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Introduction 

The objective of my thesis is describing consumer loan market of Kosovo. The approach of the thesis will be following: at the begging I will introduce the overview of banking sector in general and also the banking sector in Kosovo and the way that they developed during the years. The focus of this study will be on credit cards without interest, and the effect that these credit cards had in the creation of branding for products and the effect for their demand in the Kosovo market.
This study begins with the description of financial system, financial market, and then it will describe mainly the banking sector. Specifically how it is regulated and what kind of banks we have. Furthermore, it will depict the role of Central Bank and the main functions of Central Bank and the structure of banks. After that it will continue with an overview of Commercial Banking Sector and its impact into the economy. Moreover, it will give a closer insight into the main products of commercial banks and describe how they inject money into the market.

And after I will tell you short history of Kosovo and financial situation before and after war, macroeconomic situation, key factors of economy in Kosovo. In addition you will have chance to see Banking sector in Kosovo, how it is regulated, what kind of banks they are, and development of banks for ages, role of banks in Kosovo.

 Part five of my thesis is focused on consumer loan supply in Kosovo, in details describing  loan without interest. I will show behavior of consumer loans from 2008 to 2011, separated from different banks which operate in Kosovo. SWOT analysis of banking sector.

At part six of my thesis, I will make comparison and benefits of consumer loan in Kosovo, I will show what kind of impacts they had in market. What kind of benefits will have company, consumer and bank. You will see how  banks, companies and consumers are connected with this kind of loans without interest (credit cards). More detailed information and prognosis will be given using SWOT analysis of banking sector.

At my last part of my thesis I will conclude with a summary in general about banking sector. The role of banks in our life. 

Chapter no 1

1.1. Financial System
Financial system is created to transfer money from savers to borrowers. It is represented with financial markets (bond, stock, derivative and commodity market) and financial Intermediaries (banks, pension funds, insurance companies, etc.) which play the basic functions in financial system. The main role and the function of financial system could be summed up in a short sentence:
The financial system is the system that allows the transfer of money between savers (investors) and borrowers.

Financial system can makes our lives easier, for example if one owns a company and he wants to invest in its development, but he doesn’t have enough money at the time. This disturbance could be solved by the financial system by providing an opportunity to borrow money in financial market directly or indirectly from financial intermediaries. 

There are two ways of lending money known as the direct finance and indirect finance. Direct finance borrowers borrow funds directly from lenders in financial markets by selling them securities (financial instruments), which are claims on the borrower’s future income or assets. And indirect finance is taking funds using financial intermediaries.

You can see on picture number 1, the flow of the funds is explained through the financial system. You can see lenders as holders of money and the way that borrowers can get them, in direct or indirect way. For example, how a flow of funds flows in indirect way showed here in this picture, tells us lenders of money (in left side of picture), selling their money with interest to financial intermediaries and after that financial intermediaries sells the money with interest to borrowers. Now we can have a clear picture how money flows in financial market. 
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Picture № 1: Source  MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421

Households, Firms, Governments are lenders or savers at the left, and those who borrow funds to finance their spending, (the borrower or spenders) are at the right. 
Financial intermediaries encompass a wide range of entities in terms of size and scale of operation, ranging from a small insurance brokerage, to giant global institutions that provide a complete range of financial services including commercial banking, investment banking, saving banks, pension funds, etc
Picture № 2. Financial Intermediaries
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Source MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421

1.2. Banking Sector

In the current decade, the banking sector has emerged as a resurgent sector in the world economy. Today, banks have diversified their activities and are getting into new products and services.
For the ages banks play big role in our daily life and develop with society. It also means that banking industry faces many challenges. Different countries find different solutions for these challenges.

Like all businesses support various products, the same way banks have main products which they operate with.  The main duties of the bank are to take or buy deposits from households or companies with lower interest, and sell them with higher interest. The difference between buying deposits with lower interest and selling loans is margin that represents the profit for the bank.

First banks were founded in Italy in rich cities  like  Florence, Venice and Genoa.” The Bardi and Peruzzi families dominated banking in 14th century Florence, establishing branches in many other parts of Europe.”  

There are different types of banks in the market. Generally banks are divided on two parts: Central Bank (mostly owned from government, but not all the central banks are owned from governments like Federal reserve system is not owned from state) and private banks(owned by the private sector).
There are different kind of ownership, but I will show some of them :

· State ownership – represents assets that a state or a certain state agency has jurisdiction over in term of use.

· Government ownership - represents assets belongs to a body of government.

· Personal ownership - represents assets and property which belongs to an individual, known as a individual ownership.
· Private ownership- a subset of collective property whereby a collective group of owners (such as shareholders) own productive property that is used by employees, usually for the purpose of generating a profit.
· Cooperative ownership- property that is owned by those who operate and use it.

1.3. Central Bank
Central banks differ from country to country in their structure and organization, in their policies and techniques, but their functions are very similar.
1.3.1.  Role of central Bank

The main function of central bank you can see  also in table №1
Table №1 the main role of central bank
	The main role of central bank

	1
	To ensure monetary and financial stability.

	2
	Issuing of notes and regulating the volume of currency

	3
	Acts as banker to the government

	4
	Acts as banker to the banks


Table №1 source MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System

1) The primary objective of monetary policy is to protect the value of the currency in which the central bank operates in both home terms and in terms with foreign currencies. Central banks will have set their own individual targets as to the level of inflation and exchange rates.

As we can see, the central bank plays a big role in regulating monetary and financial stability, with its instruments central bank have rights to control the money supply, inflation and exchange rates. Also, central bank is responsible for controlling unemployment rate.
2) The central bank has the monopoly power of the note issue to regulate the supply of legal tender money. The central Bank is legally empowered to issue currency notes. The central bank is charged with the responsibility of maintaining price stability, inflation level.

Now it can be concluded that central bank is the only one authority who has right to print paper money and to regulate money supply in market.
3) The central bank acts as the banker, financial agent and advisor to the government. The surplus money of the government is kept with the Central Bank. It lends money to both central and state governments. It helps the government to tide over the time gap between their expenditure and collection of taxes.

The central bank as a fiscal agent of the government accepts loans and manages public debts, receives taxes and other payments from the public. The government bonds and treasury bills are issued by the Central Bank on behalf of the governments
. It can be said that the central bank as the financial adviser can provide valuable advice to the government on important financial matters such as foreign exchange policy, commercial policy, rising of funds from market, etc.
4) The commercial banks of the country are required to keep a certain percentage of their deposits with the central bank. It secures the advantage of centralized cash reserves. 
These reserves promote liquidity of commercial banks as they enable the Central Bank to undertake rediscounting of bills on a more extensive scale for the pur​pose of meeting the requirements of the money market.

From this regulation Central bank is organ which is controlling other banks, they must follow its in order to protect market from liquidity risk. As I mentioned Central bank is the bank of the state, so it must follow monetary policy of country it belongs in according to government goals. 
From picture № 3, you can have clearer picture how money is flowing:
Picture № 3. Flow of the money on financial market
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Source: http://www.cashwebcommunity.com/site/frontend_management.html
As we can see in this picture, the financial market is a cycle where everything is connected in a proper way. Central bank supplies commercial banks with money and commercial banks supply consumers. I can say that all factors involved into this cycle cannot work without each other. Central Bank needs commercial banks and commercial banks need consumers. It’s the same also in the reverse side. Consumers need commercial banks, and commercial bank needs central bank. From this picture, we can have a clear view how money flows in this cycle.
This cycle is stable only if all members in this cycle would fulfill and respect all the rules. In our days,  we can see real examples of success and failure of the cycle. If one of the members on this cycle will fail than, as a result, whole system will have a problem.
1.4. Commercial bank
Commercial banks are part of financial intermediaries where their main goal is to collect deposits and provide loans or credit in order to earn profit. Commercial banks are the biggest players in financial intermediaries. Usually commercial banks are held by shareholders.
To support what is said you can take a look at chart № 1, where you can see that in Kosovo, the market's biggest players are commercial banks.
Chart № 1. Financial intermediaries in Kosovo
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Source: CBK annual report

Bank plays a really big role in market channeling funds to borrowers with productive investment opportunities for clients. The main role of commercial bank is buying money (deposits) with lower interest and selling (in the form of loans) them with higher interest rate.
From commercial banks central bank can put money into the market! How can central bank do it?
When the central bank wants to increase the money supply in the market it is usually purchasing financial assets or lending money to commercial banks or other financial institutions.

1.4.1. The Bank Balance sheet
To overview how banks are working, we have to take a look how banks use liabilities to create assets.

Formula for balance sheet is : total assets=total liabilities +capital 
.

While we are looking into the balance sheet we can have a clear picture of how those assets are created, how much of those assets are created from capital and how much of them are created from liabilities. You can have a look also on picture № 4. Is balance sheet of all the commercial banks in the United States, at the end of 2007. We can see the total number of assets and liabilities as a 100%, and their components. We can see the participations of components with percentage to a total number 100%. At assets side “loans” is the main factor, and in another side (liabilities) of the balance sheet the main factor is “deposits”.
[image: image5.png]Balance Sheet of All Commercial Banks (items as a percentage of the fotal, end of 2007)
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Picture № 4. Source: MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  

Balance sheet is the same like in other fields of companies. For example, one company purchased goods on invoice bill, so  company have not paid the debt yet, but purchased good, so company created assets and can sell them for cash, but  still have to pay its liabilities. It’s the same also with banks; they buy money like deposits with lower interest rate and sell them like loan with higher interest rate. Similarly, deposits here are liabilities, and loans are assets of the bank.

Bank capital is part of liabilities of the balance sheet, the banks net worth, which equals the difference between total assets and liabilities. 
 Bank capital is part of shareholders wealth, what they invested into the company.

I will describe some specific part of balance sheet asset represented by:  reserves, deposits to other banks and loans.

As it was explained above, the main role of central bank is regulation and supervision over the financial system. Commercial banks must have reserves or funds, like a deposit in an account at the Central bank. This can be observed in balance sheet as “Reserves” which are deposits plus currency that is physically held by banks. Although reserves currently do not pay any interest. 

The reason why banks hold reserves in central bank, is because they must guarantee their liquidity and it is also part of central bank monetary policy- obligatory minimal reserve. If the consumer wants to withdraw money -the bank has to have this money as in the form of cash.

Another part of bank’s balance sheet are “loans” which is the main product of banks which make profit from them.

Measure of Bank performance:

There are three basic formulas to measure bank performance

ROA- return on assets
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This formula provides us useful information about bank profitability and tells us how company used their assets to create income. 

Also there is another formula Return on Equity 
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The formula for return on equity, sometimes abbreviated as ROE, is a company's net income divided by its average stockholder's equity. The numerator of the return on equity formula, net income, can be found on a company's income statement. 

Another formula to measure the bank performance is the Net interest marking NIM , the difference between interest income and interest expenses as a percentage of total assets:

NIM=interest income- interest expenses/assets 

This spread us exactly what the net interest margin measures, if the bank is able to rise funds with liabilities that have low interest costs and is able to acquire assets with high interest income, the net interest margin will be high, and the bank is likely to be highly profitable. 

1.4.2. Commercial bank products

In bank balance sheet we could see some of products of the banks (loans, deposits), now I will be focused on some of basic products of the bank. Evaluation of society and development of the world forces banks to develop their products and invest on them. As all companies try to maximize profit, banks are doing the same - minimizing cost  and maximize profit.
      A change in the financial environment will stimulate a search by financial institutions for innovations that are likely to be profitable. 

