods, which will hinder the overcoming of the public debt 
crisis and decrease the confidence level in the markets as well as increase the financing cost 
and non-performing loans in financial institutions. 
 

Table 1. Main macroeconomic indicators 

Source: IMF (2012) 

Recent global financial crisis was reflected in the continued growth of public debt in 
developed countries. Meanwhile, the forecasts on a weaker performance of the real sector in 
most developed countries have increased the uncertainty of market participants about the 
sustainability of fiscal policy and public debt. Consequently, at the end of 2011, the level of 
public debt in the eurozone reached at 87.3 percent of GDP (27.3pp above the Maastricht 
criteria), compared with 85.3 percent of GDP recorded in 2010. Data for the end of the first 
half of 2012 show a further increase of the public debt, which reached 90.0 percent of GDP. 
Almost all countries of the eurozone deepened the level of public debt in the first half of 
2012, especially states that already had high level of public debt. On the other hand, 
Greece, which has the highest level of public debt in the eurozone, managed to reduce it for 
21.0pp (Table 2). 

 

2011 2012 2011 2012 2011 2012

World economy 3.8 3.3 6.9 6.2 0.6 0.3

USA 1.8 2.2 3.1 2.0 -3.1 -3.1

Eurozone 1.4 -0.4 2.7 2.3 0.4 1.1

Developing countries 6.2 5.3 7.2 6.1 1.9 1.3

Central and Southeastern Europe 5.3 2.0 5.3 5.6 -6.1 -5.0

GDP Inflation 
Description

Current account (% of GDP)
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Table 2. Public debt and budget balance in selected Eurozone countries 

Source: Eurostat 

Public debt in the Eurozone deepened despite the budget deficit decline from 6.3 percent of 
GDP in 2010 to 4.2 percent in 2011. Also data for the first half of 2012 show a decline of the 
budget deficit (3.7 percent of GDP). Despite the decline of the budget deficit, due to the lack 
of economic growth, maintaining the debt sustainability in the eurozone is considered to be 
challenging. 

The world economy is 
characterized by a decrease in the 
level of inflation in the first half of 
2012. By the end of 2012, IMF has 
forecasted the average global rate 
of inflation at 6.2 percent (6.9 
percent in 2011). The decrease in 
the oil price and consequently the 
decrease of food and electricity 
prices are expected to be the major 
contributors to the decrease of 
inflationary pressures in developed 
countries as well as in developing 
countries. Inflation in developed 
countries in 2012 is expected to be 2.3 percent (3.0 percent in 2011) while in developing 
countries inflation is expected to be 6.1 percent (7.2 percent in 2011). According to current 
data, the average inflation in the U.S. in the first half of this year has decreased to 2.0 
percent (3.1 percent in the same period of 2011), while in the eurozone has dropped to 2.5 
percent (2.7 percent in the same period of 2011). Due to the debt crisis that has caused the 
decline in aggregate demand, there is a more significant decrease of the inflation rate in 
Greece and Spain (Figure 1). 

Regarding unemployment, the 
current data indicate a decrease in 
unemployment growth rate of the 
most powerful world economies. In 
the U.S. the unemployment rate 
decreased to 8.2 percent in the 
second quarter of 2012 (8.7 percent 
at the end of 2011), 4.4 percent in 
Japan (4.5 percent in 2011), 4.0 
percent in China (4.0 percent in 
2011) and 6.0 percent in Russia 
(6.5 percent in 2011). While the 
unemployment rate in the 
eurozone has continued to grow as a result of the economic slowdown in 2012, increasing 
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Figure 1. Inflation in selected Eurozone  
countries

Source: Eurostat (2012)
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Source: Eurostat (2012)

2010 2011 Jun 2012 2010 2011 Jun 2012 2010 2011 Jun 2012 2010 2011 Jun 2012 2010 2011 Jun 2012

Public debt 145.0 165.3 144.3 118.6 120.1 126.1 93.3 107.8 117.5 92.5 108.2 111.5 96.0 98.0 102.5

Budget balance -10.6 -9.1 -8.8 -4.4 -3.8 -5.0 -9.8 -4.4 -6.8 -31.1 -13.3 -9.3 -4.1 -4.0 -3.2

Belgium 
Description 

Greece Italy Portugaly Ireland
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from 10.6 percent in the last quarter of 2011 to 11.3 percent in the second quarter of 2012. 
Spain, Greece, and Portugal besides leading the list regarding unemployment rate, are also 
the countries in which unemployment has increased mostly in the first half of 2012 
compared to 2011 (Figure 2). On the other hand countries like Germany and Austria in 
addition to having the lowest level of unemployment rate are among the countries that 
have managed to further decrease the unemployment rate in the first half of 2012. 

The slowdown in export growth in the global level in 2012 is expected to result in the 
deterioration of the current account. Export of goods in the global level is expected to grow 
by 7.3 percent in 2012 compared with the growth rate of 7.9 percent in 2011. The increase 
of exports is expected to experience a larger slowdown in the eurozone countries (from 6.1 
percent in 2011 to 1.4 percent in 2012) and in the U.S. (from 7.4 percent in 2011 to 4.2 
percent in 2012), while the average growth rate of exports in all other countries of the world 
is expected to have a slight decrease (from 8.0 percent in 2011 to 7.8 percent in 2012). 
Despite this, the eurozone is expected to increase the level of the current account surplus 
from 0.4 percent in 2011 to 1.1 percent of GDP in 2012, and the United States is expected to 
have the same degree of current account deficit as in the previous year 3.1 percent of GDP, 
while the current account surplus is expected to decline in developing countries from 1.9 
percent in 2011 to 1.3 percent of GDP in 2012.  

 

 

Box 1. The performance of the foreign banking groups operating in 
Kosovo1 
 
ProCredit Holding – PCH (Germany) 
ProCredit Holding’s main financial indicators marked a significant increase in 2011, despite the fact 
that the growth rate in the global 
economy declined, and most of the 
Eurozone countries experienced 
recession. The value of total assets at 
the end of 2011 amounted to euro 5.49 
billion, marking an increase of 5.9 
percent compared to 2010. Gross loans 
to non-financial sector, which account 
for the largest share of PCH’s assets, 
reached a value of euro 4 billion as a 
result of 10.3 percent annual growth, 
while the value of deposits amounted to 
euro 3.4 billion, recording growth of 5.9 
percent compared with the previous 
year. 

The cost to income ratio has also improved. In 2011, this ratio dropped to 74.6 percent, recording a 
decline of 6.7 percentage points (Figure 3). This improvement was due to the increased business 
volume, and the measures taken to improve efficiency which in the one hand resulted in 7.11 percent 
increase in operating income (euro 405.9 million), and on the other hand lead to a 2.11 percent decline 
in operating expenditures (euro 348.6 million).  

                                                      
1
 Analysis will include only the banking groups of the three largest banks operating in Kosovo. 
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Consolidated net profit for 2011 improved significantly, amounting to euro 46.8 million compared 
with euro 12.5 million in the previous year. Consequently, the Return on Equity (ROE) indicator 
improved, increasing to 10.35 percent from 3.79 percent recorded in 2010 (Figure 4). Despite the 
increase in profitability, Capital Adequacy Ratio (CAR) declined to 15 percent, down 1.5 percentage 
points from the previous year (Figure 5). Nevetheless, the recorded CAR remained above the 
minimum required, ensuring a satisfactory capitalization of PCH. 

PCH ended year 2011 with credit rating of BBB by Fitch agency, same as in the previous year. 

The growth trend of the PCH’s financial indicators was maintained in the first half of 2012 as well. 
The value of total assets at the end of June 2012 amounted to euro 5.8 billion (an increase of 4.8 
percent compared to June 2011). The cost to income ratio marked a decrease of 4.1 percentage points, 
and the consolidated net profit increased significantly by 54.2 percent compared to the same period of 
the previous year, reaching a value of euro 27.6 million. However, CAR continued its slight decline; by 
June 2012 the CAR decreased to 14.8 percent from 15 percent in June 2011. 

The assets of the ProCredit Bank in Kosovo amounted euro 766.9 million at the end of June 2012, 
comprising 13.3 percent of PCH’s total asstes. 
 

Raiffeisen International –RBI (Austria) 

At the end of 2011, assets of Raiffeisen Bank International reached a value of euro 146.9 billion, 
marking an increase of 12.1 percent 
compared to the end of 2010. The value 
of loans to non-financial sector 
amounted to euro 81.6 billion (an 
annual increase of 7.8 percent), while 
the value of customer deposits 
amounted to euro 66.7 billion (an 
annual growth of 15.8 percent). 

During 2011, operating income 
increased by 1.3 percent, reaching euro 
5.5 million. However, operating 
expenditures increased at a higher 
rate, namely by 4.7 percent (a total 
amount of euro 3.12 million), thus 
increasing the cost to income ratio to 
57 percent from 55.2 percent in 2010 
(Figure 3). This increase was primarily a result of the increased staff costs, and the depreciation of 
intangible assets. 

RBI ended year 2011 with a net consolidated profit of euro 968 million, marking a decrease of 11 
percent compared to 2010. The profit decline was reflected in the ROE indicator which dropped at 9.7 
percent, down 2.8 percentage points from the previos period (Figure 4). However, the Capital 
Adequacy Ratio (CAR) increased slightly. At the end of 2011, CAR reached 13.5 percent, compared to 
13.3 percent in 2010 (Figure 5). RBI is the only banking group, out of the three analysed in this 
section, that trades its shares on the stock exchange. At the end of 2011, RBI share price in Vienna 
Stock Exchange was 20.07 euro, marking an annual decline of 51 percent.2 RBI ended year 2011 with 
credti rating of A (Fitch Agency), the same as in the previous year.  

RBI assets continued with the upward growth trend in the first half of 2012. In June 2012, total 
assets amounted to euro 152.7 billion, marking an increase of 11 percent compared to the same period 

                                                      
2
 ATX and EURO STOXX Banks indexes, in which RBI is involved, marked a decline of 35 and 38 percent, respectively. 
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of the previous year. Cost to income ratio reached 58.1 percent, 3 percentage points higher than in 
June 2011. However, consolidated net profit increased. In June 2012 the profit amounted to euro 701 
million, 14 percent higher than in June 2011. The CAR increased as well, reaching at 14.8 percent 
compared with 13.5 percent in June 2011. In June of 2012, Raiffeisen Bank in Kosovo constituted 0.4 
percent of total assets of Raiffeisen Bank International.  

NLB Group (Slovenia) 

The economic decline and the instability of the financial markets in Europe in 2011 reflected 
negatively on the financial performance of NLB Group, which recorded a decline in most of the 
financial indicators for the period. Total assets of the group marked a decline of 8.1 percent, dropping 
at euro 16.4 billion. Loans to non-financial sector in 2011 decreased by 5.7 percent (total amount of 
euro 12.3 billion in December 2011) as a result of the more conservative credit policy that NLB Group 
implemented in response to the crisis, whereas deposits declined by 1.8 percent (total amount of euro 
10.2 billion in december 2011). NLB Group managed to increase operating efficiency in 2011. 
Operating income decreased by 0.5 percent compared with the previous year, while expenditures 
marked a decrease of 3.3 percent. Consequently, the cost to income ratio fell to 59.8 percent, which 
represents a decrease of 1.75 pp in comparison to 2010 (Figure 3). Despite of the increased operating 
efficiency, consolidated net profit declined by 18 percent compared with the previous year, dropping to 
euro -239 million (-202 million in 2010). The profit deterioration is mainly attributed to the 
deterioration of loan portfolio quality, which led to increased provisions for loan losses. Return on 
Equity (ROE) ratio also dropped to -22.2 percent, compared to -17.5 percent in 2010 (Figure 4). As a 
result of the Bank of Slovenia requirements for improvement in CAR, NLB Group increased its 
capital in 2011, thereby leading to the increase in CAR to 11.1 percent compared to 10.2 percent 
recorded in 2010 (Figure 5). 

The decline of profitability indicators 
lead to the downgrade of NLB Group’s 
credit rating (Fitch Agency) to BBB, 
compared to the A credit rating it had 
in 2010. In the first half of 2012, NLB 
Group continued with the declining 
asset trend, where the total assets 
amounted to euro 16.3 billion in June 
2012, marking a 6.5 percent decline 
compared to June 2011. However, the 
cost to income ratio marked a 
significant improvement, dropping to 
45 percent from 59.8 percent in June 
2010. Consolidated net profit 
increased significantly over this 
period. From euro 0.9 milion in June 2011, the consolidated net profit increased to euro 32.3 million 
by June 2012. The profit improvement was mainly due to a one-off positive effect of the purchase of 
subordintaed capital instruments. At the end of June 2012, the ROE improved to 6.5 percent from 0.2 
percent recorded in June 2011. The CAR of the NLB group remained unchanged, standing at 12.1. At 
the end of June 2012, NLB Bank in Kosovo comprised 2.4 percent of NLB Group’s total assets.      

 

Lending activity in most of the developed countries continues to remain at low levels, 
especially in countries that are facing budget crisis. This is because budget crisis has 
increased the uncertainty of banks to issue loans. 
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Moreover, during this period, 
banks in most European countries 
marked deterioration in quality of 
loan portfolio (Figure 6). On the 
other hand, in most countries of 
the eurozone, banks reported an 
improvement in capital adequacy 
ratio (Figure 7). However, in 
countries such as Ireland, Spain, 
Greece and Portugal, despite an 
improvement in the level of 
capitalization, they are still facing 
difficulties considering 
investments in government bonds 
and mortgage loans.  

Key European Central Bank (ECB) 
interest rate was changed several 
times during 2011. As a result of 
increased inflationary pressures in 
the first half of 2011, the ECB 
decided to increase twice the key 
interest rate by 0.25pp while 
during the rest of the year again it 
decided to reduce twice the interest 
rate by 0.25pp, in November and 
December. In July 2011, ECB 
decided to reduce the interest rate 
for 0.25pp thus reaching 0.75 
percent. 

Regarding the exchange rate, euro depreciated against most major currencies during the 
first half of 2012. More significant depreciation recorded against the U.S. dollar by 13.0 
percent, then 9.5 percent against the British pound and the Swiss franc by 0.7 percent. 
Euro currency movements against other major currencies mainly reflect changes in market 
perceptions of fiscal and economic prospects of the eurozone countries. Depreciation of the 
euro was mainly due to uncertainty driven by the increased risk of the fiscal difficulties 
faced by some eurozone countries.  

 

3.1. Southeastern Europe 

In the first half of 2012, Southeastern European (SEE) countries were characterized by 
decline in economic activity. According to European Commission assessments, real GDP of 
SEE countries were characterized with a recession of 1.2 percent, which is caused by fall in 
aggregate demand. Croatia recorded the deepest recession in the first half of 2012 (1.8 
percent), followed by Serbia (1.7%), Macedonia and Montenegro (1.1 percent each). Albania, 
which had positive growth in recent years, marked economic decline in the first quarter of 
2012 (0.2 percent), while Kosovo is the only country that is estimated to have had positive 
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growth rate in the first half of 
2012. This decline in economic 
activity is due to the fact that 
countries in the region continues to 
be sensitive to the developments in 
the eurozone economies in terms of 
trade, foreign direct investment 
(FDI), high share of foreign banks 
and remittances. On the other 
hand, IMF forecast for economic 
activity in 2012 indicate a slight 
increase of 0.5 percent of GDP 
(Figure 8). Except Croatia and 
Serbia, all other countries are 
expected to have positive growth rate. On the other hand, the year 2013 is expected to be 
characterized with economic activity recuperation for all countries in the region with an 
average growth rate of GDP at 1.9 percent. 

The decline in economic activity in 
the region has resulted in 
deterioration of the labor market. 
Recent estimates indicate an 
average rate of unemployment in 
SEE of 26.8 percent, which is 0.9pp 
higher compared to the same 
period of the previous year. The 
economy of Serbia continued to be 
characterized with a recession thus 
consequently marking the highest 
increase in unemployment 
compared to the same period of the 
previous year (2.9pp), followed by 
Croatia and Montenegro (1.6 and 1.3pp, respectively). 

The average rate of current account deficit for the SEE countries in the first half of 2012 
was 10.6 percent of GDP, which is almost the same level with the previous year. 
Montenegro, Bosnia and Herzegovina, and Serbia were characterized by increased rate of 
current account deficit compared to 2011, whereas other countries recorded deficit 
reduction (Figure 9). Montenegro, Bosnia and Herzegovina, and Kosovo continue to report 
the highest rates of current account deficit, while Croatia and Macedonia continue to be the 
countries with the lowest rates of the current account deficit. According to IMF projections 
for the year 2012, in almost all SEE countries are expected slower trend of growth in 
exports while imports are foreseen to decline. Export growth is expected to be 0.4 percent or 
9.8pp lower than the growth recorded in 2011. The decline in imports is expected to reach 
2.1 percent, whereas in 2011 imports had an increase of 6.9 percent. Current account deficit 
in the region deteriorated also as a result of the decline in current transfers in most 
countries of the region. On the other hand, also the balance of Foreign Direct Investment 
(FDI) has deteriorated, which is a very important component for the financing of the 
current account deficit. The average net FDI-to-GDP ratio stood at 5.0 percent, compared 
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with 5.8 percent in the same period of 2011. Concerning the individual countries, 
Montenegro, Kosovo, and Macedonia declined the FDI-to-GDP ratio (4.5, 4.2, 1.6pp, 
respectively), while Croatia, Serbia, Bosnia and Herzegovina, and Albania increased (1.2pp 
on average). 

The decline in economic activity has made some of the governments in the region to 
increase government expenditures in order to stimulate the aggregate demand in their 
economies, which was reflected in the deterioration of their budget balance. Serbia, 
Montenegro, and Albania were characterized by a faster growth of expenditures compared 
to the budget revenues, which led to deepening their budget deficit. The average rate of the 
budget deficit in SEE recorded an increase from 1.8 percent of GDP in the first half of 2011 
to 2.4 percent of GDP in the first half of 2012. In June 2012, the highest rate of budget 
deficit was marked by Serbia (6.4 percent of GDP), followed by Montenegro (3.7 percent of 
GDP), Macedonia (2.2 percent of GDP) and Albania (1.6 percent of GDP). Conversely, 
Kosovo recorded a surplus of 0.5 percent of GDP, in June 2012. Consequently, during this 
period the average public debt in SEE is deepened, which reached at 38.5 percent of GDP, 
compared with 37.0 percent of GDP recorded at the end of the previous year. Albania and 
Serbia reported the highest public debt of 59.4 and 53.2 percent of GDP, respectively, while 
Kosovo continues to have the 
lowest level of public debt in the 
region with only 6.9 percent of 
GDP. 

During the first half of 2012, most 
of SEE countries were faced with 
declined inflationary pressures 
which mainly were a reflection of 
decrease in oil and food prices. 
Average inflation for the first half 
of 2012 was 2.5 percent compared 
with an average of 5.8 percent 
recorded in the same period of the 
previous year. Serbia, Montenegro, 
and Croatia reported higher rates of inflation (4.4, 3.4, and 2.5 percent, respectively), 
Macedonia and Bosnia and Herzegovina reported an inflation level of 2.4 and 2.2 percent, 
respectively, while Kosovo and Albania, reported the lowest level of inflation of about 1.5 
percent (Figure 10). 

Regarding the exchange rate between euro and currencies of the SEE countries, in June 
2011 compared to the same period of the previous year, euro depreciated against Albanian 
lek by 0.8 percent (138.51 ALL / EUR), while appreciated against most of the other 
currencies in SEE. The highest appreciation was marked against Serbian dinar with 16.8 
percent (115.8 RSD / EUR), then the Croatian kunas with 1.8 percent (7.54 HRK / EUR) 
and the Macedonian denar by 0.9 percent (61.52 MKD / EUR). 

Lending activity is characterized by a slight decrease of the growth trend, while deposits 
continued to be characterized by a higher growth rate compared to the first half of the 
previous year. Data for the first half of 2012 show that, with the exception of Montenegro 
where loans recorded decline, all SEE countries have increased the lending activity, but 
most of them with a lower growth rate compared to the same period of the previous year. 
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According to the European Commission data, the highest credit growth rate was registered 
in Serbia (15.2 percent), Albania (10.2 percent), Kosovo (9.3 percent), Macedonia (8.2 
percent), Bosnia and Herzegovina (5.1 percent), and Croatia (3.4 percent), while 
Montenegro reported a decline of 5.2 percent. 
 

Table 3. Annual growth rates of loans and deposits  

Source: European Commission, Third quarter report 2012; for Kosovo CBK data. 

Note: the average of first and second quarter is shown. 

Regarding the growth rate of deposits, Albania, Macedonia, Kosovo, and Montenegro 
reported slower growth rate, while Serbia and Croatia reported the highest growth rates 
(Table 3). SEE banking systems were characterized by a deterioration of loan portfolio 
quality during this period. In the first half of 2012, Albania, Serbia, Montenegro, and 
Bosnia and Herzegovina reported the highest rates of non-performing loans in the region, 
with 21.2, 19.5, 17.1 and 12.6 percent, respectively. Kosovo continues to have the lowest 
rate of non-performing loans, with only 6.5 percent in June 2012. 

 
 

Jun 2011 Jun 2012 Jun 2011 Jun 2012 Jun 2011 Jun 2012 Jun 2011 Jun 2012 Jun 2011 Jun 2012 Jun 2011 Jun 2012 Jun 2011 Jun 2012

Loans 10.3 10.2 4.8 5.1 6.5 3.4 7.8 8.2 -11.8 -5.2 17.3 15.2 15.7 9.3

Deposits 15.8 10.6 2.7 2.8 1.5 13.9 11.0 8.9 1.3 0.4 7.1 15.0 11.8 7.7

Serbia Kosovo
Description 

Albania B and H Croatia Macedonia Montenegro 
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4. The Economy of Kosovo  
 
Kosovo’s economy continues to be 
one of the economies with the 
highest growth rate in the region, 
though the growth rate in 2012 is 
expected to be lower than in the 
previous year. The main financing 
sources for the economic activity 
during the first half of the year 
have shown weaker performance, 
thus contributing to the slowdown 
of the economic growth (Figure 11). 
In this context, the deterioration of 
the performance of the global 
economy led to a decline of exports, 
foreign direct investments and remittances. Private sector activity continued to be 
supported by loans of the banking system, which also were characterized by a slower 
growth rate. On the other hand, the public sector continues to be the main driver of the 
economic activity through public expenditures, especially capital outlays, which are 
continuously recording positive growth rate. 

As a result of the high level of imports of goods from abroad, Kosovo’s economy continues to 
be characterized by a high trade deficit, which represents the main cause of the high 
current account deficit in the country. The decline of exports and the continuous growth of 
imports made the current account deficit continue growing in 2012. Kosovo’s economy this 
year is facing lower inflationary pressures compared to the previous year. Inflation in 
Kosovo has been highly volatile during the recent years, largely reflecting price 
developments in external markets, a correlation that derives from the heavy reliance of the 
country’s economy on imported goods from abroad. Despite the problems in the external 
sector, Kosovo’s economy continues to have fiscal sustainability. This fiscal sustainability is 
explained by the low level of public debt (5.8 percent of GDP in June 2012), and budget 
balance, which until June 2012 was characterized by surplus (0.5 percent of GDP). 

 

4.1. Real Sector  

4.1.1. Gross Domestic Product 

Economic developments in the first six months of 2012 suggest that the economic activity in 
Kosovo is continuously expanding but at a slower pace compared to the previous year. The 
slowdown of economic activity is mainly driven by the external sector developments, which 
are adversely affecting the level of exports, foreign direct investments and remittances. 
Also, the slowdown in the credit growth of the banking sector is contributing to the 
slowdown of consumption growth and private sector investments. The continuous 
expansion of public expenditures represents an important contributor to the expansion of 
economic activity in the country. The real economic growth rate in 2012 is projected to be 
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below 4 percent (4.5 percent in 2011). In nominal terms, the GDP is expected to exceed a 
total amount of euro 4.9 billion. 

Continuous expansion of lending by the banking system in Kosovo represents an important 
source of finance for domestic economy. By June 2012, loans issued by the banking system 
recorded an annual growth of 9.3 percent, reaching a value of euro 1.8 billion. Loans issued 
to enterprises recorded an annual growth of 6.3 percent, while loans to households recorded 
an annual growth of 13.0 percent. The main source of finance for banks in Kosovo remain 
deposits collected in the country, which also continued to increase and up to June amounted 
to euro 2.1 billion (annual increase of 7.7 percent). Kosovo’s banking system has continued 
to maintain a high level of stability, characterized by high degree of capitalization, good 
quality of loan portfolio and satisfactory liquidity position. 

Positive developments during this period have been recorded also in the fiscal sector. The 
total value of budget expenditures by the end of June 2012 amounted to euro 625.6 million, 
which represents an annual increase of 18.5 percent. Despite the increased budget 
expenditures, Kosovo’s budget until June 2012 recorded a surplus of euro 24.2 million. This 
is also due to the growth of revenues by 12.2 percent which reached the amount of euro 
649.8 million. Public investments in the referred period had a very important contribution 
to economic growth when considering the capital investment projects which are 
continuously increasing. Government expenditures on capital investments up to June 2012 
recorded an annual growth rate of 
32.4 percent. Capital outlays 
represent the main category within 
budget expenditures, with a share 
of 35.9 percent of total 
expenditures (euro 224.8 million). 
Also, until June, government 
expenditures on goods and services 
and expenditures on wages and 
salaries recorded an annual 
increase of 33.5 and 13.7 percent, 
reaching 78.5 and 169.1 million 
euro, respectively. 

The GDP of Kosovo continues to be 
negatively affected by the trade balance, which is continuously characterized by high rate of 
deficit (Figure 12). In the first half of 2012, the trade deficit in Kosovo amounted to euro 
988.5 million, representing an annual growth of 6.4 percent. Trade deficit increase is 
attributed to the imports growth of 2.6 percent and to the exports decline of 18.4 percent. 
This has made the level of coverage of imports by exports to decrease from 15.0 percent, as 
it was in the first half of 2011, to 11.9 percent in the first half of 2012. 

The high level of trade deficit makes Kosovo’s economy to be characterized by a high rate of 
current account deficit. In June 2012, the current account deficit deepened for 5.4 percent 
compared with the same period of the previous year amounting to euro 216.5 million. The 
component with the largest share in the current account continues to be the goods account, 
which is consistently characterized by fairly large discrepancy between the value of imports 
and exports. Meanwhile, another category with a very large weight on the current account 
is the account of current transfers, which is dominated by remittances. 
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 This category is continuously 
characterized by a positive balance 
and has significantly contributed 
to the narrowing of the current 
account deficit. However, by June 
2012 remittances amounted to euro 
261.5 million, which is 0.7 percent 
less than the same period of the 
previous year (Figure 13). 
Remittances decline of 4.8 percent 
in the first quarter of 2012 
recovered in the second quarter of 
2012 with an increase of 3.1 
percent thus having increased the 
possibility of a steady flow of 
remittances despite the difficulties that developed economies are facing with. 

The capital and financial account of the balance of payments continues to be characterized 
by a positive balance, which derives mainly from FDI and other investments (Figure 14). 
Financial account balance, despite being positive, is reduced by 56.7 percent in the first half 
of 2012 compared with the same period of the previous year. This reduction was mainly 
driven by FDI and other investments. The balance of FDI (FDI in Kosovo minus FDI of 
Kosovar residents abroad) during 
the first half of 2012 amounted to 
euro 78.5 million, which represents 
a quite sharp decline compared 
with the same period of the 
previous year when this balance 
had recorded a value of euro 180.3 
million. FDIs received in Kosovo, 
which represent an important 
component in the context of private 
sector investments, recorded an 
annual decrease of 53.3 percent, 
reaching a value of euro 86.6 
million. The balance of other 
investment is reduced by half 
compared with the same period of the previous year, from euro 161.7 million has declined to 
euro 79.8 million.  

During the first half of 2012 there were 5,279 new enterprises registered, which represents 
an increase of 24.4 percent compared with the same period of the previous year, while 483 
companies were closed or 5.7 percent more than in the same period of the previous year. 
Preferred economic activities for the registration of new enterprises were trade (31.8 
percent of total enterprises), followed by the processing industry (10.7 percent), hotels and 
restaurants (10.3 percent), construction (9.9 percent), real estate (9.6 percent), etc. 

