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Summary
The economic growth rate for 2014, according to
the CBK projections, was 3.0 percent. This
increase is estimated to have been primarily a
result of consumption growth, while investments
and net exports are estimated to have had a
negative contribution. In 2014, the economy was
characterized with an increase in bank lending,
government current expenditures and an
increase in remittances. However, an increase in
the trade deficit and a decline in the public
investments and in foreign direct investments in
2014 has resulted in a slower annual growth
rate. In 2014, real GDP growth rate was 3.0
percent, compared to the growth rate of 3.4
percent in the previous year. In 2015, real
economic growth rate is expected to be 3.9
percent.
The banking sector
during 2014 was
characterized by a high growth rate in loans,
which marked an increase of 4.2 percent. On the
other hand, deposits recorded a growth of 3.6
percent compared with 7.5 percent growth in the
previous year. The banking sector continued to
reduce interest rates on loans as well as in
deposits. The average interest rate on loans in
December 2014 was 9.2 percent, while the
average interest rate on deposits was 1.1 percent.
Kosovo’s banking sector continues to have good

position also on the level of capitalization and
liquidity.
Fiscal sector was characterized by a slight
increase of the budget revenues, while budget
expenditures recorded a similar level to the
previous year. The considerable decline in capital
expenditures in 2014 was neutralized to some
extent by the increase of wages and pensions.
The external sector in 2014 was characterized
with an increase of the trade deficit by 2.7
percent. During this period, imports of goods
recorded an annual growth of 3.6 percent, while
exports marked an increase of 10.5 percent. The
coverage rate of imports by exports increased to
12.8 percent from 12.0 percent in 2013.
Remittances continued to represent a stable
source of income, increasing significantly in the
first nine months of 2014, while foreign direct
investments recorded a significantly lower level
compared with the previous year.
Inflation has continued to decline. During 2014,
the average inflation rate was 0.4 percent
compared with 1.8 percent as it was in the
previous year. The level of inflation in Kosovo
largely reflects the changes in import prices,
which are mainly reflected in the economy
through food prices and oil prices.

loan portfolio quality where the rate of
nonperforming loans reached 8.3 percent in
December 2014, representing a lower rate than
8.7 percent as it was in December 2013. The
banking sector continues to have a satisfactory
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Through this program, the ECB is expected to
Euro area and Western Balkans

purchase securities of European governments and
agencies

Economic activity in the euro area marked a recovery
in Q4 2014, surpassing the risk of a recession return.
However, the economic activity growth in Q4 2014
was concentrated in the main economies of the euro
area, mainly in Germany, while various parts of the

of

the

European

institutions

on

the

secondary markets. The purchase of securities in the
public and private sector, within this program are
expected to reach a value of euro 60 billion per month.
Quantitative easing program is expected to last until
September 2016.

euro area continued to be characterized by weak
growth and recession. In Q4 2014, compared to the
same period of the previous year, the economic growth
in the euro area reached 0.9 percent. Despite of being
considered as a modest economic growth, further
reinforcement signals of the activity in the euro area
mainly rely on further decline of oil prices, which is
expected to be reflected in increased customer
confidence

and

consequently

in

increased

expenditures. Also, the increase in economic activity

Figure 1. EURIBOR interbank lending and ECB
refinancing rate
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is expected to be supported by the continuous growth
of exports to the euro area as a result of the
depreciation of the euro, and the beginning of
implementation of the program of quantitative easing
by the European Central Bank (ECB).

Source: Euribor (2014) and ECB (2014)

In December 2014, the ECB held unchanged the
refinancing rate, which led to a slight increase in 1
month interest rates of Euribor interbank lending. In
December 2014, one month Euribor rates increased at

According to the ECB, the average inflation rate in

an average of 0,023 percent from 0.018 percent in

the euro area in 2014 declined to 0.4 percent, from 1.4

September 2014. On the other hand, the 12-month

percent in 2013. The continuous decline in prices in

average rates declined to an average rate of 0.33

the international markets has resulted in a deflation

percent, in December 2014 from an average of 0.36

of 0.6 percent and 0.3 percent in January and

percent in September 2014.

February 2015.
The performance of the economic activity in the
In order to act against the deflation risk in the euro

Western Balkans in the second half of 2014 is

area and to improve the economy which is still fragile

generally estimated to have been weaker. Macedonia

in the region, the ECB has decided to launch a

was characterized by increased economic activity

program of quantitative easing as of March 2015.

during this period, while Albania, Bosnia and
4
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activity during the second half of 2014. Serbia was the
only country in the region that recorded an economic
decline in the second consecutive quarter.
Similar to the euro area, the inflation in the Western
Balkans during 2014 was characterized by weak

Figure 3. Gold price, in USD per ounce
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Herzegovina and Montenegro had a weaker economic

growth trend. The average inflation rate in the region,
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in Q3 2014, was 0.5 percent. Within these countries,
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Source: World Bank (2014), Goldman Sachs, Merill Lynch (2014*)
and CBK calculations

ware characterized with deflation.
Food products on the global level during 2014 were
Oil prices (Brent crude) 1 in January-December 2014

characterized by price decline compared to the

recorded an annual decline of 9.1 percent (figure 2).

previous year (figure 4).