Banks can serve with different products, each of them has different prices, different procedures. Now I will introduce to you some of their main products:
· Loan

· Overdraft

· Credit card

· Letter of guarantee

· Deposits

1.4.2.1. Loan
Loan is the main product of commercial bank,  loan is an agreement between bank (lender) and borrower,  where borrower agrees to pay money back with interest. 

 There are different types of loan that can be divided in three part:
· short-term loan( from one to two years of maturity, we can use them to buy furniture for a  house),
·  mid-term loan( two to five year, we can use them, like to buy a car) and 
· long-term loan( from five to 35 year, we can use to buy a house or another expensive property).

Loans are usually provided by banks like installment loans or periodic payments, for example usually payments of installments are monthly. 

Payment plan will be set up for repaying the loan. This is typically called also an amortization plan. The word “amortize” means to break down gradually, so it means payment of loan in one period of time with installments.

I will explain also one example of  loan with monthly installment. Imagine, bank earns interest plus there is a disbursement fee. Bank sell the loan of 10,000$ for two years of maturity, with interest 10% yearly and client have to pay the loan in monthly installments. Usually, whether you can afford a loan depends on your ability to pay the periodic payment (commonly a monthly payment period). You can see a picture of amortization plan of this loan.
Formula used for this amortization plan is:
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Where:

· A = periodic payment amount

· P = amount of principal, net of initial payments, meaning "subtract any down-payments"

· i = periodic interest rate

· n = total number of payments  

So first we will find interest 10%/ 12 month=0.08333,
What gives us interest for one month  10,000$ * 0.008333=83.33
 And then we can find payment A=D*i/1-v^n (D-debt) so A=10000*0.008333/(1-1/1+0.008333)^(24)=461.45
Principal is P=A-I , it means 461.45-83.33=378.12
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Picture № 5. Example of amortization plan of one loan.
As we can see from this amortization plan, client has to pay loan on monthly installment, which includes principal amount plus interest. At the end in total bank earns 1,074.78 $ from this loan.
Client has to pay also disbursement fee in an amount of 10000$. If the disbursement fee is 1%, client must pay 100 $ to the bank for disbursement fee for that amount of loan. Bank has a right to  increase its profit with this kind of fee as well.  Just try to imagine that when banks sell one loan with bigger amount like 200,000$ with disbursement fee 1% they earn 2,000$.

1.4.2.2. Overdraft

There are other products of the bank  which can help it to earn money from they client. For example, overdraft. Overdraft is:
”‘An extension of credit from a lending institution when an account reaches zero. An overdraft allows the individual to continue withdrawing money even if the account has no funds in it. Basically the bank allows people to borrow a set amount of money’’ 

Overdraft account is the limit of money that bank allows to company or a private person to use. Overdraft account is a contract between the bank and the consumer; usually overdraft account is for one year use. For example, company during one year made turnover or transactions with a bank account like 100,000.00 euro, (according to rules that the bank has to follow, from the central bank), bank can sell to this consumer who made 100,000.00  transaction, 10% of turnovers like overdraft for one year, what makes 10,000.00 euro. Client has right to apply for overdraft account in an amount of 10,000.00 limit of overdraft, and the price of interest is in daily basis  can be, for example, 0.04% for one day. As a result, if client uses this limit of money, he has to pay interest on a daily basis. We can assume that he uses an amount of 10,000.00 euro for one day, and in this case he has to pay only interest of 4 euro for one day. So, if the company will use 30 days limit of 10 000 euro  it means 120 euro for 30 days use.

1.4.2.3. Credit  cards

A credit card is issued by a credit card provider (banks), and they are designed to pay for things in shops or online. You can also use credit cards for balance transfers and taking out cash from ATM. Development of technology made it more likely that bank credit card programs would be profitable.

Consumer have benefits from credit cards, for example you are hired on one company, and you have a monthly salary payment, and you want to purchase some goods, but on that time, you don’t have enough money to buy that good, you can buy with a credit card immediately, and after you will pay to your bank, that amount of money.
1.4.2.4. Letter of Guarantee

Letter of guarantee is a type of contract issued by a bank on behalf of a customer who has entered a contract to purchase goods from a supplier and promises to meet any financial obligations to the supplier in the event of default. 
 

I will explain how bank works with the letter of guarantee. If one client wants to purchase goods in an amount of 25,000 euro, from the foreign supplier, if the buyer and seller  don’t know each other, so seller ask his client to go to his bank to provide them with the letter of guarantee. This means, if we take for example a bank that takes the risk for his client, and banks earn a fee from this amount like 2%. So seller has right to ask from buyers bank for his money. In case if the buyer doesn’t pay it on time, bank has to pay it on time, after that if banks pay for his client than buyer has to deal with his bank and to pay an amount of 25,000 euro.
If client will be late on payment of this amount, he will be charged on daily basis with interest, for how long he will be on delay. So bank earns money in this way.

1.4.2.5. Deposit
There are different types of deposit accounts like savings deposits, time deposits and other account deposits. I will show only two types of deposits.

Savings Deposits are the traditional savings account is the passbook savings account, which does not permit check writing, Passbook savings accounts continue to attract savers with a small amount of funds, as such accounts often have no required minimum balance. 

Time Deposits are deposits that cannot be withdrawn until a specified maturity date. The two most common types of time deposits are certificate of deposit (CDs) and negotiable certificates of deposit.

As we can see there are different kinds of deposits, but I will explain the simple one. For example you want to calculate the interest on $10000 at 5% interest per year after 2 year(s).
The formula we'll use for this is the simple interest formula, or:

[image: image10.png]I=Pxrxt



 

Where:

· P is the principal amount, $10000.00.

· r is the interest rate, 5% per year, or in decimal form, 5/100=0.05.

· t is the time involved, 2....year(s) time periods.

· So, t is 2....year time periods.

	To find the simple interest, we multiply 10000 × 0.05 × 2 to get that: The interest is: $1000.00


Usually now, the interest is added onto the principal to figure some new amount after 2 year(s), 
or 10000.00 + 1000.00 = 11000.00.

There is also formula for compound interest

A formula for calculating annual compound interest is

[image: image11.png]A:P<1+




Where,

· A = future value

· P = principal amount (initial investment)

· r = annual nominal interest rate

· n = number of times the interest is compounded per year

· t = number of years

Example usage: An amount of 1500.00 is deposited in a bank paying an annual interest rate of 4.3%, compounded quarterly. Find the balance after 6 years.

A. Using the formula above, with P = 1500, r = 0.043 (4.3%), n = 4, and t = 6: 

[image: image12.png]Axt
A=1500 (1 + Diﬁ) = 1938.84





Just for your information, there are more banking products, but I just explained some of them.
1.4.3. Role of commercial bank in financial system 
Commercial banks are the most important part of financial intermediaries.
Commercial banks play an important part of the economy while being involved in the bidding process of government securities. Various services and products are provided by commercial banks: car leasing, mortgage financing, credit cards etc provide easy accessibility of funds to the customers. Hence, great deal of money circulated in the economy is contributed by the commercial banks. Commercial banks are also an important element in implementing the monetary and fiscal policy by the central bank. We could see also when a central bank decides to introduce concretionary monetary policy - commercial banks have to follow policies from the central bank. Therefore, commercial banks play an important in bringing economic development in a country.
It is important to highlight that commercial banks play an important and active role in the economic development of a country. If the banking system of a country is effective, efficient and disciplined it brings a rapid growth in the various sectors of the economy.
As I mentioned above, commercial banks take deposits from households and other factors in the market and sell them like loan to companies, households, government. I will show you also one picture from where you can have a clear view how those factors are connected:
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Picture №6. Source: Jeff Madura. Financial Markets and Institutions, Abridged 9th Edition. Chapter 17: Commercial Bank Operations 

Now we can see  the real role of commercial banks  in this picture. Commercial banks buys deposits usually from households and then they sell it like a loan to all categories.
Next chapter of my diploma thesis I will let you know about the history of Kosovo, it's important to know demographic structure of Kosovo, because from there we can see potential of the labor force. You will have a clear view about the economy with macroeconomic indicators. End the end of the next chapter I will analyze loan market in Kosovo especially with consumer loan.
Chapter 2
2.1. History of Kosovo

Kosovo is  the county located in the  Southeast Europe, between Albania, Serbia, Macedonia and Montenegro. Majority of population in Kosovo is Albanians 92%, other (Serb, Bosnian, Gorani, Roma, Turk, Ashkali, Egyptian) 8% (2008)¹², The total population is 1,836,529 (2012) 
 .  Except one part of Kosovo,  government was not able to register them (Serb community they refused to be register, because they still don’t accept Kosovo like their country).  
Age structure in Kosovo, where  can be seen structure with ages, and structure of sex is shown :

0-14 years: 26.9% (male 256,700/female 236,975)
15-24 years: 19.2% (male 185,655/female 166,973)
25-54 years: 40.4% (male 391,526/female 351,282)
55-64 years: 6.7% (male 59,623/female 63,474)
65 years and over: 6.8% (male 52,357/female 71,964) (2012 est.)

Picture№7. Population of Kosovo- 2012
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Source:https://www.cia.gov/library/publications/the-world-factbook/population/populationtemplate_KV.html 

From this picture you can see that, Kosovo has really young population, also how I saw in some advertisement it was told that Kosovo has the youngest population in Europe.

Location of Kosovo:

[image: image15.png]



Picture№8.Source:https://www.cia.gov/library/publications/the-world-factbook/maps/kv_largelocator_template.html

There was a conflict In Kosovo between Serbs and Kosovo Albanians, and then war began  1997. In 1999 war was over after North Atlantic Treaty Organization (NATO) started their operations against Yugoslavia. After 1999, when war was over, Kosovo was leaded by United Nations (UN) and Kosovo leaders.
Since August 1999 important measures have been undertaken to establish segment of the Kosovo budget system. Immediately after the war the international community intervened with considerable financial aid, which was of crucial importance in overcoming the consequence of war, rebuilding houses and rehabilitating public infrastructure. UNMIK , with the technical assistance of the IMF and WB applied the German Mark (substituted latter by the Euro) as the currency and introduced the first taxes and their administration through the CFA(Central Fiscal Authority), in conformity with the public investment program through the Department for reconstruction, and established the Banking and Payment Authority and the commercial banks.

Before the war In Kosovo German Mark was used illegally. Many people from Kosovo were working abroad, and they had to send money to their families, (most of them in Germany) and after war the German Mark reminded legal In Kosovo.

Like Germany, Kosovo switched to the euro on 1 January 2002, the change was achieved in cooperation with the European Central Bank, and other national banks in the euro zone. There is kind a similar situation with Montenegro. Their official currency is euro as well even these two countries are not part of European Union.
Kosovo decelerate independent on 17th of February 2008 from Serbia, this country is recognized from 98 countries from 193 members of United Nations 2012.
 
Kosovo is still not member of United Nations because Russia and China they were ready to use a veto to vote against independence of Kosovo. Now Kosovo has to be recognized by 120 countries if it wants to become a member of United Nations. Kosovo is not recognized also by five countries of European Union (EU), Countries who doesn’t recognize Kosovo from EU, are  Spain, Greece, Slovakia, Romania and Cyprus.

But still Kosovo is a member of some big organizations like World Bank, European Bank for reconstruction and Development (EBRD) or,  International Monetary Fund (IMF).
Kosovo was a typical agrarian country, there were no developed industry, agriculture where the main player of the GDP to 70%. As a result of discriminatory policy from Yugoslavia, Kosovo was left out of investment processes.