264.1 265.7 263.3 261.5

0

50

100

150

200

250

300

June 2009 June 2010 June 2011 June 2012

Source: CBK (2012)

Figure 13. Remittances, in millions of euro

-150

-100

-50

0

50

100

150

200

250

Cpital and
financial
account

Foreign direct
investments

Portfolio
investments

Other
investments

Reserve assets

June 2009 June 2010 June 2011 June 2012

Figure 14. Capital and financial account and the 
components of financial account, in millions of euro

Source: CBK (2012)



 

 
30 |  

Financial Stability Report Number  3 

Moreover, new registered enterprises are mainly micro-enterprises3 (99.01 percent of total 
new enterprises), while the remainder consists of small (0.84 percent), medium (0.11 
percent), and large enterprises (0.04 percent). 

4.1.2. Prices  

Inflationary pressures which reached their peak in March 2011 began to soften in the 
coming months, reaching the lowest level in March 2012. Consumer Price Index (CPI) for 
the first half of 2012 recorded an annual average growth rate of 1.5 percent, which is a 
relatively low compared with the 
same period of the previous year, 
when inflation recorded an annual 
average growth rate of 9.6 percent 
(Figure 15). The softening of 
inflationary pressures in 2012 is 
mainly addressed to weakening 
demand and the overall price 
developments in global level. 
Prices of products such as bread 
and cereals, vegetables, and oils 
and fats had the main influence in 
softening the inflation. Meanwhile, 
oil prices continued to have a 
positive impact on the growth of the general price level in the country. 

Price fluctuations in Kosovo are largely as a result of the price changes in external markets, 
which are reflected through the Import Price Index (IPI). In the first half of 2012, the 
annual average growth rate of IPI was 6.0 percent. High sensitivity of the price level in 
Kosovo by price movements in 
global markets is also shown in 
Figure 15, where it can be seen 
that the trend of the CPI and 
Producer Price Index (PPI) have 
followed a very similar trend to 
IPI. Similar trend of import prices 
and producer prices shows a fairly 
heavy reliance of domestic 
production on the import of raw 
materials from abroad. Despite of 
this, in the first half of 2012, the 
CPI has been significantly lower 
than the IPI (a difference of 4.8pp). 
This difference is attributed to the PPI, which in the first half of 2012 recorded an average 
deflation rate of 0.1 percent. The decline of producer prices is manifested mainly in the 
extraction of metallic minerals, metal production, furniture production, etc. 

                                                      
3
 Classification of enterprises by size was based on the number of workers, such as: micro (1-9 employees), small (10-49 employees), medium (50-249 

employees) and large enterprises (250 employees). 
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As a result of the softening of inflation in the first half of 2012, the real effective exchange 
rate (REER) of Kosovo depreciated against the currencies of trading partners, which is a 
positive development for the Kosovo’s economy since it supports the competitiveness of the 
local manufacturers in the foreign markets (Figure 16). REER depreciated by an annual 
average rate of around 0.9 percent. The main factor which affects the level of REER in 
Kosovo against trading partners is the level of inflation, which in the first half was lower 
compared with the CEFTA and EU countries for 1.3 and 1.2pp, respectively. 
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5. Financial Sector in Kosovo 

5.1. General Characteristics  

Financial sector in Kosovo 
continued to be characterized by a 
satisfactory level of stability in 
2012, while the overall financial 
sector assets marked a slowdown 
in the growth trend. By June 2012, 
the total financial sector assets 
amounted to euro 4.8 billion, 
reflecting a slowdown to 4.8 
percent in June 2012, from 13.2 
percent in June 2011. While 
commercial bank assets continued 
to dominate the structure of 
financial sector assets with 74.6 percent of total assets in June 2012, the slowdown of their 
growth trend has influenced the overall growth trend of financial sector assets. In June 
2012, banking system assets recorded an annual increase of 6.0 percent, compared with the 
annual growth rate of 12.7 percent in the same period of the previous year. The second 
largest sector participating in total financial sector assets are pension funds which in June 
2012 accounted for 18.6 percent of total assets (16.7 percent in June 2011) (Figure 17).  

The number of financial institutions in Kosovo’s financial sector has not shown any 
significant change recently. The number of commercial banks has remained unchanged, 
standing at eight (8) banks, while the insurance industry has 2 new companies increasing 
the total number of insurance companies to 13. Including 19 microfinance institutions, 36 
financial auxiliaries and 2 pension funds, the country’s financial sector is comprised of 78 
financial institutions (Table 4).  

 

Table 4. Number of financial institutions  

Source: CBK (2012) 

The value of Net Foreign Assets (NFA)4 of the financial sector continued to grow in 2012, 
but the growth was slower compared to 2011. By June 2012, the value of NFA amounted to 
euro 2.08 billion, which represents an annual increase of 4.7 percent (14.7 percent in June 

                                                      
4
In this context, financial sector consists of Central Bank of the Republic of Kosovo and all financial institutions operating in Kosovo.  
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Figure 17. Structure of assets of the financial 
system by sector 

Source: CBK (2012)

Description June 2009 June 2010 June 2011 June 2012

Commercial banks 8 8 8 8

Insurance companies 11 11 11 13

Pension funds 2 2 2 2

Financial auxiliaries 28 29 32 36

Microf inance institutions 19 17 17 19
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2011) (Figure 18). In June 2012, the NFA of CBK amounted euro 1.1 milion, while 
commercial banks NFA and other financicial institutions NFA amounted to euro 434.5 and 
532.4 milion, respectively.  

Claims on the external sector 
reached a value of euro 2.45 billion 
in June 2012, where the highest 
share is divided among deposits 
(60.4 percent) and securities (11.5 
percent). Similar to the previous 
year, the CBK has increased 
investments in deposits against 
investments in securities, whereas 
commercial banks have increased 
their investments in securities 
against deposits. In June 2012, 
around 81.6 percent of the CBK claims on external sector consisted of investments in 
deposits (68.5 per cent in June 2011), and 4.0 percent were investments in securities (18.8 
per cent in June 2011). At the same time, around 39.2 percent of commercial banks 
investments in the external sector were investments in deposits (44.2 percent in June 
2011), while 32.0 percent of these investments consist of securities (32.4 percent in June 
2011). Financial sector liabilities to the external sector amounted to euro 363.9 million in 
June 2012, an annual decline of 16.0 percent compared with the previous year. External 
sector liabilities primarily consist of loans that financial institutions operating in Kosovo 
obtained from the financial institutions operating abroad and non-resident deposits in 
banks operating in Kosovo. Hence, the decline of these loans by 32.8 percent and at the 
same time, the decline of non-resident deposits by 24.2 percent led to lower overall financial 
sector liabilities to the external sector. 

In June 2011, claims on net domestic sector amounted to euro 1.1 billion, which represents 
an increase of 25.8 percent compared to the same period of the previous year. Increased 
claims on net domestic sector mainly resulted from the reduction of government deposits by 
8.2 percent in this period, and from the increased claims on the real sector by around 6.5 
percent.  
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6. Banking system of Kosovo  

6.1. General characteristics of the banking system  

Banking system in the country 
remained unchanged in 2012, both 
in terms of the number of banks 
participating in the system and it 
terms of the structure. In June 
2012, 8 commercial banks operated 
in the banking market, of which six 
were of foreign ownership and 
dominated the banking market 
assets with around 89.0 percent of 
total assets, while two of them 
were of domestic ownership and 
their share in total assets was 11.0 
percent.  

Banking market continues to be characterized by a relatively high concentration rate. 
However, the concentration rate has been characterized with a declining trend in the recent 
years due to constant growth of smaller banks activity. In June 2012, the three largest 
banks managed around 71.8 percent of total assets of the banking system, which represents 
a decline compared to the same period in 2011 when they managed 74.5 of total assets. The 
Herfindahl-Hirschman Index (HHI) also indicates a decline of the country’s banking system 
concentration rate. According to HHI for total assets, the banking market was 
characterized with a concentration rate of 1,972 points in June 2012, which represents a 
decline of the concentration rate by 129 HHI points compared to the same period of the 
previous year. Also, HHI for total loans and deposits of banking system shows a constant 
decline of concentration in the recent years (Figure 19). 

Banking infrastructure continued to be characterized by a slower trend of expansion during 
2012 as well. The number of branches and sub-branches of commercial banks in the country 
reached at 312 in June 2012, which represents an annual growth of 3 units (5 units in 
2011). The number of employees in commercial banks increased to 3,713 employees by June 
2012, compared to 3,654 employees in 2011.  

 

6.2. Banking System Balance Sheet 

6.2.1 Assets  

Kosovo’s banking system continued expanding its activity also during the recent period, 
serving as one of the key promoters of the economic activity in the country. Total assets of 
the banking system in Kosovo reached at euro 2.65 billion (54 percent of GDP) and recorded 
an annual growth rate of 6.1 percent in June 2012 (annual growth rate of 12.7 percent in 
June 2011). Unlike the previous periods when banks’ investments in securities were one of 
the main contributors to the growth of the total assets, in the first half of 2012, securities 
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contributed by only 0.4pp. The key 
contributors to the growth of the 
banking assets in the first six 
months were loans and cash and 
balances with CBK, which 
contributed by 6.1pp and 1.3pp, 
respectively (Figure 20). On the 
other hand, balances with 
commercial banks in the last two 
years have negatively contributed 
to the growth of total banking 
assets (2.2pp decline in June 2012 
and 1.4pp decline in June 2011). 

Despite the fact that the economic 
growth continues to be positive, signs of slowdown in the economic activity for 2012 have 
been noticed, mainly driven by the economic decline that is characterizing some of the 
Eurozone countries. A similar situation is characterizing also the neighboring countries, 
where some of them are experiencing recession. Judging by the slowdown of indicators of 
the other sectors of Kosovo’s economy, such as the decline of exports, slowdown of imports 
and the decline of foreign investments and remittances, a rather similar situation has also 
embraced the banking system, which recorded a slowdown of lending activity.  

The annual growth rate of loans in June 2012 was 9.3 percent, compared to the rate of 15.7 
percent that was recorded in June 2011. A more significant slowdown was noticed in the 
securities which grew by 4.8 percent, compared to the annual growth rate of 80.4 percent in 
June 2011. One of the main reasons for the slowdown of investments in securities was the 
problem with public debt in some of the Eurozone countries and consequently the 
uncertainties driven by the performance of these economies. 

Financial activity of the commercial banks in Kosovo remains concentrated in the 
intermediation activity within Kosovo’s economy, where loans consist 67 percent of total 
banking system assets (Table 5). On the other hand, investments abroad comprised 21.9 
percent of the total banking sector assets in June 2012 (25.3 percent in June 2011). 

Table 5. Structure of banking system assets  

Source:  CBK (2012) 

In millions of euro In percent In millions of euro In percent In millions of euro In percent In millions of euro In percent

Cash and balance w ith w ith 
CBK

241.9 12.5 268.1 12.1 265.3 10.6 298.4 11.3

Balance w ith commercial 
banks 

286.7 14.9 351.6 15.8 319.5 12.8 265.3 10.0

Securities 
13.3 0.7 114.0 5.1 205.6 8.2 215.6 8.1

Gross loans and leasing 
1,280.9 66.5 1,404.6 63.3 1,624.9 65.0 1,776.3 67.0

Fixed assets 
40.1 2.1 42.6 1.9 45.0 1.8 49.9 1.9

Other assets 
64.3 3.3 37.8 1.7 40.7 1.6 46.9 1.8

Total 
1,927.1 100.0 2,218.8 100.0 2,501.0 100.0 2,652.3 100.0
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Investments abroad mainly consist of the placements of commercial banks operating in 
Kosovo with banks abroad (balances with commercial banks) and in the form of securities. 
The share of the balances with commercial banks in total banking sector assets decreased 
from 12.8 percent in June 2011 to 10 percent in June 2012, which represents the lowest 
share since the beginning of the functioning of Kosovo’s banking system. Recording an 
annual decline of 16.9 percent, the balancse with commercial banks, in June 2012, 
amounted at Euro 265.3 million. Investments in securities during this period maintained a 
level of 8.1 percent of total assets of banking system. 

However, it should be noted that not all of the investments in securities represent the 
investments abroad, considering the fact that as from January 2012, the Treasury Bills 
market started operating for the first time in Kosovo, which represents a new investment 
opportunity for commercial banks in the country (Box 2). 

 

Box 2. The treasury bills market in the Republic of Kosovo 

Upon the Law enforcement on Public 
Debt in Kosovo (January 2010), the 
Government of the Republic of Kosovo 
was given the opportunity to access 
public debt. After establishing the legal 
ground, CBK as a fiscal agent of the 
Government, in cooperation with the 
Ministry of Finance, started to build 
the infrastructure for the functioning of 
the the Government treasury bills 
market. The first auction of securities 
was launched in January 2012, which 
implies that the functionality and 
issuance of the Government treasury 
bills of the Republic of Kosovo was set 
in place. The trading of the treasury 
bills in Kosovo is realized via the public auctions, which are organized and monitored by the CBK. 
The commercial banks in Kosovo represent the primary dealers.. Other institutions or clients of the 
commercial banks may submit their 
bids for securities only through the 
respective banks in the primary 
market. In addition to providing the 
technical infrastructure, the CBK 
enables trading of the treasury bills 
under fully competitive conditions. 
Bids from the primary dealers may be 
competitive and non-competitive. In 
competitive bids, the primary dealers 
offer the amount and the interest rate, 
whereas in the case of the non-
competitive bids, the bidders accept the 
interest rate as established under the 
market supply and demand, which is a 
result of competitive bids. 
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Until June 2012, six trading auctions were held. The offered amount by the Kosovo Government for 
each auction was Euro 10 million, whereas the demand for the purchase of securities has constantly 
exceeded the offered amount (Figure 21). The highest bid was recorded in June 2012, where for the 
offered amount of Euro 10 million, the primary dealers’ demand wasEuro 35.7 million. The average 
annual interest rate during this period was 3.3 percent (Figure 22). The highest interest rate was 
recorded in the March auction (4.0 percent), whereas the lowest interest rate level resulted in the 
auction of June (2.9 percent). The maturity period for the auctions duringthe period of January – 
June was 91 days. The treasury bills market in Kosovo has a positive impact on the overall financial 
stability, promoting the enhancement of efficiency in the financial intermediary process and 
establishing the grounds for the development of capital market in the country.  

6.2.2 Loans  

Commercial banks lending activity 
continues to represent one of the 
key financing for consumption and 
investments in the country. 
Despite the uncertainties in the 
global financial markets, banks’ 
perceptions for a relatively stable 
economic environment in Kosovo 
led to the continuation of lending 
growth in Kosovo. However, the 
lending activity during this period 
has slowed down. The value of 
total loans issued by the banking 
system of Kosovo, in June 2012, reached at euro 1.77 billion (36.2 percent of GDP), which 
represents an annual growth rate of 9.3 percent (15.7 percent in June 2011), (Figure 23). 
The slowdown of the growth rate of total loans is mainly a consequence of the slowdown in 
the growth of the loans to enterprises (14.1 percent in June 2011; 5.2 percent in June 2012). 
Based on the outcome of the CBK survey conducted with banks operating in Kosovo, in the 
second quarter of 2012, banks 
reported increased credit demand 
from medium and small 
enterprises, and a lower demand 
from large enterprises. In spite of 
the increase in the loan demand 
from enterprises, banks also 
reported tightened credit standards 
and criteria during the loan 
application approval process. 
According to the survey responses, 
the main factors that led to the 
credit tightening were the negative 
perceptions of the banks regarding 
the overall economic situation and 
some particular industries, and the risk related to the execution of collateral.  

The structure of total loans is continuously dominated by the loans issued to enterprises. In 
June 2012, the share of loans to enterprises in the total loans was 67 percent. However, as 
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shown in Figure 24, the share of 
loans to enterprises in total loans 
is continously declining. On the 
other hand, the slower growth rate 
of loans to enterprises contributed 
to a higher share of loans to the 
households that reached 30.7 
percent of total loans. 

The structure of loans by industry 
was similar to the previous 
periods. The largest share of loans 
to enterprises in the first half of 
2012 was absorbed by the services 
sector, with a share of 71.6 percent. Within the services sector, the largest part of the loans 
belongs to the trade sector, with a share of 51.3 percent of total loans to enterprises (Figure 
25). A considerable share of loans to enterprises is issued to the industry sector (including 
loans to mining, manufacturing, industry and construction), which represents 24.8 percent 
of total loans to enterprises. Agriculture sector continues to have low access to the banking 
loans, by receiving only 4 percent 
of total loans to enterprises. This 
indicates that the commercial 
banks in Kosovo are constantly 
applying a conservative approach 
towards the agriculture sector, 
which is also described by the 
highest interest rates applied to 
loans of this sector. The banking 
system reluctance to credit the 
agriculture sector is also noticed by 
the fact that existing loans to the 
agriculture sector are mainly 
issued by a single bank. The 
structure of loans by maturity 
continues to be dominated by loans 
with long-term maturity, which 
further increased their share 
during the reporting period (Figure 
27). In June 2012, loans with 
maturity over two years 
represented 69.4 percent of total 
loans (68.7 percent in June 
2011).The largest part of these 
loans consists of loans with 
maturity from two up to five years, 
(43.9 percent of total loans, 41.2 
percent in June 2011), followed by 

0%

20%

40%

60%

80%

100%

June 2009 June 2010 June 2011 June 2012

Other services Trade Construction Manufacturing Mining Agriculture

Figure 25. Structure of loans by economic activity, in 
percent

Source: CBK (2012)

-40%

-30%

-20%

-10%

0%

10%

20%

30%

40%

Qershor 2009 Qershor 2010 Qershor 2011 Qershor 2012

Agriculture Industry, electricity, construction

Trade Other services

Figure 26. Growth trend of loans, by economic 
sectors

Source: CBK (2012)

20.7% 21.0% 23.4% 23.2%

12.1% 7.2% 7.9% 7.2%

67.2% 71.8% 68.7% 69.4%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

June 2009 June 2010 June 2011 June 2012

Over 2 years Over 1 year up to two years Up to 1 year

Figure 27. Structure of loans by maturity, in percent

Source: CBK (2012)



 

 
      | 39 

Number 3                                                        Financial Stability Report 

loans with maturity from five up to 
ten years (24.7 percent of total 
loans, 20.7 percent in June 2011). 
On the other hand, loans with 
maturity from one up to two years 
decreased their share to total 
loans, i.e. from 7.9 percent in June 
2011 to 7.2 percent in June 2012.   

6.2.3 Liabilities  

The financial activity of the 
banking system in Kosovo 
continues to be financed by 
domestic sources of finance, namely the Kosovo citizens’ deposits. Thus, Kosovo’s banking 
system deposits represent a dominating category within the banking system liabilities, with 
a share of 79.5 percent (Table 6). During the first half of 2012, almost all categories within 
the banking system liabilities were characterized with a lower growth rate. During this 
period, the value of deposits reached at euro 2.1 billion, recording an annual growth of 7.7 
percent (11.8 percent in June 2011). Own resources, which also represent an important 
financing source for banks, recorded an annual growth of 6.6 percent (7 percent in June 
2011), amounting at euro 255.8 million.  

Table 6. Structure of banking system liabilities 

Source: CBK (2012)  

The growth of own resources was mainly driven by the rapid growth of shareholders capital 
by 6.3 percent (3.7 percent in June 2011), whereas the slowdown of the growth rate of the 
retained profit in June 2012 (from 30.8 percent in June 2011 to 20.9 percent) had a 
negative impact on the growth of own resources. 

The continuous slowdown in the growth rate of the Kosovo citizens’ deposits during the last 
years, pushed commercial banks operating in Kosovo increase the utilization of other funds, 
such as foreign financing. For example, after a period without other borrowings (which are 
mainly funds from abroad), in 2012 commercial commercial banks again started utilizing 
these financing resources that in June 2012 reached at euro 26.8 million. Non-resident 
borrowings mainly include borrowings issued by the parent banks, together with the 
maturity agreements to increase liquidity buffers. Increase has been noticed also in the 
other liabilities that recorded an annual growth rate of 12.5 percent. Two other important 
categories within the banking liabilities are also the subordinated debt and the balances 

In millions of euro In percent In millions of euro In percent In millions of euro In percent In millions of euro In percent

Balance from other banks 41.8 2.2 65.1 2.9 86.6 3.5 21.3 0.8

Deposits 1,512.7 78.5 1,751.5 78.9 1,957.8 78.3 2,108.5 79.5

Other borrow ings 0.0 0.0 0.0 0.0 0.0 0.0 26.8 1.0

Other liabilities 152.1 7.9 152.4 6.9 183.0 7.3 205.8 7.8

Subordinated debt 16.9 0.9 24.4 1.1 33.5 1.3 31.0 1.2

Ow n resources 203.3 10.5 224.3 10.1 239.9 9.6 255.8 9.6

Total liabilities 1,927.1 100.0 2,218.8 100.0 2,501.0 100.0 2,652.3 100.0

June 2012June 2009 June 2010 June 2011
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from other banks, which in the first half of 2012 had a lower volum compared to the same 
period of last year. The subordinated debt recorded a decline of 7.5 percent (growth rate of 
37.2 percent in June 2011) reaching at euro 31 million. A more significant decline was 
recorded in the value of balances from commercial banks, wich fell from euro 86.6 million in 
the first half of the last year, to euro 21.3 million in June 2012 (a decline of 75.4 percent).    

6.2.4 Deposits 

In June 2012, deposits in the 
banking system of Kosovo reached 
at euro 2.1 billion, recording an 
annual growth rate of 7.7 percent. 
Albeit positive, the growth trend of 
total deposits is slowing down 
(Figure 29). The slowdown in the 
growth rate of total deposits during 
the recent years may be considered 
as a natural consequence, given 
the fact that in the first years of 
the banking system operation, 
banking system experienced larger 
inflows of the deposits that were 
previously kept outside of the system and then gradualy were systemized into the banking 
system. However, this slowdown was also driven by other factors such as the withdrawal of 
Government deposits from commercial banks and developments related to the global crisis 
that affected the slowdown of the overall economic activity. 
 
In the first half of 2012, the 
slowdown in the growth rate of 
deposits is mainly attributed to the 
decline of the public corporations 
deposits and to the slower growth 
of the household deposits and 
deposits of enterprises. The 
household deposits growth trend 
slowed down to 15.5 percent 
compared with the growth rate of 
19 percent in June 2011. A similar 
trend was recorded in the deposits 
of private enterprises, which in 
June 2011 recorded an annual 
growth of 15.5 percent, whereas in June 2012 the annual growth was 13.9 percent. 
 
The household deposits continued to represent the main financing source of commercial 
banks in the country. In the first half of 2012, household deposits reached the value of euro 
1.5 billion and comprised 72.1 percent of total deposits (Figure 30). In June 2012, the 
deposits of the private enterprises reached the value of euro 414.3 million, representing 
19.6 percent of total deposits. On the other hand, public enterprises deposits almost 
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halfened, by recording a value of euro 70.8 million (3.4 percent of total deposits), compared 
to the value of euro 118.9 million in June 2011 (6.1 percent of total deposits).   

The deposits of nonresidents were characterized with a decline of 23.9 percent, amounting 
at euro 75.9 million (3.6 percent of total deposits). The deposits of the other financial 
institutions continued to have similar share to total deposits as in the previous years (5.5 
percent of total deposits), while their value reached at euro 115.3 million and recorded an 
annual growth of 12.2 percent. The major part of the deposits of other financial institutions 
is comprised from the deposits of insurance companies and deposits of pension funds. In 
June 2012, the deposits of insurance companies and the deposits of pension funds composed 
96.3 percent of total deposits of other financial institutions in the commercial banks. The 
rest of the deposits of the other financial institutions (4.7 percent) are shared between the 
microfinance institutions and the other financial auxiliaries.  

6.2.5 Interest Rates     

In the first half of 2012, loan 
interest rates were characterized 
with a slight decreasing tendency, 
whereas deposit interest rates 
remained unchanged compared to 
the same period of the last year 
(Figure 31). During January-June 
2012, the average interest rate on 
loans decreased to 13.7 percent 
from 14.3 as it was in the period 
Janary-June 2011. On the other 
hand, the average interest rate on 
deposits remained unchanged 
compared to the first half of last 
year, standing at 3.4 percent. 
Consequently, the interest rate spread on loans and deposits decreased to 10.2pp in June 
2012, compared to the spread of 10.9pp in June 2011. 

Based on the maturity, the highest average interest rate of 5 percent was recorded for 
enterprise deposits with maturity of 1 up to 2 years and with amounts less than euro 250 
thousand. Within these deposits, the lowest average interest rate of 2.16 percent was 
recorded in the deposits with maturity up to 1 month. Within the household deposits, the 
lowest average interest rate was recorded in deposits with maturity up to 1 month (2.46 
percent), whereas the highest interest rate was recorded in deposits with maturity over 2 
years (5.23 percent). 

In terms of the use of the loan, loans issued to enterprises for investment purposes had 
lower interest rates compared to the interest rates on loans issued to enterprises using the 
loans for other purposes. The investment loans with maturity over 5 years recorded the 
lowest average interest rate (11.1 percent), whereas loans with maturity up to 1 year 
recorded the highest average interest rate (15.6 percent). Loans to enterpsises for other 
purposes recorded the highest average interest rate of 17.7 percent for loans with maturity 
up to 1 year, and 14.4 percent for the loans with maturity over 5 years. Regarding loans 
issued to households, the lowest interest rate was recorded on loans for real estate with 
maturity up to 5 years (9.9 percent), while loans with maturity from 5 up to 10 years had 
the highest average interest rate of 11.5 percent. 

0%

2%

4%

6%

8%

10%

12%

14%

16%

June 2009 June 2010 June 2011 June 2012

Loan interest rates Deposit interest rates

Loans to deposit ratio

Figure 31. Six-month average interest rates, in 
percent

Source: CBK (2012)



 

 
42 |  

Financial Stability Report Number  3 

 
 

Box 3. Decomposition of the ex-post intermediation costs in Kosovo’s 
banking system  

Interest rates are subject to numerous influencing factors. Market conditions, operational efficiency, 
institutional circumstances and banking regulation are some of the key factors that interect with one 
another, and hence jointly impact interest rate levels. In this analysis, the methodology by Hansen 
and Rocha (1986), as modified and applied in the Kosovo context by Morina and Toçi (2007), has been 
used to calculate the ex-post financial intermediation rate, and the ex-post intermediation cost has 
been broken down to four cost components with the purpose of analyzing their share in the overall 
intermediation cost structure for the period 2005-2011. 

Table 7. Breakdown of intermediation cost   

Description 2005 2006 2007 2008 2009 2010 2011 Average

Ex-post intermediation rate 15.2 14.6 14.3 14.0 14.1 13.3 12.7 14.0

Lending rate 13.2 12.5 11.5 11.9 12.4 11.6 11.0 12.0

Fees and comissions 2.0 2.2 2.8 2.2 1.8 1.7 1.7 2.0

Ex-post  costs 11.2 12.3 12.3 13.3 13.0 13.1 13.2 12.6

Financing costs 1.8 2.2 2.3 3.0 3.0 2.8 2.8 2.6

Operational costs 5.0 4.7 4.9 4.8 3.9 3.6 3.7 4.4

Risk costs 3.9 4.7 4.4 4.7 5.7 6.3 6.4 5.2

Regulatory cost 0.5 0.7 0.7 0.8 0.4 0.4 0.4 0.6

   Taxes 0.3 0.6 0.5 0.6 0.1 0.2 0.2 0.4

   Reserves 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2

Memorandum items/ difference

Residual 4.0 2.4 2.0 0.7 1.2 0.2 -0.5 1.4

   Profit 1.4 1.7 2.3 1.4 1.2 1.3 1.4 1.5  
Source: CBK (2012) 

The application of this approach enables the calculation of the ex-post intermediation rate that relates 
only to the banks’ lending operations, and is based on accountancy principles where the income from 
lending operations balances with the expenditures related to lending activities plus the generated 
profit.  

The intermediation rate, which is the 
actual cost borne by the borrower, is 
decomposed into the loan interest rate 
payments and the fees and 
commissions payments, which at the 
same time reflect banks’ income from 
lending operations. On the other hand, 
costs incurred by banks are broken 
down to four main categories: financing 
costs, operational costs, risk costs and 
regulatory costs. The difference 
between the calculated intermediation 
rate from the bank’s lending income 
perspective and that of the cost 
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components represents the residual, which captures the income from other banking operations and 
the possible errors in calculation arising from the assumptions made.  

Table 7 shows the ex-post intermediation rate to have had a slight declining trend. In 2011, the ex-
post lending rate appears to have been 10.97 percent, whereas the rate payed for fees and 
commissions 1.7 percent, thus giving the overall ex-post intermediation rate of 12.67 percent, which is 
by 2.5pp lower than that in 2005 and by 0.6pp lower than in the previous year.  

