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Abstract

Since the two levels banking system was created in 1992, to it’s lately liberalization, the Albanian banking market has had substantial changes. The Albanian banking system is composed from banks of 100% private equity, most of which are of foreign equity and only 3 banks are of Albanian property. One of them “Banka Popullore”, has just changed the shareholders structure, and 75% of its shares passed to the French group Societe Generale.

But, even that the property in the banking system is not owned from the state, the trust in the banks from the public has grown, although it was considerably hurt from the 1997 crisis and the panic of 2002. New banking products were born and developed. Nowadays services like the credit cards or the on-line payments are operative in some banks of the banking system. There is a loans market increase and with a risk level non comparable with the first years of the transition. Parallel to the increase of the number of the banks also increased the number of the branches and the banking agencies. So from a banking system compounded from three banks all owned by the state (BKT, BK, BKA) nowadays the banking system is composed by 17 banks extended in 392 branches and banking agencies. 

Although all the developments until now are positive still we can not say that we have a banking system developed as it should be. There are still some problems and malfunction of the system in some directions. So although the loans level in the last years has been growing, the level of intermediation remains still low. Many individuals or business do not have the possibility to be financed from banks. The loan/deposits ratio is equal to 36 %. This level shows that a little more than one third of the deposits accumulated are given as loan for the economy. The other part mostly goes to finance the public sector. Positively, the treasury bills have an important place in the commercial banks portfolios in the country. For each 100 ALL of deposits accumulated about 32 ALL go to the purchase of treasury bills of the Albanian government. 

From the other side the loans interest rates are still in high levels and the difference with the deposits interest is also high. Regardless of the first signs of competition the market still remains concentrated in few banks. These and other problems mainly come from the proper way of development of the banking system and its new age.

****

It is often accepted that part of the malfunctioning of a market can be avoided with the increase of the competition. And it is precisely its lack the reason of the existence of a part of the problems of the market. Positively the domination and the concentration are two indicators that express the level of competition in the banking market. A banking system which activities are dominated from a bank or are concentrated in few banks has a low level of competition.

Specially, the domination of the banking system happens when a sole bank controls a big part of the market. Naturally different countries have determined different quotes on which a bank can be determined as domineer of the banking system. In the Albanian case a bank is determined as domineer of the banking market if it possesses over 40% of the market. Meanwhile the domination of the system from a sole bank happens rarely the banking systems concentrated in a small group of banks is an occurrence that is faced more often. But the banking market dominated from a bank and the banking market which activities are concentrated in a small group of banks too, have a low level of competition and a high level of the “H” indices which measures precisely the concentration in a banking system.

The measurement of the concentration by The “H” indices
The “H” (Herfindaflit) indices is a measure of the level of the concentration of the banking system of a country. A high level of the indices shows a high level of concentration and as a consequence a low level of competition. A low level of the indices shows a low level of concentration which is sign of a banking market with a high competition. The calculations of the level of the indices are especially important for the assets, the deposits and the loans of the banking system. 
How are interpreted the values of The “H” indices?

The values of The “H” indices are lower than 1 and higher than the average weight of the banking system. So, for a banking system like ours with 17 banks
, the average weight for every bank is considered 1/17=0.0588 or 5.88%. The meaning of this ratio is this: if every bank would have 5.88% of the market than the market would be shared in an equal way from all the banks and so the level of competition would be high and there would not be concentration. Otherwise, in the case when one or some banks posses the biggest part of the market than we say that the level of competition is low and the level of concentration is high. In this case the indices value is close to 1.

The “H” indices values during the last years

Since the 1994, after the liberalization of the banking system and the access of some foreign banks, there have been two periods of changes of the degrees of domination in the banking system. 

The first period, which starts in the year 1994 and continues until the year 2000 is characterized from a constant growth of the level of domination of the banking system from the Savings Bank. In 1994 The Savings Bank assets were only 18% of the market total assets while in the year 2000 the assets of this bank were 63.3% of the market total assets. The same happened in the deposits market. From 47.6% of the deposits that were accumulated by The Savings Bank in 1994, its market share in the deposits market went to 71.3% in the year 2000.

The banking system had an important change in the year 1997. After that year The Savings Bank increased constantly its market share. So the assets of this bank from 29% of the market total assets that were in 1996 increased to 62.7% in 1997. This signed the beginning of clear market domination from the Savings Bank. 

After the 2000, with the increase of the number of banks and their market share, it began to decline the market share of The Savings Bank, decline that continued also after its privatization. Actually, it can be said that the domination of The Raiffeisen Bank has constantly declined and the competition in the banking system began to be felt. From the possession of 63.3% of the assets of the banking system in the 2000 from The Savings Bank, now The Raiffeisen Bank possesses nearly 31.94 % of the assets. 