During Q4 2014 compared to the same quarter in the
previous year, oil prices were lower with an average of

Figure 4. Food price index
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Figure 2. Brent crude oil price, in USD
140
120

100

Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec

80
60

2008

40
20

2009

2010

2011

Food price index

Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec
Mar
Jun
Sep
Dec

0

2008

2009

2010

2011

2012

2013

2014

Source: World Bank, EIA (2014), and CBK calculations

30.5 percent.
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Cereals price index

Source: FAOUN (2014), IMF projections (2014) calculated by CBK

During 2014, compared to the previous year, food
products had lower prices with an average of 4.2
percent, while cereals had a lower price with an

With a price decline during 2014 were characterized

average of 12.5 percent. The decline of cereal prices

also the gold metals (figure 3). In 2014, the price of

during Q4 2014 compared to Q4 2013 was around 6.6

gold was about 10.3 percent lower compared to the

percent, while the general index of food products was

previous year. In Q4 2014 gold prices recorded an

lower for about 7.3 percent.

annual decline of 5.7 percent.
Exchange rate of euro against major currencies,
1

‘Brent Crude’ represents commercial classification for oil produced in the North Sea as a
representative of oil prices on the global level.
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depreciation. Euro depreciated against the British

an acceleration of economic growth, which is expected

pound and the Swiss Franc with 0.6 percent, while

to be generated by domestic demand, and especially

against the US dollar euro marked depreciation of 5.7

by investments.

percent

(figure

5).

Figure 5. Euro exchange rate
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hand, public investments in 2014 marked a decline of
22.3 percent, while also the foreign direct investments
(FDI) until September recorded a decline of 44.7
percent. The decline in public investments, which is
mainly attributed to political developments regarding

Kosovo’s Economy

the institution establishment, has made the real

Real Sector

growth of GDP to be lower compared to the previous

Real economic growth rate in Kosovo in 2014,

year. Private sector activity is supported by the

according to the CBK estimates, was 3.0 percent

banking system loans which in 2014 accelerated the

(figure 6).

growth trend.

Figure 6. Real GDP growth rate, in percent

Figure 7. Inflation rate, annual change in percent
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The growth for 2014 is based mainly on consumption
growth, while investments and net exports are
estimated to have contributed negatively. For 2015,
Kosovo's economy is expected to be characterized by

Source: KAS (2015)

Inflation in Kosovo, expressed by the consumer price
index (CPI), during 2014 was characterized by a
significantly lower rate compared to the previous
6
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year. Unlike 2013, which had begun with the higher

reduction of inflation because they comprise about

rate

37.8 percent of Kosovo consumer basket.

of

inflation

and

was

characterized

by

a

continuous decrease, 2014 started with a very low
rate of inflation which gradually marked an increase
and again declined in Q4. The average annual
inflation rate in 2014 was 0.4 percent compared to the
average of 1.8 percent in the previous year (figure 7).

Price movements in Kosovo are similar to the
movements of prices in international markets due to
the high dependence of the Kosovo’s economy on
imports. This is shown also by the similar behavior of
import price index and CPI (figure 9).

During 2014, the CPI components such as alcoholic
beverages and tobacco marked an increase of 4.3
percent, electricity, gas and other fuels increased for

Figure 9. Consumer, producer and import price
indices
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Average import prices until September 2014 marked a

5
0

decrease of 0.6 percent (0.5 percent growth in the

-5

same period of 2013). Within the import prices, the
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Figure 8. Price movement by components, annual
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The education price decrease is attributed to the
government decision by which the educational prices

prices of vegetable product and shoes recorded a
higher growth of 21.6 percent and 20.9 percent,
respectively, followed by base metals with 12.2
percent, while textile prices recorded the highest price
decline with 24.1 percent, followed by food products
with 7.2 percent.

marked a decrease of 50 percent for public university
students, while the decline in prices of transport
services was attributed to the decline in the price of
fuel. Prices of food products and beverages marked a
decline of 0.2 percent (figure 8). Despite of the slight
price decline, food products represent one of the
categories with the most important impact in the

Producer price index until September 2014 recorded
an average annual growth of 0.8 percent while in the
same period of the previous year marked an increase
of 3.1 percent. Price increase was more significant in
the production of chemical products with 34.5 percent
and the production of wood and articles thereof with
11.4 percent. On the other hand, producer prices

7
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declined mostly in the extraction of metals with 16.3

along with hotels, manufacturing, construction and

percent, followed by price decrease of production of

agriculture (figure 11).

electrical equipment with 15.9 percent, production of
paper and articles thereof with 9.4 percent, etc.