The structure of the ex-post 
intermediation cost appears to have 
changed during the period 2005-2011, 
with the share of operational costs, 
which had a dominating position until 
2008, gradually decreasing to 
eventually be exceeded by the risk 
costs (Figure 32).  

Consequently, risk factors appear to 
have the highest share in the 
intermediation cost in 2011, amounting 
to 6.38pp. The reason for the increased 
share of these costs might be the 
increase of expenditures for loan-loss 
provisions, which have grown faster 
than the loan volume (Figure 33). 
   
This could partially be a consequence of the financial and real sector crisis at the global level and its 
subsequent implications in Kosovo’s economy, where the nonperforming loans rate increased to 5.9 
percent and 5.8 percent in 2010 and 2011, compared to the 3.3 and 4.3 percent in 2008 and 2009, 
respectively.   
The operational costs, which in 2011 stood at 3.7 percent, listed second in terms of their share in the 
total ex-post intermediation cost. Compared to 2005, when the share was 5 percent, these costs 
decreased, thereby reflecting the gradual enhancement of operational efficiency of the banking system 
in Kosovo. 
The financing costs, which represent the interest rate on deposits, had a growing tendency until 2008 
afterwhich they started declining. However, the share of these costs, which keep standing third in the 
intermediation cost structure, had a higher contribution to the total costs in 2011 than in 2005. 
 The regulatory costs, which consist of tax costs and regulatory reserves of the banking system, 
appear to have had a declining trend, thus decreasing their share in the total cost to 0.38pp in 2011 
from 0.5pp recorded in 2005. While the costs of regulatory reserves have been steady over the 
observed period, the change in the regulatory costs seems to be as a result of the decrease on tax 
costs, which also coincides with the halved tax rate on corporate income that entered into force in the 
beginning of 2009.   
   

 

6.3. Banking System Performance and Risks 

Kosovo’s banking system performance continues to be positive, despite the global 
unfavorable economic environment. Nevertheless, the developments in the global economy 
had an impact on the slowdown of Kosovo’s economic growth, thus reflecting in the decline 
of the leading profitability indicators, as well as in the slight increase of banking system 
risks over the period June 2011 - June 2012 (Figure 34). Banking system profitability 
decreased compared to the previous period, mainly due to the slowdown in revenue growth. 
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Despite the decline in profitability, 
banks operating in Kosovo have 
employed prudent and ample risk 
management policies, thus 
ensuring that Kosovo's banking 
system continues to  be highly 
sustainable. The liquidity position 
of the banking system continues to 
be satisfactory, despite the slight 
downward trend of the main 
liquidity indicators. The rate of 
commercial bank reserves held 
with the Central Bank remains 
higher than the minimum 
required, indicating the high ability of the banking system to timely meet its short-term 
liabilities. Moreover, the liquidity position of Kosovo’s banking system is further 
strengthened by the dominant proportion of basic liquid assets into the overall assets 
structure. The credit risk, despite the slight increase as a result of the deterioration in the 
loan portfolio quality, continued to be well managed by banks, which maintained values of 
loan loss provisions at a higher level than the absolute value of non-performing loans. The 
capitalization ratio of the banking system, which is a reflection of the solvency of the 
system, continues to be satisfactory, significantly exceeding the minimum rate set by the 
CBK and international 
regulations. Hence, the Kosovo’s 
banking system continues to be 
characterized by low liquidity risk 
as well as low credit and solvency 
risks, thus ranking amongst the 
most stable banking systems in the 
region, taking into account also the 
sustained loan and deposit growth. 

6.3.1 Banking system 
performance  

In June 2012, Kosovo's banking 
system reported a net profit of 10.2 
million euros, down 31.2 percent 
compared to June 2011 (Figure 35). 
The decrease in profitability 
resulted mainly from the more 
rapid growth of expenditures as 
opposed to revenue growth. In 
June 2012, total revenues 
amounted to euro 124.2 million, 
marking an annual increase of 8.2 
percent (Figure 36). Interest 
income from loans continues to 
dominate the structure of total 
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revenues, accounting for 78.0 
percent of total banking income 
(Figure 37). The slowdown of credit 
growth was reflected in the slower 
interest income growth. Loan 
interest income, which represents 
the main revenue source for banks 
in Kosovo, amounted to euro 96.9 
million in June 2012, marking an 
annual increase of 7.8 percent (9.9 
percent in June 2011) (Figure 38). 
With the exception of the revenues 
generated from securities, all 
interest income categories have 
recorded slower growth compared 
to the previous year. In June 2012, 
income from investments in 
securities increased by 60.8 
percent (21.5 percent in June 
2011), mainly driven by the 
continued growth of commercial 
bank assets invested in securities. 
Non-interest income represents 
another revenue source, which in 
June 2012 recorded a value of euro 
23.1 million (euro 21.1 million in 
June 2011). This revenue source 
consists primarily of revenues from 
fees and commissions on banking products, which amounted to euro 21.5  million (euro 19.4 
million  in June 2011).  

Banking system expenditures amounted to euro 111.6 million, marking an annual increase 
of 14.9 percent compared to the 
16.0 percent annual growth in 
June 2011. All of the banking 
system expense items experienced 
slowdown of growth, except for 
interest expenses which recorded 
an annual increase of 11.1 percent 
in June 2012 (an  annual decrease 
of 3.6 percent in June 2011) 
(Figure 39). Within interest 
expenses, expenses on deposits 
recorded an annual growth of 13.0 
percent, thus contributing to the 
increase of total interest expenses 
by 11.6pp (Figure 40).  
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Provisions aimed at covering 
potential loan losses are another 
non-interest expense category that 
continued to rise.  

In June 2012, expenses for 
provision amounted to euro 27.5 
million, marking an annual 
increase of 39.5 percent. The 
increased provision expenses are 
attributed mainly to the increase of 
non-performing loans in the 
banking system over the observed 

period, which led banks to allocate 
additional funds for covering 
potential losses.  

General and administrative 
expenses remain the prevailing 
category of the total banking 
system expenses (44.5 percent of 
total expenses in June 2012), 
although all the items in this 
category followed a decelerating 
growth trend (Figure 41). 
Compared to June 2011, personnel  
costs recorded a slower growth, 
which was mainly due to the  
banking system employee growth slowdown. Specifically, personnel costs rose by 3.5 
percent in June 2012 as opposed to 8.9 percent in June 2011. 

6.3.2. Banking system Profitability 
and Efficiency  

Net profit reduction impacted the 
deterioration of banking system 
profitability indicators such as 
Return on Average Assets (ROAA) 
and Return on Average Equity 
(ROAE). In June 2012, ROAA 
declined to 0.8 percent from 1.2 
percent in June 2011 (Figure 42). 
ROAE declined likewise, dropping 
to 8.1 percent from 12.9 percent in 
June 2011.  

The more rapid expenditure than 
revenue growth has resulted in the deterioration of efficiency indicators for the banking 
system. The cost to income ratio increased to 89.9 percent in June 2012 from 85.4 percent in 
June 2011 (Figure 43). Nevertheless, the country’s banking system marked improvement in 
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terms of revenues generation from 
its assets. This is shown by the 
ratio of income to total assets, 
which in June 2012 increased 
slightly to 4.7 percent from 4.6 
percent in June 2011. The asset 
growth slowdown led also to a 
lower average value of assets 
managed by an employee, which 
stood at 4.4 percent in June 2012 
as opposed to 7.3 percent in June 
2011. On the other hand, the 
average number of loans issued per 
employee rose by 22.9 percent in 
June 2012 compared to the annual growth of 21.8 percent in June 2011.In June 2012, Net 
Interest Margin (NIM) stood at 2.8 percent, marking a slight increase compared to the 2.7 
percent level recorded in the previous year (Table 8). 
 

Table 8. Banking system efficiency indicator, in thousands of euros 

Source: CBK (2012) 

 

6.4. Banking System Risks  

6.4.1 Liquidity Risk  

The liquidity position in the Kosovo’s banking system remained satisfactory also during the 
first half of 2012.  All the indicators on the liquidity of the banking system were maintained 
at a satisfactory level and in compliance with the CBK recommendations. The satisfactory 
level of liquidity was also confirmed by the stress-test analysis, whose results suggest that 
even in worst case scenarios of deposits withdrawals, the potential liquidity problems would 
be withstanded by the banking system and isolated in the individual banks. Given the 
liquidity indicators and the continuous sustainable growth of deposits in the banking 
system, which reflects the confidence of citizens in the system, the liquidity risk in the 
Kosovo banking system can be considered as low. 

The high level of liquid assets and the low exposure to liquidity risk is directly related to 
the structure of the Kosovo’s banking system activity which is based on traditional banking 
activities, with loans and deposits as main components of the system’s balance sheet. The 
high dependency on deposits as a key financing source offers banks a more stable source of 
financing and enables them to not rely on short-term funds, which are more volatile and 

Description June 2009 june 2010 June 2011 June 2012

Assets/no. of employees 503.6 637.9 684.4 714.3

Net profit/no. of employees 3.2 5.4 4.1 2.8

Number of loans/no. of employees 66.6 75.8 92.3 113.4

Net Interest Margin (in percent) 3.4 3.0 2.6 2.7
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have a higher financing cost, especially in these times of economic and financial difficluties 
that developed countries are facing. 

Deposits continue to comprise 
about 80 percent of commercial 
banks liabilities, while loans 
account for 67 percent of total 
banking system assets. In June 
2012, loan-to-deposit ratio stood at 
83.2 percent, which slightly 
exceeds the level of 80 percent 
recommended by the Central Bank 
(Figure 44).  However, figure 44 
shows that the presence of 
seasonality is evident in the trend 
of this ratio. It is certain that 
during the last five years, the mid-
year was continuously characterized with higher levels of loan-to-deposit ratio which 
reversed back to the level recommended by the Central Bank in the remaining part of the 
year. This seasonality relates mainly to the faster growth rate of deposits during the second 
half of the year.   

Another important indicator for the level of liquidity in the banking system is the ratio 
between liquid assets and total assets. Although indicators on liquid assets had a slight 
decrease compared to June 2011, generally it is considered that the value of liquid assets in 
the Kosovo’s banking system is considerably high. In June 2012, ‘core’ liquid assets 5 
accounted for 22.6 percent of total 
assets (24.3 percent in June 2011), 
while ‘broad’ liquid assets 
accounted for 28.9 percent of total 
assets (29.8 percent in June 2011). 
The decrease in the share of liquid 
assets to total assets is mainly 
attributed to the decrease in assets 
invested as placements by banks 
operating in Kosovo in banks 
abroad. In June 2012, these 
placements accounted for 10 
percent of total assets, or 2.8pp 
less compared to June 2011. 

Another important liquidity indicator is the ratio between liquid assets and short-term 
liabilities6 (Figure 45). The ratio of ‘core’ liquid assets to short-term liabilities was 28.3 
percent in June 2012 (31.1 percent in June 2011), while the ratio of ‘broad’ liquid assets to 
short-term liabilities was 36.2 percent (38.1 percent in June 2011). Although a decline has 
been noted in these indicators compared to the previous year, current levels are considered 

                                                      
5
 ‘Core’ liquid assets include cash and balances with CBK, and current account in other banks and placements in other banks with a maturity of up to 90 days. 

‘Broad’ liquid assets include core marketable as well as trading assets and securities with maturity of up tok 90 days.  
6
 Short-term liabilities include deposits, short-term borrowings and other liabilities with a maturity of up to one year. 
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to be high and satisfactory in terms of preserving the ability of the system to cope with 
potential liquidity risk. 

Not only the satisfactory levels of the abovementioned indicators, but as well the content of 
liquid assets shows that banks consistently were prudent with respect to the investment 
structure. Investments in securities represent 8.1 percent of total assets of the banking 
system, and in addition to investments in foreign markets a part of them is now invested 
also in Kosovo. Banks’ investments in external markets are mainly focussed in investments 
that are considered as more secure, both in the context of the type of financial product as 
well as the country where the funds are invested. The structure of bank investments in 
securities is focused on three main categories: government bonds, financial corporations 
bonds and non-financial corporations bonds. With respect to investment countries, banks 
are essentially oriented in 
governements securities of those 
countries that have higher 
financial stability, such as: 
Germany, France, Austria and 
United States.    

Assets invested in foreign markets 
maintained the structure of the 
last three years (initiated in late 
2009), where the major share is 
invested in government bonds and 
less is invested in financial 
corporations bonds (Figure 46). In 
June 2012, 76.1 percent of 
securities consisted of bonds issued by foreign governments, and 10 percent of financial 
corporatations bonds. Contrarily to the previous years, when a very small share of assets 
invested in securities were also invested in non-financial corporations bonds (an average of 
0.5 percent of total investments in securities), during 2012 banks had almost no 
investments in these bonds. 

Since the beginning of 2012, in addition to foreign markets, banks in Kosovo have an 
additional option for investments, i.e. in Kosovo’s government treasury bills. This new 
opportunity is being appreciated by 
banks operating in Kosovo. In June 
2012, 13.8 percent of assets 
invested in securities were 
comprised of tresuary bills issued 
by the Kosovo’s Government 
(Figure 46).  

 With such a structure of 
investments in securities, mainly 
in government bonds which are 
considered of low risk, the 
exposure of commercial banks in 
Kosovo to liquidity risk is 
minimized. However, concerning the profitability, lower risk implies also a lower return, 
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what currently is characterizing the Kosovo’s banking system. Low exposure to liquidity 
risk is also confirmed through the countinuous sustainability of the higher level of liquidity 
reserves compared to the minimal level required by the CBK (Figure 47). In June 2012, the 
total value of the banking system liquidity reserves was euro 310.3 million, thus exceeding 
the mandatory reserve by around 
70 percent (requried reserve for 
the system was euro 182.8 million). 

 However, besides the  effect on 
reducing the exposure to liquidity 
risk, holding ‘excessive’ liquidity 
reserves implies also costs for the 
banking system considering that 
banks receive interest CBK only 
for the amount of the required 
reserve, while any amount that 
exceeds the mandatory reserve is 
not renumerated. 

Another tool to assess liquidity 
risk is the liquidity gap analysis, through which is assessed the adequacy of assets with a 
certain maturity period in covering the liabilities within the same maturity period. 
However, the primary role of the banking business remains intermediation between 
depositors and borrowers, thus the banking system in general converts the short-term 
liabilities (deposits) into long-term assets (loans). The analysis is based on the idea that the 
value of assets maturing within a certain period should be similar with the value of 
liabilities maturing within the same period. The difference between these two amounts 
represents the maturity gap or the maturity mismatch. The results presented in Figure 48 
are read as follows: the positive gap means that the value of assets is greater than the 
value of the liabilities within a certain maturity period, while the negative gap means the 
opposite i.e. the value of assets is less than the value of liabilities within a certain maturity 
period.7 Given the fact that in the Kosovo’s banking system loans account for the largest 
share of assets and deposits account for the largest share of liabilities, the maturity 
mismatch between assets and liabilities primarily reflects differences between the maturity 
of loans and deposits. 

Maturity mismatch remains similar to the previous years. In June 2012, maturity 
mismatch was more pronounced in the category ‘over 1 year’, where the amount of assets 
exceeds the amount of liabilities for euro 446.3 million (Figure 48). Compared to June 2011, 
there has been an improvement in the maturity gap for the category ‘185-365 days’ which 
continues to be positive but lower than last year (euro 53.5 million compared to euro 70.4 
million in June 2011). However, for the first three categories that include assets and 
liabilities with maturity up to 90 days, not surprisingly, the maturity gap has continued to 
be negative due to the fact that loans usually have longer maturities than three months.  

                                                      
7
 Maturities of assets and liabilities are divided into the following periods: 1 to 7 days 8 to 30 days 91 to 180 days, 181 to 365 days and more than 1 year. 
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6.4.2 Credit Risk  

The slowdown of the economic 
growth during 2012 (around 3.8 
percent), was reflected in the 
growth trend of banking system 
loans, which was significantly 
slower compared with the previous 
years. These developments were 
reflected in the quality of loan 
portfolio. 

The ratio of non-performing loans 
(NPL) to total loans in June 2012 
reached 6.5 percent, from 5.9 
percent in June 2011. This 
increase in NPL represents deterioration in quality of loans portfolio, implying an increased 
credit risk in the banking system in the country. However, the increase in the ratio of NPL 
to total loans is not only a consequence of the weakening solvency of borrowers. This 
increase is also related to the slowdown of lending activity in general. Figure 50 shows that 
the growth rate of non-performing loans value slowed down significantly, which means that 
the ratio of non-performing loans to total loans is primarily due to the significant slowdown 
of total loans growth and not as a result of a significant increase of the value of non-
performing loans. Despite the increase of the ratio of non-performing loans, Kosovo’s 
banking system continues to have a high level of  sustainability, based on the high level of 
capitalization. This is shown by the stress-test analysis, whose results suggest that high 
level of capitalization enables banks to cope with even higher levels of NPL with no need of 
recapitalization. This shows that Kosovo’s banking system is in good shape in terms of 
credit risk, meaning that the banking system is able to continuously support the economy 
through credit activity. In this 
context, it is important that the 
credit activity of banks in Kosovo 
develops based on the conditions in 
Kosovo’s economy, thus avoiding 
the perceptions based on 
developments in the external 
sector which might not be fully in 
compliance with the real 
developments in the economy of 
Kosovo. 

Figure 49 shows that in the period 
June 2011-June 2012 a slight 
deterioration of the quality of 
credit portfolio was observed, with 
a slight migration of loans from categories of better quality towards the categores of weaker 
quality. As a result, the share of problem loans (categories: substandard, doubtful, and loss) 
to total loans reached at 9.4 percent (8.2 percent in June 2011). Non-performing loans, 
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which consist of loans categorized as doubtful and loss, in June 2012 increased their share 
to 6.5 percent of total loans (5.9 percent in June 2011), thus representing the highest level 
of NPL since the establishment of the banking system in Kosovo (Figure 50). The increase 
of the NPL ratio reflects the increase of  this ratio in the most of the banks that operate in 
Kosovo, but it should be noted that 
some banks have improved the 
ratio of non-performing loans to 
total loans. The increasing ratio of 
non-performing loans to total 
loans, besides the increase of the 
amount of non-performing loans, is 
also due to slower credit growth in 
general, which may even be 
considered as the key factor in the 
growth of non-performing loans. 
The NPL  rate was not 
characterized with an acceleration 
of the growth trend itself but 
rather a lower growth rate compared with the previous year (Figure 51). In June 2012, the 
value of non-performing loans in the banking system amounted to euro 113.7 million, which  
represents an annual growth of 20.7 percent, while the annual growth of the amount of 
NPL in June 2011 was 51.5 percent. At the same time, the annual growth of  total loans 
was 9.3 percent, which represents a significant slowdown when considering the growth rate 
of 15.7% percent in June 2011. 

 Regarding the structure of NPL, 
loans classified as loss continue to 
comprise the largest part along 
with doubtful loans. During the 
previous year, a shift from 
doubtful loans to loss loans has 
been noted (Figure 52). In June 
2012, 67 percent of NPL loans in 
the banking system were classified 
as loss loans. 

Regarding the structure of NPL by 
sectors, increase of non-performing 
loans ratio has been noted in all 
sectors. Figure 53 indicates that the largest increase and also the highest level of NPL ratio 
to total loans of particular sectors was present in the manufacturing sector, where 13.5 
percent of loans have been classified as NPL. Another significant increase in the share of 
NPL is also observed in the hotel services sector, where the share of NPL to total loans 
almost doubled (from 5.4 percent in June 2011 to 10.4 percent in June 2012). However, 
similar with the increase of the NPL ratio for the overall banking system, the increase of 
the NPL ration for the specific sectors also reflects the slower growth of total loans. 
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 The two key sectors in terms of credit receiving remain trade and households. Hence, 
exposure and credit quality of 
these two sectors are key 
determinants of the quality of 
credit portfolio in the banking 
system overall. Figure 53 shows 
that the most significant increase 
of NPL remained in the trade 
sector, where 9 percent out of the 
total value of loans in this category 
were classified as NPL (6.4 percent 
in June 2011). Loans issued to 
households continue to have better 
quality, with only 2.5 percent 
being classified as non-performing 
(1.8 percent in June 2011). Low 
level of non-performing loans in 
the household sector suggests that 
the increased level of non-
performing loans in the banking 
system is mainly generated by 
loans issued to enterprises. 

 Despite the growth of non-
performing loans, banks in Kosovo 
have continued to be cautious in 
maintaining the coverage of NPL 
by provisions for loan losses. The 
value of assets dedicated to 
provisions continued to be higher 
compared with the total value of non-performing loans (Figure 54). In June 2012, provisions 
for loan losses exceeded the total value of loans classified as NPL for 17.3 percent, a level 
similar to June 2011. 

 

Box 4. Over‐indebtedness  and loan performance of microcredit clients in 

Kosovo8 

Between April and October 2012, the European Fund for Southeast Europe (EFSE) conducted a study 
with the aim of assessing the indebtedness level of Kosovo’s financial sector clients and identifying 
the factors that may result in over-indebtedness of the borrowers. This study comprised a sample of 
2,200 borrowers from nine financial institutions (commercial banks and microfinance institutions), 
with loans of euro 10.001 to euro 50.000 at disbursement. The study relies on the compilation of 
Credit Registry of Kosovo data and management information system data from financial institutions 
in the country. As a result of the reclassification of the microcredit loans in 20129, the study was 
divided into two segments, where the first segment comprises clients with loans of euro 10.001 to euro 

                                                      
8
 EFSE (2012), The Risk of Over-indebtedness of MSE Clients in Kosovo. 

9
 In April 2012, the new law on banks, microfinance institutions and non-bank financial institutions became effective. According to the new law, the microcredit 

loans comprise loans up to euro 25,000. 
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25.000 at disbursement, i.e. loans classified as micro-loans. The second segment comprises clients 
with loans amounting from euro 25.001 to euro 50.000 at disbursement. Given that the results of the 
study indicated a similar debt level and borrowing structure in both segments, the results of this 
analysis will be presented as the average of the two segments, with the exception in cases where the 
differences between the segments are considered as significant. Of the total number of clients 
involved in this study, 96.5 percent were clients of the banking system, while the remaining were 
microfinance institutions clients. Regarding the type of credit represented in this study, loans 
comprised the highest share in the sample (60 percent), followed by overdrafts (20 percent) and credit 
cards (13 percent). 

In the study, the debt level was calculated through the information about household and business net 
income against the monthly debt payments by the respective clients. The findings suggest that about 
30 percent of the clients involved in this study (households and businesses) appear close to being 
overloaded with debt. The study provides a clear picture of the level of over-indebtedness for 
households and businesses separately. Regarding households, the index of over-indebtedness appears 
to be around 35 percent10, while for businesses this index is slightly above 30 percent11. However, the 
study suggests that there is no correlation between the indebtedness level and the loan repayment 
performance of clients in Kosovo.  

The report shows that about 61 percent of clients involved in the study have been engaged in multiple 
borrowing (more than one active credit contract), while 39 percent of customers reported only one 
active contract credit. On average, customers in this sample had 2.3 active credit contracts. It should 
be noted that clients engaged in multiple borrowing were mostly categorized in the second segment 
(loans up to euro 25,001 to euro 50,000). This may occur because customers belonging in the second 
segment appear to have more problems in loan repayment thus they might consider new credit 
contracts as a potential solution for debt repayment. 

The findings of the study indicate that over-indebtedness appears to be more present for the clients 
who use cross-borrowing (loans from several financial institutions at the same time). On average, it is 
found that one customer uses loans from 1.5 financial institutions at the same time. About 37.5 
percent of clients involved in the study claimed to have active credit contracts from several financial 
institutions. Cross-borrowing was more pronounced among banks (95 percent of clients), while only 2 
percent of clients in the sample reported cross-borrowing from the banks and microfinance 
institutions. 

Also, an exceptional attention in this study was given to other liabilities category, given that about 
41.5 percent of clients have resulted to be co-debtors or guarantors for other borrowers. The study 
shows that about 34 percent of clients have been a guarantor for other borrowers while 12 percent of 
customers were co-debtors. Tendency to engage in more than one active credit contract is found to 
have had a positive correlation with the guarantees provided for other borrowers. The findings of the 
study indicate that customers who had guaranteed loans which experienced delays in monthly 
payments tended to have problems in repaying their own loans. 

The findings of this study also suggest that the majority of clients (about 89.7 percent) were 
characterized with a good repayment performance, managing to make their monthly repayment on 
time or within 30 days, while 10.3 percent of the clients experienced a delay of 30 days or more. 
Clients that were classified in the second segment proved to have a worse repayment performance 
(11.9 percent of clients) compared with the first segment clients (8.6 percent). The repayment 
performance proved to be poorer also for clients who have been engaged in multiple borrowing 
contracts as well as clients who cross borrowed from several financial institutions. Moreover, 
experienced borrowers have shown a tendency of being less disciplined in repaying their loan on time. 
While only 5 percent of clients who had taken loans for the first time had declared a delay of more 
than 30 days, about 11 percent of clients who borrowed in the past were characterized with delays in 

                                                      
10 

Monthly debt repayments / net household income. 
11

 Monthly debt repayments / net income of the businesses. 
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monthly repayments. Also, clients approaching the maturity of the loan resulted less disciplined 
according to the study. The tendency for a poorer repayment performance in the case when loans 
drew closer to maturity might be due, among others, to the inadequate assessment of the expected 
performance of the borrower by the lending institutions when the loan was issued, or the unforeseen 
circumstances which may affect the performance of the borrower. It is worth noting that delays were 
more pronounced in loans issued by microfinance institutions compared to the banking system loans. 

Although the debt level is not considered to be problematic in the case of Kosovo, it is crucial that 
lending institutions should pay attention particularly to the aspects that may lead to over-
indebtedness. In this context, particular attention is required by financial institutions for the 
phenomena of cross-borrowing. Moreover, it is evident that multiple borrowing as well as the 
participation as co-debtor or guarantors may result in a worsening of the repayment performance. In 
this context, in addition to an increased attention during the approval of loans to clients engaged in 
more than one credit contracts, it is very important that lending institutions pay special attention to 
the education of their customers about the potential consequences in engaging into other liabilities 
such as guarantees and co-debts. 

6.4.2.1 Concentration of credit risk  

To analyze the concentration of credit risk, we have taken into account the ratio between 
large credit exposures and Tier 1 capital. According to the CBK regulations, loans that 
exceed 10 percent of Tier 1 capital are classified as large exposures. 

It is worth noting that these borrowings, except loans and overdrafts (considered as direct 
exposures), also include indirect exposures such as guarantees, unused commitments and 
credit letters. This indicator enables the identification of potential risks to the banking 
system (or even for individual banks in particular) arising from the large credit exposures 
to a certain number of borrowers. The increase of large exposures can be seen as increase of 
credit risk, since in this case the banking system is more sensitive to the quality of certain 
loans, especially the ones which have significant weight in the credit portfolio of banks. 

In June 2012, the amount of large exposures of the banking system amounted to euro 182.7 
million, which represents an 
annual growth of 38.7 percent, 
while Tier 1 capital increased by 7 
percent. As a result, the ratio of 
large exposures to Tier 1 capital 
reached at 72.0 percent, from 55.6 
percent in June 2011 (Figure 55). 
Despite the increase of 
concentration of credit risk 
recently, it should be noted that in 
the same period the number of 
large exposures increased, 
indicating that concentration of 
credit risk was scattered among 
more borrowers. Until June 2011, the number of large exposures was 41, whereas in June 
2012 their number increased to 54 which consequently led to the growth of large exposures 
ratio to Tier 1 capital. 

The quality of loans which are considered as large exposures will directly threaten the 
stability of the banking system; therefore in the stress-test analysis on the banking system 
we have examined such scenarios in order to test the sensitivity of the system against a 
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potential failure of the larger borrowers. The results of this analysis suggest that even in an 
extreme scenario, such as when the five largest borrowers fail in each of the banks at the 
same time, the banking system as a whole would be able to maintain the CAR at over 12 
percent, while problems with recapitalization would be isolated in some individual banks. 

6.4.3 Solvency Risk  

6.4.3.1 Capital Adequacy Ratio 

Kosovo’s banking system is 
characterized with a high level of 
capitalization, hich has constantly 
exceeded the required minimum 
regulatory level. Capital adequacy 
ratio represents one of the most 
important indicators of the 
banking system sustainability, 
taking into consideration the fact 
that capital is considered to be the 
main pillar for covering potential 
losses in case of negative shocks to 
the banking system. Furthermore, 
the structure of capital of Kosovo’s 
banking system contains a considerable high level of Tier 1 capital, which shows a good 
quality of the banking system capital. The high rate of capitalization is also confirmed by 
the results of the stress-test analysis, which suggests that the system is able to withstand 
quite high levels of NPLs without needing recapitalization. 