2.2. The Economy of Kosovo

As it was mentioned above, war destroyed everything. The post-war economy was marked by high unemployment, and the country lacked social and political stability. It was necessary to strengthen the private sector to ensure, to let alone promote, Kosovo’s socioeconomic development. The private sector depended on micro and small size enterprises (SMEs), which could generate employment, strengthen the economy, and improve Kosovo’s social life. However, there was a dearth of investment capital and policies supporting the private sector, and Kosovo had no bank of its own.
As we can see Kosovo had emergency for money, The Kosovo economy and way of life were severely hit by war in 1999. In that year, Kosovo’s estimated Gross Domestic Product (GDP) was US$1–1.5 billion and the unemployment rate hovered around 74 percent (UNDP ).

Labor force Survey for Kosovo for the last time was realized in year 2009 and, consequently, no official data are available on the unemployment rate for years 2010 and 2011. According to the Labor Force Survey which was compiled by the Statistical Agency of Kosovo, in year 2009, the unemployment rate in Kosovo was 45 percent.

Minimum salary payment in Kosovo is 170 euro (2012).

During 1999-2004, the most important aid, they got from foreign donors. Socio- economical sector it was expected to recover through the privatization process, which it was slow, and private business has made significant steps of development (in this period donors represented 51% of GDP). 

I have to mention one fact also while Kosovo was under Yugoslavia, because of discrimination and low investments, unemployment it was really high, and people from Kosovo they had to move abroad in the foreign country to survive (most of them they are in Germany, Switzerland and other countries). There are around 800,000 inhabitants abroad totally, in Germany are around 270,000 and in Switzerland are around of 160,000 inhabitants from Kosovo. At year 2000 funds sent from Kosovo Diaspora, that represents 17 percentage of Kosovo GDP 
 .
Diaspora is the movement, migration, or scattering of people away from an established homeland

Now this year’s trend change, but remittances from Kosovo Diaspora still play an important role in Kosovo economy, I will show you one picture for age’s trend of money sent in Kosovo: [image: image16.png]150
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Picture №.9 Source Central Bank of Kosovo 
 
Most of those funds households use for consumption, also I have to mention these remittances are money send in cash, Kosovo Diaspora they provide their families with other goods not just with money, like cars, furniture’s and other goods.  
2.3. Macroeconomic situation for ages

GDP (gross domestic product) measures the total income of everyone in the economy (adjusted for the level of prices)
.

And :

Inflation measures how fast prices are rising
.

Now you can see a graph № 2, in the next page the nominal GDP for ages, and this graph will tell you how nominal GDP was rising during the ages. As you can see nominal GDP in Kosovo was rising, and the highest value was recorded in 2010. According to evaluation of IMF (International Monetary Fund) GDP value was 4,113 million euro, or 6.3%  higher than the previous year, according to results Kosovo’s economy at 2010 raised by 4.6%.Inflation also had a big impact in Kosovo.
 Chart № 2, GDP Nominal of Kosovo
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Source : Central Bank of Kosovo. http://www.bqk-kos.org/ evaluation IMF ( International Monetary Fund)

As we can see from this graph GDP of Kosovo was raising every year, at the end of 2003 GDP was recorded to 2,900 million euro, and to 2010 nominal GDP was recorded 4,113 million euro. 
We can compare now nominal GDP of Kosovo and some other countries from European Union.
	Table №2. GDP Nominal(compare of GDP with countries )

	Member states
	GDP 2010 millions of euro
	Population in millions
	GDP (Nominal) per capita 2010  euro

	Kosovo
	4,113
	2.0
	2,056

	Germany
	2,592,600
	81.4
	31,850

	Italy
	1,579,659
	61.5
	25,685

	Czech Republic
	156,217
	10.5
	14,877

	Albania
	8,975
	3.2
	2,804

	Source:http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Main_Page


As we can see from table № 2, GDP per capita of Kosovo is really low in comparison with some strong countries like Germany, Italy or Czech Republic.
In terms of inflation, has changed according to the chart №3:
Chart №3, Yearly Inflation in Kosovo
[image: image18.png]12,00%
10,00%
8,00%
6,00%
4,00%
2,00%
0,00%
-2,00%
-4,00%

6,00%

Yearly inflatin (%)

/

AN

T T T T T T T
200& 2004 AOOS 2006 2007 2008 2009 2010*

\/





Source : Central Bank of Kosovo. http://www.bqk-kos.org/ evaluation IMF ( International Monetary Fund

As it can be seen on chart № 3, in 2007 recorded the highest inflation in the last 10 years with 10.5% was recorded. In 2004, Kosovo recorded the highest deflation, where the prices of goods were lowered by 3.7%. Kosovo is small open economy, at 2007 as we can see it was really high inflation, because of world crisis. In 2010,  inflation was 3.1%. Elections in Kosovo (2010) had also big impact on the economy because during the election company's prime minister promised to raise wages to public sector in an amount of 40 percent.
Inflation seems to be a big problem, we can see fluctuations of last ten years they were really high.  Unstable inflation will damage economy; taking into account that Kosovo economy is poor.
Kosovo GDP is low, imports are much higher than exports and most of the imports are for consuming, it means money also is exported.

	Table  3. Export and Import (in million euro)

	 
	2007
	2008
	2009

	Export
	26.0
	110.4
	66.9

	Import
	195.6
	247.2
	137.0

	a) Import of raw material
	112.7
	146.4
	100/0

	b) Import of equipments 
	82.9
	100.8
	37.0

	% of Export on Import
	13%
	44.6%
	48.8%

	% imputes on total sale from imports
	23.6%
	25.5%
	20.3%


Source : http://www.kryeministri-ks.net/repository/docs/Strategjia_e_Industrise.pdf

This table shows economy of Kosovo depends from imports, facts that are shown on this table they tell us, that imports of raw material made 20-25% of total sale. Also another fact showed here in this table, tells us that value of export is more than 45% of value of imports. (this indicator tells us, that the development of production sector it will be real factor for economy).
Chapter 3
3.1. Banking sector in Kosovo
The first private commercial bank in Kosovo was “Micro Enterprise bank-MEB”

Based on the experiences of micro financing in Bosnia and Albania, the Kosovo Micro Enterprise Bank (MEB Kosovo) was established in 1999 to provide loans to small businesses, as well as other basic banking activities. MEB Kosovo helped generate employment and revenue through its services and included the local population among its staff. By 2002, MEB had disbursed €47 million (aroundUS$44.3 million) through 6,800 loans to micro and small enterprises. MEB Kosovo gave ordinary people the means to sustain their life, and became a dependable, commercially oriented source of credit and other financial services for micro and small businesses.

Now banking sector is regulated from Central Bank of Kosovo (CBK)  who can issue licenses for banks and other financial institutions; also financial institutions are controlled from Central Bank of Kosovo(CBK), financial sector of Kosovo is covered from Commercial banks, insurance companies, pension funds and other financial institutions for micro finance.

Central bank of Kosovo (CBK) was founded in June 2008, the same year Kosovo declared its independence from Serbia.  Before being established as the Central Bank of Kosovo it operated as the Central Banking Authority of Kosovo.
Picture№ 10. Number of financial institutions
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Source :  http://www.bqk-kos.org/repository/docs/2012/Financial%20Stability%20Report%202012.pdf  

Also you can see structure of assets of the financial system and how it is divided:
Picture №11. Structure of assets of the financial system by sector
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 Source :  http://www.bqk-kos.org/repository/docs/2012/Financial%20Stability%20Report%202012.pdf
The major players in financial system in Kosovo are commercial banks.
Commercial banks are very profitable in Kosovo. You can see on the picture below total value of banks assets and liabilities for ages, also deposits and loans for ages.
Picture № 12. Total value of assets and liabilities for ages
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Source: Annual reports CBK 

The banking sector in Kosovo is characterized with a large presence of foreign capital, where 89.2 % of total assets are managed by foreign banks. The presence of foreign financial institutions has contributed to develop and modernization of financial system by bringing more advanced practices on financing and management of banking operations.

The Kosovo banking sector remains highly concentrated with the market share of the three largest banks accounting for about 74% of total banking sector assets, 74 % of deposits and 71.7 % of loans at the end of November 2011, the level of concentration is much lower as compared to 2008, when the share of concentration of deposits and assets in only three banks stood at 90 %. The high concentration in the banking sector is shown also by the Herfindahl-Hirschman Index (HHI)
 as seen in picture № 13. In 2008 the HHI for assets recorded 2,887 points compared to 2,896 points in the same period of the previous year, while HHI for loans and deposits recorded 3,014 and 3,016 points, respectively. Nevertheless, in November 2011, according to the HHI for total assets, the banking system was characterized with a concentration rate of 2,157 points, which compared to the same period of the last year, indicates a decline of the concentration rate by 265.2 HHI points. The concentration rate of the banking system is noticed to have recorded a continuous decline since 2008 also based on the HHI for total deposits and loans.
The Herfindahl index (also known as Herfindahl–Hirschman Index, or HHI) is a measure of the size of firms in relation to the industry and an indicator of the amount of competition among them. The Herfindahl-Hirschman Index (HHI) considers a market with a result of less than 100 to be competitive market place, a result of 1000-1800 to be moderately concentrated marketplace, and a result of 1800 or grater to be highly concentrated marketplace. As a general rule, merger that increase the HHI by more than 100 pints in concentrated market raise antitrust concerns.

In order to bring bank services closer to clients, commercial banks continued to expand their infrastructure, although in the last two years the pace has slowed down. This might be due to the fact that banks that have been operating in Kosovo have managed to consolidate well their presence in the market in terms of their banking units in the territory of Kosovo, and thus the slow expansion pace might be due to the measures taken by banks to reduce their expenditure.
Picture № 13. Concentration of bank activity through HHI 
[image: image35.wmf]
Source: BQK (2011) 

At the moment, there are eight banks operating in Kosovo, six of them with complete or majority foreign capital. 
Now you can see also banks, which operate in Kosovo market and their structure:
	Table  4.
	Commercial Banks in Kosovo
	

	Commercial Banks

	No.
	Name
	Affiliates/existing branches

	1
	Procredit Bank
	64

	2
	Raiffeisen Bank Kosovo J.S.C
	52

	3
	NLB Prishtina sh.a
	53

	4
	Banka per Biznes
	43

	5
	Banka Ekonomike
	46

	6
	TEB sh.a
	22

	7
	Banka Kombetare Tregtare
	23

	8
	Komercialna Banka
	8

	 
	total
	311

	 
	 
	 

	Source: CBK Annual report
	


This table shows list of commercial banks who operate in Kosovo and their existing branches.

	Table №.5 Report between foreign capital and domestic capital

	No
	Banks
	Raiffeisen Bank
	Procredit Bank
	NLB
	TEB
	BKT
	BPB
	Banka Ekonomike
	Banka Komerciale
	in %

	1
	Foreign Capital
	100
	100
	81.58
	100
	100
	5.0
	0
	100
	90.2

	2
	Domestic Capital
	0
	0
	18.48
	0
	0
	95.0
	100
	0
	9.8

	Source: http://ak.rks-gov.net/?cid=2,1
	
	
	
	
	
	
	


Most of The banks are foreign banks. The first bank who started operating at 1999  was MEB (Micro express Bank) in Kosovo. It was bought by Pro credit Bank 2002(foreign bank). Raiffeisen Bank (foreign bank) started operating in 2003, Banka Private per Biznes (BPB, domestic bank) started operating in 2000. Banka Ekonomike (domestic Bank) started operating in 2004. Nova Ljuljanska Banka (NLB, foreign bank) started operating since January of 2008 (bought two domestic banks). Turk Ekonoik Bankasi (TEB, foreign bank), started operating since, January 2008. Banka Kombtare Tregtare (BKT, foreign bank) started operating since 2008.
Kosovo Is small open economy, households and companies they have a lack of access in International banks, who operate abroad, to take a loan with lower interest rate because in Kosovo interest rate is too high to compare with other European countries. 
Picture №.14,Average of interest for ages
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Source: Central Bank of Kosovo.