Compared to the previous year, there was a decline in
the number of registered enterprises related to the

Figure 10. Business registry, non-cummulative
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previous year. The higher level of revenues was
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During

Primary Budget revenues in 2014 amounted to euro

there

were

registered

9,404 new

reached despite the fact that in 2014 were collected

enterprises or 16 enterprises fewer than in the

only euro 15.0 million revenues in the form of

previous year, while 1,671 businesses were closed or

dividend from public enterprises, while

in the

163 businesses more than in the previous year (figure

previous

million

10).

revenues from the dividend. If the revenues from

Figure 11. Structure of new enterprises
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The structure of new registered enterprises is similar
to the last year where the trade sector dominates,

the primary deficit of about euro 150 million recorded
in the previous year (2.9 percent of GDP).
Execution of planned expenditures, in 2014, was
almost the same compared to the previous year (91
percent of the annual plan). Wages and salaries and
subsidies and transfers marked a higher level of
implementation compared with the plan, while capital
8
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expenditures were realized only to the extent of 80.0

percent and reached a value of euro 205.8 million. On

percent of the plan compared with 84.4 percent of

the other hand, government expenditures on wages

implementation in the previous year. On the other

and salaries increased by 17.3 percent and reached a

hand, the realization of the budget revenues reached

value of euro 485.2 million, which is primarily a result

the level of 90.9 percent of the plan for 2014, which is

of the government's decision to raise wages. Subsidies

1.4 percentage points lower than in the previous year.

and transfers also increased by 15.4 percent and

Regarding the structure of budget revenues, it was

reached a value of euro 361.2 million.

observed an increase of revenues collected at the

Public debt at the end of 2014 reached euro 582.9

border which recorded an annual growth of 4.0

million from euro 476.3 million as it was in the

percent, thus reaching the level of euro 868.6 million

previous year, while as a percentage of GDP has

net. The revenues collected from local taxes amounted

reached 10.6 percent from 9.1 percent in the previous

to euro 272.6 million net, representing an increase of

year. This increase of 22.4 percent of public debt is

0.7 percent compared to the previous year. Non-tax

attributed mainly to increased domestic debt, while

revenues amounted to euro 46.7 million which

foreign debt has remained almost unchanged.

represents an annual increase of 8.0 percent. Also,
own source revenues (central and local) marked an
increase of 3.4 percent, reaching a value of euro 98.2
million.

Financial System
In December 2014, the value of assets of the financial
system of Kosovo reached euro 4.54 billion, marking

Regarding expenditures, wages and salaries and

an annual growth of 7.4 percent. This increase is

subsidies and transfers increased compared to the

attributed

previous year, while capital expenditures and goods

commercial banks and pension funds.

and services declined. Capital investments, which in
2014

represented

about

28.1

percent

of

total

expenditures, recorded an amount of euro 411.4
million representing a decrease of 22.3 percent. The

mainly

to

the

growth

of

assets

of

Figure 12. Assetets of Kosovo's financial system, in
percent (Q4 2014)
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reduction of the capital investments is addressed to
the R-7 highway project completion, which in the

Pension funds,
24.1%
Commercial
banks, 70.1%

previous year was under implementation. In addition
to the completion of the R-7 highway project, the
delay in establishing the institutions after the
elections of June 2014 led to the postponement of the
implementation of some capital projects. Government
expenditures on goods and services declined for 3.6
9

Source: CBK (2015)

The insurance sector, despite the expansion of the
activity, had small contribution to the growth of total

Quarterly assessment of the economy, No. 9, Q IV/2014

assets of the system. While the microfinance sector

category of cash and balance with CBK marked a

assets and financial auxiliaries were almost neutral

decline. This trend shows a shift of funds towards the

as regards to the growth contribution of total assets

most important categories such as lending and

(figure 12).

securities.

Banking Sector

It is worth mentioning that during 2014, despite the

Assets

slowdown in the growth of total assets, lending

The value of the total assets of the banking sector in
December 2014 amounted to euro 3.18 billion,
corresponding to an annual increase of 4.2 percent
(figure 13). During 2014, the growth rate of the
banking activity was slowed down compared to the
accelerated growth recorded in the previous year. This

activity has accelerated the growth pace being
recovered from the slow growth of the recent years.
Unlike loans, categories of securities and the balance
with other banks marked a slowdown in their growth
during 2014, while cash and balances with the CBK
declined.

was a result of the slowdown of the growth of deposits

Investments in securities, in December 2014 reached

which represent the main source of funding for banks.

a value of euro 383.8 million, marking an annual

Deposits in 2014 were characterized by the lowest

growth of 8.3 percent, representing a significantly

growth rate ever marked since the beginning of the

lower rate than 38.2 percent increase from the

operation of the banking sector in Kosovo, mainly due

previous year. In the context of investments in

to the sharp decline of the interest rates on deposits.

securities, during 2014, banks were oriented more in

Figure 13. Assets of commercial banks, annual
3,500
changes, in millions of euro
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The structure of the banking sector assets, in general,
remains similar to the previous year. During 2014 it
was observed a slight increase of the share of
categories of the balance with other banks, securities,
and loans to total assets of the banks, while the

which accounted for 50.2 percent of total investment
portfolio compared to 28.2 in the previous year. While
investments in securities of foreign governments
marked a decline in the portfolio investments for 22.0
percentage points, thus reaching 49.7 percent. This
shift towards investments in the country was mainly
a

result

of

higher

interest

rates

on

Kosovo’s

government securities compared to the previous year
and

interest

governments.

rates

in

Another

securities

of

category

that

foreign
was

characterized by slow growth was the balance with
other banks which during 2014 marked a growth of
15.0 percent compared to the growth of 18.1 percent
in 2013.
10
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The only category that was characterized by a decline

billion, representing an annual increase of 4.2 percent

during 2014 was cash and balances with the CBK

(2.4 percent in 2013) (figure 14).