The current level of capitalization of the banking system, expressed through the Capital 
Adequacy Ratio (CAR) is quite satisfactory considering that significantly exceeds the 
minimum rate of 12 percent set by the CBK (Figure 56). In June 2012, the CAR of the 
banking system stood at 17.2 percent which is a similar to the ratio recorded in June 2011. 
The similar level of the CAR is 
justified by the fact that the two 
components, capital and Risk 
Weighted Assets (RWA), recorded a 
growth rate of approximately 7.1 
percent and 7.0 percent, 
respectively. The slower growth of 
RWA compared to last year directly 
is attributed to the slower growth 
of the banking system’s credit 
portfolio. 

The amount of banking system 
capital has been consistently 
higher than the required level set 
by the CBK regulations (Figure 57). In June 2012, the total capital of the banking system 
amounted at euro 303.9 million, which exceeds the required regulatory capital by euro 92.2 
million.   
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6.4.3.2 Capital  

The capital of the banking system 
continued to grow in 2012, 
although with a slower pace 
(Figure 58). In June 2012, capital 
marked an annual increase of 7.1 
percent, which is for 1.6pp lower 
than the annual increase reported 
in June 2011. The slowdown of the 
growth of total capital was mainly 
due to the slower growth of 
shareholders’ capital (the main 
component of the banking system’s 
capital) as well as a decline of 
profit in 2012. 

The main source of capital 
financing continues to be the 
shareholder’s capital and the profit 
earned by banks (the current 
year’s profit and the retained 
earnings from the previous years), 
which comprise 85 percent of 
regulatory capital. These positions 
are classified as part of the Tier 1 
capital, or core capital. Another 
position of financing is 
subordinated debt as the third 
largest component in the capital 
structure (10.2 percent of total 
capital). Subordinated debt is classified as a component of Tier 2 capital. 

In addition to the value, another important element for the banking system sustainability 
is the quality of capital possessed by the bank. A more important component of the capital 
is considered to be the Tier 1 
capital, which includes also the 
shareholders capital. Kosovo’s 
banking system has a sustainable 
capital level with a good quality 
structure, since 60 percent of total 
capital is comprised of shareholder 
capital. The quality of capital, 
among others, has an important 
role for bank credit ranking, thus 
having a direct impact on the cost 
of external financing and the ease 
of banks access to the external 
financing. 
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The share of the Tier 1 and Tier 2 capital to total regulatory capital was almost the same as 
in June 2011 (Figure 59). In June 2012, 16.5 percent of the total capital was Tier 2 capital 
(16.4% in June 2011), representing a total of euro 50.3 million. The main components of 
Tier 2 capital remained the subordinated debt (61.8 percent) and general provisions (38.2 
percent). While the value of subordinated debt remained unchanged compared with June 
2011, the amount of provisions recorded an annual growth of 26.3 percent amounting to 
euro 19.2 million. The banking system in Kosovo continues not use other instruments as 
components of the Tier 2 capital. 

Amounting to euro 253.7 million, Tier 1 capital comprises 83.5 percent of total regulatory 
capital (Figure 60). The dominant category in the overall structure of Tier 1 capital remains 
the shareholder capital, representing 71.4 percent of the capital (Figure 61). Other 
important categories of Tier 1 capital are also the profit of the current year, retained 
earnings and the reserve funds. In June 2012, this category represented about 30.2 percent 
of total Tier 1 capital. 

Shareholdr’s capital, as the main category of the Tier 1 capital recorded an annual growth 
of 7.8 percent, reaching a value of euro 181.1 million. Shareholder’s capital growth rate was 
significantly higher compared to June 2011, when the growth rate was 2.2 percent. The 
amount of current year’s profit, retained earnings and reserve funds reached euro 76.6 
million, representing an annual increase of 5.7 percent (22.1 percent annual growth in June 
2011). This category reported a lower level of annual growth mainly as a result of the profit 
decline as well as the reserve fund decline in June 2012 compared with June 2011. 

6.4.3.3 Risk-Weighted Assets 

The value of total risk-weighted 
assets amounted to euro 1.76 
billion in June 2012, which 
represents an annual increase of 7 
percent (19.2 percent in June 
2011). Lower annual growth is the 
result of a slower growth rate of 
loan portfolio as a key component 
of RWA. The structure of RWA 
remained similar to June 2011, 
being dominated by assets with 
risk weight of 100 percent (mainly 
consisting of loans and off-balance 
sheet items), the share of which amounted to 78.7 (Figure 61). 

The assets with a risk weight of 75 percent accounted for 15.8 percent of total RWA. This 
category consists of loans secured by first mortgage on real estate, with less than 30 days 
past due. The category with the lowest share in the structure of RWA consists of assets 
with a risk weight of 50 percent, the share of which reached 0.8 percent of total RWA 
from.12  

                                                      
12 This category consists of claims with maturity of 1 year or less in banks operating in OECD countries, but which are not classified or are ranked by Standard 

& Poor's with B or lower grade or which are classified by Moody's with P-3 or lower grade. 
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6.5. Stress-Test Analysis  

In addition to the analysis of the the current state of the banking system’s exposure to 
credit risk, liquidity risk and solvency risk, the stress-test analysis represents  another tool 
for assessing the resilience of the sector from potential shocks, both, in credit portfolio and 
in liquid assets. The results elaborated below are bank-level data for the period as of June 
2012. This analysis tests the stability of the banking system against credit risk, combined 
with the interest rate risk and the exchange rate risk, as well as the ability of the banking 
system to preserve the liquidity level under hypothetical assumptions in case of large 
deposit withdrawals.  

6.5.1 Credit Risk 

Methodology 

The analysis is based on the hypothetical scenario that the economic crisis in the European 
Union will continue reflecting in the Kosovo’s economy through the decrease of remittances 
and exports, thus discouraging the aggregate demand in the country. Consequently, it is 
supposed that the economic growth will be adversely affected, the output gap will increase 
and the quality of credit portfolio will deteriorate.This scenario assumes that the economic 
growth rate in kosovo will be 4 percent, which represents the average growth rate of the 
five previous years. Further, an economic decline of 2.0 percent for 2012 is also assumed, 
which in effect, would raise the output gap for 6.0 percent. For the purpose of assessing the 
impact of output gap in the quality of the loan portfolio, namely in non-performing loans 
(NPL), we have used elasticity coefficients for several countries in Central and 
Southeastern Europe, 13  which are taken from an unpublished IMF report Hence, 
considering a coefficient of 0.8 for the elasticity of NPLs against the output gap, the share of 
NPL to total banking system loans would increase by 4.8pp. The credit risk is combined 
with the interest rate risk and the exchange rate risk, where taking into account the recent 
developments in some of the eurozoen countries, a decrease of interest rates and 
depreciation of the euro against other currencies is assumed. In addition to the increase of 
the share of NPL to total loans, this scenario also assumes a depreciation of the euro 
against the U.S. dollar by 20 percent14 and a decline in the interest rates by 2.0 pp. 

A presumed increase in the NPLs ratio, leads to an increase of provisions; the depreciation 
of the euro affects the revaluation of the losses/profits from net open positions; and the 
reduction of interest rates affects the losses/profits from net interest income, considering 
the maturity mismatch between loans and deposits. Apart from the assumptions on the 
above mentioned shocks the expected profits are also considered for absorbing potential 
losses. In this context, it is assumed that revenues from “commissions and fees” and other 
non-interest revenues in 2012 would be equivalent to 60 percent of the level realized in 
2011 (because it is assumed that there will be no increase of loans), while other components 
of the income statement are assumed to be similar to those in 2011. 

The assumed increase of NPLs is expressed through the migration of loans from performing 
categories (standard, watch, substandard) towards non-performing categories (doubtful and 
loss). The NPL growth was proportionally distributed within the categories of doubtful and 
loss loans, taking into account the initial distribution of NPL in these categories. NPL 

                                                      
13 

IMF unpublished note “CESE Bank Loss Projection and Stress Testing Exercise”, July 2009. 
14 Supozim i bazuar në të dhënat historike mbi luhatjen e kursit të këmbimit valutor euro/dollar amerikan. 
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growth is reflected in the level of provisions based on CBK regulations for loans 
provisioning by classification. The assumption of NPL’s growth is applied also to off-balance 
sheet items, including unused commitments, guarantees, available letters of credit, and 
commercial letters of credit. 

Despite the fact that in the analyzed scenario we considere the depreciation of the euro 
against the U.S. dollar in order to assess the exchange rate risk, it should be noted that the 
impact of this risk on the balance sheet of the banking system remains quite negligible. 
Most of the loan portfolio is in euro currency, the lending in foreign currencies is almost 
non-existent, which implies that the the exchange rate risk is minor. 

The scenario on intereset rate risk implies a reduction of interest rates by 2pp (for assets 
and for liabilities on the balance sheet). The reduction on interest rates may affect the Net 
Interest Margin (NIM) either positively or negatively, depending on the composition of the 
maturity of loans and deposits. Kosovo’s banking system has low exposure to this risk, since 
the majority of loans and deposits in the banking system have fixed interest rate. Thus, the 
banking system is less sensitive to the short term interest rate fluctuations..  

Along with the abovementioned scenario,  as an additional scenario on credit risk analysis, 
the failure of the largest borrowers in each of the banks, as well as the maximum level of 
NPLs which banks can withstand without the need for recapitalization, was also 
considered. The sustainability of the banking sector in this analysis is assessed in terms of 
the impact of the NPLs increase, euro depreciation and interest rates decline on the level of 
the banking sector regulatory capital, risk-weighted assets, and consequently on the 
Capital Adequacy Ratio. 

Results  

The current situation of Kosovo’s banking system with regard to capitalization of the banks 
is quite favorable, with the capital adequacy ratio standing at 17.2 percent. Further, the 
banking system continues to remain stable also in terms of the level of NPLs to total loans 
(6.5 percent), and in terms of the coverage of NPLs by provisions for loan losses, which 
cover the NPLs by 117.3 percent. Therefore, the banking system shows a high level of 
sustainability against the credit risk even under the conditions of the shock introduced in 
the hypothetical scenarios described above. Under the assumptions that the share of NPLs 
to total loan portfolio will increase by 4.8pp, the euro will depreciate against the U.S. dollar 
by 20 percent, and interest rates will decrease by 2.0pp, stress-test results suggest that the 
CAR of the total banking system would remain above the level of 12 percent, whereas at the 
individual bank level only two banks would have a CAR under the level of 12 percent, while 
one of the banks would have a CAR at 12 percent. In order for the CAR of these two banks 
to reach the minimum regulatory requirement of 12 percent, a capital injection equivalent 
to 0.32 percent of GDP would be needed. 

Under this scenario, the share of NPL to total banking loans would reach 11.3 percent, 
while at the individual banks’ level, the NPL ratio would vary from 4.8 percent to 13.4 
percent. Under the above mentioned shock assumptions, such as the increase of NPL ratio, 
the depreciation of the euro against the U.S. dollar and the decline of interest rate would 
make the total loss of the banking system amount to euro 56.1 million. Nevertheless, not all 
of this amount may be considered as an eventual loss, given the fact that a considerable 
part of this loss would be absorbed by the expected profit for the considered period. 



 

 
      | 61 

Number 3                                                        Financial Stability Report 

The stress-test analysis also tests the ability of each of the banks to cope with the failure of 
the three largest borrowers. The assumption that the three largest borrowers would fail in 
each of the banks reduces the CAR of some banks below 12 percent, whereas the total CAR 
of the banking system will continue to remain above the required regulatory level. The CAR 
of the three banks would decrease below 12 percent, and in order to bring back the level of 
CAR of these three banks to the minimum required level of 12 percent, a capital injection 
equivalent to 0.48 percent of GDP would be needed. Under the assumption of the failure of 
the five largest borrowers of each bank, the value of the capital injection would be 
equivalent to 0.7 percent of GDP. 

In addition, the results suggest that banks seem to be able to cope with quite high levels of 
NPLs without the need for recapitalization. The lowest level of the NPL ratio when one of 
the banks would need additional capital (so that the CAR remains at 12 percent) is 8.1 
percent, whereas in one of the banks, only after the NPL ratio reaches 33.1 percent, 
additional capital would be needed. The whole banking system can withstand an NPL ratio 
up to 21.1 percent without facing problems in maintaining the CAR at the regulatory 
required level of 12 percent. 

6.5.2 Liquidity risk  

Methodology 

The stress-test analysis on the liquidity risk is based on a scenario of a more significant 
withdrawal of deposits from the banking system. The withdrawal of deposits over a period 
of five consecutive days was considered, without taking into account the possibility of 
banks’ access to external financing. Liquidity risk scenario is based on a very conservative 
assumption: deposit withdrawal at a rate of 10 percent of total deposits over a five-day 
period. The scenario is also built under the assumption that during this period, banks have 
the ability to convert liquid assets into cash at a rate of 80 percent, whereas the possibility 
of converting illiquid assets into cash would be just one percent of these funds within a day. 
It is also assumed that the banks have full access to their reserves, while not considering 
the possibility of bank financing through external funding sources. Besides the fixed rate of 
10 per cent of deposit withdrawals on a daily basis, another scenario considers deposit 
withdrawals with progressive rates, ranging from 5 percent to 10 percent over a period of 5 
days. Along with the above mentioned scenario, an additional scenario within the liquidity 
risk analysis also considers the withdrawal of the largest depositors in each bank, together 
with the maximum level of deposit withdrawal that banks can withstand, without needing 
additional liquid assets. The stability of the banking system in this analysis is tested in 
terms of assessing the sufficiency of banks' liquid assets to meet such withdrawals of 
deposits. 

Results 

In the previous sections of this publication, it is stated that Kosovo's banking system is 
considered to be highly liquid, which is confirmed by the high level of liquidity indicators. 
The ‘core’ liquid assets and ‘broad’ liquid assets constitute 22.6 percent and 28.9 percent of 
total banking assets, respectively. Thus, even under the assumption that the above 
scenarios are likely to emerge in practice, the banking system would prove to be resilient 
against the liquidity risk. In general, based on the scenario of a consecutive five-day deposit 
withdrawal, the stress-test results suggest that Kosovo’s banking system appears to have a 
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satisfactory level of stability. Under the hypothetical assumption of a five day deposit 
withdrawals, at the above assumed level, the first liquidity problems start to show after the 
second day, that is, in only one of the banks (Table 9). 

The deposit withdrawal rate from each bank deposits is considered to be 10 percent of the 
total deposits on a daily basis for five consecutive days. After the second day, the amount of 
the additional liquid assets in the affected bank would be euro 5.06 million (0.11 percent of 
GDP), meanwhile the loan to deposit ratio would reach 103.4 percent (assuming that the 
level of loans will not continue to grow during this period). 
 

Table 9. Summary of stress test results: Liquidity Risk  

1/ The number of banks which would need additional liquid assets. 

After the fourth day, the problems with liquidity would be appearing in two other banks, 
bringing the number of affected banks into three. In this case, the additional value of liquid 
assets necessary to overcome the liquidity problems will reach a value of euro 63.04 million 
(Table 9). After the five-day cycle of deposit withdrawals, four of the banks in the system 
would have liquidity problems, while the value of the additional liquid assets neededreach 
to euro 113.1 million (2.6% of GDP). At this stage, assuming that the loan value will not 
change, the banking system loan to deposit ratio would reach 141.9 percent. 
Under the assumption of deposit withdrawals with a progressive rate (5 to 10 percent), 
even after five days, the liquidity problems appear only in two banks of the system. The 
amount of additional liquid assets needed in these two banks would be euro 33.6 million, 
while credit to deposit ratio for the entire system would reach 121.9 percent. 

The results also indicate a satisfactory level of liquidity in the banking system against the 
scenario of deposit withdrawals by the largest depositors in each bank at the same time. 
The results suggest that banks appear able to cope with the immediate deposit withdrawals 
from the largest depositors, indicating that the current level of financing sources 
concentration would not pose a serious liquidity problem.  

The results also suggest that banks are able to withstand quite high rates of deposit 
withdrawals in general, without facing liquidity difficulties. The banking system is able to 
withstand the withdrawal of deposits up to nearly 30 percent of total deposits, without 
having problems in maintaining the liquidity position. Under such case, the loan to deposit 
ratio would reach 117 percent, assuming that the value of the loans remains unchanged. 
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6.6. Payments System and Banking System Infrastructure  

Safe and efficient payment systems are essential for the proper functioning of the financial 
system in the economy. Central Bank of the Republic of Kosovo (CBK) has continued its 
activities to promote a safe, reliable and efficient payment system in order to maintain 
financial stability in the country and avoid potential hazards that may threaten the 
payments system. Payment systems may face credit risk (the risk of financial loss as a 
consequence of the inability of participants in the system to meet their payment obligations 
at the time of settlement or in the future), liquidity risk (the financial losses incurred when 
payments are not settled at the expected time, but are expected to be settled in the near 
future), operational risk (technical malfunctions or operational errors can induce an 
increase of credit or liquidity risk) and systemic risk (the inability of one or more 
participants in the system to pay their obligations, or a disruption in the system itself can 
affect other participants’ ability to meet their payment obligations at the time of 
settlement). 

The stability of payment system is closely related to the stability of the financial system in 
the country. The recent financial crisis showed the significance of the payment systems in 
the context of financial system, when we consider the extent to which shocks spread 
through payments systems from one place to another. The financial crisis has demonstrated 
once again the degree of interdependence between payments systems globally, especially in 
the case of larger financial institutions. 

Therefore, payment systems should have a solid legal basis to ensure safe execution of 
payment transactions, as well as the mechanisms that control financial and operational 
risks that may impede the progress of the system. Building a payment system consistent 
with international standards offers the opportunity to manage individual payments with 
higher value, payments with higher priority or those payments that have the capacity to 
promote and transmit shocks in the system. 

Recent developments in the financial markets have influenced banks to take steps in 
establishing universal standards for supervising the systemically important payment 
systems. These systems are considered such mainly because of the type of payments they 
process, or because one or more participants in the system are considered to be systemically 
important. Currently, the CBK is the owner and operator of the only payment system in 
Kosovo, which is called the Electronic Interbank Clearing System (EICS). The advanced 
system called the RTGS (Real Time Gross Settlement), that mainly deals with large value 
payments and urgent payments among banks in the country and government institutions is 
in the initial stage of implementation. This system will empower payments in real time, 
thus minimizing the potential risk associated with possible delays in payments systems. 

Interbank payment system in Kosovo settles regular payments, priority payments, 
massive-regular payments, massive-priority payments, kos-giro, direct debit and securities. 
The priority payments may be individual payments but also high value payments used 
mainly for commercial emergency payments. Given that EICS processes all payments in 
the country, flaws or possible delays in the settlement process would have major 
consequences for the financial system in the country. Therefore, the CBK is committed to 
follow the international principles of the Committee on Payment and Settlement Systems 
(CPSS) for systemically important payment systems, in order to avoid potential hazards 
that may threaten payments system in the country, considering that EICS is the only 
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system for interbank payments. So far, the payment system in Kosovo was characterized 
with very favorable performance which had a very important contribution to financial 
stability in the country. 

The number and value of transactions processed through EICS increased continuously 
during 2012. In the first half of 2012, EICS system carried a total number of 2.1 million 
transactions with a total value of euro 2.5 billion. Compared with the first half of 2011, the 
total number of transactions appears to have increased by 2.6 percent, while the total value 
of transactions settled in the same period increased by 15.4 percent. Similar to last year, 
the total number and value of transactions settled in the first half of 2012 appears to be 
concentrated in the second quarter of 2012. On average, every day in the EICS are 
processed and settled 17,096 transactions with an average daily turnover of about euro 20.5 
million. 

When we analyze the structure of total number and value of transactions processed 
through the EICS, it appears that commercial banks as direct participants in EICS account 
for the largest participation (93.4 percent of the total number of transactions and 77.1 
percent of the total value of transactions). Regarding the degree of concentration in the 
payment system in country, excluding the CBK as a participant in the system, about 52.9 
percent of the total number of transactions was managed by three participating banks in 
the system, while about 67.8 percent of the value of total transactions was managed by 
three largest banks in the banking system in Kosovo. 

6.6.2 Payment Instruments 

The total number and value of payments realized through the EICS has increased in 2012. 
Massive-regular payments continue to have the highest share in total number of 
transactions in June 2012 as well (68.8 percent of the total number of payments), which are 
usually payments carried out for or to government institutions such as payments of 
salaries. These payments are followed by regular payments (18.1 percent) and kos-giro 
payments (a standardized payment that offers customers a more efficient way to pay their 
bills such as registration fees, taxes or public utility bills through the bank) which account 
for 12.3 percent of total transactions. 

Regarding the total number of payments processed by the EICS, the massive-priority 
payments recorded the fastest annual growth (from 1,050 in June 2011 to 2,782 in June 
2012), followed by direct debit payments (from 3,205 in June 2011 to 4,911 in June 2012). 
Moreover, considering their low base, massive-priority payments and direct-debit payments 
recorded the highest growth level in terms of value (from euro 658,662 to euro 1.5 million 
and from euro 2.9 million to euro 4.2 million in June 2012, respectively). 
Regarding the total transactions value, normal payments accounted for the largest share in 
June 2012 (58.0 percent of the total transactions value), although Kos-Giro payments and 
Direct Debit payments value recorded continuous growth (Table 10). It is worth noting that 
since January 2012, the CBK has started issuing treasury bills of the Government of the 
Republic of Kosovo. In the first half of 2012, payment system in Kosovo has settled a 
number of 131 securities, that amounted euro 89.5 million.  
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Table 10. Participation of payment instruments in total IECS transactions 

First semiannual 2011 First semiannual 2012 First semiannual 2011 First semiannual 2012

Normal 15.9 18.1 60.0 58.0

Prioritised 0.4 0.5 12.1 13.4

Securities 0.0 0.0 0.0 3.6

Returned 0.0 0.0 0.0 0.0

Maasive Normal (detailed) 71.9 68.8 10.1 9.3

Kos-Giro 11.6 12.3 17.6 15.4

Massive Prioritised (detailed) 0.1 0.1 0.0 0.1

Direct Debit 0.2 0.2 0.1 0.2

Total value of transactions Number of transactions in total 
Description 

 

Source: CBK (2012) 

By June 2012, the total number of valid bank accounts reached 2.2 million, an annual 
increase of 7.7 percent compared with the same period in the previous year. The structure 
of bank accounts is dominated by resident accounts (98.3 percent in June 2012). In the 
context of residents' accounts, individual accounts make up about 94.3 percent of total 
residents’ bank accounts while the remaining 5.7 percent are business accounts. Similarly, 
the structure of non-residents’ accounts is dominated by individual accounts (96.8 percent 
in June 2012), while commercial accounts still have a smaller share of 3.2 percent. In the 
context of bank accounts, the so called E-banking accounts through which users can access 
banking services 'online' from the internet, are of significant importance. In June 2012, the 
total number of E-banking accounts reached 100,519, indicating an annual growth of 71.3 
percent. Regarding the total volume collected from e-banking transactions, the number of 
transactions carried out through e-banking accounts as well as their respective value was 
characterized with an increasing trend. The total number of transactions executed through 
e-banking accounts reached 243,184 in June 2012 (186,726 in June 2011), while the total 
value of transactions through E-Banking in the same period amounted to euro 509.0 million 
(euro 490.7 million in June 2011). 

In the first half of 2012, the total number of cards (debit and credit cards) that provide 
services for cash withdrawals and various payment services amounted to 677,664, an 
increase of 16.0 percent compared with the same period of the previous year. In June 2012, 
the total number of debit cards reached 589,871, while the number of accounts with credit 
function reached 87,793. Even though credit cards are still characterized with a lower level 
of use, their number increased faster compared to debit cards. By June 2012, the number of 
debit cards was characterized by an annual growth of 11.2 percent, while in the same 
period, the number of credit cards increased annually by 63.0 percent.  

The continuous increasing use of ATM network (Automated Teller Machine) and POS 
devices (Point-of-Sale), which enable customers to make payments at points of sale indicate 
continued expansion of banking infrastructure. By June 2012, the number of ATM 
equipment and POS devices installed by commercial banks recorded an annual growth of 
7.0 and 15.9 percent, respectively. The total number of ATMs installed reached 472, while 
the number of POS devices reached 7,713 (Table 10). From January to June 2012, the 
number of withdrawals through ATMs reached euro 4.1 million, with a total turnover of 
euro 378.2 million (euro 342.1 million in the first half of 2011). Moreover, about 1.6 million 
card payments were processed through points of sale POS terminals in June 2012, with a 
turnover of euro 77.2 million (euro 58.9 million in the first half of 2011).  
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Table 11. The banking system network  

Burimi: CBK (2012) 

Out of the total card transactions (ATM, POS and E-Banking), the share of cash 
withdrawal from ATM by June 2012 was around 83.0 percent, whereas around 17.0 percent 
are clients’ payments by cards in POS equipments, reflecting the high degree of cash use in 
the economy. Regarding the development and expansion of banking infrastructure, Kosovo 
continues to move fast but is still below the regional average. Kosovo is approaching the 
region also in terms of installed POS devices. In 2011, the country had a total of 7,534 POS 
devices installed before Albania, who had the smallest POS equipment’s installed in the 
region (5,126). Regarding the number of E-banking accounts, the data show that 
Montenegro has the lowest number of E-banking accounts (27,230), followed by Albania 
(37,138) and Kosovo (100,519).  

 

Description June 2009 june 2010 June 2011 June 2012

Number of ATM 282 380 441 472

Number of POS 4,612 5,493 6,654 7,713

Number of e-banking accounts 17,496 49,188 58,685 100,519
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7. Other Financial Institutions 

7.1. Insurance Companies 
 

The system of insurance companies 
continued expanding its activity 
during the first half of 2012. 
Nevertheless, insurance companies 
manage only 3.2 percent of the 
total financial sector assets in 
Kosovo. From the 13 insurance 
companies currently operating in 
Kosovo, 10 insurance companies 
exercise their activity in non-life 
insurance, whereas 3 other 
companies offer life insurance. The 
ownership structure of the 
insurance companies remains 
similar with the structure of the previous years, where 10 insurance companies are foreign-
owned, whereas the rest are domestically-owned. Similar relation characterizes the 
ownership structure of the assets 
in insurance industry, where 77 
percent are foreign-owned. 

Conversely to the market structure 
of the other financial institutions, 
such as banks or microfinancial 
institutions, insurance companies 
are characterized with a relatively 
lower market concentration rate. 
For the period of January-June 
2012, the Herfiendahl-Hirschamn 
Index (HHI) suggests that the 
degree of market concentration in 
the insurance sector declined, i.e. 
896.5 points in June 2012, compared with the 1,021.8 points in June 2011. 

In the first half of 2012, total assets of the insurance companies reached the amount of euro 
120.2 million and recorded a growth rate of 16.3 percent. The deposits represent the 
dominant category within the insurance assets, comprising 58 percent of the total assets 
(Figure 62). On the side of the liabilities, the technical reserves and the shareholder capital 
represent the categories with the largest share, comprising 48.5 percent, and 40.6 percent, 
respectively (Figure 63). Both categories recorded annual growth, with the shareholder 
capital recording a higher growth rate of 17.6 percent, relative to the technical reserves’ 
growth rate of 14 percent. 

In June 2012, the ratio between the insurance capital and assets, which indicates the 
insurance companies’ capitalization level, grew for 0.5pp, reaching at 40.6 percent. Further, 
in this period, the ratio between the capital and the technical reserves, which indicates the 
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capacity of the insurances companies to withstand the potential losses, was 83.7 percent, 
compared with 81.1 percent in June 2011.15 This ratio is higher in the first half of 2012 due 
to a faster growth rate of the capital, compared with the growth rate of the technical 
reserves.  

While the balance sheet of the insurance companies in the first half of 2012 indicates an 
expansion in the insurance industry activity, the analysis of the revenues and expenditures 
indicates a decline in performance of this industry. This is because the net profit of the 
insurance companies, which represents one the main performance indicators, recorded a 
value of euro 0.6 million, which is around half of the value of the last year’s net profit, 
registered in June 2011.  

The lower net profit in the first 
half of 2012, also reflected in the 
deterioration of the two other 
performance indicators, namely, 
Return on Average Assets (ROAA) 
and Return on Average Equity 
(ROAE). In June 2012, ROAA was 
0.6 percent, compared with the 1.2 
percent in June 2011. The ROAE 
indicator followed a similar trend, 
declining to 1.4 percent, compared 
with the 3 percent in June 2011.16 
 
In June 2012, the number of 
policies sold by insurance companies operating in Kosovo reached at 304.1 thousand, which 
represents an annual growth rate of 24.8 percent. The value of the premiums received 
during this period rose by 4 percent, reaching a value of euro 39.6 million. The value of the 
claims paid followed a similar 
pattern during the first half of 
2012, reaching a value of euro 13.9 
million and an annual growth rate 
of 3.6 percent. An approximately 
similar growth rate of the 
premiums received, as well as of 
the growth rate of the claims paid, 
resulted into the same ratio of the 
premiums received and claims paid 
with the ratio of the last year, i.e. 
35.2 percent (Figure 64). 
 