According to information in picture № 14, there is a big gap of interest from deposits and loans, the interest rate of loans are divided on two sectors:  interest for a business loan and interest for consumer loan.

Table № 6.Loan interests in Kosovo
	

	 
	Type of loan

	 
	Business loan
	Consumers loan

	Year
	interest 
	 

	2004
	14,47
	12,53

	2005
	13,29
	11,51

	2006
	14,50
	13,36

	2007
	13,76
	12,36

	2008
	13,92
	10,82

	2009
	14,34
	10,67

	2010
	13,95
	11,67

	2011
	13,98
	11,85


                Source Central bank of Kosovo.www.bqk.org  

The interest for consumer loan is a little bit lower than interest for a business loan. The chart of interest rate of loan in European countries is following on the next picture:
Picture№15: Interest rates for loans in Europe 2007-2012
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Source:http://ec.europa.eu/enterprise/policies/finance/data/enterprise-finance-index/access-to-finance-indicators/loans/index_en.htm

In Euro zone, the interest rate for the loan is about 4.2%, and EU27, is around 5.2%, and in Kosovo it fluctuates around 14 % for a business loan and 11 or 12 % for households per year. Probability for the bank to earn more money from interest is higher, in Kosovo than in Euro zone.

As I mentioned above, foreign capital is the major player in Kosovo market. There is an oligopoly in banking market. They are participating with 85% in a market. In table № 7. you can see participation of banks in Kosovo market.
            An oligopoly is situation in which a particular market is controlled by a small group of firms. An oligopoly is much like a monopoly, in which only one company exerts control over most of a market. In an oligopoly, there are at least two firms controlling the market.  

3.1.1. Structure of banking sector in Kosovo
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 (Picture № 15). 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).

Picture № 15: Structure of banking system assets in million euro
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 Source: BQK Financial stability report
Loans are the main factor on banking system assets, as we can see on this picture; from 2009 to 2012 they represent with 65% of total banking system assets.
Kosovo’s banking system deposits represent a dominating category within the banking system liabilities, with a share of 79.5 percent (Picture №16).
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.

Picture № 16: Structure of banking system liabilities on million euro
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 Source: CBK Financial stability report 2012
Deposits are the main factor of liabilities of commercial banks in Kosovo, from 2009-2012 they are about 78% of total liabilities. Other sources of the banking system liabilities from 2009-2012 are about 10% of own resources
.
Tables below will show bank participations in market:

	 
	Table №. 7. Bank participation in the market 2009

	 
	In million euro
	 
	 
	 
	 
	 
	 

	No
	 
	Assets
	Deposits
	Loans
	%of Assets
	% Deposits
	%Loan

	1
	Raiffeisen Bank
	672
	544
	378
	32.5
	31.3
	30.3

	2
	Procredit Bank
	732.5
	638.3
	472.5
	35.5
	36.7
	37.9

	3
	NLB
	298.8
	249.1
	162.9
	14.5
	14.3
	13.1

	4
	TEB
	117.1
	105.7
	77.4
	5.7
	6.1
	6.2

	5
	BKT
	56.8
	39.9
	38.1
	2.7
	2.3
	3.1

	6
	BPB
	86.6
	76.6
	50.5
	4.2
	4.4
	4.1

	7
	Banka Ekonomike
	98.6
	84.5
	64.7
	4.8
	4.9
	5.2

	8
	Banka Komerciale
	3.2
	 
	1.66
	0.2
	 
	0.1

	 
	Total
	2065.6
	1738.1
	1245.76
	100.0
	100.0
	100.0


Source: Central Bank of Kosovo (BQK)
	 
	Table №. 8. Bank participation in the market 2010

	 
	In million euro
	 
	 
	 
	 
	 
	 

	No
	 
	Assets
	Deposits
	Loans
	%of Assets
	% Deposits
	%Loan

	1
	Raiffeisen Bank
	660
	544
	396
	28.1
	27.9
	26.5

	2
	Procredit Bank
	744
	626
	476
	37.7
	32.1
	31.9

	3
	NLB
	355
	295
	209
	15.1
	15.1
	14.0


	4
	TEB
	208
	183
	149
	8.8
	9.4
	10.0

	5
	BKT
	114
	60
	2.4
	4.9
	3.1
	6.2

	6
	BPB
	101
	87
	73
	4.3
	4.5
	4.9

	7
	Banka Ekonomike
	125
	123
	93
	5.3
	6.3
	6.2

	8
	Banka Komerciale
	4.1
	32
	4
	1.7
	1.7
	0.3

	 
	Total
	2,348
	1949
	1493
	100.0
	100.0
	100.0


Source: Central Bank of Kosovo (BQK)

Analysis of data above let us assume that Pro credit Bank is leading at overall, and then is Raiffeisen Bank, NLB Prishtina bank, and the rest.  This data is from 2010, but I am used to work in this field I can say that two foreign banks like TEB and BKT they are successful. They are consolidating themselves in the banking market, even though Pro credit bank has the market from the beginning of developing bank industry in Kosovo.
3.2. Analysis of consumer loan in Kosovo
Kosovo is in financial transition (in the privatization process), and banks play a really important role for economic grow. Commercial banks lending activity continue to represent one of the key financing for consumption and investments in Kosovo. 
3.2.1 Deposits

I will explain briefly situation about deposits in Kosovo and then continue with loan supply in the market from commercial banks.
At the end of 2011 banking system of Kosovo reached at 2.1 billion euro, the growth rate is about 8 percent, to compare with other previous years. As you can see on picture № 17, structure of deposits by sector and there we can have a clear picture where households are the main participants on deposits in the financial market of Kosovo.
   Picture № 17.      Structure of deposits by sector, in percentage
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Source: CBK Annual reports 
From this picture it can be assumed that the main sources of deposits in the Kosovo’s banking system are household’s deposits (about 70 percent of total deposits).
3.2.2. Loans

The banking sector’s activity has expanded even further in 2012 and the share of total loan activity to Kosovo’s GDP has increased to 38 % compared to last year (35 % share of GDP). According to the CBK data, lending activity by commercial banks was characterized with a faster growth trend. 

While imports are really high, it means money has to be sent abroad to pay those imports. So, needs for money is really high, and banks have to provide market with money.

According to CBK structure of loan is divided as in this chart № 4.

Chart № 4. Structure of loans in percent
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Source Central Bank of Kosovo

Loan for households at 2009, 2010, 2011 and 2012 make about 28.5%, in average, of total structure of loans in Kosovo.

Banks are focused more on business loans as we saw in the table № 6, there is a difference on interests between consumer loan and business loan. Banks are focused more on business loan because the interest rate is higher, probability is higher to earn more profit. Risk is higher for business loans than consumer’s loan because enterprises can lend bigger amount of loan than households.

Results show that the banking sector in Kosovo is characterized with a large presence of foreign capital, where 89.2 % of total assets are managed by foreign banks, where foreign capital is dominant in 6 of 8 banks operating in Kosovo. Their presence has contributed in the modernization of the financial system by bringing more advanced practices in finance and in managing banking sector.

      Graph no 3.Structure of loans by maturity, in percent
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Source: CBK Annual report (2011)

Regarding loan maturity, loans with longer maturity 2-5 years continue to dominate the structure of total loans with 42.6 percent of total loans in December 2011 (see graph 3), where compared to 2010 it  remained practically the same. Nevertheless when grouping together we get total loans with maturity of over two years represented by 72.4 percent of total banking system loans in December 2011 (72.4 percent of total loans in December 2010), in contrast to time deposits of up to two years being represented by 82 percent.

The regulatory recommended margin by CBK is 80 % deposits should be given out in loans.

3.2.2.1.  Households loan
As I showed in the previous chapter, the main players in the banking sector are foreign banks, who lead in supply of loans. They already created  a market in the banking sector, the first bank, which started operating in Kosovo, they are also leaders in the financial market. Pro credit bank supplied market with loans more than all other banks in Kosovo.
Graph № 4 shows how households participate in the loan market with 28%  of total market, in this field of loans for households main services are mortgage loan, loan for renovation of houses, consumer loans, cash cover loan, private loan, car loan etc. 

	Table № 10. Households loan in Kosovo 2008-2011 in million euro

	Banks
	PCB
	RBKO
	NLB
	TEB
	BKT
	BPB
	BE
	Bk
	Total

	Years
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2008
	98,946
	81,738
	55,065
	7,2
	3
	19,076
	20,944
	0.803
	286,772

	%
	34,50%
	28,50%
	19,20%
	2,51%
	1.04%
	6.65%
	7.30%
	0,29%
	100,00%

	2009
	112,217
	92,934
	40,564
	19,071
	8,476
	12,411
	15,741
	0,302
	302,719

	%
	37,40%
	30,70%
	13,40%
	6,30%
	2,80%
	4,10%
	5,20%
	0,10%
	100,00%

	2010
	136,618
	113,491
	59,957
	42,826
	26,552
	20,985
	26,552
	1,284
	428,269

	%
	31,90%
	26,50%
	14,00%
	10,00%
	6,20%
	4,90%
	6,20%
	0,30%
	100,00%

	2011
	138,504
	126,922
	72,389
	67,563
	31,851
	20,751
	22,681
	1,93
	482595

	%
	28,70%
	26,30%
	15,00%
	14,00%
	6,60%
	4,30%
	4,70%
	0,40%
	100%

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Source: BQK  annual reports, annual reports of commercial banks and interview with managers


Graph № 5. Households loan in Kosovo in percentage
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Source: BQK  annual reports, annual reports of commercial banks and interview with managers
PCB (Pro credit Bank) and RBKO (Raiffeisen bank Kosovo) are leading because of fact that they are in the market from the begging. Kosovo is a small market and most people are clients of some banks. It is harder to find consumers for new banks, who wants to operate in the market because almost all sectors engaged.  At the end of 2008 PCB finished the year with 34.50%, RBKO with 28.5% and NLB with 19.2%. Domestic banks like BPB and BE they are not in the same level like foreign banks. BPB finished with 6.66% and BE with 7.30% of households loan.

At the end of 2009 all banks had an increase on households loan, PCB rose to 37.4%, RBKO to 30.7%. NLB bank had some internal problems with the employee, and it was reflected also in market (corruption of employee), they fall to 13.4%. Domestic banks like BPB and BE fall in percentage also in a total amount of households loans, BPB finished 2008 with 19,076 million euro and at the end of 2009 fall to 12,411. It's the same situation with BE domestic bank in Kosovo; they fall to 15,741 from 20,944. Reason why they fall it's because in the market started operating two new foreign banks.
At 2010, all banks had increase amount of households loans. PCB fall with percentage but not in a total amount they had an increase on households loan from 112,217 million (2009) to 136,618 million euro, it was the same also for RBKO bank. Domestic banks they had an increase as well because foreign banks requirements were more strict and most of the clients were not able to fulfill their requirements. BPB bank finished 2010 with 20,985 and BE with 26,552 million euro.

From 2008 to 2011 total households loan increased with 59%  in general.
New banks like TEB and BKT achieved highest results and have shown better performance. As we can see in this table, they started operating at January 2008 and at the end of 2011 they achieved 16% of households loan in the market and BKT bank finished with 6.6% of total consumer loan market. Reason why they had such a big changes during the years and exceeding, is that they were focused on attracting households mostly with their products, for example credit cards without interest.