which marked an annual decline of 3.5 percent
compared with 8.8 percent increase in the previous
year. This decrease is mainly attributed to the
reduction of stocks of assets held over the required

New loans issued in 2014 amounted to euro 993.9
million, representing an annual growth of 30.4
percent, compared with the growth of 2.4 percent in
2013 (figure 15). This suggests that the recovery of

level.

lending activity will continue in the following year.
Figure 14. Growth trend of loans and deposits, in
percent
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Regarding loans to households, the accelerated
growth was a result of the wages increase of the civil
servants in one hand and the pressure of competition

-5%

which resulted in lending ease, on the other hand.

-10%

Whereas, regarding loans to enterprises, the demand

December 2014

Annual change of new loans

Source: CBK (2015)

was higher by SMEs than by large enterprises.2 This
led to lending ease standards to enterprises, where

In December 2014, total loans amounted to euro 1.88
2

11

6%

35%

1,000
800

12%

Based on the bank lending survey results for December 2014.
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the annual growth for this category remains similar to
the last year.

agriculture,

and

services

during

2014.

Figure 18. Annual growth of loans by sectors

Figure 17. Loans by economic sectors, in percent
(Dec. 2014)
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Manufacturing1
2.0%

With regard to the maturity, the structure of total
loans continues to be dominated by loans 'over 1 to 5

Source: CBK (2015)

The structure of loans to enterprises by economic

years' also during 2014 (figure 19). Compared to the

activity continues to be dominated by loans intended

previous year, in December 2014 it is observed an

for trade with a share of 53.4 percent, followed by 12.0

increase in the share of long-term loans with a

percent loans to manufacturing and construction with

maturity 'over 5 years' while a decrease in loans with

8.4 percent. The agricultural sector continues to have

shorter maturity ‘up to 1 year’.

the lowest access in bank financing, with a share of
4.0 percent of total loans to enterprises (figure 17).

Figure 19. Structure of loans by maturity
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loans to construction were characterized with an

This shift towards long-term loans is more significant

annual decline of 12.2 percent (figure 18). The main

in the structure of new loans. During 2014, loans with

factor which had an impact in the lending growth to

maturity ‘over 5 years’ expanded the share in total

almost all economic sectors can be the decrease of the

new loans to 24.2 percent from 15.8 percent as it was

average annual interest rates on loans to industry,

in the previous year. Another more significant
movement in the structure of new loans is the sharp
12
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decline of the share of mid-term loans 'over 1 to 5

the same period of the previous year, is the more

years' at 65.2 percent compared to the previous years

significant increase of the total accumulated profit of

(figure 20).

the banking sector, during 2014.
Another category of liabilities, subordinated debt, as

Figura 20. Struktura e maturimit të kredive të reja

decrease of 16.0 percent compared to the significant
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________________________________________________
During 2014, assets of the banking sector were
characterized by slow growth compared to the previous
year, mainly as a result of the significant slowdown
growth of deposits which are the main source of
financing the banking activity. However, lending as
the most important category of the sector assets
marked an acceleration of growth during 2014.
_____________________________________________
Liabilities

Deposits
Total deposits of the banking sector, in December
2014, amounted to euro 2.53 billion, marking an
annual growth of 3.6 percent. This increase was
significantly lower compared to previous years (figure
21). The main factor that may have influenced the
slowdown in deposits is considered to be the sharp
decline of interest rates on deposits during 2014.
Figure 21. Annual change of deposits in commercial
banks, in millions of euro
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During 2014, the structure of liabilities of the banking
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within the total liabilities (2.6 percent in December

The significant decline of interest rates on deposits,

2013). The main factor which had an impact in

while

accelerating the growth of own resources, compared to
13

having

sufficient

liquidity,

during

2014,
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suggests that banks’ aim was to increase the profit

annual growth of 9.4 percent, in December 2014 (6.2

margin instead of increasing further the deposit.

percent in December 2013).

Figure 22. Structure of deposits in commercial banks

Structure of deposits by maturity was characterized
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while
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comprised 16.5 percent (figure 23).
Figure 23. Structure of deposits by maturity, in
percent
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Source: CBK (2015)
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second weighted category in the structure is that of
enterprise deposits with a share of 22.1 percent.
While the category of other deposits remain the
category with a share of 5.1 percent of total banking
sector deposits (figure 22).
Two

main

categories:

30%
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household

deposits

and

enterprise deposits were characterized by annual
slowdown growth compared with the previous year. In
December 2014, household deposits recorded an
annual growth of 4.1 percent (8.2 percent in December
2013), while deposits of enterprises recorded an
annual growth of only 0.7 percent (5.4 percent in
December 2013). The growth slowdown corresponds

The significant reduction of time deposits in the total
structure of deposits may have been influenced by the
significant decline in interest rates on deposits, which
may have discouraged depositors.
Within the structure of time deposits, in the reporting
period it is observed a discontinuation of the growth
trend from the previous three years of short term
deposits ‘up to 1 year’.

