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DETERMINANTS OF BANK’S NET INTEREST MARGINS 

IN KOSOVO

The aim of this paper is to investigate internal and external determi-

nants that impact the Net Interest Margin (NIM). The paper employs an 

OLS-PSCE procedure using quarterly Panel Data (From March 2013 to 

December 2019) for commercial banks in Kosovo. Results suggest that the 

factors within the bank such as: Loan-to-Deposit Ratio; Operation Costs 

-

est margin; therefore, a governmental policy intervention might not have 

an impact on Net Interest Margin. The results of the research are important 

through the internal and external indicators that are impacting the NIM. 

 Net Interest Margins, Loan-to-deposit ratio, Operating costs, 
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1. INTRODUCTION
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2. LITERATURE REVIEW 
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Credit risk 

(Kasman, et al., 2010). 

The impact of non-performing loans (Credit Risk)
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The ratio of client loans to deposits 

The capital adequacy ratio 

The bank and the structure size in 

Operational cost (OpCost),
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Non-interest income, the 

 

The interbank rate

Impact of domestic debt on

3. INSTITUTIONAL BACKGROUND
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Figure 1. 

TOTAL FINANCIAL SECTOR ASSETS DISTRIBUTION
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Figure 2. 

AVERAGE INTEREST RATES ON LOANS AND DEPOSITS
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Figure 3. 

 

(IN PERCENTAGE), IN KOSOVO AND COUNTRIES IN THE REGION, 2019
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Table 1. 

2019

Albania
Bosnia and 

Herzegovina
Kosovo

Monte-

negro

North 

NPL/Total Gross Loans 9.53 7.74 2.09 5.29  4.82

Return on Assets 1.47 2.3  1.50

Return on Equity 13.50 11.09 18.4  13.50

Interest Margin to Gross 

Income
79.21 57.28

Liquid Assets to Total Assets 

(Liquid Asset Ratio)
15.37 30.02 24.28  24.01

Liquid Assets to Short Term 

Liabilities
21.30 37.03  35.90
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Figure 4. 

LOANS AND DEPOSITS IN THE BANKING SYSTEM IN KOSOVO  
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Table 2. 

SUMMARY OF THE BANKING SECTOR INDICATORS IN KOSOVO

 2000 2004 2008 2012 2016 2018 2019

STRUCTURE

No. of banks (foreign owned) 1(1) 7(2) 9(7) 10(8) 10(8) 10(8) 

Participation of foreign banks 

in the banking sector (%)
100 90 89.42

PERFORMANCE

Net Interest Income (million €) N/A 44.02 170.98 179.37

N/A 11 34 75.5 88

Non-performance loans (% of 

total loans)
N/A 2.4 3.3 4.9 2.7 2

Credit / deposit ratio 53.8 81.9 83.2 77 79.44 75.9

Capital / assets ratio at risk 

(%)
N/A 14.3 17.8 17 15.9

Average return on total assets 

(%)
2.5 2.2 2.9 1 2.3 2.3 2.1

Average return on equity (%) 42.3 19.7 19.7 18.2 17.2

Net interest margin (%) 5.4 5.1 4.8

Net interest margin on gross 

income (%)
75.4 78.4

Non-interest expenses on gross 

revenues (%)
48.2 48.1

LEVEL AND COST OF MEDIATION

Total assets of the banking 

sector (% e GDP)
3.4 47.2 48.9 55 59.1

Deposits (% e GDP) 3.1 22.3 37.7 42.8 47.7 50 55.4

Loans (% e GDP) 0.1 12 30.9 34.9 41 43.5

Loan interest rate (%) * N/A 14.8 12.2 7.2

Interest rate on deposits (%) N/A 2.8 3.8 1.2 1.4

The difference between the 

interest rate on loans and 

deposits (%)

N/A 12 9 4.8

**Interest rate on new deposits
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4. DATA AND METHODOLOGY

4.1 Selected data and variables
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Table 3. 

DESCRIPTION OF THE VARIABLES AND EXPECTATION OF  

THEIR IMPACT ON THE ANALYSIS 

Variable name Naming Unit 

(Dependent Variable)
NIM

their investment in relation to 

 

Independent internal variables

Ratio 
CAR

Credit Risk NPL
to total assets.

 +

HHI in relation to total assets in the 

market.

relation to total assets.

OpCost  +

commissions
FeeInc

assets

L/Dep +

Independent external variables

INF

EURIBOR
investment in EUR

+
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Table 4. 

DESCRIPTIVE STATISTICS

Variable name Mean
Standard

Deviation
Min Max

NIM 0.057 0.014 0.009

CAR 0.192 0.105 0.223

L/DeB 0.733 0.107 0.441 1.047

NPL 0.054 0.027 0.013 0.128

HHI 0.025 0.001 0.092

0.075 0.191

OpCost 0.031 0.009 0.004

FeeInc 0.011 0.039 0.001 0.024

INF 0.009 0.012 0.033

0.027 0.0254 0.111

0.001 0.003 0.0057
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Figure 5. 