The market share of the other banks has been increasing. Other banks like The Commercial National Bank, The American Bank of Albania, Tirana Bank etc an increase in their market shares. So The American Bank of Albania, with an assets level of ALL 11.84 billion in the end of the 2000, had 4.37% of the assets of the Albanian banking system. During the next 7 years this banks assets were multiplied by nearly six times increasing also its market share to 10.62 % in the end of the 2007. 

This situation is demonstrated also by the values of The “H” indices. From the data of the last 7 years can be seen a decline of the value of The “H” indices as a consequence of the decline in the domination of The Raiffeisen Bank in the market.

The H indices values for the banking system during the years 2000-2007

	Year
	2000
	2001
	2002
	2003
	2004
	2005
	2005
	2006
	2007

	H indices for 

The Assets
	0.44
	0.37
	0.32
	0.3
	0.27
	0.21
	0.21
	0.18
	0.15

	H indices for 

The Deposits
	0.5
	0.43
	0.37
	0.35
	0.31
	0.24
	0.24
	0.20
	0.17

	H indices for 

The Loans
	0.27
	0.2
	0.17
	0.15
	0.11
	0.1
	0.1
	0.11
	0.11


As it is shown from the above table, from the 2000 to the 2007 The “H” indices has declined from 0.44 to 0.15 precisely for the assets and from 0.5 to 0.17 for the deposits market. For the loan market also there is a decline of The “H” indices from the level of 0.27 in the 2000 to the level of 0.11 in the 2007. The loan market is to be considered apart because this market has had lower levels of The “H” indices during all the periods taken in consideration. This shows about a higher level of completion in this market, caused by the fact that The Savings Bank has been out of this market until the 2004 which gave the opportunity to the other banks to possess a part of the market, any of them.

The Transition from Domination to Concentration

During the last 7 years it is clear the decline of the market domination and the competition has been increasing. The domination of The Raiffeisen Bank its over since the 2006 and actually this bank is below the levels determined by the low possessing less than 40% of the assets of the banking system. Even from the 2004 to the 2005 there is not only a decline of its market share but also a decline in the assets level of this bank meanwhile the total assets of the system were increasing. 

As can be distinguished from the table and the graphic below, that market share that previously was possessed from the Savings Bank now is spread between three banks. Meanwhile the other smaller banks possess a symbolic part of the market for each of them which is an evidence of the concentration of the market not in a sole bank anymore but in a small number of banks.

The change of the assets level for the three biggest banks (2000-2007)

	Bank Name
	Assets (in billion ALL)

	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	The Savings Bank/RZB

	171.4
	178.0
	183.4
	195.4
	208.1
	202.5
	221.0
	237.1

	The Commercial National Bank

	25.70
	32.10
	33.60
	43.10
	51.80
	61.14
	81.3
	99.5

	ABA

	11.84
	22.24
	28.59
	35.34
	44.00
	55.78
	80.3
	78.8

	The system assets
	270.8
	318.5
	339.3
	373.6
	426.4
	496.6
	624.3
	742.6

	The SB/RZB share
	63.3%
	55.9%
	54.0%
	52.3%
	48.8%
	40.8%
	35.39
	31.94

	The CNB share
	95%
	10.08%
	9.90%
	11.54%
	12.15%
	12.3%
	13.02
	13.39

	The ABA share
	44%
	7.0%
	8.4%
	9.4%
	10.3%
	11.2%
	12.86
	10.61


So, although the domination has been declining we can say that the new trend is toward the concentration of the banking system in a small number of banks which possess the biggest part of the Albanian banking market. 

So, in the 2000 The Savings Bank had 63.29% of the assets market, in the end of the 2007 three banks, RZB, CNB and ABA, altogether had 55.94 % of the assets in the Albanian banking system.


The same situation is also in the deposits market. It has been softening the market domination from the Raiffeisen Bank. From 71.4% of the deposits market that was possessed from the Savings Bank in the 2000, the Savings Bank accumulated 34.11% of the deposits at the end of the 2007. On the other hand it has been increasing the deposits market share of CNB and ABA which altogether at the end of the 2007 accumulated 162.2 billion ALL in deposits possessing 25.13 % of the market. Also the same situation as in the assets market can be seen in the deposits market where the three biggest banks posses 59.22% of the market in the 2007. In the table below are presented the data about the sharing of the Albanian banking market (year 2007). 