with the sharp decline in interest rates in both
categories of deposits compared to the last year. The
category of other deposits (deposits of non-residents,
non-governmental organizations, etc.) recorded an

14
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banks’ strategy orientation towards increasing the
profit margin besides increasing the deposits base

Figure 24. Structure of time deposits

while having enough liquidity. However, it is worth
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mentioning that until June 2014 it is observed an
increasing trend of interest rates on deposits (figure
25).
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Whereas, mid-term and long-term deposits were

12%

14%
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12%
8%

10%
8%
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6%

4%

4%

characterized with an increase of their share in the
structure of time deposits (figure 24).
During 2014, deposits which represent the main source of
financing were characterized by a significantly lower growth
rate compared to the previous year. This slowdown can be
largely attributed to the sharp decline in the interest rate on
deposits during this period. Subordinated debt marked a
decrease, while own resources accelerated their growth trend
thus resulting in a sharp increase of the profit of the banking
sector during this period.

Interest rates
Average interest rates on loans and deposits, during
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Interest rates on deposits (right axis)

Interest rate spread

Source: CBK (2015)

Consequently, in December 2014, interest rate spread
declined to 8.1 percent from 8.7 percent as it was in
December 2013, as a result of the interest rate
decrease of loans and deposits as well (figure 25).
Figure 26. Average interest rates on loans to
enterprises, in percent
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which banks eased lending standards. The reduction

During 2014, the declining trend of interest rates on

of interest rates in deposit also contributed to the

loans is expressed in loans to enterprises and loans to

reduction of financing costs of lending. While the

households as well. The average interest rate on loans

interest rate decline in deposits was the result of
15

Quarterly assessment of the economy, No. 9, Q IV/2014

to enterprises in December 2014 was reduced to 9.4

sharpest decline, at 9.1 percent in December 2014

percent from 10.9 percent in December 2013. Within

(11.7 percent in December 2013), while mortgage

loans to enterprises, the most significant decline was

loans declined to 8.2 percent (9.7 percent in December

recorded in non-investment loans with a maturity of

2013) (figure 27).

‘up to 1 year’, which in December 2014 declined to 9.5
percent from 11.6 percent as it was in December 2013.

Figure 28. Average interest rates on deposits, in
percent

Also, interest rates on investment loans with a
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maturity ‘up to 1 year’ decreased to 10.8 percent from
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According to the economic activity, the decline of
interest rates was more significant in loans to
agriculture and industry. The average interest rate on
loans to agriculture sector decreased to 12.6 percent
in December 2014 from 15.0 percent in December
2013, while interest rates on loans to industry
decreased to 8.9 percent from 11.0 percent as it was in
December 2013. For the services sector, the average
interest rate on loans declined to 9.9 percent in
December 2014 from 10.9 in December 2013.

deposits from 2.8 percent in December 2013 to 0.9
percent in December 2014 (figure 28).
Whereas, the enterprise deposits marked an average
increase of interest rate to 1.9 percent in December
2014 from 1.2 as it was in December 2013.
Performance of the banking sector
Kosovo’s

banking

sector

recorded

a

significant

increase in profit in 2014. Net profit realized during
the year amounted to euro 60.1 million, compared
with a value of euro 26.0 million in 2013. Profit
growth in 2014 came as a result of the better
management

of

expenditures

which

marked

a

In December 2014, the average interest rate on loans

significant decline compared to the previous year,

to households decreased to 9.0 percent, from 11.4

while revenues recorded a slight decline. Total

percent in December 2013. By the purpose of use,

expenditures of the banking sector until December

interest rates on consumer loans recorded the

2014 amounted to euro 184.2 million, which is 17.4
16
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reduction of the total expenditures was mainly caused
by the reduction of non-interest expenditures, which
marked an annual decline of 43.0 percent. Within
non-interest

expenditures,

the

most

significant

decline was marked in provisioning expenditures,
which were reduced to 55.4 percent compared with
the previous year. The lower level of provisions for
possible loan losses may be due to the decline in the
value

of

total non-performing

loans.

Also,

the

Figure 29. Revenues and expenditures of commercial
banks, in millions of euro
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reduction of interest expenses by 31.1 percent had an

In December 2014, interest income recorded an

impact in the total reduction of the expenditures.

annual decline of 1.2 percent. This reduction in

Within

on

revenues collection mainly is attributed to the

deposits recorded an annual decline of 37.3 percent,

decrease in interest income from loans, which among

which mainly reflects the reduction of the interest

others were affected by lower interest rates during

rate on deposits, but also may reflect the slower

2014 compared to the previous years. Non-interest

growth of deposits at the end of 2014.

income in December 2014 recorded an annual decline

While, general and administrative expenses, which

of 3.6 percent. This decrease was primarily a result of

represent the majority of total expenditures, were

the decline of revenues from fees and commissions

characterized with an annual growth of 1.2 percent

despite the cost increase of the banking services, as

until December 2014, means that lowering the costs of

well as other operating income (which have a small

the banking sector is not associated with the

share to total revenues) with 2.6 percent and 15.1

improved operational efficiency.