Within the premiums received, 
only about 0.8 percent are generated from the life insurance premiums, whereas the rest 
are non-life insurance premiums. 
 

                                                      
15

 The technical reserves are necessary to ensure a permanent fulfilment of the liabilities of the insurance companies against the policy holders, until the 

expiration of the insurance agreement.  
16

 The ROAA and ROAE indicators are annualised. 
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The activity of the insurance companies in Kosovo is mainly concentrated in the issuance of 
the involuntary policies. Most of 
the involuntary policyholders 
consist of the Third Party 
Liability (TPL) policies, which 
generate the largest share of the 
premiums received (Figure 65). 
The TPL premiums, in June 
2012 reached a value of 22.5 
million euros, recording an 
annual decline of 3.3 percent. 

An important part of the 
premiums received are derived 
from the involuntary border 
policies, which in June 2012, 
almost doubled by reaching a value of euro 5.3 million. The border policies represent 13.3 
percent of the total premiums received. Besides the TPL's and border policies, which fall 
under the involuntary policies category, a part of the premiums received is also generated 
from the voluntary premiums (e.g.: Casco insurance, health insurance, etc.), whose value 
reached at euro 11.8 million in June 2012 and recorded an annual decline of 1.2 percent.  

The value of the claims paid during this period was euro 13.9 million. Most of the claims 
paid were regarded to the TPL policy holders, which represent 64.7 percent of total claims 
paid (Figure 66). 

 

7.2. Pension Funds  

Pension funds are one of the 
sectors with the highest growth 
rate within the financial system, 
whose assets grew by 19.5 percent 
in June 2012. The assets of the 
pension system comprise 18.6 
percent of the total financial sector 
assets, with a value euro 659.1 
million (13.4 percent of GDP). The 
majority of the pension system 
assets is managed by the Kosovo 
Pension Savings Trust (KPST), 
whereas the remaining of 0.6 
percent is managed by the 
Slovenian-Kosovo Pension Fund (SKPF). 

During January-June 2012, KPST asset performance was characterized with a slow 
increase in the unit price, which reached the value of 1.05 euro. The recovery of the 
financial and capital markets during the second half of 2012 is expected to further improve 
the performance of the KPST investments during the remainder of the year. On the other 
hand, the unit price of the SKPF grew by 0.3 percent. 
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Figure 66. Structure of paid claims of insurance 
companies 

Source: CBK (2012) 
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The so far investment performance 
of the KPST led to a positive 
return of the investments during 
the first half of 2012. However, the 
positive return can be mainly 
attributed to the first quarter of 
2012, in which KPST realized euro 
28 million positive return, whereas 
in the second quarter of 2012, the 
investment return was negative of 
euro 8.8 million. The KPST 
investment performance is in line 
with the general developments in 
the global financial markets. 

The trend of the KPST unit price value is in line with the global financial markets 
developments, which is also indicated by the Dow Jones Industrial (DJI), (Figure 67). 

As suggested by the figure 68, the KPST assets are mainly invested in shares (around 40 
percent of total assets). Another instrument with a relatively high participation rate are 
investments in government bonds and inflation linked bonds. In June 2012, KPST invested 
5 percent of its assets in the domestic market, which were mainly invested as deposits in 
banks. In addition, the structure of the FSKP assets is dominated by the investments in 
bonds, which comprise around 75 percent of the total assets, whereas around 23 percent of 
the assets are placed as deposits. The remainder of the FSKP assets belongs to the 
investment in shares or as cash. 

 

7.3. Microfinance Institutions  
The activity of the microfinance 
institutions (MFI) is mainly 
concentrated in financing small 
businesses and households. MFIs 
comprise a relatively small share 
of the Kosovo’s financial sector, 
which represents 3.7 percent of the 
total financial sector assets. In 
June 2012, the microfinance sector 
accounted for a total of 19 
institutions, compared with 17 
institutions that were operating in 
June of the last year. The 
microfinance industry in Kosovo 
has been traditionally 
characterized with a relatively high rate of market concentration. However, the Herfindahl-
Hirschman Index (HHI) indicates that the degree of market concentration of the MFIs is 
continuously declining (Figure 69). Conversely to the last years, where the assets of the 
three largest IMFs dominated the structure of the assets in microfinance industry, in June 
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Figure 68. Structure of KPST investments 

Source: Trust (2012)
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2012, for the first time, the assets of the other MFIs comprised the largest share of MFIs 
assets of 53.8 percent (Figure 70). 

Despite the increasing number of 
the institutions in the microfinance 
industry, the value of the total 
assets in the first half of 2012 
decreased by 4.1 percent, 
amounting at 122.6 million euro. 
This is because the loans issued by 
MFIs, representing the main 
category of the MFIs assets, 
declined by 10.9 percent. In June 
2012, the value of these loans was 
euro 102.6 million (Figure 71). 
The number of the total loans 
issued until June 2012 was 55,022, which represents an annual decline of 13.8 percent. 
Hence, the average value of a 
single loan issued by MFIs 
amounted at euro 1,864.9 (euro 
1,804.9 in the first half of 2011).  

The share of the loans issued by 
MFIs to total loans issued by the 
financial sector in Kosovo is 
relatively low, and is decreasing 
(7.5 percent in June 2010; 6.6 
percent in June 2011; 5.5 percent 
in June 2012).  

In the first half of 2012, the 
performance of MFIs deteriorated, 
and concluded the reporting period with a net loss. In June 2012, MFIs reported a net loss 
of euro 2.4 million. 
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8. The Relationship between Banking Sector Competition and 
Loan-Loss Provisions 

 

Arben Mustafa*
17

 

 

 

Abstract 

This article investigates the relationship between competition and risk-taking in the 
banking sectors of Central and Eastern Europe transition economies, using bank level data 
for the period 2002-2009. The measure of competition is estimated using the Panzar-Rosse 
model, whereas the level of risk is proxied by loan-loss provisions. The results suggest that 
banks operating in more competitive markets tend to take lower level of risks. The model 
controls also for the impact of other bank-level and country-level indicators on the loan-loss 
provisions.   

 

8.1. Introduction 

The issue of the risk taking behaviour of banks is deemed as very important both in the 
literature and among the regulators primarily because the potential bankruptcy of banks is 
considered to be associated with much larger negative consequences for the economy 
compared to the bankruptcy of other types of firms. According to Beck et al. (2010) banks 
differ from other types of firms because of three main reasons: a) potential bankruptcy of 
banks entails high social costs, which are mainly related to potential losses for the 
uninformed depositors who are not able to properly assess the risks they face; b) the 
bankruptcy of a bank can negatively affect also other banks through the contagion effect18, 
thus affecting negatively the overall financial stability and the payments system; and c) 
banks are special firms because of the presence of banking regulation, which implies also 
the existence of a safety net for banks that, among others, includes deposits insurance, 
lender of last resort and a procedure for the resolution of banking crisis. The existence of 
such a safety net may impose a considerable financial burden for the regulator and the 
government, thus increasing the overall cost of a bank’s bankruptcy. 

Acknowledging the potential costs associated with bank risks, the economic literature has 
largely dealt with factors that lead banks to take higher risks. In this context, considerable 
attention has been paid to the relationship between competition and the risk-taking 
behaviour of banks with a significant part of the literature arguing that competition has a 
significant impact on the level of risk taken by banks. However, the literature so far has not 
reached a consensus on the type of impact that competition has on risk-taking behaviour. 
The prevailing view holds that banks operating in more competitive markets take higher 
levels of risk. Based on this view regulators, especially in the past, have often undertaken 

                                                      

*Arben Mustafa is Director of the Financial Stability and Economic Analysis Department at the Central Bank of the Republic of Kosovo. Views expressed in this 

article are the Authors’ and do not necessarily express the official views of the Central Bank of the Republic of Kosovo. 
18

 Contagion effect can occur in two forms: (i) the bankruptcy of a bank increases the uncertainty of other banks’ clients regarding the immunity of their own 
banks and may induce them to withdraw their deposits; (ii) because banks hold claims on other banks, the bankruptcy of one of the banks may cause losses 
also to other connected banks.  
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measures to restrict banking competition, aiming at safeguarding the banking system 
stability. However, the other strand of the literature promotes the view that banking 
competition reduces the level of risk taken banks, suggesting that banks with market 
power undertake higher levels of risk compared to banks operating in more competitive 
markets. 

The disagreement on whether competition deteriorates or enhances the banking sector 
stability has been present both in the theoretical and empirical studies. Empirical studies 
that have investigated this relationship are characterized by differences especially in the 
measure used for competition, with some studies using the level of regulatory restrictions to 
competition, while others using measures such as market concentration indices, Panzar-
Rosse H-statistic, or the Lerner Index. There are also differences with regard to the 
measure used to proxy the bank risk, which mostly consists of loan quality, but also 
indicators of bank capitalization and the bank’s probability of default. 

This article investigates the relationship between competition and bank risk-taking for a 
sample of 15 Central and Eastern Europe (CEE) transition economies, using individual 
bank data for the period 2002-2009. To measure banking sector competition, the Panzar-
Rosse model is estimated for each country and each year, whereas the level of bank risk is 
proxied by loan-loss provisions. 
 

8.2. Theoretical background of the relationship between banking sector 
competition and risk-taking 
This section provides a review of the theories on the relationship between banking sector 
competition and the risk-taking behaviour of banks. The literature on this field is quite 
inconclusive with one stream of the literature claiming that competition has a positive 
impact on the risk-taking in the banking sector, and the other view claiming that 
competition has a negative impact on the risk-taking. 

The view that more intense competition leads to higher risk-taking by banks is mainly 
based on the ‘’franchise value’’ or ‘’charter value’’ hypothesis, derived from the work of 
Keeley (1990). The franchise value refers to the present value of future profits earned by 
the bank upon the continuation of its operations. According to Keeley (1990), the increase of 
competition reduces the franchise value and induces banks to undertake higher risks in 
order to maintain/increase their profits. The higher level of undertaken risk will then be 
reflected into a lower quality of the asset portfolio and a lower level of bank capitalization. 
The franchise value hypothesis is supported also by a number of other authors such as 
Hellman et al. (2000) and Repullo (2003) who have claimed that increased competition 
leads to higher risk-taking by banks. The focus of these studies is the competition between 
banks in the market for deposits, where they find that higher competition induces banks to 
offer higher deposit interest rates in order to attract higher levels of deposits. Under these 
conditions, banks will tend to favour the investments in riskier assets, which provide a 
higher return in the present period, while the lower franchise value implies a lower 
opportunity cost in terms of foregone future profits if the bank goes bankrupt.  

However, the impact of competition on bank risk-taking depends on a number of other 
factors, such as the disclosure of risk information by banks, the presence of a deposit 
insurance scheme, and the regulatory capital requirements, which interact with 
competition in determining the risk-taking attitude of banks. In this context, if risk 
information can properly be observed by borrowers, a risk-based deposit insurance scheme 
is in place, and appropriate capital requirements are in place, then the increase of 
competition may not lead to higher risk-taking by banks. 

Another strand of the banking literature investigates the impact of competition on bank 
risk-taking from the perspective of asymmetric information theories. One of the problems 
faced by banks in the financial intermediation process is the adverse selection, where banks 
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have difficulties in distinguishing between low-risk and high-risk borrowers. According to 
Marquez (2002), as the number of banks increases, each bank has less information about 
the market participants because of the ‘’information dispersion’’ among banks, thus 
increasing the adverse selection problem. However, this theory does not take into account 
the information-sharing infrastructure such as credit bureaus that are nowadays present 
almost in every country. The adverse selection problem is also tackled through the 
screening procedures, where the bank induces the potential borrower to reveal information 
that is relevant for the bank’s decision on whether or not to issue a loan to that particular 
customer. The majority of studies examining the impact of competition on bank screening 
argue for a negative relationship, implying that higher competition leads to less screening 
by banks, thus increasing the probability that a larger share of poor quality borrowers will 
be granted credit (Chan et al., 1986; Manove et al., 2001). According to these authors, when 
competition increases the screening is reduced either because banks tend to reduce the 
expenditures or they want deviate from appropriate screening of loan applicants in order to 
seize larger market share. However, increased competition may not necessarily have a 
negative impact on the bank screening level. Chen (2007) views screening as an additional 
component of competing strategy for the bank, arguing that a bank can compete with other 
banks by offering lower loan interest rates as well as by increasing its screening effort. 
According to this author, apart from preferring lower loan interest rates, good borrowers 
may also prefer to be better screened, so that they can be correctly recognized by the bank 
which, in turn, would reward them with easier and more favourable access to finance in 
future. 

The impact of competition on the level of bank risk-taking through its impact on loan 
interest rates has been addressed also by Boyd and de Nicoló (2005) who suggest that 
monopoly banks take higher risks, while increased competition leads to lower risk in banks’ 
asset portfolios. According to Boyd and de Nicoló, as monopoly banks tend to charge higher 
loan interest rates, entrepreneurs will be inclined to engage in riskier projects, which 
promise them higher rates of return, in order to compensate for the high interest payments. 
Conversely, when competition increases, banks will tend to offer lower loan interest rates 
which, in turn, will induce borrowers to undertake safer projects. This implies that the 
increase of competition in the banking market leads to a lower risk in banks’ asset 
portfolios. 

The relationship between competition and bank risk-taking remains ambiguous also in the 
empirical literature, with one strand claiming that the increased banking competition 
impairs the stability of the banking system (Keeley (1990), Salas and Saurina (2003), Dick 
(2006)), while the other maintaining that the stability of the banking system is enhanced 
when there is more intense competition between banks (Boyd and De Nicoló’s (2005), 
Schaeck and Čihák (2007), Jayaratne and Strahan (1998)). 
 

8.3. The measurement of banking sector competition in CEE countries using the 
Panzar-Rosse approach 
The aim of this section is to estimate the variable on the banking sector competition in the 
CEE transition economies, which is then going to be used as an explanatory variable in the 
estimation of the impact of banking sector competition on loan-loss provisions. 

The Panzar and Rosse (1987) model is a non-structural approach, grounded in the 
microeconomic theory, which measures the competition by directly quantifying the conduct 
of firms and not taking into account any element of market structure. The P-R model 
produces the so-called H-statistic, which measures the sum of elasticities of banks’ 
revenues with respect to banks’ input prices. In other words, the H-statistic indicates how 
banks’ revenues respond to an increase in input prices. According to this approach, bank 
revenues respond differently to the change of input prices depending on the competitive 
behaviour of the bank. The value of the H-statistic is that it implies whether the conduct of 
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banks is in accordance with the notion of monopoly, monopolistic competition, or perfect 
competition. 

A standard regression, known as the Panzar-Rosse model, used for calculating the H-
statistic is a reduced-form revenue equation that takes the following form: 

termerrorzwTR
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                (1)  

where, i is the index for the firm, TR represents firm’s revenues, w represents a vector of 
firm’s input prices and z represents a vector of control variables that affect the firm’s 
revenues. In our case, the input prices consist of the price of funds (interest 
expenses/deposits), price of labor (personnel expenses/total assets) and price of physical 
capital (Other operating expenses/fixed assets). The equation also includes two control 
variables (loans/total assets and equity/total assets), which explain the composition of the 
structure of total assets and the risk-taking attitude of the banks. The model does not 
control for the bank size variable, i.e. total assets, because of the misspecification bias that 
the controlling for this variable may cause. The decision not to control for bank size is based 
primarily on the critique of Bikker et al. (2009), who claim that the inclusion of total assets 
among the control variables causes an upward bias to the Panzar-Rosse H-statistic, since it 
transforms the reduced-form revenue equation into a reduced-form price equation. 

The Panzar-Rosse equation is estimated using cross-section data for each country and for 
each year. The method used for the estimation is a simple Ordinary Least Square (OLS) 
method, given that for some of the countries the number of cross-section observations is 
small. Since the estimations from this model are going to be used as an explanatory 
variable in the second stage model, we are interested on the trend of this variable rather 
than on the absolute value. Hence, we ignore any estimation bias that might have resulted 
from the use of the OLS method to run our regression. 
 

8.4. The estimation of the impact of banking sector competition on risk-taking 

8.4.1 Model and Data description 

This section presents the empirical estimation of the impact of banking sector competition 
on the loan-loss provisions for 15 CEE transition economies for the period 2002-2009. The 
estimation is conducted based on an unbalanced panel of yearly data. The bank-level data 
used for this estimation are sourced from the Bureau Van Dijk BankScope database, 
whereas the country level data are sourced from the World Bank and the Heritage 
Foundation.  

The model used to estimate the relationship between competition and risk-taking is 
structured as follows: 

 
 

 

 

where, i stands for the bank and t stands for the year. 
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In the absence of non-performing loans data for individual banks, the dependent variable in 
our regression is composed by the share of loan-loss provisions to total loans (prov_loans). 
The variable representing banking sector competition (Hstat) is the Panzar-Rosse H-
statistic which has been estimated in section 2. The model also contains several bank-
specific and country-specific control variables. The bank-specific control variables include: 
total assets (ta) which are a measure of bank size; the share of non-interest income to total 
assets (nonint) which is included to control for the structure of bank activity; the share of 
equity to total assets (equity_ta) which is included to control for the risk-taking attitude of 
the bank; and the Net Interest Margin (nim) which is included to control for the effect of 
interest rates. The variables nonint, equity_ta and nim are specified in the first lags in 
order to tackle the potential endogeneity with the dependent variable. The country specific 
control variables in our model include: the market concentration ratio, i.e. the 
Herfindahl_Hirschman Index for deposits (hhi_dep); the real GDP growth rate 
(rgdpgrowth); the annual growth rate of the Consumer Price Index (cpi); the rule of law 
index formulated by the World Bank (rule_law); and the Financial Freedom Index 
formulated by the Heritage Foundation (fin_freed). The model also contains dummy 
variables for each year (dv_year) and each country (dv_country). 

The method chosen to run the regression is the Fixed Effects method. However, because a 
pooled sample composed of several countries data is used, the inclusion of country dummies 
is considered as necessary. Since the Fixed Effects method does not allow the inclusion of 
country dummies, which are time invariant variables, the method used to run our 
regression is the Fixed Effects Vector Decomposition method, which allows also the 
inclusion of time-invariant variables. Nevertheless, for robustness test of our results, also 
the simple fixed effects and the random effects (given that the Haussman Test does not 
preclude the possibility of using it) are used.  
 

8.4.2 Estimation results 

The estimation results suggest a negative relationship between banking sector competition, 
measured by the Panzar-Rosse H-statistic, and the level of risk in the banks loan portfolio, 
measured by the share of loan-loss provisions to gross loans. In other words, the results 
suggest that more competition leads to a better quality loan portfolio. This result is in line 
with a number of empirical studies on this field, such as Schaeck and Čihák (2007), 
Schaeck et al. (2006), Beck et al. (2003), Jayaratne and Strahan (1998). A great deal of the 
theoretical literature on this field argues why competition should not lead to higher risk-
taking, but the literature is quite limited in terms of the arguments why competition should 
reduce banks’ risk-taking. However, in our view, the negative relationship between 
competition and banks risk-taking may primarily be attributed to the fact that under more 
competition depositors have more alternatives to place their deposits and as a result of this 
they are more likely to “penalize” the banks with excessive risk-taking by moving their 
deposits to safer banks. In addition, as argued by Chen (2007), when competition increases 
banks may apply more screening since better quality borrowers may want to be better 
screened in order to distinguish themselves from potentially weaker borrowers. 
 
The regression controls also for the market concentration index, measured by the 
Herfindahl-Hirschman Index (HHI) which is also argued to represent a measure of 
competition. However, the impact of market concentration on bank risk resulted to be 
statistically insignificant. The inclusion or not of the HHI into the regression does not 
appear to affect neither the sign not the statistical significance of the H-statistic, thus 
providing support to the view of Claessens and Laeven (2003) who claimed that 
concentration and competition describe different features of a banking market, and 
therefore they have independent effects on the stability of the banking system. 
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Table 1. Estimation results 

 

The non-interest income to total assets ratio has resulted to have a positive impact on loan-
loss provisions suggesting that banks with a larger focus on non-interest generating assets 
tend to be more exposed to risks related to the quality of the loan portfolio. The results also 
show a positive sign for the total assets variable, claiming that larger banks tend to have 
better quality loan portfolios, which may be attributed to the fact that larger banks can 
apply more advanced risk management techniques but also to the fact that larger banks are 
more likely to have a longer history of operation which, in turn, can be an important 
advantage with regard to the possession of information on potential borrowers. 

According to the results, banks holding higher equity to total assets ratios tend to be safer 
also with regard to the quality of their loan portfolios. This result is in line with the view of 
Repullo (2003) who claims that with capital requirements in place, the banks’ equity is put 
at risk, so banks do not have the incentives to engage in high levels of risk that could 
potentially push them to bankruptcy. The results also suggest that banks with higher net 
interest margins tend to have lower level of risk in their loan portfolio. This finding can be 
attributed to the fact that higher interest rates may discourage potentially weak borrowers 
to apply for loans, hence leading to a better pool of borrowers in the banks portfolios. In 
addition, higher interest rates may secure sufficient profits for the banks as to not induce 
them in engaging in “high risk – high return” projects. 

Regarding the country-level indicators, our results suggest that real GDP growth has a 
significantly negative impact on loan-loss provisions, implying that the loan repayment 
capacity of borrowers is better in the times when the economy is growing. The impact of 
inflation on the quality of loan portfolio resulted as statistically insignificant. Unexpectedly, 
the impact of the rule of law index also resulted statistically insignificant, which to some 
extent can also be attributed to low variation of this index during the period covered in our 
analysis. The financial freedom index, which measures the degree of government inference 

prov_loans

H_stat -0.099*

Lagnonintinc_ta 0.094**

logta -0.414***

Lagequity_ta -0.033***

hhi_dep 0.001

rgdpgrow th -0.203***

cpi -0.023

Lagnim -0.105**

rule_law _w b 0.364

financial_freedom_hrt -0.046**

resid_stage2 1.000***

Constant 10.878**

Observations 1,816

R-squared 0.413

*** p<0.01, ** p<0.05, * p<0.1
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on banks’ decisions, appears to have a significantly negative impact, implying that the 
lower the government inference the better will be the quality of banks loan portfolios. 
 

8.5. Conclusion 

The theoretical and empirical literature on the relationship between banking sector 
competition and risk remains inconclusive with a strand of the literature arguing for a 
positive relationship and the other claiming that this relationship is negative.  

This article dealt with the empirical examination of the relationship between competition 
and risk-taking in the banking sectors of the Central and Eastern Europe transition 
economies, using bank-level data for the period 2002-2009. The estimation strategy consists 
of two stages, with the first stage estimating the competition measure (Panzar-Rosse H-
statistic), and the second state estimating the impact of competition on loan-loss provisions. 

The main finding of this study is the negative relationship between banking sector 
competition and loan-loss provisions, implying that higher competition reduces the level of 
risk in the banking sector loan portfolio. This results hold while controlling also for other 
bank-specific, macroeconomic, and institutional indicators. In this respect, the results 
suggest that banks with larger assets, higher capital ratios and higher net interest margins 
tend to have lower level of risk in their loan portfolios, whereas banks with a higher degree 
of concentration on non-interest generating assets tend to have higher level of risk in their 
loan portfolios. The real GDP growth appears to have a significantly negative impact on 
loan-loss provisions, suggesting that the repayment ability of borrowers tends to improve 
when the overall economic activity in the country is increasing. The results suggest that 
financial freedom improves the quality of loan portfolio, implying that the lower the 
government’s inference on banks decisions the lower will be the level of risk in their 
portfolios. The impact of the market concentration index has resulted statistically 
insignificant. Moreover, the regression results show independent effects between the 
measure of competition and the market concentration index, thus providing support to the 
views claiming that competition and market concentration represent two different things.  
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9. Identifying Systemically Important Banks in Kosovo 

 

Albulenë Kastrati*19
 

 

Abstract 

This article elaborates the concept of the systemic risk in the financial sector, giving 
emphasis on a relatively new concept in the finance literature, that of systemically 
important financial institutions (SIFIs). The importance of the debate on SIFIs lies in the 
fact that these institutions are essential for the smooth functioning of the financial sector, 
but also their breakdown or bankruptcy poses serious threat to the financial and 
macroeconomic stability. In order to provide a more comprehensive overview, this article 
includes a model for identifying systemically important banks (SIB) in the financial sector 
of Kosovo, which bases on the three criteria, namely, size, substitutability and 
interconnectedness. The main findings of this analysis are that the three largest banks in 
Kosovo clearly have systemic importance in all of the considered criteria; three biggest 
banks, two other smaller banks are also considered as systemically important in the 
substitutability criterion; whereas, besides having a negligible level of inter-bank 
correlations, three largest banks in Kosovo results as systemically important.  

 

9.1. Introduction 

During the financial crises, financial institutions are more fragile to shocks and crises 
(Bernanke and Gertler, 1989) and may easily cause severe implications in the whole 
economy. The financial crisis that commenced in 2007/2008 serves as an example where the 
failure of the individual institutions helped spreading the shocks across the financial 
system and proclaimed the crisis into the real sector. Therefore, a key policy lesson from the 
recent financial crisis has been the need to put a greater emphasis on securing financial 
market stability, by paying special attention to the systemic risk (Tarashev et al., 2010).  In 
effect, the global financial crisis induced a large amount of the rethinking of the previous 
financial regulatory frameworks (such as Basel II) and motivated reforms in regulating 
financial institutions, particularly the large and interconnected institutions. This is 
because, these particular financial institutions are significantly important for the well-
functioning of the financial sector as well as other sectors in the economy, and likewise may 
pose serious consequences for the system and the economy. An emerging literature names 
these institutions as systemically important financial institutions (SIFIs).  

The original idea on the systemic risk is relatively old in the literature, dating back more 
than twenty years ago. However, in terms of policymaking, the concept of SIFIs is relatively 
new, and to the best of our knowledge, it emerged no earlier than in 2009.  

The purpose of this paper is to analyse the systemic importance in the banking system of 
Kosovo and to draw attention on the financial and economic costs inferred if the well-
functioning of these institutions is disturbed.  We will also present an analytical framework 
and the criteria used as instruments to identify SIFIs in the banking system of Kosovo. The 
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analytical framework is based on the guidelines proposed in the joint report of Financial 
Stability Board (FSB), International Monetary Fund (IMF) and Bank for International 
Settlements (BIS) in 2009, which represents the initial initiative/guidance on measures to 
identify and address SIFIs. This framework has been adopted in a more simplified version 
in order to accommodate the characteristics of the Kosovo’s banking system. 

The structure of this paper is organized as follows. The first part of the paper is devoted to 
the definition of the SIFIs concept, together with a literature review on this field. The 
second part introduces the criteria to identify SIFIs in the banking system of Kosovo, 
followed by the analysis of the results. 

 

9.2. What is systemic risk? 

The European Systemic Risk Board (2010) defines the systemic risk as a disruptive event in 
the financial system that has the potential to promulgate the adverse effects to the internal 
market, as well as the real economy. Acharya et al. (2009) define the systemic risk as a risk 
with potential to cause a crisis that spreads throughout the economy; the financial crisis of 
2007/2008 may be an example. Thus, systemic events in the financial system become a 
macroeconomic problem and hence the costs inferred are system wide. IMF, FSB and BIS 
(2009) provide a definition of the systemic events, together with a set of distortions which 
may have a system-wide impact: 
 

 ‘….An impairment or disruption to the flow of financial services would include 
situations where certain financial services are temporarily unavailable, as well as 
situations where the cost of obtaining the financial services is sharply increased. It would 
include disruptions due to shocks originating outside the financial system that impact on it, 
as well as shocks originating from within the financial system. A systemic event should be 
contrasted with more general wealth effects that may have severe macroeconomic 
consequences but are not associated with the impairment of the financial system…’  
 
The case where one financial institution experiences difficulties in performing its daily 
tasks due to a risky investment, or a particular bank suffers depositors run, is not 
considered a systemic risk. This represents a case of the idiosyncratic risk, since the costs 
inferred from the financial disruption of that bank are equivalent to the value of the 
transactions between the parties involved (e.g. lenders and borrowers of that bank), thus 
the costs and risks are of microeconomic significance.  
The systemic risk may be defined in terms of the two dimensions, i.e. cross-sectional and 
time-series dimension. The cross-sectional dimension addresses the issue of the distribution 
of risk in the financial system or from financial sector into other sectors, e.g. through 
common exposures or inter-linkages of the banks. Whereas, the time-series dimension 
refers to the dynamics of the systemic risk during a period, i.e. cyclicality of systemic risk. 
For example, in more steady-state economies, bank lending is usually highly correlated 
with the real economic growth rate, giving rise to a procyclical systemic risk. For example, 
during the booming periods, financial industry usually realizes profits and extends lending 
via cheaper loans and lower screening criteria; meanwhile the risk perceptions associated 
with the loan repayment is fairly low. The borrowers on the other side prefer the cheaper 
loans so they tend to increase the demand for credit. Given that the economy is 
experiencing a period of growth, the policymakers may also encourage the expansionary 
lending by banks. This way, by accumulating from one period to another, the systemic risk 
catches a time-series dimension and becomes procyclical. 
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9.3. What are the systemically important financial institutions (SIFIs)? 