THE RELATIONSHIP BETWEEN SOME INDEPENDENT VARIABLES 

AND THE DEPENDENT VARIABLE

is a clear correlation.

Research methodology 

What are the effects of internal and external determinants on the net inte-

rest margin in the banking sector in Kosovo?



A. MUSTAFA-ZATRIQI, S. AHMETI: Determinants of bank’s net interest margins in Kosovo 

EKONOMSKI PREGLED, 73 (4) 485-512 (2022)
502

Corrected Standard Errors). 

 Y Kit j j itj it= + +b
0

S b e  (1)

Yit is de

Kitj

j to the de

it 

time series. 

t

t-1. I can also take into ac

t. 

5. EMPIRICAL RESULTS 

NIM CAR NPL HHI Liqudity Op tit o it it it it it= + + + + + +

+

b b b b b b
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Cos

bb b b b b e
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i and t s NIMit is the 

i in period t; and it is the error term.
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Table 5. 

 

CAR
0.085* 0.081* 0.054 0.047 0.047 0.015 0.015

(0.048) (0.048) (0.039) (0.039) (0.039) (0.035) (0.034) (0.034)

NLP
0.127*** 0.089*** 0.090** 0.031 0.023

(0.028) (0.027) (0.029) (0.030) (0.041) (0.040) (0.041) (0.040)

HHI
0.028 0.044 0.042 0.02

(0.048) (0.047) (0.048) (0.045) (0.042) (0.042) (0.041)

L/Dep
0.083*** 0.082*** 0.082*** 0.070*** 0.070*** 0.113***

(0.007) (0.007) (0.007) (0.008) (0.008) (0.008) (0.030)

INF
(0.057) (0.058) (0.059)

(0.271) (0.278)

OPCost
(0.110) (0.110) (0.111) (0.107)

FeeIncome
(0.245) (0.243) (0.244)

(0.072) (0.072)

(0.041)

Constant
0.043*** 0.045*** 0.034***

(0.008) (0.008) (0.010) (0.007) (0.007) (0.007) (0.007) (0.007) (0.009) (0.033)

0.022 0.025 0.053 0.345 0.455 0.47 0.472 0.48

7 7 7 7 7 7 7 7 7 7
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6. CONCLUSIONS 
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APPENDIX

Appendix 1. 

OLS REGRESSION WITH STANDARD ERRORS

 

CAR
0.085** 0.081** 0.054 0.047 0.047 0.015 0.015

(0.040) (0.041) (0.053) (0.045) (0.043) (0.043) (0.043)

NLP
0.127*** 0.089** 0.090* 0.031 0.023

(0.037) (0.037) (0.035) (0.038) (0.049) (0.047) (0.047) (0.048) (0.051)

HHI
0.028 0.044 0.042 0.02

(0.053) (0.045) (0.044) (0.045) (0.044) (0.044) (0.044)

L/Dep
0.083*** 0.082*** 0.082*** 0.070*** 0.070*** 0.113***

(0.009) (0.009) (0.009) (0.009) (0.010) (0.010) (0.028)

INF
(0.078) (0.079) (0.074) (0.073)

(0.373) (0.754)

OpCost
(0.114) (0.114)

FeeInc
(0.231) (0.231) (0.231)

Dept
(0.090) (0.090)

(0.041)

Constant
0.043*** 0.045*** 0.034***

(0.007) (0.007) (0.008) (0.009) (0.009) (0.009) (0.009) (0.009) (0.011) (0.031)

0.022 0.025 0.053 0.345 0.455 0.47 0.472 0.48
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Appendix 2. 

OLS REGRESSION WITH CLUSTER STANDARD ERRORS AT THE BANK LEVEL

 

CAR
0.085 0.081 0.054 0.047 0.047 0.015 0.015

(0.072) (0.090) (0.094) (0.083) (0.072) (0.075)

NLP
0.127 0.089 0.09 0.031 0.023

(0.071) (0.081) (0.083) (0.043) (0.041) (0.050) (0.048)

HHI
0.028 0.044 0.042 0.02

(0.103) (0.120) (0.119) (0.108) (0.107) (0.107) (0.105)

L/Dep
0.083*** 0.082*** 0.082*** 0.070*** 0.070*** 0.113***

(0.018) (0.017) (0.017) (0.020) (0.018)

INF
(0.089) (0.110) (0.098) (0.093) (0.087) (0.085)

(0.993) (0.937) (1.030) (0.983)

OpCost
(0.220) (0.224) (0.233)

FeeInc
(0.235) (0.224) (0.238)

(0.103) (0.099)

(0.039)

Constant
0.043** 0.045*** 0.034***

(0.012) (0.011) (0.009) (0.011) (0.011) (0.012) (0.010) (0.009) (0.017) (0.035)

0.022 0.025 0.053 0.345 0.455 0.47 0.472 0.48