percent, respectively. The income decline from fees

interest

expenses,

interest

expenses

The banking sector revenues until December 2014
amounted to euro 244.2 million, representing an
annual decline of 1.9 percent. The reduction of
revenues was a result of reducing the two main
categories of revenues: the interest income which

and commissions despite the cost increase of the
banking services can be reflected in an increase in the
number and volume of e-banking transactions that
have lower fees compared to the services offered by
the bank affiliates.

dominates the total revenues with 80.2 percent and

The slight decrease in revenues compared with

non-interest income which comprise 19.6 percent of

significant reduction of expenditures has affected the

total revenues.

expenditures to income ratio of the banking sector
revenues
decreasing

17

to
to

mark
75.4
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percent

in

improvement

December
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compared to 89.6 percent in December 2013 (figure

and the increase in wages in the public sector might

29).

have had a positive effect in reducing the rate and the

Also, the profit realized during 2014 has had an
impact on the Return on Average Assets (ROAA) to
mark an increase reaching 1.9 percent from 0.9
percent in 2013, while Return on Average Equity
(ROAE) improved to 20.2 percent, from 9.4 percent in
2013 (figure 30).

2013. In addition non-performing loans continue to be
well covered by loan loss provisions.
Figure 31. NPL and loan loss provisions, in percent
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In December 2014, the provision coverage was 114.4
percent (110.5 percent in December 2013).
Figure 32. Annual growth rate of total loans and
nonperfrorming loans, in percent
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The banking sector recorded a significant increase in
profitability, despite the decline in revenues. The profit
growth was driven by the reduction of expenditures on loan
loss provisions and interest expenses on deposits.
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In December 2014, the amount of non-performing

Also, the banking sector level of capitalization

loans recorded an annual decline of 0.2 percent

strengthened, with capital adequacy ratio (CAR)

compared with the growth of 18.6 percent in

reaching 17.8 percent in December 2014 from 16.7

December 2013 (figure 32).

percent in December 2013. The strengthening of

The rapid growth in lending compared to the previous

banking sector capitalization is mainly attributed to

year (influenced by the record growth of new loans)
18
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improved performance of the banking sector as a

million as they were in December 2013. The increase

result of increased profit and shareholders capital.

is mainly

Kosovo’s banking sector during 2014 as well, similar
to previous years, continued to have a satisfactory
level of liquidity position. In December 2014, the loans
to deposits ratio reached 74.2 percent from 73.7

attributed

to

the

higher

return on

investments, which until December 2014 amounted to
euro 371.9 thousand. On the last day of December
2014, the share price of SKPF reached euro 145.16
(euro 129.97 in December 2013). 4

percent in December 2013. Besides that, the liquid
assets to total short-term liabilities ratio stood at 43.3
percent in December 2014.3

Microfinance institutions (MFI)
The contraction of the activity that characterized the
microfinance sector in the recent years was reversed

Pension funds

in 2014. . In December 2014, the total value of assets

Pension sector assets, in December 2014, reached a

of microfinance institutions reached euro

value of euro 1.09 billion, marking an annual growth

million (figure 33).

of 19.1 percent. The structure of the pension sector
assets is dominated by the Kosovo Pension Savings
Fund (KPSF) which manages 99.5 percent of total
assets, while the remainder of 0.5 percent of the fund
is managed by the Slovenian-Kosovo Pension Fund
(SKPF).

112.9

Microfinance institutions were characterized with an
increase in their lending activity and leasing. In
December 2014, the total value of loans reached euro
74.4 million, representing an annual increase of 2.9
percent (an annual decline of 6.7 percent in the
previous year).

KPSF during 2014 has continued to expand as a
Figure 33. Assets of microfinance institutions and
annual growth

result of a positive return on investments and new
collection of pension contributions. Total assets of
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The lending growth in 2014 was a result of the
expansion of the business lending activity, while
household loans were characterized by a slight

3

With the CBK regulation the minimum level of the liquid assets to short-term liabilities ratio is
required to be 25 percent.

2%

-4%

-2.5%
-9.0%

with about 476.6 thousand contributors.

activity. In December 2014, total assets of SKPF

120

105

until December 2014 amounted to euro 128.8 million,

Positive performance was also observed in SKPF

127.2

4

The base value of the SKPF share price is 100, while KPSF base value is 1.
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decline. In December 2014, business loans marked an
annual growth of 10.0 percent, while household loans
marked an annual decline of 0.4 percent. The annual

Figure 34. Structure of microfinance loans by
maturity, in percent
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which account for 46.5 percent of the total structure

Leasing for households were characterized by annual

were characterized with an annual growth of 10.6

growth of 97.6 percent in December 2014 mainly due

percent in December 2014 (an annual decline of 14.4

to the increase of mortgage leasing to euro 11.0

percent in December 2013). Loans to industry sector,

million from euro 5.2 million in the previous year.

which comprise the second category by weight within

While business leasing recorded an annual decline of

the structure, marked a more significant annual

34.9 percent, in December 2014, mainly due to the

growth of 15.3 percent in December 2014 compared to

reduction of the mortgage leasing and the purchase of

the decline of 16.7 percent in December 2013. Similar

equipment leasing. The microfinance sector continues

movements also marked the category of loans to

to be characterized by high interest rates on loans.

agriculture which were characterized by annual

The average effective interest rate on loans issued by

growth of 3.6 percent in December 2014 (a decrease of

this sector in December 2014 was 23.3 percent (22.6

22.6 percent in December 2013).

percent in December 2013). The average interest rate

The structure of MFI loans by maturity remains

on loans to enterprises in December 2014 was 22.6

similar to previous years, dominated by medium-term

percent (19.8 percent in December 2013), whereas the

loans, followed by those with short-term maturity,

average interest rate on household loans was 23.8

while long-term loans continue to have low share.

percent (23.7 percent in December 2013).