3.2.2.2. Consumer Loan  
Consumer loan is known also like a personal loan. It  is an amount of money lent to an individual or households purposes.  Consumer loan is a debt that someone incurs for the purpose of purchasing a good or service. This includes purchases made on credit cards, lines of credit and some loans. We can call consumer loan also consumer credit.

This includes automobiles, recreational vehicles (RVs) and education, boat and trailer loans, but excludes debts taken out to purchase real estate or margin on investment accounts. For example, a mortgage for purchasing a house is not consumer loan, from consumer loan bank enables you to purchase variety of consumer goods (furniture, freezers, refrigerators, washing machines, microwaves, computers, clothes etc.). Consumer loan are monitored from Central bank.
Banks in Kosovo offer the same consumer loans; they have some differences on prices and the way of distribution.

These loans are offered to you so that you can meet your needs, providing you with the possibility to purchase goods on credit in stores and shops of bank partners throughout Kosovo. You only need to receive your salary in one bank or in any other local bank in order to be qualified for such a loan. A considerable number banks and its’ partners provide you with the possibility of choosing various items you may need.

All banks have their own policies and their goals, so claims from banks for consumer loan are kind the same but with some differences. I will show the basic claims from banks, in order to apply for a consumer loan you should fill these requirements showed on a table below.
	Table № 11.   Claims of banks for consumer loan 

	Banks
	PCB
	RBKO
	NLB
	TEB
	BKT
	BPB
	BE
	Bk

	Description
	
	
	
	
	
	
	
	

	Minimal amount
	250
	200
	200
	200
	200
	200
	200
	n.a

	Maximal amount
	15000
	15000
	10000
	20000
	10000
	15000
	15000
	n.a

	Interest rate 
	12,3
	12,90%
	11,5
	11,8
	9
	11,50%
	10,80%
	n.a

	Loan duration
	60 months
	84 months
	60 months
	60 months
	60 months
	60 months
	60 months
	n.a

	Required documents
	ID , Employment contract.
Administrative fee on the salary
	same 
	same
	same
	same
	same
	same
	n.a

	Repayment
	regular monthly payments
	same 
	same
	same
	same
	same
	same
	n.a

	Loan requirements
	salary should not be less then120 euro
	same 
	same
	same
	same
	same
	same
	n.a

	
	installment shall not exceed 1/3 of incomes
	same 
	same
	same
	same
	same
	same
	n.a

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Source: Price lists of banks
	
	
	
	
	
	


Maximum amount for consumer loan is 20000 euro with duration of 60 months, minimum amount for a consumer loan is 200 euro. Prices are kind the same. BKT bank has the lower interest rate for consumer loan, and the highest interest rate comes from the biggest banks like Raiffeisen bank and Pro credit bank with 12.9% and 12.3%.
Required documents are ID of the Republic of Kosovo, employment contract and administrative fee on the salary payment (this document tells the bank that the client does have salary payment, is to prevent cheating).Document requirements are the same in all banks.
Loan requirements are the same also at all banks. Salary payment should not be less than 120 euro and monthly installment of the loan shall not exceed 1/3 of income, it’s a strict rule, otherwise client can be overloaded and may not have enough money to survive or to pay that installment.
3.2.2.3. Supply of consumer loan in Kosovo 2008-2011
Till the end of 2007, in Kosovo market seven banks were operating, since January 2008, three foreign banks got a license to operate in Kosovo market; Türk Ekonomi Bankasi (TEB) from Turkey, Banka Kombetare Tregtare (BKT) with Turkish capital and   Nova Ljubljanska Banka (NLB Prishtina) from Slovenia, started their operations in the Kosovo banking market. 
TEB entered the market after being granted a full license by the CBK at the end of 2007. On the other hand, NLB Prishtina was established by the merger of two domestic banks (Kasabank and Banka e Re e Kosovës), after a purchase of majority of their shares by NLB.

The entry of new banks enhanced competition in the banking sector. Improved competition in the Kosovo banking sector can be also noticed from the distribution network which improved citizens’ access to banking services was noticed in 2008. For example, the number of commercial bank branches in 2008 reached -46 branches (38 branches in 2007), while the number of sub‐branches reached 233 branches (189 branches in 2007).

Marking an annual increase of 32.7 percent, at the end of 2008 loans issued by the banking system reached at euro 1.2 billion or 31.1 percent of GDP.
Now take a look on table №4. Imports of goods are really high, and exports of goods are really low, so it means Kosovo is in lack of cash, TEB bank they analyzed economy very well. They started to offer money with a focus on loan for consuming. I can add they are using a good name of BNP Paribas because  TEB group is formed through a joint venture between them, BNP Paribas group are share holder of TEB bank in Turkey with 51 % of shareholder.
I can say every one consume goods in daily basis, so it is a good strategy to attract people somehow,” so if is everyone “, it means all habitant of that country are potential clients, you need just a strategy, and to find an exact product to attract people, so if you sell that unique product, you will have benefits indirectly. How? It is logical, for example: If you sell to most of the clients your unique product, then you already have your clients at your bank and then you can sell other products. It is necessary first to create a relation with client somehow and then you can sell products for them. There is a table №12 in details for a consumer loans in the market of Kosovo.
	Table 12. Consumer loan in Kosovo 2008-2011 in million euro

	Banks
	PCB
	RBKO
	NLB
	TEB
	BKT
	BPB
	BE
	BK
	Total

	Years
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2008
	27,091
	23,775
	15,931
	3,719
	2,183
	3,153
	4,844
	0,169
	80,869

	2008%
	33.5%
	29.4%
	19.7%
	4.6%
	2.7%
	3.9%
	5.99%
	0.21%
	100%

	2009
	29,102
	25,498
	13,234
	8,632
	4,36
	3,826
	4,182
	0.160
	88,999

	2009%
	32,70%
	28,65%
	14,87%
	9,70%
	4,90%
	4,30%
	4.7%
	0.18%
	100%

	2010
	39,391
	37,503
	20,235
	16,188
	8,498
	5,665
	7,149
	0,269
	134,904

	2010%
	29,20%
	27,80%
	15%
	12,00%
	6,30%
	4,20%
	5,30%
	0.2%
	100%

	2011
	42,223
	38,857
	23,253
	25,700
	11,320
	5,354
	5,66
	0.611
	152,982

	2011%
	27,6
	25,40%
	15,2%
	16,8%
	7,4%
	3.5%
	3.7%
	0,4%
	100%

	Source: BQK , annual reports of commercial banks and interview with managers


Graph № 6. Consumer loan in Kosovo 2008-2011 in percentage
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Source: BQK annual reports of commercial banks and interview with managers
Consumer loans are about 31.2 % on a total of household’s loan as you can see table № 10, total capacity of households loan at the end of 2008 it was 286 million, and consumer loan there were 80 million. At the end of 2009 household’s loan increased in total 302 million, with consumer loan 88 million, at the first year we can see those new banks they had a big impact on increasing loan market, even in consuming. At the end of 2010 total loans for households were 428 million, with consumer loan 134 million, and at the end of 2011 total capacity household’s loan recorded, 482 million with consumer loan 152 million. 

3.2.2.4. Credit Cards

Credit cards are part of consumer loan, because they are used mostly for consuming. As I explained credit card is a payment card issued to users as a system of payment. It allows the cardholder to pay for goods and services based on the holder’s promise to pay for them.

In Kosovo, banks offer the same credit cards, just with some differences. New banks at 2008, when they got into the market, it was competitive market, they took ready all prices and wages from the market so they could not change because it was just a competitive market.

Prices are kind of the same, but the way of payment is different from other banks, but this kind of differences will have a big impact on sale of credit cards. As you will see later on table №14. Here on the table № 13, you can see prices and claims for credit cards.

	Table № 13
	Claims for credit cards and prices
	 
	 
	 
	 

	Banks
	PCB
	RBKO
	NLB
	TEB
	BKT
	BPB
	BE

	Description
	 
	 
	 
	 
	 
	 
	 

	Yearly fee
	20 euro
	20 euro
	15
	20
	20
	n.a
	12

	Minimum amount
	200 euro
	200 euro
	200
	200
	200
	200
	200

	Maximum amount
	3500 euro
	4000 euro
	4000
	3000
	3000
	3000
	3000

	interest rate
	0.13% daily
	0.11% daily
	0.10 daily
	0.006% and 0.13% daily
	0.006% and 0.13% daily
	0.9% daily
	n.a

	payment condition
	0-45 for free, after with daily interest
	0-60 days for free, after with daily interest
	0-60 days for free, after with daily interest
	0% interest if payment is on time. 0.006% if payment is 15% of debt. 0.13% if client is on delay if he don’t pay 15 % of credit
	0% interest if payment is on time. 0.006% if payment is 15% of debt. 0.13% if client is on delay if he don’t pay 15 % of credit
	n.a
	n.a

	 
	 
	 
	 
	 
	 
	 
	 

	Source: Price list from banks
	
	
	


Most of the banks issue  credit card, which has the limit approved by the bank to use for goods and services through the POS (point of sale ) terminal and withdraw cash 24 hours a day, 7 days a week, by using ATM’s in Kosovo and around the world.

Borrowing and returning money: You will have on your disposal the limit, approved by the bank, which can be used from your side and at the end of each month the bank will inform you through the statement for all of the transaction done in the specific month, obligations, the calculated interest and for the minimal payment needed. 

Based on your financial capacities, you can choose the most flexible way to fulfill your obligations. You are obligated to return at least the minimum amount required in the statement within the grace period for 15 days and the other part can be returned gradually.
I will offer you a table № 14 now, with approved credit cards from banks in Kosovo:
	Table 14. Credit cards in Kosovo 2008-2011

	Banks
	PCB
	RBKO
	NLB
	TEB
	BKT
	BPB
	BE
	Total credit cards

	Years
	 
	 
	 
	 
	 
	 
	 
	 

	2008
	13200
	11700
	2780
	5000
	2200
	1100
	1340
	37320

	2008%
	35,30%
	31,35%
	7,44%
	13,39%
	5,90%
	2,95%
	3,59%
	100,00%

	2009
	27300
	25400
	5980
	13000
	7700
	2500
	3840
	85720

	2009%
	31,84%
	29,63%
	6,97%
	15.16%
	8,98%
	2,29%
	4,47%
	100%

	2010
	41500
	39400
	9780
	25000
	11450
	3700
	5300
	136130

	2010%
	30,48%
	28,94%
	7%
	18,36%
	8,41%
	2,70%
	3,89%
	100%

	2011
	62700
	55600
	12100
	70000
	17800
	5300
	6200
	229700

	2011%
	27,29%
	24,20%
	5,20%
	30,47%
	7,74%
	2%
	2,70%
	100%

	Source: BQK  annual reports of commercial banks and interview with managers


Graph № 7. Credit cards in Kosovo 2008-2011 in percentage
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Source: BQK and annual reports of commercial banks and interview with managers
At 2008 PCB bank, was leading with Raiffeisen bank (RBKO) with 35.3% and 31.3%.Nlb bank was with 7.44%, and that year started operating new banks. As we can see from table TEB bank end the first year with 5,000 approved credit cards, or about 13% of credit card market, and BKT bank with 5.9%.
At 2009, situation of credit cards changed. Approved credit cards rose to 85,000 (or 44 percentage per year), but in percentage of market PCB decrease to 31.84% and RBKO had the same situation they hold about 29% of credit cards in the market, but increased with total card approval. TEB and BKT banks they were good competitor  and they started  attracting clients with their, credit cards.

2010 was still moving with the same trend of TEB bank, at the end of 2010 they hold about 18%, or 25,000 of approved credit cards, PCB stayed at 30%, RBKO with 28% and so on.