The definition of the systemically important financial institutions (SIFIs) is not 
straightforward. This is because different countries have different set of regulatory 
frameworks and respective institutions for this matter, as well as different level of banking 
system development. Primarily, SIFIs can be defined from the microprudential and 
macroprudential supervision perspective. From the microprudential point of view, an 
institution may be qualified as a SIFI if its failure causes losses to its depositors, lenders 
and other involved stakeholders, but the adverse effects are isolated to the value of the 
transactions between the parties involved. On the other side, the macroprudential point of 
view defines SIFIs as institutions that have important role on the economy, and their 
failure would trigger repercussions into the overall financial system and impose costs in the 
whole economy.  

To determine whether a financial institution is may be considered as a SIFI, Weistroffer 
(2011) provides two views. The first view considers SIFIs as relevant and indispensable 
institutions for the wellbeing of the financial system and the economy. The second view 
considers as SIFIs those financial institutions, whose malfunction has the potential to infer 
high costs in the financial sector and transfer them into the real sector. 

The concepts of systemic risk and SIFIs are closely related to the concept of contagion 
effect. The contagion effect in the financial sector represents a propagation process which 
may drag a simultaneous failure of several institutions or markets at the same time (De 
Bandt and Hartman, 2000). For example, a failure of a relatively large bank with high 
exposure on other banks may cause losses on assets and liabilities connected in the 
interbank market. In effect, a default of a bank may cause the default of other banks 
through interbank losses or liquidity losses which then may spread throughout the entire 
financial sector (Iazzetta and Manna, 2009). Thus, if contagion happens, otherwise known 
as the ‘domino effect’, it may simultaneously cause confidence loss in the financial markets, 
consequently causing a bank run, interbank placement losses, drop in crediting the 
economy etc. Hence, a breakdown of a substantial part of the banking system may follow, 
consequently imposing high costs in the economy (Upper, 2010). 

 

9.4. Why SIFIs are important? 

Because the magnitude of the costs related with SIFIs in times of financial distress is 
considered to be enormously high, as we have seen in the case of the global financial crisis, 
governments and international institutions may interfere by bailing them out, in order to 
prevent them from failing. However, since these institutions (e.g. banks) are may be aware 
of their systemic importance in the economy, they may pose moral hazard problems. By 
relying in the Given the probability that the government is likely to not let SIFIs fail, they 
may engage in even riskier activities, thus contributing in increasing systemic risks even 
more.   

Understanding the nature and causes of systemic risk, as well as the role and impact of the 
SIFIs in the economy is crucial with respect to creating appropriate regulations, 
supervisory policies, and instruments that will help to avoid or at least mitigate the periods 
with financial distress. Being able to identify SIFIs in real time, evaluating their potential 
contribution into a systemic event and addressing them efficiently by taking a priory 
corrective measures, may help to mitigate the potential risks generated by a system-wide 
crisis, which may possibly be caused by them. Measures that may diminish the importance 
of the SIFIs, as proposed by ESRB, are mainly counter-cyclical. For example, higher capital 
requirements for banks during the booming times, less capital requirements in times of 
recession, preventing maturity mismatch, limiting expectations of bail out, limiting the 
exposure concentration (e.g. large exposure concentration), risk-based deposit insurance 
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schemes, etc. These, in turn, may serve as precautionary measures against potential crisis 
and contribute to strengthen the resilience of financial infrastructure to potential shocks 
(Thomson, 2009).  
To be able to limiting the adverse effects that may come from the SIFIs in case of a 
systemic event, such institutions should be firstly identified. A set of criteria that can be 
used to identify SIFIs in the banking system are presented in the following section. 

 

9.5. Measuring systemic importance 

Conversely to the reporting systems where bank level data are being collected for the micro-
prudential supervision purposes, creating a model for identifying SIFIs in the economy may 
be particularly helpful as it takes into consideration a bigger picture, where individual 
bank data are connected to the overall economy, reassuring the macroeconomic nature of 
the SIFIs. An emerging literature proposes two approaches that may be useful in 
identifying SIFIs in a financial sector (Weistroffer, 2011; Bramer and Gishche, 2012). The 
first approach is a market-based technique, which mainly relies on financial models and 
financial markets’ data to estimate the systemic importance of the financial institutions. 
These models are usually complex and difficult to implement in practice, and also more 
difficult to communicate to the public (Drehmann and Tarashev, 2011). The second 
approach is an indicator-based technique which incorporates bank-level data to evaluate 
SIFIs in the financial system. Indicator-based approaches usually require bank level 
balance sheet data to assess the systemic relevance (IMF, FSB, BIS, 2009). An advantage of 
this method is that it relies on less volatile indicators, compared with the market-based 
approach. However, a drawback of this approach is that it requires an arbitrary division of 
the composition of indicators (Weistroffer, 2011).  

In July 2011, the Basel Committee on Banking Supervision (BCBS), acting under the 
umbrella of the BIS, has released a preliminary version of the criteria to be used for the 
identification of the SIFIs. The report lists five relevant criteria: size, interconnectedness, 
substitutability, complexity and cross-jurisdictional activity (BCBS, 2011). The BCSB 
assigns equal weight to each criterion e.g. 20% weighs each of the five criteria. 

This study elaborates the first three criteria proposed by the FSB, IMF, BIS (2009), namely 
size, interconnectedness and substitutability, which are usually more appropriate in the 
countries with less developed financial sectors.  

The size of the financial institutions usually represents one of the most important 
determinants of systemic importance. The importance of a financial institution, e.g. a bank, 
increases, depending on the amount or volume of financial services that the bank generates 
relative to other financial institutions. Based on this criterion, the larger a bank is, the 
more important it may be for the system as the dependence of the clients, lenders and 
stakeholders is larger. Thus, the costs inferred in case the large banks fail to perform their 
tasks are larger than the collapse of the smaller banks (Upper, 2010).  
The inter-connectedness risk of the financial institutions, where contagion risk mostly takes 
place, usually represents the most important risk that can increase the adverse effects of 
SIFIs, especially in countries with developed financial systems (ECB, 2011). Strong and 
complex inter-connection of the financial institutions with each other and other sectors of 
the economy is also an indicator of the systemic importance. This is because strong inter-
linkages in share (value of a transaction with a bank to total transactions realised) and 
complexity (inter-linkages with many other financial institutions) may trigger accumulated 
idiosyncratic risks of the single financial institutions to transfer into other financial 
institutions, eventually leading into a simultaneous systemic event. Since interconnections 
of the financial institutions may increase the systemic importance, which is obviously costly 
in many levels, the question that arises is why do financial institutions expose themselves 
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to risky investments and debts in other institutions and jeopardize the whole system? First 
of all, interconnections enable financial institutions to diversify the risk of investments, and 
protect their investments from full losses (Battiston et al., 2009). However, the decision of 
each financial institution to invest is driven by individual incentives, which not necessarily 
diversify the macroeconomic risk. This does not necessarily represent an ideal situation for 
financial system or the economy, since individual financial institutions may fail to assess 
their participation/contribution on the systemic risk in an appropriate manner. Second, 
financial institutions may not be aware about other financial institutions’ exposures, or to 
what level these exposures reach.  
Another important factor that is used to determine the systemic importance of financial 
institutions relates to the degree of substitutability of banking services provided by 
individual institutions. The systemic importance of a bank increases when in case of a 
bankruptcy, other banks cannot provide similar products to that bank. In other words, the 
concentration of a particular product or service to a single bank is less likely to make a 
bank systemically important if, other things being constant, these activities may easily be 
substituted by other financial institutions or new entrants in the market (Thomson, 2009).  
The three criteria provide a useful analytical device to structure the assessment of systemic 
importance. The assessments tend to be more reliable when the three criteria are used 
jointly.  

 

9.6. Identification of SIFIs in the banking system of Kosovo  

9.6.1. The reference system 

The reference system to identify and evaluate SIFIs can be classified as local, 
regional, national or international (FSB, IMF and BIS, 2009). As Kosovo has a 
banking system with a relatively simple structure, we will concentrate on 
identifying the SIFIs in the banking system by taking the national domestic 
market as a reference system. 

9.6.2. Systemically Important Banks (SIB) 

Provided that banking system in Kosovo comprises more than 70 percent of the 
overall financial sector, in this study we have concentrated in identifying SIFIs in 
the banking system only, i.e. we aim at identifying the Systemically Important 
Banks (SIB). In this study, we rely on the guidelines of the FSB, IMF and BIS (2009) 
report, by applying a simplified version to accommodate the banking system characteristics 
of Kosovo. Given that none of the banks operating in Kosovo are listed in the financial 
markets, we analyse the SIBs in the banking system of Kosovo using the indictor-based 
approach, which appears to be more practical in the sense of micro-prudential and macro-
prudential supervision and generates more comprehensive results for decision making. 
Similar approaches, amongst others, are being used by the Czech Republic, Moldavian and 
Australian authorities (Komarkova et al., 2011; Moore and Zhou, 2012 or Bramer and 
Gischer, 2012). In order to measure the systemic importance of individual banks in Kosovo, 
this study uses three main criteria: size, interconnectedness and substitutability.  

 

9.7. Methodology 

The methodological approach used for identifying SIBs in Kosovo is indicator-based. The 
banking system of Kosovo currently consists of 8 commercial banks. The data used are 
balance sheet indicators of the year 2011. The weights for each criterion used were assigned 
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as follows: size = 40%, substitutability = 40% and interconnectedness = 20%. Individual 
bank level data have been used for the all 8 banks operating in Kosovo. Overall, 18 banking 
indicators were used (Table 2). All indicators within one category (e.g. size), were assigned 
equal weights. For example, an indicator that belongs to the size or substitutability 
criterion group was assigned a weight of 5 percent (because size/substitutability criterion 
weights 40% divided by 8 indicators = 5%), whereas indicators in the interconnectedness 
criteria group were given a weight of 6.67 percent (20% divided by 3 indicators = 6.67%).  
 
Table 2. Balance sheet indicators used to identify systemic importance of banks in 
Kosovo 

 
In the following, we calculated the mean value of every indicator for the whole sector, which 
served as a reference point for individual banks’ indicators. For example, if the weighted 
mean of an indicator (e.g. deposits) resulted to be higher than the mean of the sector, that 
bank was considered to have systemic importance regarding the respective indicator. 
Besides the separate indicators, we also calculated the systemic importance of the banks 
concerning the criteria’s used in a similar fashion. For example, if the weighted mean of a 
bank resulted to be higher than the sector average for a criterion (e.g. size), that bank was 
considered to have systemic importance in that criterion. If the weighted mean of the banks 
were lower than the sector mean, these banks were considered to not have systemic 
importance in the financial sector. This procedure was applied for each bank and indicator 
separately.  

 

Criteria Indicators

    Size = 40% 1. Cash and balances w ith CBK

2. Deposits

3. Participation share in banks' ow n resources

4. Bank placements from other banks

5. Securities

6. Retained profit

7. The share of the number of total depositors 

8. The share of banking system liquid assets

Substitutability = 40%

9. The share of agricultural loans

10. The share of household loans

11. The share of trade loans

12. The share of industry loans

13. The share of Government banking sector deposits

14. The share of public enterprises' deposts 

15. The share of total loans to total assets

Interconnectedness = 20%

16. Bank placements on other banks

17. Securities

18. Subordinated debt
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9.8. The results 

The three largest banks resulted to be systemically important in all the indicators whereas 
also some of the smaller banks turned out to be systemically important in certain 
indicators. 
More precisely, size criterion turned out as one of the most significant criteria, where the 
three largest banks also came out persistently as systemically important (Table 3). Within 
the size criterion, the sub-indicators (aggregated from all banks) that came out as 
systemically important are: deposits, share in own resources, bank placements, the share of 
the number of depositors and the retained profit.  
Regarding the substitutability criterion, five banks turned out as systemically important, 
from which three of them large banks, and the other two represent relatively smaller 
banks. This means that concerning some indicators, smaller banks are also important and 
dominate in providing certain services in the market. Indicators that turned out as 
systemically important within the substitutability criterion are: share of agricultural loans, 
share of consumption loans, share of industry and trade loans, and the share of payments 
through the payment system. 
Despite the fact that the inter-linkages of the banks operating in Kosovo are fairly low, 
three largest banks resulted with systemic importance regarding the interconnectedness 
criterion. This means that the three largest banks are more interconnected with other 
banks in the country; two smaller banks are less inter-connected, whereas other banks that 
resulted not to be systemically important are inter-connected with other banks at very low 
levels or have no inter-connections. Nevertheless, given the relatively low level of bank 
inter-connections, it should be noted that the potential systemic importance rising from this 
factor should be relatively low for the whole system. Indicators with systemic importance 
within the interconnectedness criterion are bank placements on other banks and securities. 
The interconnectedness of the banks operating in Kosovo is more emphasised with the 
banks abroad, especially with the parent banks.  
 
 
Table 2. Identification of SIFIs in the banking system of Kosovo 

Note: the ordering of the banks is random. 
 

9.9. Conclusions 

Even though the importance of systemic risk has gained attention as a consequence of the 
several financial crises (e.g. Asian financial crisis during ‘90s), the concept of systemically 
important financial institutions (SIFIs) emerged only after the recent financial crisis that 
commenced in 2007/2008. In the core of the debate concerning SIFIs underlies the fact that 
supervisory institutions should pay attention and try to identify the financial institutions 
not only individually, but rather in a system-wide perspective, where the impact of the 
SIFIs is also related to the overall economy. This is because the malfunction of these 

*Banks/Criteria Size Substitutability Interconnectedness

Bank A

Bank B √

Bank C √

Bank D

Bank E √ √ √

Bank F

Bank G √ √ √

Bank H √ √ √
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institutions (SIFIs) may propagate serious financial and macroeconomic stability threat, 
leading to a crisis and imposing enormous costs on the economy, as was recently noticed in 
the global financial crisis. 

In this study we have elaborated the concepts of systemic importance in general and 
identified the systemically important banks (SIB) in Kosovo. In order to identify the SIBs in 
the banking system of Kosovo, we have relied on three criteria, namely, size, 
substitutability and interconnectedness. With regard to the size criterion, the results 
unsurprisingly reveal that the three largest banks in Kosovo are clearly systemically 
important. Concerning the substitutability criterion, besides the three largest banks, two 
other relatively smaller banks also came out as systemically important. Besides the 
relatively low level of inter-connections between banks in Kosovo, three largest banks 
resulted with systemic importance. 
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Table 1. Financial Soundness Indicators  

* ROA and ROE for June 2012 are annualised. 

Capital adequacy Regulatory capital to risk-w eighted assets 18.1 18.8 17.6 17.2

Regulatory Tier I capital to risk-w eighted assets 15.2 15.8 14.8 14.4

Nonperforming loans net of provisions to capital 2.9 3.7 4.4 5.2

Asset quality Nonperforming loans to total gross loans 4.3 5.2 5.8 6.5

Sectoral distribution of loans to total loans

Other financial corporations 0.2 0.4 0.5 1.0

Public nonfinancial corporations 0.02 0.43 0.09 0.08

Other nonfinancial corporations 73.1 69.6 69.2 68.1

Households 26.7 29.5 30.1 30.7

Total 100.0 100.0 100.0 100.0

Earnings and profitabil ity Return on assets (ROA)* 1.5 1.8 1.7 1.0 **

Return on equity (ROE)* 15.0 18.8 17.4 9.7 **

Interest margin to gross income 74.4 74.5 75.2 75.4

Noninterest expenses to gross income 80.2 74.3 76.8 86.6

Liquidity Liquid assets (core) to total assets 34.6 32.3 26.6 22.6

Liquid assets (broad) to total assets 37.3 36.8 31.3 28.9

Liquid assets (core) to short-term liabilities 43.6 40.6 33.7 28.3

Liquid assets (broad) to short-term liabilities 47.0 46.2 39.6 36.2

Sensitivity to market risk Net open position in foreign exchange to capital

Encouraged set

Capital to assets 9.8 10.1 10.2 10.3

Large exposures to capital 64.6 72.4 77.8 80.9

Personnel expenses to noninterest expenses 39.4 39.4 38.7 38.4

Spread betw een reference lending and deposit rates 10.1 10.9 10.2 9.9

Customer deposits to total (noninterbank) loans 129.8 126.2 117.5 112.2

Foreign-currency-denominated liabilities to total liabilities 5.4 4.9 4.9 4.6

Banking system Core set 2009 2011

2.5

June 2012

2.4

2010

12.4 0.1
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Table 2. Balance Sheets of Commercial Banks, as of June 2012, in millions of 
euro 

(In millions of euro)

Cash and balances w ith CBK 85.1 Balance from other banks 1.5

Balance w ith commercial banks 54.0 Deposits 632.3

Securities 100.0 Other borrow ings 0.0

Loans 535.8 Other liabilities 62.6

Fixed assets 19.0 Subordinated debt 24.5

Other assets 12.6 Ow n resources 85.5

Source: CBK (2012)

(In millions of euro)

Cash and balances w ith CBK 70.7 Balance from other banks 1.4

Balance w ith commercial banks 58.5 Deposits 518.2

Securities 65.6 Other borrow ings 8.4

Loans 455.0 Other liabilities 55.6

Fixed assets 7.6 Subordinated debt 0.0

Other assets 6.1 Ow n resources 80.0

Source: CBK (2012)

(In millions of euro)

Cash and balances w ith CBK 26.3 Balance from other banks 0.0

Balance w ith commercial banks 9.5 Deposits 103.2

Securities 4.6 Other borrow ings 5.0

Loans 81.4 Other liabilities 7.7

Fixed assets 2.2 Subordinated debt 0.0

Other assets 3.0 Ow n resources 11.0

Source: CBK (2012)

Assets Liabilities 

TOTAL ASSETS 126.9 TOTAL LIABILITIES

TOTAL ASSETS 806.4 TOTAL LIABILITIES 806.4

126.9

Assets Liabilities 

Assets Liabilities 

TOTAL ASSETS 663.6 TOTAL LIABILITIES 663.6

Procredit Bank

Raiffeisen Bank

Banka për Biznes
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(In millions of euro)

Cash and balances w ith CBK 24.4 Balance from other banks 3.2

Balance w ith commercial banks 19.6 Deposits 132.2

Securities 3.1 Other borrow ings 0.0

Loans 102.3 Other liabilities 10.4

Fixed assets 2.3 Subordinated debt 0.0

Other assets 7.2 Ow n resources 13.2

Source: CBK (2012)

(In millions of euro)

Cash and balances w ith CBK 16.5 Balance from other banks 8.3

Balance w ith commercial banks 0.7 Deposits 125.9

Securities 8.5 Other borrow ings 0.0

Loans 115.4 Other liabilities 11.3

Fixed assets 4.4 Subordinated debt 0.0

Other assets 2.6 Ow n resources 2.6

Source: CBK (2012)

(In millions of euro)

Cash and balances w ith CBK 34.2 Balance from other banks 0.2

Balance w ith commercial banks 86.6 Deposits 337.4

Securities 33.2 Other borrow ings 11                  

Loans 252.1 Other liabilities 30.2

Fixed assets 9.1 Subordinated debt -                 

Other assets
2.6

Ow n resources
39.1

Source: CBK (2012)

TOTAL ASSETS 159.0 TOTAL LIABILITIES 159.0

TOTAL ASSETS 417.7 TOTAL LIABILITIES 417.7

TOTAL ASSETS 148.1 TOTAL LIABILITIES

Assets Liabilities 

Liabilities 

Assets Liabilities 

148.1

Banka Ekonomike

Banka Kombëtare Tregtare

NLB Prishtina

Assets
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(In millions of euro)

Cash and balances w ith CBK 31.2 Balance from other banks 6.0

Balance w ith commercial banks 6.0 Deposits 208.5

Securities 0.5 Other borrow ings -                 

Loans 208.5 Other liabilities 12.5

Fixed assets 3.4 Subordinated debt 7                     

Other assets
3.2

Ow n resources
19.2

Source: CBK (2012)

(In millions of euro)

Cash and balances w ith CBK 9.9 Balance from other banks 0.0

Balance w ith commercial banks 30.4 Deposits 35.9

Securities 0.0 Other borrow ings 3                     

Loans 3.9 Other liabilities 1.1

Fixed assets 0.0 Subordinated debt -                 

Other assets
0.6

Ow n resources
5.1

Source: CBK (2012)

TEB Bank

TOTAL ASSETS 44.8 TOTAL LIABILITIES 44.8

GJITHSEJ ASETET 252.7 TOTAL LIABILITIES 252.7

Assets Liabilities 

Komercijalna Banka

Assets Liabilities 
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Table 3.1. FC survey – net foreign assets and domestic claims 

Deposi
ts 

Other non 
f inancial 
corporat i

ons

Househ
olds

2005 December 827.3 890.9 __ 422.6 242.4 __ 145.3 63.6 348.9 -225.7 __ 225.7 225.7 574.6 565.6 439.6 126.0

2006 December 1,173.6 1,245.7 __ 660.0 341.3 __ 170.8 72.1 231.7 -475.0 __ 475.0 475.0 706.6 694.3 548.2 146.1

2007 December 1,622.4 1,704.6 __ 955.0 408.9 __ 175.4 82.3 124.5 -853.3 __ 853.3 853.3 977.8 965.9 765.1 200.6

June 1,610.7 1,789.3 __ 654.7 862.5 __ 132.1 178.6 501.2 -900.6 __ 900.6 900.6 1,401.8 1,384.0 1,072.7 311.2

September 1,740.1 2,009.2 60.8 768.0 895.1 __ 138.3 269.1 535.3 -871.9 __ 871.9 871.9 1,407.2 1,387.8 1,055.6 329.7

2009 December 1,700.5 2,036.2 60.3 910.1 724.5 64.3 144.3 335.7 571.5 -846.3 __ 846.3 846.3 1,417.8 1,396.1 1,052.3 343.5

M arch 1,759.2 2,116.8 62.4 1,003.7 635.3 66.5 211.5 357.6 589.3 -878.3 __ 878.3 878.3 1,467.6 1,446.1 1,052.9 386.2

June 1,732.6 2,098.1 67.0 961.2 568.5 71.4 252.3 365.5 601.1 -940.7 __ 940.7 940.7 1,541.8 1,518.9 1,100.0 412.3

September 1,956.3 2,345.2 63.0 1,196.7 566.1 67.3 244.7 389.0 561.0 -993.2 __ 993.3 993.3 1,554.2 1,531.5 1,102.2 422.8

2010 December 1,957.5 2,387.7 64.0 1,257.8 525.2 68.5 269.3 430.2 766.8 -824.8 __ 824.8 824.8 1,591.6 1,568.3 1,127.7 434.2

M arch 2,027.1 2,456.6 61.8 1,250.7 586.5 66.2 294.0 429.5 734.3 -913.5 __ 913.5 913.5 1,569.9 1,542.6 1,181.2 438.8

June 1,988.0 2,421.3 60.9 1,171.3 640.0 65.4 293.9 433.3 840.1 -905.2 __ 905.2 905.2 1,745.3 1,716.2 1,233.3 482.1

September 2,108.2 2,511.5 63.3 1,297.5 539.1 68.0 332.7 403.3 862.2 -905.5 __ 905.5 905.5 1,767.7 1,740.8 1,235.1 504.2

2011 December 2,080.3 2,454.3 65.1 1,369.2 230.0 70.1 533.1 374.0 989.0 -798.4 __ 798.4 798.4 1,787.4 1,761.7 1,244.1 514.6

 M arch 2,087.9 2,449.5 63.8 1,179.7 346.9 68.8 580.9 361.6 1,000.8 -788.9 29.9 818.8 818.8 1,789.7 1,762.0 1,238.7 521.1

2012 June 2,081.2 2,445.1 66.4 1,257.2 239.1 71.9 598.7 363.9 1,057.1 -801.1 29.9 831.0 831.0 1,858.3 1,832.9 1,281.9 548.6

D escrip t ion
M oneta
ry gold 

and 
SDR 

holding
s

Deposi
ts

Claims on 
non 

residents Securit i
es 

other 
than 

shares

N et  f o reign asset s D omest ic claims

of which: Less: 
liabilit ie

s to 
nonresi
dents

Net claims on central government Claims 
on other 
sectors

of which:

IM F 
Quota

Shares 
and 

other 
equit ies

Less: Liabilit ies 
to central 

t

Loans of which:Claims 
on 

central 
govern
ment 

 
Source: CBK (2011) 
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Table 3.2 FC survey – Liabilities  

2005 December 830.6 315.0 67.6 76.8 155.5 515.6 181.3 33.7 298.9 3.0 174.5 152.4 22.1 165.8 2.2

2006 December 886.4 300.5 34.8 96.4 156.2 586.0 193.3 27.6 359.5 3.4 251.4 223.9 27.5 209.3 54.7

2007 December 1,110.9 386.1 49.6 133.5 187.5 724.8 188.4 43.8 489.3 … 316.1 286.2 29.9 273.8 46.0

June 1,393.2 381.9 25.4 136.4 211.2 1,011.3 245.4 72.2 690.7 … 337.7 303.6 34.1 328.3 52.6

September 1,512.3 435.4 39.9 157.6 225.7 1,076.9 256.8 75.7 742.3 … 385.3 350.0 35.4 324.4 53.5

2009 December 1,444.3 483.2 50.1 184.0 237.7 961.0 73.9 82.9 801.9 … 422.3 380.8 41.5 326.1 79.3

M arch 1,474.3 457.8 51.4 145.2 251.6 1,016.5 91.4 75.6 848.6 … 454.5 412.6 41.9 340.4 79.3

June 1,454.8 477.8 44.8 153.8 270.2 977.0 31.3 76.7 868.1 … 456.2 412.5 43.8 351.4 71.3

September 1,573.1 520.4 55.9 170.3 281.4 1,052.8 38.6 76.8 936.4 … 500.8 454.7 46.1 346.3 97.0

2010 December 1,744.2 621.2 83.8 218.6 303.5 1,123.1 42.8 83.4 995.9 … 540.5 493.7 46.8 361.0 78.6

M arch 1,737.8 596.2 107.5 178.2 295.9 1,141.6 34.7 80.0 1,025.9 … 572.6 524.2 48.3 364.9 86.2

June 1,757.4 591.4 72.0 185.9 315.2 1,166.0 48.0 75.0 1,039.9 … 602.7 551.5 51.1 373.1 94.7

September 1,900.9 662.1 99.1 205.0 336.9 1,238.8 51.7 81.0 1,102.9 … 598.5 545.9 52.6 377.3 93.7       

2011 December 1,940.2 665.1 75.5 208.1 360.9 1,275.1 60.8 79.7 1,129.6 … 647.8 593.3 54.5 395.1 86.2

 M arch 1,905.7 626.7 32.2 212.4 363.2 1,279.0 46.2 73.1 1,154.6 … 698.6 642.9 55.7 405.1 79.4

2012 June 1,931.6 651.7 24.7 223.2 379.6 1,279.9 59.5 75.8 1,141.1 … 717.3 659.1 58.3 389.0 100.3

Househol
ds

Loans Shares 
and other 

equity 

Other 
items 
(net)Transfera

ble 
deposits

of  which:

D escrip t io n

Deposits Insurance technical reserves
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non 

f inancial 
corporat i

ons 

Other non 
f inancial 
corporat i

ons 

Househol
ds 

Other 
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Net 
equity of  
househol

ds in 
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f d

Pre 
payment 

of  
premiums 

and 

Public 
nonfinanc

ial 
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ons

Other 
nonf inanc

ial 
corporat i

ons

 
Source: CBK (2011) 
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Table 4.1. ODC balance sheet – assets 