Loans with maturity 'over 1 to 5 years' in December

In the context of enterprise loans, the average interest

2014 had a share of 86.3 percent to total loans,

rate on loans to agriculture and services in December

followed by those with maturity 'up to 1 year' with

2014 increased to 25.5 percent and 21.7 percent,

13.4 percent and 'over 5 years' with a share of 0.4

respectively,

(25.0

percent (figure 34) . The value of leasing, in December

respectively,

in

2014, amounted to euro 22.4 million, marking an

average interest rate on loans to industry sector

annual growth of 1.4 percent (annual growth of 6.0

decreased to 23.8 percent from 25.3 percent in

percent in December 2013).

December 2013. The decrease of interest rates on

percent

December

and
2013).

20.4

percent,

Whereas,

the
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loans

to

agriculture

and

industry

may

have

contributed to a sharp increase in lending to these two
categories compared to the previous year.
Microfinance institutions continue to be characterized
by relatively low level of non-performing loans and
satisfactory level of loan loss provisions for covering
this category of loans. In December 2014, the level of
non-performing loans to total loans was 4.8 percent,
which represents a decrease compared to the same
period of the previous year when this ratio stood at
5.2 percent. Also, the coverage of non-performing

Insurance companies
Total assets of the insurance sector,

recorded an

annual growth of 5.8 percent in December 2014,
reaching euro 140.4 million. Within the structure of
total assets, non-life insurance account for euro 126.3
million, while life insurance reach the value of euro
14.1 million.
The value of the written premiums during this period
amounted to euro 82.0 million, which represents an
increase of 3.7 percent compared to December 2013.

loans by provisions improved to 113.1 percent in

Non-life insurance premiums generated euro 79.6

December 2014 compared to the level of 107.0 percent

million, while life insurance generated euro 2.4

in December 2013.

million. The total value of claims paid until December

Until December 2014, the microfinance sector realized

2014 amounted to euro 33.4 million, of which euro

revenues of euro 19.3 million, which compared to the

19.1 million account for claims paid in the context of

previous year represents an increase of 0.6 percent (a

insurance against third party liability.

decrease of 7.5 percent as of December 2013). While,
expenditures marked an annual decline of 7.7 percent
mainly as a result of the reduction of provision
expenses for possible loan losses and reduction of
personnel expenses. The total value of expenditures
until December 2014 decreased to euro 18.0 million,
and resulted in a net profit of euro 1.3 million against
losses of euro 0.3 million in the same period of the
previous year. The profit in 2014 led to improved
profitability indicators such as Return on Average
Assets (ROAA) and Return on Average Equity
(ROAE). ROAA improved to 1.1 percent (-0.3 percent
in 2013), while ROAE improved to 4.3 percent (-1.1
percent in 2013).

Until December 2014, the insurance sector recorded a
loss of euro 318.8 thousand, compared with losses of
euro 754.6 thousand in the previous year. Non-life
insurance continues to be characterized with losses,
compared to the life insurance which had a good
financial performance. Until December 2014, the nonlife insurance marked a loss of euro 806.3 thousand
compared with losses of euro 1.0 million during the
same period of the previous year. Life insurance was
characterized by a profit increase to euro 487.5
thousand from euro 287.4 thousand profit as it was in
the previous year.
The loss reduction had an impact on profitability
indicators such as Return on Average Assets (ROAA)
and Return on Average Equity (ROAE). ROAA
improved to -0.23 percent (-0.26 per cent in 2013)
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while ROAE improved to -0.68 percent (-0.74 per cent
in 2013).

Figure 35. Strukcure of government securities by
maturity, in percent
100%

__________________________________________________
Pension sector continued to have good financial performance and
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Source: CBK (2015)

Treasury bills market continued to be very attractive
to the primary actors in 2014. This was evidenced in

Since 2012 when the issuance of securities first

the growth of commercial banks’ investments and in

started, , the bidding amount of the participants was

the Kosovo government’s treasury bills, whereas

consistently higher than the amount required by the

investments in foreign governments’ treasury bills

Treasury Department of the Ministry of Finance.

were characterized with a decline.

However, during 2014 compared to the previous year,

During 2014,

the Kosovo Pension Saving Fund

a decrease of the bid price against the asking price

(KPSF) has increased investments in securities

was observed, which was 1.4 times higher (1.9 times

compared to the previous year. During the period of

higher in 2013). This decrease is mainly attributed to

January to December 2014, the Kosovo government

the

has fulfilled the needs for financing its activities by

Department by the primary actors concerning the

expanding the volume of securities emissions to euro

treasury bills with a maturity up to 91 days and those

397.0 million (euro 308.2 million in the previous year).

with a maturity up to 182 days. Also, the rapid

In 2014, the published calendar for securities had a
total of 21 auctions: 4 with a maturity of 91 days, 7
with 182 days maturity, 6 with 364 days of maturity,
and 4 auctions with a maturity of two years.

unfulfilled

requirements

of

the

Treasury

growth of lending by banks in 2014 and the slowdown
of deposits (decrease in time deposits) as a funding
source, may have contributed to the bid reduction on
securities by banks.