After four years,  TEB bank took the lead of credit cards with 30% or 70000 approved credit cards at the end of 2011. PCB lose the first place of credit cards market after eleven years operating, At the end of 2008 there were 37320 credit cards approved, and at the end of 2011 they rose to 229700 approved credit cards, or at the end were 192380 approved credit cards in market.

3.2.2.5. Consumer loan without interest ( Credit card without interest)

How is It possible to lead  on market with credit cards just for 4 years ???!!! I will explain how, because I was part of that bank and I know how many requirements about this kind of credit cards. 

When a company or a new bank gets in into new competitive market, clients from that market, already clients to some banks who operate there, so first you should analyze a situation and find out what is missing or what must clients need. Then, if you are able to do it, it will be easy to create your clients, and if you are a manager of that company or bank, you can think forward to raise profit of your bank or company.
As I mentioned above, Kosovo is on lack of cash money and everyone in market consumes in daily basis, for example someone buys clothes, or white technique ( TV, computer, DVD player) , food, etc.
TEB bank analyzed market and started offering credit card without interest (loan without interest). They named it “Star Card”. If you want to be unique in market, you have to think in different way from your competitors, TEB bank created brand of the bank, like unique product in market. I will inform you now, how this credit card works, with one questionnaire:

What does interest –free installment mean?

Interest-free installments is a unique Star Card feature through which you can purchase products and services in installments without being charged interest and you can determine the number of installments you pay yourself. For example: imagine you are purchasing a Plasma TV for 1000 euro. If you use your StarCard, you can purchase the TV and spread the 1000 euro purchase price over 10 monthly installments, each month you pay 100 euro with no interest. So in the cost of your new TV is the same as if you paid for it in the full on purchase. In addition, you will earn “Starpoints “ on the purchase.

How do you benefit from interest- free installment payments using Starcard?
Because you pay no interest on the portion of your credit card limit that you have used, you increase your purchasing power because you are spending only 100 euro per month instead of 1000 euro in one payment.

Does this mean that the card requires no interest at all?

No if payment is not made by the due date for payment of the statement for the specified month as per contract on the 1st or 15th then regular interest shall apply

When is interest accrued?

Interest begins to accrue after the last due date for payment, which is date 1( cycle 02) or 15 (cycle 01) of the month, depending on prior agreement made between you and the bank (card cycle). This cycle is selected by you when applying for the card. The cycle is selected according to your preference, depending on which day of the month you can cover the costs incurred earlier. If you chose cycle 01 then the interest is accrued only after the 15th of the following month, and only if you do not pay the full used amount. Interest is accrued only on the amount outstanding.

 How much is interest? 
If on date of payment to pay you pay the minimum amount of your used credit, according to your requirement to a minimum 15 percent, the interest rate is 0.066 percent per day. If you don’t have money to pay even 15% of your used credit on your date, then interest will be 0.13 percent per day.
To what amount you can pay with credit card without interest?
It depends what kind of limit you have, daily payment with this credit card is 1500 euro.

How do starpoints (bonus) work?

For each payment made by starcard you will earn bonus starpoints at the value of 0.5, 1, 2, and up to 8% of the purchase. This bonus is collected in your card. The bonus can be used to pay at any merchant where TEB Pos is installed. The balance of your bonus starpoints is included in your credit card balance statement, so you can see exactly how many starpoints you have to spend.

You can withdraw cash from ATMs?

A credit card is a product developed and designed for purchases and cash withdrawals. Cash can be withdrawn from ATMs using your starcard. They develop ATMs and you can choose option StarCash , you may divide amount withdrawn up to 12 installment. So clients they have chance to take cash money with installments from ATM’s even in Sundays, and you can pay them with installments. Daily withdrawal from star cash up to 50% of the card limit. Maximum daily withdrawal limit is 500 euro.
What is a Supplementary Card?

A supplementary card refers to a standard card that TEB issues at the request of a customer who already holds Starcard. The supplementary card shares the customers card limit and a specific limit can also be set on the supplementary card.

For example: If as a starcard holder customer you have a 1000 euro limit on your card, you can ask bank to make a supplementary card for a family member (+18 years old) with, for example, a 300 euro limit (in other words, 30% of your own credit card limit).

If the supplementary card holder spends 200 euro using the card, then your limit becomes 800 euro for the month in which the purchases are made. If the supplementary card holder does not use the card to make purchases in the given month, then your limit remains 1000 euro

Who can have this card?

A person who does not have bad credit history, who has salary payment at least 180 euro. Contract with his employee. Minimum amount of credit cards is 200 euro and maximum is 3000 euro.
Now TEB has set up the largest Point of Sale (POS) network of merchant members in Kosovo. That means holders of card can pay for food and gas or electronic equipment and white goods with 0% commission. The more clients integrate credit card into shopping, the more starpoints they gain, one every purchase.

I will show you a picture how this credit card (starcard) looks like.
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Picture 18. Source: http://www.teb-kos.com/ 
Now this card became popular in the market, till there as they call it, unique and one card with a lot of benefits.

As I explained, it is true this card is with a lot of benefits, as you could see on the table no 9, this bank is a leader with credit cards in the market as I know one fact they made it so famous and needed those employees from other banks they are holders of this card.

I can say that not only benefits of card they made it work, there are also other factors. I have to mention that costumer care from employees had a big role, making this card so famous and needed. Just for four years they took the lead in the market they had a lot of indirect benefits, selling other products like loan, POS, e-banking etc, to their clients.

Credit cards are sold mostly to people with salary  from the public budget, than the private sector with a regular salary, and the and business owners.
3.3. SWOT analysis of banking sector in Kosovo
SWOT analysis is a structured planning method used to evaluate the Strengths, Weaknesses, Opportunities, and Threats involved in a project or in a business venture.

A SWOT analysis guides you to identify the positives and negatives inside your organization (S-W) and outside of it, in the external environment (O-T). Developing a full awareness of your situation can help with both strategic planning and decision-making

 
	Banking sector Strength:

· Good reputation of well known banks, they are using goodwill in good way.
·  Oligopoly,90% of market is controlled from foreign banks in market; there are just 10% of domestic banks who control market.
·  Focused in different products, special focus in customer needs. 

	Banking sector Weaknesses:

· Lack of deposits

· Lack of decision making, from managers.
· Organization chart.

· Lack of capital

· Corruption of staff

· Responsibility of employee is really low.
· Uneducated staff

	Banking sector  Opportunities:

· Opportunity to earn money from interest (difference from deposit with loans interest is really high).

· Country is in transition, public property is under privatization
· The lower rate of nonperforming loans in region.


	Banking sector Threats:

· Competitive market of banking sector is really high,  

· Corruption of government 
· Is a small country with not enough purchasing power
· Small open economy

· Problems with judiciary 


SWOT table tells us a lot. Country still is developing, and there are a lot of problems like corruption of governments, weak judiciary (in a country,  there are a lot of cases in a process, not enough judges and prosecutors, so for banks can be a high problem for execution of nonperforming loans), and the large problem also is corruption of employee, (branch managers, or other employees). There is a problem with Human resource managers. They do not protect enough employees, (one of the needs of employees is safety needs).

Opportunities are high to earn profit from loan. As I showed you difference of interest rate for deposits and loans, also Kosovo is doing better than other countries with nonperforming loans.
In the next chapter,  you will be able to see more about nonperforming loans when I will describe benefits of consumer loan for the bank, client and for the company, effects of consumer loan without interest. 
Chapter 4
4.1. Comparison and benefits of loans in Kosovo market
Started from the scratch  the banking sector managed to gain profoundly the trust of individuals and businesses across the country. 
There are enough indicators explained on previous chapters to conclude that benefits of loans in Kosovo market they were high. Country was destroyed; foreign capital of banks was the main component of development of country, while public companies and property after war was in privatization, so the main source for domestic companies were banks who were operating in Kosovo. As we could see GDP of Kosovo for ages was growing. At the end of 2011 were distributed 1.6900 millions like loan. CBK statistics show that loans have increased every year, where in 2011 loans showed an annual increase of 16.4 percent.

4.2. How banks in Kosovo  performed from 2008 to 2011
At the end of 2008 (table 15) banks they finished the year with a net profit (34 million), will little decrease in 2009, where bank profits lowered to 27- million euro (banks requirements were more strict due to bank crisis in Europe, so credit standards were more strict). As we see table 15, banks net profit has trended upward again in 2010 and continued in 2011 as well, where at the end of 2011 banks recorded a net profit with 37 million euro. Banking sector income is mainly derived from interest on loans. Interest income of banks, at the end of 2011, was 195 million euro, or 81% on total income of banks. 
	Table № 15: Banks income and net profit (values in millions of euro_

	Years
	2008
	2009
	2010
	2011

	Total banking sector income
	195
	201,5
	217,2
	240

	Banking sector interest income
	155,7
	163,2
	175,8
	195

	Net Profit
	34
	27,4
	32,8
	37

	Return on Total Assets (ROA), in %
	1,9
	1,24
	1,34
	1,4

	Return on Average Assets (ROAA), in %
	2,1
	1,39
	1,44
	1,46

	Return on Equity (ROE) in%
	18,65
	13,33
	14,23
	14,5

	Return on Average Equity (ROAE), in %
	20,3
	14,13
	15,04
	15,23

	Source: CBK Annual reports (2008,2009,2010 and 2011)
	 


ROA shows how well a company controls its costs and utilizes its resources. The higher the ROA number, the better, because the banking sector is earning more money on less investment. During 2010 and 2011, ROA started to increase, where by the end of 2011 it reached 1.4 %, well above the regional average (0.4 %).
Thus looking at Table 10, we see that the ROAA indicator compared to ROA is slightly higher in every year, giving us a better picture of profitability of the banking sector.

As we can see on table, ROE went down in 2008 and 2009 reaching its bottom at 3.33%. However, despite the European debt crisis and the increased bank competition, in 2010 and 2011 the return on equity started to increase, where at the end of 2011.
While European debt crises which was reflected mostly at the banking system, commercial banks in Kosovo seem not have been impacted as much, during the crisis because, main reason is that companies from Kosovo are not exposed on world financial markets.
	Table 16: Profitability ratios for 2011  
	 Balkan region
	( In percentage)

	Countries
	ROA
	ROE

	Kosovo
	1,4
	14.5

	Albania
	0,2
	2.5

	Bosnia
	0,3
	3

	Serbia
	1,5
	6

	Macedonia
	0,1
	1

	Montenegro
	-0,80
	-6

	Regional average
	0,3
	4

	Source: Central bank reports of respective countries
	


This view of these table asses the performance indicators of ROA and ROE for banks in Kosovo, these indicators show us an even greater profit made by banks. The Return on assets by the end of 2011 of banks in Kosovo is greater than regions average. Is kind of the same situation with ROE, when you compare with regions average, return of equity is higher than average of region average.
4.3. Non-Performing loans
Loan portfolio in  Kosovo banking sector remains of good quality. Despite the fast credit growth, at the end of 2011, the share of non-performing loans performing loans (NPLs) to total loans was relatively low at 6% remaining nearly at the same levels as in 2010 with 5.9% as shown in picture . The NPL to total loans is 6% in 2011 and ranks Kosovo below the average of 15 % recorded in region of Balkan. Loan portfolio of banking sector in Kosovo, on average is of a better quality than in other countries in region.