2001 December 519.8 265.1 212.8 212.8 . 7.5 25.9 __ __ 25.9 __ __ 4.5 3.9

2002 December 473.7 81.3 292.7 292.7 . … 86.5 __ __ 80.8 5.7 __ 9.5 3.7

2003 December 589.2 106.2 106.2 106.2 . 119.6 232.8 __ 0.2 193.5 39.0 __ 12.3 12.2

2004 December 816.5 116.5 186.0 169.2 16.8 112.3 373.7 __ … 289.9 83.7 __ 15.9 12.2

2005 December 984.4 131.7 221.9 201.0 21.0 82.9 513.9 __ … 387.9 126.0 __ 16.9 17.0

2006 December 1,161.2 141.1 243.3 218.8 24.5 99.4 636.6 __ … 490.5 146.1 __ 23.0 17.9

2007 December 1,435.0 189.0 208.1 173.4 34.7 78.9 892.1 __ 0.2 691.3 200.6 __ 27.2 39.7

2008 December 1,808.2 218.2 283.9 236.3 47.6 40.5 1,183.4 0.6 0.1 901.7 281.0 __ 39.0 43.1

2009 December 2,204.1 322.7 405.6 326.7 78.8 97.0 1,289.0 2.3 0.3 942.9 343.5 __ 43.1 46.7

M ay 2,208.1 258.3 372.8 306.8 66.1 122.5 1,380.8 4.1 6.4 965.3 400.9 2.8 42.5 31.2

June 2,218.8 268.1 351.6 282.6 69.0 114.0 1,404.6 4.0 6.4 977.6 412.3 3.1 42.6 37.8

July 2,215.5 283.5 322.2 259.2 63.0 115.8 1,413.1 3.9 6.3 980.1 418.6 2.9 42.4 38.3

 August 2,270.5 311.9 355.5 293.7 61.8 115.3 1,406.8 3.8 6.3 972.8 419.1 3.0 42.2 38.7

September 2,295.4 280.1 368.7 306.0 62.7 155.0 1,418.6 3.9 6.3 981.6 422.8 2.3 42.3 30.6

 October 2,273.0 270.8 331.3 266.4 64.9 166.4 1,428.1 6.6 9.8 980.1 427.7 2.1 43.2 33.1

 November 2,352.0 270.9 385.7 311.9 73.8 168.4 1,452.6 6.5 9.8 1,000.2 431.3 3.0 43.3 31.1

2010 December 2,455.0 307.5 439.0 367.2 71.8 173.4 1,458.7 5.7 6.3 1,008.3 434.2 2.5 44.0 32.3

 January 2,422.4 273.4 445.8 369.9 75.9 165.6 1,460.2 6.7 6.3 1,008.8 434.2 2.4 43.6 33.7

February 2,452.8 279.0 445.4 364.5 80.9 169.9 1,484.0 6.0 0.3 1,037.2 436.0 2.7 43.7 30.9

M arch 2,466.4 278.1 425.1 343.3 81.8 170.1 1,513.2 7.0 0.2 1,062.8 438.8 2.5 43.3 36.7

April 2,465.0 281.7 383.5 320.8 62.7 168.1 1,541.0 5.5 0.6 1,077.1 453.6 2.3 45.0 45.7

M ay 2,496.8 265.6 357.6 271.1 86.5 187.8 1,599.9 5.5 0.4 1,104.0 468.5 2.4 44.9 41.1

June 2,501.1 265.3 319.5 243.9 75.6 205.6 1,624.9 5.8 0.3 1,115.0 482.1 2.4 45.0 40.8

July 2,553.8 290.0 354.9 286.1 68.8 191.3 1,629.1 5.6 0.5 1,110.7 490.5 2.3 45.1 43.4

August 2,659.9 330.4 355.9 287.1 69.8 188.7 1,630.9 6.2 0.4 1,108.8 490.0 6.1 44.9 49.0

September 2,631.9 292.5 392.5 311.2 81.3 204.8 1,656.3 6.8 0.4 1,122.7 499.4 7.1 44.9 40.9

October 2,613.0 291.0 358.6 274.0 84.6 198.2 1,678.8 6.8 1.5 1,126.3 504.4 6.4 45.9 40.6

November 2,629.4 297.3 357.6 271.0 86.6 196.1 1,686.2 7.3 1.5 1,129.0 508.3 6.4 46.1 46.1

2011  December 2,649.7 331.5 329.5 251.8 77.7 202.0 1,698.1 8.3 1.5 1,136.1 510.9 7.3 47.4 41.3

January 2,648.3 329.6 358.6 276.9 81.6 189.7 1,683.1 16.6 1.4 1,116.1 509.4 7.1 48.0 39.4

February 2,660.6 340.5 337.5 260.3 77.2 200.3 1,692.2 16.1 1.3 1,127.3 508.0 6.6 48.0 42.0

M arch 2,634.3 308.5 291.4 212.8 78.6 222.9 1,717.1 16.1 1.4 1,142.4 517.5 6.8 48.7 45.6

April 2,619.2 297.2 279.6 200.9 78.7 206.3 1,740.8 16.7 1.4 1,157.3 527.4 6.9 48.5 46.7

M ay 2638.8 299.1 278.2 205.6 72.6 209.9 1755.3 17.3 1.5 1160.1 537.7 7.1 48.7 47.6

2012 June 2,652.3 298.4 265.3 203.3 62.0 215.6 1,776.3 18.3 1.5 1,172.5 544.7 7.6 49.9 46.9

of which in euro:Securit iesCash and 
balances 
with CBKD escrip t ion

Total assets

Balances with commercial banks Fixed 
assets

Other 
assets 

Other 
f inancial 
corpora

tions 
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euro 

currencie
s
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House 
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Source: CBK (2011) 
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Table 4.2. ODC balance sheet – assets  

of which:

2001 December 519.8 . 492.3 365.4 126.8 _ 5.0 … 2.0 … 20.4 18.4

2002 December 473.7 . 427.2 295.9 131.3 _ 5.4 … 6.6 1.3 33.2 30.8

2003 December 589.2 1.8 514.0 290.5 223.5 _ 8.9 … 17.5 2.0 45.0 44.1

2004 December 816.5 14.3 694.5 281.0 413.5 _ 1.4 … 27.9 9.3 69.1 57.7

2005 December 984.4 23.0 836.7 296.6 540.1 _ 6.4 … 37.3 7.0 74.0 62.4

2006 December 1,161.2 30.3 924.3 308.9 615.4 _ 4.2 … 92.1 7.0 103.3 78.4

2007 December 1,435.0 25.8 1,143.1 380.7 762.4 _ 2.7 … 103.7 7.0 152.7 114.9

2008 December 1,808.2 34.9 1,444.1 429.8 1,014.2 _ … … 129.8 7.0 192.5 145.9

2009 December 2,204.1 58.5 1,744.9 517.8 1,229.5 _ … … 171.7 24.4 204.6 159.4

M ay 2,208.1 68.6 1,749.3 536.2 914.9 298.2 … 1.1 146.7 24.4 218.0 163.4

June 2,218.8 65.1 1,751.5 525.8 923.6 302.0 … 1.1 152.4 24.4 224.3 164.4

July 2,215.5 75.2 1,733.9 560.6 864.8 308.5 … 0.9 153.2 24.4 227.8 164.4

 August 2,270.5 74.3 1,796.4 576.3 901.6 318.5 … 0.7 152.9 24.5 221.7 169.4

September 2,295.4 74.3 1,804.4 558.6 927.0 318.7 … 0.7 166.7 25.5 223.9 169.4

 October 2,273.0 91.3 1,757.3 563.2 876.9 317.1 … 0.4 164.0 32.0 228.1 169.4

 November 2,352.0 88.3 1,836.2 600.7 905.9 329.5 … 0.1 165.3 32.0 230.2 169.4

2010 December 2,455.0 94.0 1,936.9 671.0 923.2 342.7 … 0.1 160.0 33.5 230.5 170.4

 January 2,422.4 89.6 1,902.1 623.6 929.9 348.6 … 0.1 161.9 33.5 235.2 170.4

February 2,452.8 100.2 1,918.2 648.2 923.0 346.9 … 0.1 166.8 33.5 234.0 170.4

M arch 2,466.4 105.3 1,919.4 645.0 928.8 345.7 … 0.1 172.4 33.5 235.6 170.4

April 2,465.0 109.2 1,909.5 632.6 936.2 340.7 … 0.1 174.4 33.5 238.3 170.4

M ay 2,496.8 93.4 1,949.4 638.8 968.6 342.0 … 0.1 184.4 33.5 236.0 170.4

June 2,501.1 86.6 1,957.8 640.9 978.1 338.8 … 0.1 183.1 33.5 239.9 170.4

July 2,553.8 86.0 2,005.8 679.9 982.2 343.7 … 0.1 184.1 33.5 244.2 169.1

August 2,659.9 77.2 2,113.7 756.1 1,011.0 346.6 2.2 0.1 188.7 36.0 242.0 176.6

September 2,631.9 44.2 2,098.0 718.0 1,035.4 344.6 32.3 0.1 182.6 31.0 243.5 176.6

October 2,613.0 43.1 2,073.6 694.1 1,037.7 341.8 32.2 0.1 184.7 31.0 248.2 176.6

November 2,629.4 45.9 2,075.6 695.1 1,035.1 345.5 32.6 0.2 193.4 31.0 250.6 176.6

2011  December 2,649.7 40.0 2,104.0 699.0 1,056.8 348.2 30.4 0.2 189.9 31.0 254.2 176.6

January 2,648.3 33.7 2,113.5 678.4 1,084.1 351.1 30.4 0.2 182.2 31.0 257.2 176.9

February 2,660.6 28.3 2,123.4 681.2 1,084.7 357.5 30.7 0.2 189.2 31.0 257.7 176.6

M arch 2,634.3 26.3 2,087.5 657.4 1,074.3 355.8 31.3 2.0 191.3 31.0 264.2 179.6

April 2,619.2 27.7 2,078.3 644.5 1,082.8 350.9 31.6 2.0 191.9 31.0 256.0 181.1

M ay 2638.8 26.6 2097.0 667.8 1081.4 347.8 29.6 2.0 194.1 31.0 257.7 181.1

2012 June 2,638.8 26.6 2,097.0 667.8 1,081.4 347.8 29.6 2.0 194.1 31.0 257.7 181.1

Total liabilit ies

D escrip t ion

Balances 
f rom 
other 
banks

Deposits Write -
downs, 

provisions 

Other 
liabilit ies

Subordin
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Saving 
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capital 

Other 
deposits: 

 
Source: CBK (2011) 
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Table 5.1. ODC deposits – euro deposits  

Nonresid
ents

2001 December 492.3 __ _ _ __ __ __ . __ 165.2 __ 165.2 313.1 313.1 __ 13.9

2002 December 427.2 __ _ _ __ __ __ . __ 183.6 __ 183.6 226.1 226.1 __ 17.5

2003 December 515.8 __ 1.8 1.8 __ __ . __ 226.1 __ 226.1 267.9 267.9 __ 20.0

2004 December 674.9 1.3 25.6 3.7 3.5 15.5 . 2.9 275.3 173.5 101.8 360.3 350.7 9.6 12.3

2005 December 815.3 2.9 35.4 8.1 5.8 18.8 . 2.8 319.0 211.3 107.7 440.7 428.7 12.0 17.3

2006 December 890.4 7.0 28.1 0.1 2.4 24.7 0.4 0.5 337.8 217.4 120.5 499.2 486.1 13.1 18.2

2007 December 1,092.0 4.1 39.1 3.1 5.6 28.3 0.4 1.7 386.2 215.5 170.7 647.0 631.9 15.2 15.6

2008 December 1,366.9 1.4 62.9 5.0 6.5 31.5 19.4 0.4 479.7 263.8 215.9 785.0 774.5 10.5 37.9

2009 December 1,640.1 165.0 78.2 6.1 5.9 43.1 22.6 0.4 371.5 121.6 249.9 962.2 948.8 13.4 63.2

 August 1,700.4 73.6 97.3 4.2 5.5 49.4 37.6 0.7 327.9 87.7 240.2 1,132.8 1,121.2 11.6 68.8

September 1,707.6 70.6 97.0 4.1 5.6 48.5 38.1 0.7 329.1 91.4 237.7 1,146.4 1,134.8 11.6 64.5

 October 1,658.0 17.3 99.6 4.0 5.8 47.7 41.3 0.8 333.7 95.7 238.0 1,149.6 1,138.5 11.1 57.9

 November 1,728.3 17.1 102.4 4.0 6.5 49.7 41.5 0.7 367.2 110.6 256.6 1,170.6 1,157.8 12.8 71.0

2010 December 1,831.1 11.7 105.0 7.3 7.9 47.6 41.6 0.6 414.9 122.3 292.6 1,220.1 1,206.1 14.0 79.4

 January 1,793.0 7.1 104.3 4.3 10.3 47.1 41.9 0.7 385.3 124.3 261.0 1,223.4 1,210.2 13.2 73.0

February 1,808.3 7.3 103.6 7.7 7.1 46.1 42.1 0.7 397.4 137.6 259.8 1,232.9 1,219.8 13.1 67.0

M arch 1,806.0 7.4 108.5 7.3 8.1 50.1 42.3 0.7 385.1 137.6 247.5 1,234.0 1,220.6 13.4 71.0

April 1,795.7 8.2 106.4 5.9 7.4 50.0 42.6 0.7 360.1 113.7 246.3 1,255.9 1,242.7 13.3 65.0

M ay 1,829.7 2.0 107.4 5.3 7.5 51.4 42.6 0.6 369.2 109.0 260.2 1,251.3 1,236.5 14.8 99.7

June 1,833.7 1.6 107.6 5.0 6.6 52.6 42.8 0.6 363.8 115.9 247.9 1,264.8 1,246.6 18.2 95.9

July 1,877.3 1.9 108.4 4.2 5.5 55.8 42.2 0.6 385.0 133.6 251.4 1,291.2 1,270.2 21.1 90.8

August 1,990.0 1.8 115.4 10.4 5.7 56.1 42.4 0.7 426.3 151.3 275.1 1,348.6 1,326.5 22.0 98.0

September 1,979.6 1.9 116.9 12.4 5.6 55.4 42.6 0.7 426.6 149.8 276.7 1,344.5 1,323.5 21.0 89.8

October 1,959.8 1.7 121.1 15.2 6.3 56.2 42.7 0.7 423.4 142.0 281.4 1,340.2 1,316.8 23.4 73.3

November 1,956.6 1.9 121.1 11.9 9.8 56.0 42.9 0.6 420.9 152.9 268.0 1,346.6 1,326.5 20.1 66.1

2011  December 1,980.7 2.7 117.5 9.9 6.8 57.2 43.1 0.5 406.6 128.5 278.1 1,395.6 1,373.4 22.2 60.0

January 1,996.2 2.1 121.2 12.3 6.1 59.2 43.0 0.5 373.1 115.3 257.9 1,405.7 1,382.9 22.8 94.0

February 2,007.8 2.4 125.4 11.7 7.6 62.5 42.9 0.6 371.7 113.3 258.4 1,424.0 1,400.1 23.9 84.3

M arch 1,971.4 2.1 124.8 12.6 7.2 61.3 43.1 0.6 347.0 68.5 278.5 1,421.3 1,400.6 20.7 76.3

April 1,965.3 1.1 125.4 13.8 5.9 61.5 43.6 0.6 342.8 74.0 268.8 1,425.6 1,404.1 21.4 70.4

M ay 1,983.1 1.0 122.0 11.1 5.0 61.8 43.5 0.5 362.8 73.8 288.9 1,433.9 1,409.0 24.9 63.5

2012 June 2,001.0 1.0 127.8 12.7 4.8 66.0 43.8 0.6 358.5 70.8 287.7 1,442.4 1,416.9 25.4673 71.3

Other domest ic sectors

Total deposits in euro

Other 
deposito

ry 
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Table 5.2. ODC deposits – euro deposits  

Transfer
able 

deposits

Saving 
account

Other 
deposits

2005 December 29.4 … __ … … … 2.8 __ 2.8 26.0 25.7 10.8 __ 14.9 0.3 0.5

2006 December 34.3 … __ … … … 3.7 0.3 3.5 29.8 29.6 12.4 __ 17.2 0.2 0.5

2007 December 53.3 0.5 __ … 0.1 0.4 8.1 1.5 6.6 44.3 44.2 16.2 __ 28.0 0.1 0.4

2008 December 81.9 0.9 __ … … 0.9 11.6 0.1 11.5 68.4 68.2 22.9 __ 45.2 0.3 1.0

2009 December 112.1 2.1 __ 1.2 … 0.9 18.3 1.3 17.0 91.1 90.9 29.7 __ 61.1 0.2 0.7

 August 99.8 1.9 __ 1.8 __ __ 11.3 2.8 8.5 83.9 83.2 28.7 22.6 31.9 0.7 2.7

September 100.4 1.9 __ 1.8 __ __ 12.2 2.8 9.4 83.4 83.0 30.0 22.6 30.3 0.4 2.8

 October 103.2 2.4 __ 2.2 __ __ 12.4 3.8 8.6 84.8 84.3 29.3 23.4 31.6 0.5 3.5

 November 112.3 2.9 __ 2.8 __ __ 14.6 4.0 10.6 91.8 91.4 31.7 26.2 33.4 0.4 3.0

2010 December 113.8 3.1 __ 2.9 __ __ 13.7 4.3 9.4 93.8 93.3 33.1 25.9 34.3 0.5 3.1

 January 113.3 3.5 __ 3.2 __ __ 12.6 4.0 8.6 93.9 93.2 33.0 26.8 33.4 0.7 3.1

February 118.3 3.3 __ 3.0 __ __ 14.2 4.9 9.3 97.0 96.5 34.8 28.1 33.7 0.5 3.6

M arch 122.3 2.0 __ 1.7 __ __ 15.2 4.5 10.7 101.7 101.1 38.6 28.5 34.0 0.6 3.3

April 121.5 2.0 __ 1.9 __ __ 13.3 0.3 13.0 102.2 101.7 38.2 29.2 34.2 0.6 3.8

M ay 126.9 2.2 __ 1.9 __ __ 13.9 2.4 11.5 106.5 106.1 39.0 30.8 36.3 0.5 4.2

June 131.2 2.2 __ 2.1 __ __ 16.2 3.1 13.1 109.0 108.5 41.5 30.9 36.1 0.5 3.8

July 134.1 1.6 __ 1.5 __ __ 17.2 2.5 14.7 111.6 111.1 41.6 32.4 37.2 0.4 3.7

August 135.2 1.8 __ 1.6 __ __ 15.3 0.1 15.2 113.8 113.2 43.1 32.4 37.7 0.7 4.2

September 132.8 2.3 __ 2.3 __ __ 9.4 0.1 9.3 116.8 116.3 45.4 30.8 40.1 0.4 4.3

October 130.8 2.3 __ 2.1 __ __ 8.8 0.1 8.7 113.5 113.0 44.0 30.6 38.4 0.5 6.2

November 132.9 2.4 __ 2.4 __ __ 9.5 0.1 9.4 114.8 114.3 44.8 31.3 38.2 0.5 6.2

2011  December 131.5 0.3 __ 0.3 __ __ 9.8 0.1 9.7 117.5 117.0 46.5 31.7 38.9 0.4 3.8

January 129.7 0.6 __ 0.4 __ __ 9.8 0.1 9.7 114.9 114.6 45.6 31.1 37.9 0.3 4.0

February 127.7 1.0 __ 0.7 __ __ 6.4 0.1 6.3 116.4 116.1 47.9 31.1 37.1 0.3 3.9

M arch 128.9 0.7 __ 0.7 __ __ 7.0 0.0 7.0 117.5 117.2 48.4 31.9 37.0 0.3 3.6

April 126.8 0.7 __ 0.7 __ __ 6.2 0.0 6.2 115.9 115.7 46.9 31.7 37.1 0.1 4.0

M ay 125.5 0.9 __ 0.8 __ __ 7.5 0.0 7.5 112.7 112.5 44.3 30.3 37.9 0.2 4.4

2012 June 120.79 1.13326 __ 0.9921 __ __ 11.272 3E-05 11.272 104.15 103.78 43.642 27.27 32.864 0.3774 4.2321
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Table 6.1. Deposits at ODC – nonfinancial corporations, euro deposits  

Up to 1 
month 

Over 1 
month 
and up 
to 3 
month
s

Over 3 
month
s and 
up to 
6 
month

Over2 
years

Up to 
1 
month 

Over 1 
month 
and up 
to 3 
month
s

Over 6 
month
s and 
up to 1 
year 

Over 1 
year 
and up 
to 2 
years

Over2 
years

2001 December 165.2 __ __ … __ __ __ __ __ 165.2 133.9 … 31.3 __ __ __ __ __

2002 December 183.6 __ __ … __ __ __ __ __ 183.6 159.7 … 23.9 __ __ __ __ __

2003 December 226.1 __ __ … __ __ __ __ __ 226.1 139.0 … 87.1 __ __ __ __ __

2004 December 275.3 173.5 24.2 … 149.3 34.0 0.0 __ … 101.8 78.2 … 23.6 9.0 6.0 0.2 2.1 __

2005 December 319.0 211.3 29.9 … 181.3 23.9 12.8 __ … 107.7 74.4 … 33.4 6.3 8.3 5.1 0.7 __

2006 December 337.8 217.4 24.0 … 193.3 19.9 19.4 __ … 120.5 93.6 … 26.9 6.2 6.8 1.7 3.0 __

2007 December 386.2 215.5 27.1 … 188.4 105.6 21.4 __ … 170.7 128.4 … 42.3 18.0 10.4 3.7 2.0 __

2008 December 479.7 263.8 13.7 … 250.1 21.8 47.2 __ … 215.9 170.2 … 45.8 18.7 4.7 2.0 7.0 __

2009 December 371.5 121.6 47.6 … 73.9 0.7 10.7 52.3 … 249.9 178.0 … 71.9 31.2 11.1 … 5.3 10.9

 August 327.9 87.7 52.5 0.3 34.9 5.9 3.1 6.7 12.6 240.2 170.0 8.6 61.5 20.4 7.3 14.8 7.6 7.4

September 329.1 91.4 52.8 0.3 38.3 4.7 13.2 1.2 12.6 237.7 164.4 7.8 65.4 24.1 7.1 15.3 7.7 6.8

 October 333.7 95.7 60.4 0.3 35.0 0.9 12.2 6.1 12.6 238.0 162.3 7.3 68.4 22.0 11.0 15.2 7.7 7.8

 November 367.2 110.6 64.8 … 45.8 9.7 19.1 1.1 12.6 256.6 172.4 15.1 69.1 24.3 7.9 17.3 8.1 9.4

2010 December 414.9 122.3 79.5 … 42.8 2.7 21.7 3.1 12.6 292.6 212.6 16.9 63.1 19.0 5.3 17.1 8.8 9.7

 January 385.3 124.3 81.6 … 42.7 2.5 21.7 2.1 12.6 261.0 183.6 15.9 61.5 17.5 8.8 18.3 5.6 8.3

February 397.4 137.6 96.6 … 41.0 8.0 15.0 2.1 12.6 259.8 182.0 14.6 63.2 19.3 7.1 19.6 5.6 8.1

M arch 385.1 137.6 103.0 … 34.6 0.2 13.8 5.2 12.6 247.5 170.9 14.7 61.9 20.6 4.5 19.9 5.6 7.0

April 360.1 113.7 70.0 … 43.7 0.2 21.9 6.3 12.6 246.3 171.8 13.6 60.9 15.7 6.1 20.9 5.2 7.0

M ay 369.2 109.0 63.3 … 45.6 0.3 21.0 9.1 12.6 260.2 190.3 12.7 57.2 10.2 8.5 19.3 5.9 7.1

June 363.8 115.9 67.8 … 48.0 4.2 23.0 5.8 12.6 247.9 175.9 12.5 59.6 14.5 5.1 19.6 6.0 7.7

July 385.0 133.6 92.2 … 41.3 0.2 19.8 7.3 12.6 251.4 175.5 13.6 62.3 11.8 12.0 15.7 6.5 8.8

August 426.3 151.3 103.6 … 47.6 1.3 25.0 7.3 12.6 275.1 205.2 12.6 57.3 10.9 9.3 16.5 7.5 7.9

September 426.6 149.8 98.1 0.0 51.7 0.2 33.6 4.1 12.2 276.7 198.8 12.7 65.2 20.8 5.6 16.9 7.4 8.2

October 423.4 142.0 88.0 0.0 54.0 4.3 27.8 3.1 12.2 281.4 203.0 15.3 63.1 14.2 10.4 10.9 6.8 8.2

November 420.9 152.9 89.4 0.0 63.5 0.3 27.7 16.2 12.2 268.0 198.1 13.0 56.8 12.3 5.3 12.5 6.4 7.4

2011  December 406.6 128.5 67.8 0.0 60.8 0.1 29.7 17.2 11.6 278.1 201.1 14.0 62.9 12.3 5.1 18.5 7.3 8.0

January 373.1 115.3 57.4 0.0 57.8 0.2 27.7 16.2 11.6 257.9 190.4 8.0 59.4 10.9 11.9 19.8 6.1 7.8

February 371.7 113.3 57.6 0.0 55.7 0.1 26.6 15.2 11.6 258.4 189.2 9.4 59.8 11.5 10.9 21.1 7.2 6.3

M arch 347.0 68.5 22.3 0.0 46.2 0.1 17.2 15.2 11.6 278.5 207.7 9.73 61.1 19.1 5.1 20.7 7.4 6.3

April 342.8 74.0 12.5 0.0 61.5 4.1 27.4 15.2 11.6 268.8 201.4 9.23 58.2 11 4.1 21.1 7.2 6.3

M ay 362.8 73.8 12.9 0.0 60.9 6.4 34.7 5.6 11.6 288.9 216.8 9.2 62.9 10.5 5.1 23.2 7.1 8.4

2012 June 358.5 70.8 11.2 0.1 59.5 0.3 40.9 3.6 11.6 287.7 215.3 8.44 64 12 3.0 23.2 7.0 7.8
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Tablel 6.2. Deposits at ODC – households and NPISH, euro deposits  

Up to 1 
month 

Over 3 
months 
and up to 
6 months 

Over 
3months 
and up 
to1 year

Over 1 
year and 
up to 2 
years

Over 2 
years

2001 December 313.1 313.1 219.2 … 93.9 __ __ 93.9 __ __ __ __ … __

2002 December 226.1 226.1 121.7 … 104.4 __ __ 104.4 __ __ __ __ … __

2003 December 267.9 267.9 134.4 … 133.5 __ __ 133.5 __ __ __ __ … __

2004 December 360.3 350.7 136.9 … 213.8 63.8 __ 91.8 14.2 1.9 9.6 8.9 … 0.7

2005 December 440.7 428.7 144.7 … 284.0 87.2 __ 109.3 26.5 19.3 12.0 10.4 … 1.6

2006 December 499.2 486.1 143.8 … 342.3 122.2 __ 127.9 26.5 37.1 13.1 7.6 … 5.5

2007 December 647.0 631.9 170.6 … 461.3 156.2 __ 141.6 74.6 50.3 15.2 11.9 … 3.3

2008 December 785.0 774.5 163.3 … 611.2 189.6 __ 234.6 64.8 61.6 10.5 7.7 … 2.8

2009 December 962.2 948.8 208.0 … 740.8 242.4 315.9 … 63.2 80.5 13.4 11.1 … 2.3

 August 1,132.8 1,121.2 250.5 261.9 608.8 31.5 73.9 303.9 56.9 107.0 11.6 10.7 0.4 0.5

September 1,146.4 1,134.8 251.4 262.7 620.7 29.7 74.9 314.6 57.0 107.4 11.6 10.6 0.5 0.5

 October 1,149.6 1,138.5 248.3 260.4 629.8 29.0 75.6 322.3 58.0 108.1 11.1 10.1 0.5 0.5

 November 1,170.6 1,157.8 250.3 263.2 644.3 31.0 76.6 333.4 58.8 107.8 12.8 11.8 0.5 0.5

2010 December 1,220.1 1,206.1 270.4 274.5 661.2 30.0 76.1 347.8 61.1 108.3 14.0 13.0 0.5 0.5

 January 1,223.4 1,210.2 254.8 279.8 675.6 28.9 76.0 359.1 62.4 110.8 13.2 12.2 0.6 0.5

February 1,232.9 1,219.8 259.3 278.1 682.4 32.2 81.3 355.8 63.9 110.5 13.1 12.0 0.6 0.5

M arch 1,234.0 1,220.6 257.3 276.6 686.8 31.0 82.4 351.6 69.2 111.6 13.4 12.4 0.4 0.6