	No
	BANKS*
	Assets
	Loans
	Deposits

	
	
	Value
	in %
	 Value
	in %
	 Value
	in %

	1
	Raiffeisen Bank – Albania
	237.18
	31.94%
	59.22
	20.43%
	220.11
	34.11%

	2
	Commercial National Bank
	99.54
	13.40%
	28.10
	9.69%
	93.38
	14.47%

	3
	American Bank of Albania
	78.86
	10.62%
	30.88
	10.65%
	68.82
	10.66%

	4
	 Tirana Bank
	66.98
	9.02%
	41.70
	14.38%
	51.14
	7.92%

	5
	Alpha Bank – Albania
	52.67
	7.09%
	30.96
	10.68%
	44.23
	6.85%

	6
	Banka Popullore
	36.87
	4.96%
	10.31
	3.56%
	32.91
	5.10%

	7
	Credins Bank
	35.77
	4.82%
	15.98
	5.51%
	30.81
	4.77%

	8
	NBG – Albania
	31.07
	4.18%
	23.89
	8.24%
	26.98
	4.18%

	9
	ProCredit Bank
	30.05
	4.05%
	14.05
	4.85%
	26.04
	4.04%

	10
	Albanian-Italian Bank
	27.54
	3.71%
	8.82
	3.04%
	24.60
	3.81%

	11
	Emporiki Bank – Albania
	20.93
	2.82%
	17.20
	5.93%
	9.01
	1.40%

	12
	Union Bank
	7.85
	1.06%
	2.55
	0.88%
	5.86
	0.91%

	13
	The United Bank of Albania
	5.24
	0.71%
	1.85
	0.64%
	4.00
	0.62%

	14
	The Commercial International Bank
	5.07
	0.68%
	1.37
	0.47%
	3.94
	0.61%

	15
	The Development Italian Bank
	3.03
	0.41%
	2.00
	0.69%
	2.04
	0.32%

	16
	The First Investment Bank – Albania
	2.05
	0.28%
	0.54
	0.19%
	1.00
	0.15%

	17
	The Credit Bank of Albania
	1.99
	0.27%
	0.45
	0.15%
	0.43
	0.07%

	IN TOTAL
	742.68
	100.00%
	289.88
	100%
	645.29
	100.00%


So from a market dominated from a sole bank, now the market is concentrated in the three major banks of the system which altogether possesses 55.94% of the assets and 59.22% of the deposits market. This evidences the concentration of the banking activity in these three banks, except the loans market in which 40.77% of market is shared between five banks.

This data evidences one more time about the low level of concentration in the loans market, which is an indices of a high level of competition in this market. There are 11 banks that possess a significant share in the loans market, starting with the Albanian-Italian Banka which has 3.04 % of the market and continuing with the other banks with higher levels of share to the leader, The Raiffeisen Bank, which has 20.43% of the loans market. 

The “bank - kiosk” phenomenon!

The actual level of concentration in the Albanian banking system is affected also from the presence of some banks with a very low level of activity. So, 5 banks
 altogether have less than 3% of the market. Positively these banks have 2.34% of the assets of the banking system and achieved to accumulate only 1.77% of the deposits and have a total sum of loans of 6.22 billion ALL, possessing only 2.14% of the loans market. The majority of these banks have been licensed many years ago but they still didn’t achieve to possess a significant market share. This of course has affected the concentration level in the banking system making less pressure for additional increases of the level of the competition in the market.

The increase of concentration because of the sale of ABA to The San Paolo IMI Group
The property changes that have been frequent in the last three years have effects in the level of concentration in the banking system. Recently, on October, 2006 The American Bank of Albania had a property change of the majority of its shares. The American-Albanian Fond of enterprises (AAFE) concluded a deal with The San Paolo IMI Group about the sale of 80% of the shares of The American Bank of Albania, maintaining for a few years in the future, a participation of 20% of the shares. Knowing that The San Paolo IMI Group is also the sole shareholder of The Albanian-Italian Bank, on January 1, 2008 these two banks fused their capitals under one license. The name of the united bank is The American Bank of Albania and now it owns the assets, the deposits and the loans of the two banks. So it actually owns 14.33% of the total assets of the banking system being in the second place in this market, it also possesses 13.69% of the loans and 14.47% of the total deposits of the banking system. With this new data this bank is in the second position according to its size, in the Albanian banking market, increasing in this way the level of concentration in the banking system.
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� Until the and of the 2007 there were 17 banks. Since January  1, 2008, the merge of The Italian-Albanian Bank with The American Bank of Albania reduced  to 16 the number of the banks.


� Source : Bank of Albania


� Source: The annual reports of The Savings Bank /Raiffeisen


� Source: The annual reports of CNB


� Source: The annual reports of ABA


� UBA, CIB, FIB, CBA, DIB