Chart № 8 .  NPL to total loans in Kosovo in percentage 
[image: image32.emf]
Source: CBK Financial stability reports 
The non-performing loan indicator in the region - an important indicator compared between countries regarding loans is linked with financial resources.
	Table 17 . The regions NPL indicator
	 
	 
	 

	The report of NPLs %
	
	
	
	
	

	 
	2007
	2008
	2009
	2010
	2011

	Albania
	3,4
	6,6
	10,5
	13,9
	17

	Bosnia Herzegovina
	3
	3,1
	5,9
	9,2
	11

	Croatia
	4,8
	4,9
	7,8
	11,2
	n.a

	Macedonia
	7,5
	6,7
	8,9
	9,75
	9,2

	Montenegro
	3,2
	7,2
	13,5
	21
	25

	Serbia
	n.a
	11,3
	15,5
	17,8
	19

	Kosovo
	3,7
	3,5
	4,3
	5,9
	6

	 
	 
	 
	 
	 
	 

	Source: Central bank reports of respective countries


In this table Kosovo is showed with the lowers NPL in region of Balkan, but from here we can see a tendency of increasing NPLs in Balkan countries. Montenegro, Serbia, Albania are leading with non-performing loans, while Kosovo is with 6% of NPL’s, till now it’s good.
4.4. Effect of consumer loan without interest
As you could see in the previous chapter, TEB bank became leader in consumer loan without interest after four years in the market, even though other banks were in the market before and they had their clients. At the end of 2011, there were 229,700 approved credit cards in the market. TEB bank became leader with 70,000 approved credit cards or 30% of market for credit cards.
Total consumer loan of TEB bank at the end of 2011 was 25,700,000 euro, and total approval credit cards were 70,000 euro with limit approximately 400 euro per card. So total limit approval from bank at 2011 was 28,000,000 euro, total approved limit of credit cards at the end of 2011 was more than total consumer loan (2,300,000).
	Table № 18  Benefits of TEB bank from loan without interest 2011

	Total Approved credit cards
	 
	77.000

	Active users of credit cards 
	75%
	57750

	Average used amount
	250 euro
	14,437,500

	Minimum payment of credit card with 15% 
	80%
	46,200

	Average amount of users who pay 15%
	250 euro
	11,550.000

	Daily interest income
	0.006%
	6,930

	Users of credit cards who pay on time without interest
	14%
	8,085

	Average amount of users who does not pay interest
	250
	2,021,250

	bad credit cards       
	6%
	3,465

	Average bad limit of credit cards
	250
	866,250

	Total consumer loan 2011
	 
	25,700,000

	% of used amount of credit cards on total consumer loan
	 
	56.17%

	Average limit approval for a card
	 
	400

	Average limit approval
	 
	28,000,000

	 

	Source:Interview with manager of the bank
	


As we can see from this table total active users are 57,750 or 75% from total cardholders. Total average used amount is 14,437,500 euro or 56.17% on the total amount of consumer loan. Users who pay only minimum of amount 15% (about 80% of active users)  or average used amount is 11,550,000 euro, so those clients who pay only minimum amount of debt, they must pay interest, on a daily basis,  just for one day bank can earn 6,930 euro. For example if clients who pay only 15% of amount are on delay for 250 days from one year, (250*6930) bank can earn 1,732,500 euro like interest income. 

Clients who are on delay after date (bad debt),  they do not have to pay 15% of total debts, there is an amount of 866,250 euro on delay, interest for this kind of delay is 0.13% per day, it makes 1120 euro per day. If clients are on delay for 250 days bank can earn interest fee in an amount of 281,531 euro.
Management of the bank  had to think how to make clients use those cards. What they did from the beginning when started operating in the market is firstly, introduced market with this loans without interest (credit card), and then they made offers to merchants to sell goods with installments from banks POS. 
What kind of benefits companies have to sell goods with installments?

Yes, they have benefits from this activity, for example one company sells LCD Televisions or cameras, usually they are expensive like 1000 euro, and benefit of the company is that they can increase turnover, sell their goods often. In Kosovo market is in lack of money and usually sells are made on debt (companies sell their goods with like debt to their costumer), so this problem is fixed from credit cards very well. Company while selling one good, for example one TV, will have their money immediately on POS account in bank.
But bank also have benefits from this activity, not only consumer and company. Also their POS, have price list  with fees from installments which  are different.

Bank offered to client a price list for their POS, in agreement there are different prices for different installments, because bank takes risk for company and bank has to deal with clients, company will have earn money immediately . Table no show prices for every installment

	Table № 19.            Price list of POS from TEB bank

	Number of installments
	percentage of commissions
	Number of installments
	percentage of commissions

	2
	3,61
	13
	8,58%

	3
	4,06%
	14
	9,03%

	4
	4,51%
	14
	9,48%

	5
	4,96%
	16
	9,94%

	6
	5,42%
	17
	10,39%

	7
	5,87%
	18
	10,84%

	8
	6,32%
	
	

	9
	6,77%
	 
	 

	10
	7,22%
	
	

	11
	7,68%
	 
	 

	12
	8,13%
	
	

	 
	 
	 
	 

	Source: Internal price list of the bank
	


If a company sells for example one of their goods with 12 installments, banks earns 8.13% of that amount.
Only TEB bank and BKT bank they improved this system of payment on market with installments. Using credit cards of PCB, RBKO and NLB bank you can buy only with one installment, as we can see from credit card table № 20,  TEB bank became leader on credit cards, and table 15 tells us that TEB bank share 37% on POS market in Kosovo.
In 2008, new banks had big impact on market, providing banking services like Automated Teller Machines (ATM), point of sale (POS), electronic banking accounts, etc.
Number of POS terminal at the end of 2011 reached 7,534 

	Table № 20.     Total Point Of Sale (POS  2011), in market

	TEB
	PCB
	RBKO
	BKT
	NLB
	Total

	2835
	1810
	1650
	890
	349
	7534

	37,60%
	24,02%
	21,90%
	11,81%
	4,60%
	 

	 
	 
	 
	 
	 
	 

	Source: CBK annual report, and interview with managers


TEB bank is also leader with installed POS terminal around Kosovo with 37 %, while PCB and RBKO are second and third with 24% and 21% of market for POS.
Chart № 9 POS 2011
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Source: CBK annual report, and interview with managers

After four years activity on the market, how we can see on this chart, TEB (blue color) has the greater participation in the market.

Benefits for the client are also high when they used system of credit card without interest. When they already have this card, they are able to take credit even on Sunday or during the night from TEB ATM machine, with 12 installments without interest. Card holder can purchase goods around Kosovo with installments without interest. In some stores, they have a chance to buy goods with 18 installments. If a client pays on time, there is no interest for them to pay.
Conclusion

Kosovo economy it has been destroyed during the war, at 1999 country registered unemployment rate  around 74 percent. And in year 2009, the unemployment rate in Kosovo was 45 percent. GDP of Kosovo after the war started increasing. At the end of 2003 GDP was recorded with 2,900 million euro, and in 2010 nominal GDP was recorded with 4,113 million euro, for seven years Kosovo GDP rose for 1,233 million euro (70 percent). Still Kosovo is one of the poorest country in Europe, when we compare GDP per capita with GDP per capita of other  European countries. GDP per capita of Kosovo (2010) was 2,056 euro, and when we compare with Germany they have GDP per capita 31,850 euro, or with Czech republic GDP per capita was 14,877 euro.
Financial sector of Kosovo (2011) is characterized with commercial banks, who hold 75% of assets, pension funds with 16.70% of assets, micro financial institutions with 4.10% and insurance companies with 3.10% of assets.
After war when banks started to operate in Kosovo till now, they had just increase on their activities. According to central bank of Kosovo at 2000 banks asset and liabilities were 0.1 billion euro. At the end of 2008 total assets and liabilities increased to 1,79 billion euro (deposits 1,42 billion and loan with 1.19 billion). While 2011 banks assets and liabilities ended with 2,66 billion euro (increased with 67 % from 2008 to 2011), deposits increased to 2,10 billion and loans increased to 1,69 billion euro( increased  with 70 %).
Starting from that point where minimum salary payment in Kosovo is 170 euro, and reminding you that Kosovo is in deficit net export (have more imports than exports), it means also money is exporting as well. So needs for cash money in economy are high. Starting from consuming where everyone has to consume on daily basis. Commercial banks are playing really important role on market with consumer loans. Loans in Kosovo market are divided loan for enterprise, households and others. Loan for Households are about of 28.5%, of total structure of loans in Kosovo.

According to e Central Bank of Kosovo consumer loans are about 31.2 % on total of household’s loan,  total capacity of households loan at the end of 2008 it was 286 million, and consumer loan there were 80 million. At the end of 2009 household’s loan increased in total 302 million, with consumer loan 88 million. At the end of 2010 total loans for households were 428 million, with consumer loan 134 million, and at the end of 2011 total capacity household’s loan recorded, 482 million with consumer loan 152 million. At the first year we can see those new banks they had big impact on increasing loan market, even in consuming.
When a new bank enters to a new market, they should take into account that the potential clients already are clients to other banks. They should have to define their goals, how to attract their potential clients. I explained on my thesis how TEB bank, became a leader on a market for credit cards without interest. Just for four years they became leader with approved credit cards 70,000 in total or with 30.47 % of credit card market. Approved limit of credit cards at the end of 2011 were 28 million. Limit approval of credit cards exceeds total amount of consumer loan with 2,300 million euro. TEB bank earns interest on daily basis around 6,900 euros. They became also leader on Point Of Sale terminal in Kosovo with 38%. 
Technology  and creativity of management had its impacts to increase revenues of the bank. Prices of consumer loan and credit cards are kind of the same. Small changes in technology made difference as we could see from TEB bank. But products cannot be sold by itself even it is good. Every job requires commitment to achieve goals.
Performance indicators such as ROA (1.4%), and ROE (14.5%), as well as the level of non-performing loans (6%) makes Kosovo’s banking sector the safest and most profitable as well when comparing it to the region.
Sources:

Mishkin, Frederic S. - Eakins, Stanley G. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009.  ISBN 978-0-321-37421. 

MADURA, Jeff. Financial markets and institutions. Abridged 9th ed. Mason: South-Western Cengage Learning, 2011. xxix, 714. ISBN 9780538482493

Sullivan, Arthur:Steven M. Sheffrin (2003). Economics: Principles in action. Upper Saddle River, New Jersey 07458: Pearson Prentice Hall. pp. 551.ISBN 0-13-063085-3
Hoggson, N. F. (1926) Banking Through the Ages, New York, Dodd, Mead & Company.page: 114.
Braziel, Jana Evans. 2008. Diaspora - an introduction. Malden, MA: Blackwell.
N. Gregory Mankiw. Harvard University. Macroeconomics. Seventh Edition

Armstrong. M. A handbook of Human Resource Management Practice (10th edition) 2006
 Perloff, J. Microeconomics Theory & Applications with Calculus. Pearson 2008
Central Bank of Kosovo reports and financial stability reports available at: www.bqk-ks.org 

Kosovo Commercial Banks – Annual Reports 2010

Kosovo Commercial Banks – Balance Sheets December 2011

Kosovo Commercial Banks – In-depth interviews 2011
Financial Stability Report, 2009, 2010 – Albania

Financial Stability Report, 2009, 2010 – Bosnia and Hercegovina

Financial Stability Report, 2009, 2010 - Croatia

Financial Stability Report, 2009, 2010 - Macedonia

Financial Stability Report, 2009, 2010 - Montenegro

Financial Stability Report, 2009, 2010 – Serbia

International Monetary Fund. 2011. Republic of Kosovo: Concluding Statement of the