April 1,255.9 1,242.7 279.9 271.8 690.9 29.9 83.9 349.8 75.7 112.5 13.3 11.1 0.4 1.7

M ay 1,251.3 1,236.5 266.4 273.1 697.0 23.9 67.0 245.3 195.5 135.7 14.8 12.6 0.4 1.9

June 1,264.8 1,246.6 273.7 270.1 702.8 34.3 62.7 245.7 201.7 137.1 18.2 15.8 0.4 2.0

July 1,291.2 1,270.2 286.8 272.3 711.0 26.7 62.3 241.2 211.8 140.7 21.1 18.7 0.3 2.1

August 1,348.6 1,326.5 314.5 276.5 735.5 28.2 62.9 242.6 232.6 145.8 22.0 19.7 0.3 2.1

September 1,344.5 1,323.5 291.5 275.8 756.2 31.7 64.2 248.5 246.0 146.7 21.0 18.6 0.2 2.1

October 1,340.2 1,316.8 286.8 270.8 759.2 21.8 62.3 250.8 250.6 147.0 23.4 20.7 0.3 2.4

November 1,346.6 1,326.5 286.0 273.3 767.3 31.7 63.8 253.2 253.8 147.3 20.1 17.6 0.3 2.1

2011  December 1,395.6 1,373.4 314.4 276.2 782.8 24.8 67.0 257.3 261.5 147.6 22.2 18.3 0.5 3.3

January 1,405.7 1,382.9 306.5 280.0 796.4 25.3 70.1 260.0 269.5 149.1 22.8 18.9 0.6 3.3

February 1,424.0 1,400.1 315.0 283.5 801.7 31.6 64.5 255.1 274.5 151.1 23.9 21.3 0.5 2.1

M arch 1,421.3 1,400.6 314.8 280.9 804.9 23.5 68.4 254.9 273.3 151.6 20.7 16.9 0.5 3.3

April 1,425.6 1,404.1 321.9 279.0 803.3 31.2 69.7 254.0 272.8 151.2 21.4 18.5 0.4 2.5

M ay 1,433.9 1,409.0 325.0 278.3 805.8 24.4 73.8 253.1 272.3 152.6 24.9 20.7 0.3 3.9

2012 June 1,442.4 1,416.9 336.0 275.8 805.2 30.4 66.7 258.9 271.0 155.5 25.5 22.0 0.3 3.1
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Table 6.3. ODC loans – by maturity, in euro  

nga të cilat :

Up to 1 
year

Over 1 
year and 
up to 2 
years

Over 2 
years

Up to 1 
year

Over 1 
year and 
up to 2 
years

Over 2 
years

2001 December 25.9 __ __ __ 25.9 __ 25.9 24.6 1.3 __ __ __ __ __ __ __

2002 December 86.5 __ __ __ 80.8 __ 80.8 67.3 13.5 __ 5.7 5.7 1.4 4.3 __ __

2003 December 232.8 __ __ __ 193.7 0.2 193.5 124.7 68.7 0.2 39.0 39.0 11.4 16.0 11.6 __

2004 December 373.7 __ __ __ 289.9 … 289.9 111.5 111.3 67.2 83.7 83.7 15.9 15.2 52.6 __

2005 December 513.9 __ __ __ 387.9 … 387.9 117.9 125.2 144.7 126.0 126.0 19.5 21.0 85.4 __

2006 December 636.6 __ __ __ 490.5 … 490.5 128.7 127.7 234.1 146.1 146.1 19.7 24.7 101.7 __

2007 December 892.1 __ __ __ 691.5 0.2 691.3 174.0 122.6 394.6 200.6 200.6 24.0 29.6 147.1 __

2008 December 1,183.4 0.6 __ 0.6 901.8 0.1 901.7 191.0 132.3 578.4 281.0 281.0 20.9 30.9 229.2 __

2009 December 1,289.0 2.3 1.2 1.1 943.2 0.3 942.9 215.7 113.0 614.2 343.5 343.5 27.0 32.1 284.5 __

 August 1,406.8 3.8 2.6 1.1 979.2 6.3 972.8 258.2 67.0 647.6 419.2 419.1 24.7 30.3 364.1 3.0

September 1,418.6 3.9 2.6 1.2 987.9 6.3 981.6 267.8 66.4 647.4 423.0 422.8 24.9 29.7 368.2 2.3

 October 1,428.1 6.6 2.8 3.7 989.9 9.8 980.1 267.1 60.4 652.7 427.9 427.7 26.0 30.4 371.3 2.1

 November 1,452.6 6.5 2.4 4.1 1,010.0 9.8 1,000.2 274.0 59.3 667.0 431.5 431.3 26.0 31.1 374.2 3.0

2010 December 1,458.7 5.7 2.6 3.0 1,014.5 6.3 1,008.3 259.4 64.3 684.5 434.3 434.2 26.5 30.7 377.0 2.5

 January 1,460.2 6.7 3.5 3.1 1,015.1 6.3 1,008.8 268.2 61.2 679.4 434.3 434.2 27.5 30.5 376.2 2.4

February 1,484.0 6.0 3.0 2.9 1,037.5 0.3 1,037.2 287.8 61.6 687.8 436.2 436.0 28.1 30.2 377.7 2.7

M arch 1,513.2 7.0 3.4 3.5 1,063.0 0.2 1,062.8 295.4 58.6 708.8 439.1 438.8 25.7 29.5 383.6 2.5

April 1,541.0 5.5 3.3 2.2 1,077.7 0.6 1,077.1 304.5 57.9 714.7 453.8 453.6 30.1 30.2 393.3 2.3

M ay 1,599.9 5.5 3.6 1.8 1,104.3 0.4 1,104.0 313.5 93.3 697.1 468.9 468.5 32.4 43.2 392.9 2.4

June 1,624.9 5.8 3.6 2.1 1,115.3 0.3 1,115.0 342.3 81.9 690.8 482.5 482.1 34.6 45.7 401.8 2.4

July 1,629.1 5.6 3.6 2.0 1,111.2 0.5 1,110.7 336.4 78.2 696.2 491.1 490.5 44.0 57.5 389.1 2.3

August 1,630.9 6.2 4.1 1.9 1,109.2 0.4 1,108.8 283.9 67.3 757.6 490.7 490.0 33.2 31.7 425.0 6.1

September 1,656.3 6.8 4.7 2.1 1,123.2 0.4 1,122.7 298.4 80.4 744.0 500.4 499.4 38.7 38.2 422.5 7.1

October 1,678.8 6.8 4.8 2.0 1,127.7 1.5 1,126.3 310.3 72.6 743.3 505.0 504.4 38.7 31.3 434.4 6.4

November 1,686.2 7.3 5.5 1.7 1,130.5 1.5 1,129.0 312.7 74.1 742.2 509.3 508.3 40.6 31.6 436.1 6.4

2011  December 1,698.1 8.3 6.6 1.7 1,137.6 1.5 1,136.1 307.8 83.4 744.8 512.4 510.9 44.0 38.1 428.8 7.3

January 1,683.1 16.7 14.9 1.7 1,117.4 1.4 1,116.1 300.3 84.1 731.6 509.8 509.4 44.2 37.7 427.5 7.1

February 1,692.2 16.3 14.6 1.7 1,128.6 1.3 1,127.3 306.2 91.6 729.5 508.8 508.0 45.7 36.2 426.1 6.6

M arch 1,717.1 16.8 15.1 1.7 1,143.7 1.4 1,142.4 307.9 83.8 750.7 518.3 517.5 45.8 30.5 441.2 6.8

April 1,740.8 17.4 15.6 1.7 1,158.7 1.4 1,157.3 323.7 81.2 752.4 527.8 527.4 41.9 37.4 448.1 6.9

M ay 1755.3 18.2 16.4 1.7 1161.5 1.5 1160.1 322.5 79.2 758.4 538.7 537.7 43.0 39.1 455.7 7.1

2012 June 1,776.3 18.3 17.4 0.9 1,174.0 1.5 1,172.5 347.1 80.6 744.8 545.6 544.7 47.1 46.9 450.7 7.6
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Table 6.4. ODC loans – main economic sectors  

Agriculture Services

Up to 1 year Over 1 year Up to 1 year Over 1 year Up to 1 year Over 1 year

2001 December 25.9 … … __ 3.8 3.8 … 22.2 22.2 …

2002 December 86.5 1.5 1.5 __ 13.6 13.6 … 71.4 71.4 …

2003 December 232.8 4.7 3.9 0.8 22.2 12.6 9.7 205.8 119.7 86.1

2004 December 289.9 7.9 3.9 4.1 47.8 22.5 25.3 234.2 89.5 144.8

2005 December 387.9 12.5 4.1 8.4 74.2 24.5 49.7 301.1 92.4 208.8

2006 December 490.5 16.4 3.4 13.0 97.7 28.0 69.7 376.4 120.6 255.8

2007 December 691.5 29.0 4.1 24.9 144.5 32.8 111.7 518.0 149.5 368.5

2008 December 902.4 37.4 4.1 33.3 160.2 28.9 131.2 704.8 126.4 578.4

2009 December 945.5 38.2 3.8 34.4 236.7 54.8 181.9 670.5 113.2 557.3

 August 985.9 38.6 2.3 36.3 275.8 85.8 190.0 671.6 175.2 496.4

September 994.1 38.1 2.2 35.9 278.2 88.8 189.4 677.8 182.3 495.4

 October 998.6 37.9 1.9 36.0 268.3 83.0 185.3 692.4 190.0 502.4

 November 1,019.6 37.9 1.8 36.1 270.6 83.2 187.4 711.0 197.8 513.2

2010 December 1,022.8 38.2 1.7 36.5 269.3 77.1 192.2 715.3 188.5 526.8

 January 1,024.2 37.4 1.8 35.7 268.6 78.2 190.4 718.2 195.5 522.7

February 1,046.2 37.6 2.0 35.6 268.4 76.3 192.1 740.1 211.0 529.1

M arch 1,073.5 38.8 2.8 36.0 265.5 73.2 192.3 769.2 220.2 549.0

April 1,086.6 39.0 2.6 36.4 265.5 73.7 191.8 782.1 229.5 552.6

M ay 1,112.3 39.5 2.1 37.5 279.6 76.2 203.4 793.2 229.2 564.0

June 1,123.6 40.1 2.4 37.7 281.8 77.0 204.8 801.8 227.6 574.1

July 1,119.2 40.1 2.3 37.8 279.7 77.7 202.0 799.4 220.2 579.2

August 1,117.5 39.8 0.4 39.3 275.7 73.9 201.8 802.1 208.7 593.4

September 1,132.3 40.1 0.6 39.5 274.5 75.2 199.2 817.8 216.7 601.0

October 1,136.9 39.9 0.7 39.2 286.5 86.6 199.9 810.5 223.7 586.8

November 1,140.3 40.0 0.8 39.2 283.7 84.1 199.5 816.6 229.9 586.7

2011  December 1,149.5             40.5                 0.8                   39.7                 284.7               82.3                 202.4              824.4              220.5               603.8              

January 1,137.5              39.4                 0.4                   39.0                 281.9               83.5                 198.4               816.1                220.3              595.9               

February 1,147.9             39.4                 0.4                   38.9                 290.2              89.1                  201.1                818.3               220.8              597.5                

M arch 1,163.1              40.7                 0.5                    40.1                  296.6              89.4                 207.3               825.8               228.8              596.9               

April 1,178.7              41.4                  0.4                   41.0                  297.1                95.8                 201.4               840.2              238.6              601.6               

M ay 1,182.2             42.4                 0.4                   42.0                 295.8               94.9                 200.9              844.0              241.1                602.9              

2012 June 1,196.1              43.0                 0.5                    43.0                 297.2               94.2                 203.0              855.9               259.1                596.8               

D escr ip t ion

Total

Industry, energy and construct ion 

 
Source: CBK (2011) 
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Table 7.1. ODC loans – main economic sectors  

Up to 1 
month

Over 1 
month 
and up 

to 3 

Over 6 
months 
and up 1 

year

Over 
2years

Up to 1 
month

Over 1 
month 
and up 

to 3 

Over 6 
months 
and up 1 

year

2005 December 3.12 0.26 2.07 2.37 3.40 * 2.90 * * 1.71 0.04 1.85 2.24 * 3.33 3.87 4.04 1.74

2006 December 3.11 0.39 2.06 2.85 4.32 * 3.11 * * 1.53 0.03 1.93 2.35 * 3.44 4.16 4.51 1.65

2007 December 4.00 0.48 2.68 2.93 4.35 * 4.27 4.15 * 2.45 0.02 2.55 2.75 * 3.60 4.72 5.27 2.25

2008 December 4.42 0.53 3.09 3.97 5.32 * 3.61 4.92 * 2.85 0.11 3.21 4.60 * 4.45 4.99 3.95 2.74

2009 December 3.98 0.72 3.42 3.42 5.03 * 3.88 4.88 * 2.63 0.34 3.09 3.28 * 4.39 5.00 5.50 2.51

 August 3.91 2.74 3.00 3.56 * * 2.92 * 5.57 2.42 0.36 3.03 2.80 3.49 4.31 4.68 5.02 2.27

September 3.72 0.90 2.75 3.41 5.20 4.99 2.71 3.75 5.36 2.36 0.36 2.76 2.91 3.23 4.45 4.70 5.16 2.37

 October 3.60 * 2.43 2.94 * * 2.88 3.28 5.14 2.45 0.37 2.68 2.76 3.38 4.47 4.56 5.26 2.24

 November 3.75 0.90 2.59 3.32 5.38 5.04 * 3.84 5.50 2.33 0.27 2.66 2.76 3.17 4.52 4.82 5.27 2.30

2010 December 3.38 0.63 2.44 3.08 4.96 5.14 * 3.74 * 2.07 0.55 2.58 2.63 3.15 4.49 4.77 5.14 2.21

 January 3.44 0.97 2.36 2.93 4.05 * 3.02 3.43 4.78 2.30 0.39 2.54 2.51 2.84 4.09 4.34 5.42 2.11

February 3.32 1.06 2.12 2.84 4.89 * 2.53 3.59 * 2.10 0.42 2.53 2.51 2.92 4.09 4.31 4.85 1.92

M arch 3.36 1.01 1.99 3.26 4.31 * 2.33 * 5.11 2.30 0.43 2.48 2.74 3.03 3.94 4.16 5.22 2.11

April 3.48 0.92 2.14 3.51 4.91 * 2.35 3.82 5.42 2.19 0.40 2.53 2.50 2.94 4.15 4.25 5.13 2.04

M ay 3.41 0.91 2.39 3.67 3.89 4.61 * 3.36 * 2.26 0.41 2.64 2.61 2.87 4.13 4.65 4.97 2.10

June 3.50 0.84 2.17 2.81 4.94 * 2.10 3.92 5.30 2.20 0.40 2.51 2.75 2.91 4.21 4.62 5.03 2.03

July 3.59 1.44 2.27 * 4.66 5.83 2.14 * 5.68 2.28 0.29 2.53 2.50 2.81 4.12 4.48 5.15 2.08

August 3.64 * 2.10 * 5.10 * 2.79 3.87 4.98 2.28 0.42 2.74 2.63 2.77 4.06 4.53 5.15 2.08

September 3.53 0.89 2.64 2.75 5.09 * 2.56 3.89 * 1.67 0.46 2.48 2.71 2.76 4.27 4.70 5.15 2.01

October 3.26 0.92 2.21 2.55 4.85 * 2.26 3.76 * 2.26 0.48 2.51 2.45 2.72 4.24 4.64 5.07 2.05

November 3.75 0.89 2.03 2.59 4.56 * 2.22 3.63 5.32 2.17 0.49 2.48 2.49 2.84 4.34 5.15 4.92 2.00

2011  December 3.71 0.86 0.00 2.91 4.90 5.05 * 3.88 5.25 2.20 0.48 2.49 2.47 2.88 4.21 4.56 5.36 2.06

January 3.09 0.77 1.71 2.62 4.65 * 1.46 4.04 * 2.10 0.50 2.32 2.26 2.73 4.00 4.48 5.11 2.06

February 3.39 0.69 2.20 2.93 4.73 * 1.80 * * 2.14 0.51 2.39 2.43 2.99 4.03 4.50 5.22 1.93

M arch 3.33 0.85 2.15 * * 4.31 2.77 3.91 2.66 2.13 0.50 2.57 2.65 2.89 4.01 4.53 5.18 2.06

April 3.63 0.87 2.29 2.71 5.03 * 1.74 3.81 5.42 2.10 0.49 2.39 2.50 2.92 4.10 4.49 5.09 2.00

M ay 3.54 0.78 2.37 2.89 4.53 5.19 1.62 3.91 4.73 2.08 0.50 2.62 2.46 2.92 4.22 4.51 5.32 2.05

2012 June 3.59 0.92 2.25 * 4.51 * 1.82 3.95 * 2.00 0.49 2.45 2.72 2.92 4.29 4.64 5.49 1.99

D escrip t io n

Deposit  
rates

Nonf inancial corporat ions Households 

Transfer
able 

deposits

Other deposits Saving 
deposits

Transfe
rable 

deposit
s

Other deposits Saving 
deposit

sLess than 250.000 euro M ore than 250.000 euro Up to 1 
month

Over 1 
month 
and up 

to 3 
months

Over 3 
months 

and up 6 
months 

Over 6 
months 
and up 1 

year

Over 1 
year 

and up 
2 years 

Over 
2years

 
Source: CBK (2011) 
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Table 7.2. ODC effective interest rate – deposits interest rate  

2005 December 14.47 17.34 13.29 13.29 15.18 14.38 15.11 11.51 … * * … * 11.51 * * *

2006 December 14.70 * 14.50 14.50 13.60 15.18 15.72 12.36 … * * … * 12.36 * 13.36 *

2007 December 14.06 * 13.76 13.76 * 14.64 15.09 13.72 … * * … * 13.72 12.92 12.36 *

2008 December 13.79 * 13.92 13.92 14.20 13.45 15.03 13.50 … * 19.48 … … 13.50 9.81 10.82 8.13

2009 December 14.09 * 14.34 14.34 * * * … * 17.83 … … 13.31 * 10.67 *

M ay 14.60 17.30 13.83 * 18.93 15.97 12.87 14.46 7.20 * 23.26 6.91 5.35 13.80 16.98 12.30 10.67

June 13.99 19.66 14.90 * 15.55 16.68 12.55 13.58 6.77 * 22.04 7.18 5.39 13.69 * 12.16 10.72

July 14.86 18.96 16.75 12.84 16.29 17.17 11.12 14.32 7.47 * 22.72 7.01 5.20 13.83 * 12.35 11.22

 August 15.23 18.87 14.10 * 20.10 18.01 12.56 7.92 4.04 * 23.47 6.80 5.02 13.97 * 12.43 10.70

September 15.55 18.69 16.67 11.92 20.67 17.45 12.29 14.72 6.31 * 23.27 6.67 5.26 13.82 * 12.06 10.72

 October 15.10 17.11 15.16 * 19.88 16.47 12.76 13.42 7.06 * 23.56 6.70 5.22 13.67 * 12.04 10.44

 November 14.33 18.42 14.32 10.09 17.17 15.69 12.39 13.57 7.07 * 19.49 7.15 5.51 14.11 * 12.26 10.74

2010 December 14.31 16.13 13.95 * 18.66 14.44 12.65 13.27 7.69 * 22.57 6.55 8.56 14.56 * 11.67 10.26

 January 15.42 17.36 15.03 * 21.82 16.81 12.44 13.51 8.03 * 23.07 7.07 8.41 13.58 18.15 12.00 10.80

February 14.41 * 14.57 11.89 17.42 15.80 11.48 13.56 7.19 8.89 20.07 6.56 9.13 14.37 * 12.25 10.10

M arch 14.19 18.23 13.81 12.49 18.49 14.93 11.88 13.13 7.02 9.09 20.27 5.31 8.36 13.76 * 12.22 9.83

April 14.38 * 15.23 11.59 17.65 15.47 12.69 11.98 6.50 4.43 21.24 5.68 8.06 13.51 * 11.59 10.51

M ay 13.25 17.28 13.98 12.00 17.72 15.40 12.70 13.32 6.66 6.56 21.23 7.23 8.79 11.47 * 11.85 11.52

June 14.13 18.69 13.83 12.56 19.02 15.42 11.85 12.77 3.64 7.06 19.03 6.25 8.16 13.91 * 11.88 11.00

July 14.28 17.58 14.16 * 16.92 15.54 12.43 12.69 5.83 8.72 18.42 5.39 8.55 14.04 * 11.95 11.00

August 14.02 15.11 13.78 13.02 18.72 14.83 12.26 14.16 5.87 8.73 17.88 6.26 8.41 13.73 * 11.97 10.10

September 14.22 12.87 14.67 11.07 21.57 15.08 11.74 13.37 7.50 8.39 17.28 7.25 8.36 13.66 * 11.88 9.45

October 13.93 14.24 13.53 * 16.76 14.64 11.92 13.39 5.49 10.05 17.35 6.87 8.90 13.71 15.72 11.75 11.58

November 13.62 14.47 13.02 13.53 15.06 14.19 11.46 13.92 6.43 10.20 14.20 7.28 9.08 13.97 * 11.48 10.94

2011  December 13.69 15.89 13.55 11.68 16.40 13.80 11.78 12.12 6.10 9.88 16.44 6.01 8.58 14.02 14.31 11.99 10.83

January 14.53 17.85 14.01 * 17.96 15.56 12.25 13.69 6.16 8.80 18.31 6.99 9.22 14.25 12.38 11.34 9.62

February 13.33 15.84 12.68 10.90 16.83 14.23 10.90 12.96 6.33 * 16.79 6.81 8.47 13.83 9.73 11.71 10.39

M arch 13.81 14.25 13.46 12.80 17.65 14.86 11.19 11.70 7.29 * 16.83 6.33 8.18 13.41 * 11.89 10.40

April 13.45 15.73 13.48 10.13 18.21 14.59 10.81 11.94 6.56 * 16.62 7.11 8.31 13.10 * 11.15 11.11

M ay 13.40 14.13 13.03 10.80 15.65 15.52 11.20 12.07 5.37 * 16.80 7.01 8.36 13.15 * 11.33 10.12

2012 June 13.50 15.51 13.05 10.94 19.83 14.16 10.72 10.92 7.21 9.61 16.23 7.05 8.08 13.47 7.72 11.67 10.50

D escr ip t io n

Loan 
rates

Non f inancial corporat ions Households

Investment business loans Other business loans 
(non-invest ing)

Overdrafts Credit  
lines

Overdraft
s 

Consume
r loans

M ortgage loans

Up to 1 
year

Over 1 
year up 

to 5 years

Over 5 
years 

Up to 1 
year

Over 1 
year up 

to 5 years

Over 10 
years

Up to 5 
years

Over 5 
years up 

to 10 
years

Loans 
covered 
by 
deposits 

 
Source: CBK (2011) 
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Table 8.1. ODC income statement – income and expenditures  

of which: of which:

Loans Securit ies Fees and 
commissi

ons

Deposits Borrowin
gs

Other Provision
s for loan 
and other 

assets 
losses

2001 December 5.5 16.6 7.2 2.1 … 9.4 9.2 10.1 1.3 0.8 0.5 … 0.6 0.6 8.2

2002 December 0.9 31.9 17.8 9.4 0.2 14.0 13.2 28.4 3.5 3.1 0.4 … 3.3 3.3 21.6

2003 December 5.3 48.7 30.7 23.8 0.8 18.0 16.8 40.9 5.3 4.8 0.5 … 7.7 7.7 27.9

2004 December 10.7 73.4 54.0 48.1 3.4 19.4 17.5 58.9 10.0 9.2 0.7 … 11.1 11.1 37.8

2005 December 11.0 94.3 74.6 68.0 2.7 19.7 17.4 78.0 15.4 13.9 1.5 … 13.4 13.4 49.2

2006 December 19.7 114.0 88.8 79.4 2.8 25.2 22.5 88.5 19.9 17.5 2.4 … 13.7 13.7 54.8

2007 December 41.7 157.3 117.9 103.0 3.6 39.5 23.8 115.6 26.0 23.2 2.8 … 19.9 17.8 69.7

2008 December 38.0 195.0 155.7 140.4 2.3 39.3 30.2 146.0 43.1 35.1 2.8 5.1 27.7 22.8 86.2

2009 December 31.4 203.3 164.6 159.6 1.2 38.7 32.7 171.9 52.1 48.1 3.6 0.4 32.6 33.4 86.4

M ay 13.8 85.8 69.7 67.4 1.2 16.2 14.7 72.0 24.2 21.9 2.1 0.2 12.6 9.6 35.3

June 19.4 103.2 84.5 81.8 1.4 18.7 17.3 83.8 28.4 25.9 2.5 0.1 13.2 9.5 42.2

July 23.4 121.9 99.6 96.4 1.7 22.3 20.6 98.5 33.2 30.0 2.9 0.3 16.0 11.5 49.3

 August 27.7 140.9 115.0 111.3 1.9 25.9 24.1 113.2 37.6 33.9 3.3 0.4 18.6 13.5 56.9

September 30.5 159.3 129.7 125.5 2.2 29.6 27.3 128.8 42.0 37.9 3.6 0.4 22.8 16.9 64.1

 October 35.3 178.4 144.9 140.1 2.5 33.5 30.5 143.0 46.4 42.0 4.0 0.5 25.2 18.7 71.4

 November 38.1 197.3 160.2 154.7 2.8 37.1 33.8 159.2 50.9 45.9 4.4 0.6 29.7 22.3 78.7

2010 December 37.9 217.2 175.8 169.6 3.1 41.4 37.5 179.4 55.3 49.4 4.8 1.1 36.0 28.3 88.1

 January 2.2 18.7 15.4 14.7 0.3 3.3 3.0 16.4 4.6 4.2 0.4 0.1 4.7 4.1 7.1

February 1.8 36.0 29.7 28.4 0.6 6.4 5.9 34.2 8.9 7.9 0.7 0.3 11.0 9.7 14.4

M arch 6.4 55.6 45.5 43.7 0.8 10.0 9.2 49.2 13.5 12.1 1.2 0.3 13.9 12.0 21.8

April 9.6 74.5 61.1 58.7 1.1 13.5 12.5 64.9 18.0 16.1 1.6 0.3 17.6 15.1 29.2

M ay 13.0 94.5 77.2 74.1 1.4 17.3 15.9 81.5 22.8 20.2 2.1 0.4 21.4 18.1 37.4

June 17.6 114.8 93.7 89.9 1.7 21.1 19.4 97.2 27.4 24.4 2.5 0.5 23.9 19.7 45.9

July 20.5 136.0 110.7 106.1 2.1 25.3 22.9 115.4 33.1 28.7 2.8 1.7 28.2 23.4 54.1

August 26.2 156.9 127.5 122.2 2.4 29.4 26.8 130.6 38.1 33.1 3.9 1.1 30.5 24.6 62.0

September 28.4 176.4 143.9 137.8 2.8 32.5 30.5 148.0 43.1 37.6 4.4 1.2 35.1 28.8 69.8

October 33.3 197.3 160.9 153.8 3.3 36.3 34.1 164.0 48.2 42.1 4.8 1.3 37.7 30.7 78.0

November 36.5 217.6 177.7 169.7 3.7 40.0 37.7 181.1 53.2 46.6 5.1 1.5 41.0 33.3 86.9

2011  December 42.2 240.0 195.0 186.2 4.2 45.0 41.7 197.8 58.4 51.3 5.6 1.5 42.7 34.2 96.7

January 3.3 20.3 16.9 16.1 0.5 3.5 3.3 17.0 5.1 4.6 0.4 0.1 3.6 3.0 8.2

February 4.2 39.9 32.8 31.5 0.9 7.1 6.6 35.7 10.0 9.1 0.7 0.3 9.0 7.7 16.7

M arch 8.8 61.4 50.0 47.9 1.3 11.4 10.3 52.5 15.2 13.8 1.0 0.4 12.7 10.7 24.7

April 11.9 81.9 66.7 63.9 1.8 15.2 13.9 70.0 20.3 18.2 1.5 0.5 16.8 14.3 32.9

M ay 14.2 103.2 84.1 80.6 2.3 19.1 17.8 89.0 25.4 22.9 1.8 0.7 22.3 19.0 41.4

2012 June 12.6 124.2 101.1 96.9 2.8 23.1 21.5 111.6 30.5 27.6 2.1 0.8 31.5 27.5 49.7

D escrip t ion

Net 
Income

Income Expenditures

of which: Non-
Interest 

expenditu
res

Interest expenditures Non-
Interest 
income

General 
and 

administr
at ive 

expenses

Interest  
income 

 

Source: CBK (2011) 
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