Compared to the previous year, there is a shift of the

The average interest rate on securities during 2014

emission of short-term securities towards long-term

was higher compared to the previous year. Higher

ones (figure 35). This shift, among others, was

interest rates may have been affected by the lower

affected also by higher interest rates on long-term

supply in securities.

securities compared to those with shorter maturities.
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compared to the value of euro 207.2 million as it was

Figure 36. Interest rate on government securities by
maturity, in percent
3%

in the same period of the previous year.

2.8%

2.7%
2.5%

The current account deficit worsened during the first

3%
2.0%

2%

nine months of 2014 mainly due to the increase in

1.7%

2%

goods deficit for 3.6 percent, while the balance of

1.3%

1.3%

trade in services was characterized by an increase of

1%
0.6%

0.6%

4.4 percent. In the first nine months of 2014, the

1%

primary income account was characterized with an
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Jan-Dec 2013

91 days

182 days

Jan-Dec 2014

364 days

increase in the positive balance (7.3 percent), while

731 days

the secondary income account was characterized by a

Source: CBK (2015)

Also, higher average interest rates on securities may

decrease in positive balance (2.7 percent).

have been affected by the beginning of the emission of

The deficit in the goods account amounted to euro 2.2

securities with maturity of 2 years during 2014, which

billion up to December 2014, which represents an

were characterized by higher interest rates (figure

increase of 2.7 percent compared to the same period of

36).

the previous year (figure 37). Total exports in
December 2014 amounted to euro 324.6 million,

External sector

corresponding to an annual growth of 10.5 percent.

The balance of payments position deteriorated in the
first nine months of 2014 compared to the same period
of the previous year.

The exports growth during this period is mainly
attributed to the increase of the total value of exports
of base metals, as one of the categories with the

Figure 37. Exports, imports and and trade balance, in
millions of euro
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The current and capital account deficit amounted at
euro 285.4 million in January-September 2014,
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Within total imports, the category of machinery and
electrical equipment, vehicle and other transport
means and imports of vegetable products were
characterized with an annual increase, while the
value of imports of mineral products and food
products marked a decline.
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The increase of total exports value in 2014 resulted in

contribute to the narrowing of the current account

an increase of the coverage rate of imports by exports

deficit. The value of total remittances received in the

to 12.8 percent from 12.0 percent as it was in

country in the first nine months of 2014 amounted to

December 2013.

euro 505.6 million, corresponding to an annual growth
of 11.2 percent (figure 38).

Figure 38. Remittances, in millions of euro
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The largest category within the primary income

as to the distribution of the superdividend of some of

account remained the income from compensation of

the foreign companies operating in Kosovo (figure 39).

5

employees, i.e. the income from workers abroad.
Revenues

from

the

compensation

of

employees

declined in the first nine months of 2014 to euro 154.1
million from euro 164.8 million as they were in the
same period of the previous year.
Figure 39. Structure of foreign direct investments, in
millions of euro
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Remittances, which represent the largest category
within

secondary

income

account,

continue

to

5

The superdividend implies the dividend which is higher than the company’s profits. The
distribution of the superdividend has an effect on the decrease of the share capital,
representing a reduction of FDI.
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Selected macroeconomic indicators
Description

2013

2014

Real sector 1/
PBB (in millions of euro)

-

-

Prices (annual average)

1.8%

0.4%

Prices (year-on-year)

0.6%

-0.5%

Revenues (in millions of euro) 3/

1,312.7

1,332.8

Expenditures (in millions of euro)

1,463.1

1,463.6

-2.8%

-2.4%

4,231.3

4,543.2

3,059.3

3,186.8

Loans

1,805.8

1,882.3

Deposits

2,449.0

2,537.5

Fiscal sector 2/

Balance, as percentage to GDP
Financial sector (in millions of euro) 3/
Financial corporations assets
of w hich: Banks

Interest rates on loans, end of period

11.1

9.2

Interest rate on deposits, end of period

2.4

1.1

Interest rate gap

8.7

8.1

External sector, (in millions of euro) 3/

Septem ber 2013

Septem ber 2014

Balance of payments
Current account
of w hich: remittances
Financial account

-230.6

-290.9

454.6

505.8

-70.0

-7.4

Foreign direct investments in Kosovo

219.6

121.5

Portfolio investments, net

227.0

112.6

Other investments, net

-176.7

-39.2

414.9

396.7

Assets

4,076.4

4,299.5

Liabilities

3,661.5

3,902.8

1,584.8

1,690.0

1,197.0

1,306.6

387.8

383.4

International investments position, net

External debt, total
External private debt
External public debt
Source:
1/ KAS (2015).
2/ MF (2015).
3/ CBK (2015).
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