2011 Article IV Consultation Mission. July 2011.
Interview with Managares from all the banks.

Internal Price list of from the banks

Memo  from banks.
http://www.kryeministri-ks.net/repository/docs/Strategjia_e_Industrise.pdf
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Main_Page 
http://en.wikipedia.org 
http://www.cashwebcommunity.com/site/frontend_management.html
http://www.investopedia.com 
http://www.teacherschoice.com.au/maths_library/money/simple_interest.htm 

https://www.cia.gov
http://www.riinvestinstitute.org/publikimet/pdf/15.pdf 

Riinvest-Aktivitetet ekonomike dhe zhvillimi demokratik I Kosovës 
Terms of Reference: Technical Assistance to Support the Development of Kosovo's SME Support 

http://www.etf.eu.int/etfweb.nsf/pages/downloadbycountryfiles/file/EARToRsETFprops.doc  

http://koha.net/?page=1,3,97510 

MTI-Strategjia e zhvillimit afatmesem të ekonomisë së Kosovës ’04-‘08
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CDUQFjAA&url=http%3A%2F%2Fwww.swiss-cooperation.admin.ch%2Fkosovo%2Fressources%2Fresource_en_180367.pdf&ei=AqVRUYWFG5PA7Aa15YGgBQ&usg=AFQjCNE2BZBqize27UsucFScyawI0d7Mow
http://bankassoc-kos.com/ 

Monograph of Procredit bank. Introduction of the bank
 http://ak.rks-gov.net/?cid=2,1 

http://ec.europa.eu/enterprise/policies/finance/data/enterprise-finance-index/access-to-finance-indicators/loans/index_en.htm
List of charts, graphs, pictures and Tables:
Picture № 1: Flow of funds on financial market
Picture № 2. Financial Intermediaries

Picture № 3 the financial market is a cycle 
Picture № 4: Balance sheet of commercial banks
Picture № 5. Example of amortization plan of one loan

Picture №6: Role of commercial banks

Picture№7. Population of Kosovo- 2012
Picture№ 8: Location of Kosovo
Picture № 9: Remittances in Kosovo

Picture№ 10. Number of financial institutions

Picture №11. Structure of assets of the financial system by sector

Picture № 12. Total value of assets and liabilities for ages
Picture № 13. Concentration of bank activity through HHI
Picture №.14,Average of interest for ages

Picture№15: Interest rates for loans in Europe 2007-2012

Picture № 15: Structure of banking system assets
Picture № 16: Structure of banking system liabilities
Picture № 17:      Structure of deposits by sector, in percentage
Picture 18: Sample of credit card

Chart № 1. Financial intermediaries in Kosovo

Chart № 2, GDP Nominal of Kosovo
Chart №3, Yearly Inflation in Kosovo
Chart № 4. Structure of loans in percent

Graph № 5. Households loan in Kosovo in percentage

Graph № 6. Consumer loan in Kosovo 2008-2011 in percentage
Graph № 7. Credit cards in Kosovo 2008-2011 in percentage
Chart № 8 .  NPL to total loans in Kosovo in percentage

Chart № 9 POS 2011

Table №1 the main role of central bank

Table № 2. GDP Nominal(compare of GDP with countries
Table № 3. Export and Import (in million euro)
Table № 4: Commercial banks in Kosovo

Table № 5. Report between foreign capital and domestic capital

Table № 6.Loan interests in Kosovo

Table №. 7. Bank participation in the market 2009
Table №. 8. Bank participation in the market 2010
Table № 10. Households loan in Kosovo 2008-2011 in million euro
Table № 11.   Claims of banks for consumer loan

Table 12. Consumer loan in Kosovo 2008-2011 in million euro

Table № 13 .Claims for credit cards and prices
Table 14. Credit cards in Kosovo 2008-2011
Table № 15: Banks income and net profit (values in millions of euro)

Table 16: Profitability ratios for 2011  of Balkan region

Table 17 . The regions NPL indicator

Table № 18  Benefits of Teb bank from loan without interest 2011

Table № 19.            Price list of POS from TEB bank

Table № 20.     Total Point Of Sale (POS  2011), in market

ABBREVIATIONS

CBK –Central Bank of Kosovo

EU- European union

WB- World Bank

GDP- Gross domestic Product

IMF –International Monetary Fund

NPLs- Non performing loans

ROA- Retrun on Assets

ROE- Return on Equity

ROAA-Return on Average Assets

ROAE-Return on Equity

UNDP- United Nations Development Program

PCB- Procredit bank

RBKO- Raiffeisen Bank

NLB- Nova Ljubljanska Banka

TEB- Turkish Ekonomik Bankasi

BKT-Banka Kombetare Tregtare

BPB- Banka Private per Biznes

BE- Banka Ekonomike

BK- Banka Komerciale
POS- Point of Sale
�








� Sullivan, Arthur:Steven M. Sheffrin (2003). Economics: Principles in action. Upper Saddle River, New Jersey 07458: Pearson Prentice Hall. pp. 551.ISBN 0-13-063085-3.


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421.page 18





� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421


�  Hoggson, N. F. (1926) Banking Through the Ages, New York, Dodd, Mead & Company.page: 114.


� � HYPERLINK "http://en.wikipedia.org/wiki/Ownership" �http://en.wikipedia.org/wiki/Ownership�


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 7: Structure of Central Banks and the Federal Reserve System


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions





�  MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions. Page 442


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions. Page 442


�  MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 17. Banking and the Management of Financial institutions. Page 442


� MISHKIN, Frederic S. a Stanley G. EAKINS. Financial markets and institutions. 6th ed. Boston: Pearson Prentice Hall, 2009. xxxix, 675. ISBN 978-0-321-37421  chapter 18. Page 452.


� Jeff Madura. Financial Markets and Institutions, Abridged 9th Edtion. Chapter 17: Commercial Bank Operations


�  � HYPERLINK "http://en.wikipedia.org/wiki/Amortization_calculator" �http://en.wikipedia.org/wiki/Amortization_calculator� 


� http://www.investopedia.com/terms/o/overdraft.asp#axzz2NdPB9HyT


� Jeff Madura. Financial Markets and Institutions, Abridged 9th Edtion. Chapter 18: Commercial Bank industry. Page 454


� http://www.investopedia.com/terms/l/letter_of_guarantee.asp#axzz2NdPB9HyT





� Jeff Madura. Financial Markets and Institutions, Abridged 9th Edtion. Chapter 17. Page 463


� Jeff Madura. Financial Markets and Institutions, Abridged 9th Edtion. Chapter 17.page 463


� �HYPERLINK "http://www.teacherschoice.com.au/maths_library/money/simple_interest.htm"�http://www.teacherschoice.com.au/maths_library/money/simple_interest.htm� 


� � HYPERLINK "http://en.wikipedia.org/wiki/Compound_interest" �http://en.wikipedia.org/wiki/Compound_interest�


� Jeff Madura. Financial Markets and Institutions, Abridged 9th Edition. Chapter 17: Commercial Bank Operations 





� �HYPERLINK "https://www.cia.gov/library/publications/the-world-factbook/geos/kv.html"�https://www.cia.gov/library/publications/the-world-factbook/geos/kv.html�


� � HYPERLINK "https://www.cia.gov/library/publications/the-world-factbook/population/populationtemplate_KV.html" �https://www.cia.gov/library/publications/the-world-factbook/population/populationtemplate_KV.html� 





� :� HYPERLINK "https://www.cia.gov/library/publications/the-world-factbook/maps/kv_largelocator_template.html" �https://www.cia.gov/library/publications/the-world-factbook/maps/kv_largelocator_template.html�


� � HYPERLINK "http://www.riinvestinstitute.org/publikimet/pdf/15.pdf" �http://www.riinvestinstitute.org/publikimet/pdf/15.pdf� 


� �HYPERLINK "http://sq.wikipedia.org/wiki/Njohja_nd%C3%ABrkomb%C3%ABtare_e_Kosov%C3%ABs"�http://sq.wikipedia.org/wiki/Njohja_nd%C3%ABrkomb%C3%ABtare_e_Kosov%C3%ABs�


� Riinvest-Aktivitetet ekonomike dhe zhvillimi demokratik I Kosovës 


� Source: Terms of Reference: Technical Assistance to Support the Development of Kosovo's SME Support 


Infrastructure. URL: � HYPERLINK "http://www.etf.eu.int/etfweb.nsf/pages/downloadbycountryfiles/file/EARToRsETFprops.doc" �http://www.etf.eu.int/etfweb.nsf/pages/downloadbycountryfiles/file/EARToRsETFprops.doc� 


� � HYPERLINK "http://www.bqk-kos.org/repository/docs/2012/Annual%20Report-2011.pdf" �http://www.bqk-kos.org/repository/docs/2012/Annual%20Report-2011.pdf� 


� � HYPERLINK "http://koha.net/?page=1,3,97510" �http://koha.net/?page=1,3,97510� 


� MTI-Strategjia e zhvillimit afatmesem të ekonomisë së Kosovës ’04-‘08


� https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CDUQFjAA&url=http%3A%2F%2Fwww.swiss-cooperation.admin.ch%2Fkosovo%2Fressources%2Fresource_en_180367.pdf&ei=AqVRUYWFG5PA7Aa15YGgBQ&usg=AFQjCNE2BZBqize27UsucFScyawI0d7Mow


� Braziel, Jana Evans. 2008. Diaspora - an introduction. Malden, MA: Blackwell. Page 19


�  Central Bank of Kosovo annual report


� N. Gregory Mankiw. Harvard University. Macroeconomics. Seventh Edition. Chapter:1. Page 4.


� N. Gregory Mankiw. Harvard University. Macroeconomics. Seventh Edition. Chapter:1. Page 5


�  Monograph of Procredit bank. Introduction of the bank.


� � HYPERLINK "http://www.bqk-kos.org/repository/docs/2012/Financial%20Stability%20Report%202012.pdf" �http://www.bqk-kos.org/repository/docs/2012/Financial%20Stability%20Report%202012.pdf�  


� BQK annual reports 


� BQK annual reports


� BQK annual report


� � HYPERLINK "http://www.investopedia.com/terms/h/hhi.asp" �http://www.investopedia.com/terms/h/hhi.asp�


� BQK annual report (2011)


� � HYPERLINK "http://ec.europa.eu/enterprise/policies/finance/data/enterprise-finance-index/access-to-finance-indicators/loans/index_en.htm" �http://ec.europa.eu/enterprise/policies/finance/data/enterprise-finance-index/access-to-finance-indicators/loans/index_en.htm�


�  Perloff, J. Microeconomics Theory & Applications with Calculus. page 445. Pearson 2008.


� BQK Financial stability report 2012


�  BQK Financial stability report 2012


�  History of Banks :TEB bank and NLB Prishtina bank � HYPERLINK "http://www.teb-kos.com/" �http://www.teb-kos.com/� , � HYPERLINK "http://www.nlbprishtina-kos.com/" �http://www.nlbprishtina-kos.com/�, � HYPERLINK "http://www.bkt-ks.com/bktMain.aspx" �http://www.bkt-ks.com/bktMain.aspx�


� � HYPERLINK "http://www.bqk-kos.org/repository/docs/2010/BQK%20Raporti%20Vjetor%202008.pdf" �http://www.bqk-kos.org/repository/docs/2010/BQK%20Raporti%20Vjetor%202008.pdf�


� BQK 3annual reports, annual reports of commercial banks and interview with managers 


�  Sullivan arthur: Steven M. Sheffrin (2003).Economics Principles in action. Upper Saddle River, New Jersey 07458: Pearson Prentice Hall. p. 261. 


�  Internal memo of product given from bank


� Armstrong. M. A handbook of Human Resource Management Practice (10th edition) 2006, Kogan Page  77


�  CBK annual reports (2008,2009,2010 and 2011)





72 | Page

