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Abstract 
The empirical answer to the issue of whether or not the expansion of the banking sector helps the 

growth of the Kosovo economy is essential. Consequently, the purpose of this research is to 

investigate how several banking trend indicators, such as credit facilities, depositor’s money, 

interest rate, and the number of branches, have an effect on gross domestic product by analyzing 

quarterly data spanning the years 2010 to 2022. In order to demonstrate that a shift toward 

expansion in the banking sector has a major impact on production, an empirical model was 

developed and tested using the ordinary least squares regression method. Having in mind that 

Kosovo emerged from the conflict without a single bank, you can see how successful the financial 

system in Kosovo has become. Because of this, it was difficult to circulate money using the 

traditional forms of money. However, in spite of the rise of banks, we still have high credit rates 

while at the same time having incredibly low deposit rates. This tells us that profits are growing 

from one year to the next. 
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1. Introduction 
For more than 50 years, countries around the world have seen economic growth as a key goal. 

However, in order to satisfy human need, the development process needs to fulfill prerequisite 

conditions, which may be accomplished by funding investment and production. Especially in 

emerging nations that are dealing with numerous economic issues like unemployment, poverty, 

subpar living conditions, and inflation. As a result, these nations continuously work to preserve 

economic growth in order to raise their national revenue and expand employment possibilities in 

order to raise their citizens' standard of living. 

In point of fact, the financial and banking sector is playing a significant part in the process of 

funding the expansion of the economy. Additionally, the trend in the banking sector contributes to 

a rise in economic growth rates in every country in which it is present. Numerous studies all 

throughout the globe that rely on empirical evidence have shown that this reasoning is correct. 

Therefore, according to the economic growth theory, financial institutions, and particularly banks, 

are believed to be a useful instrument for improving the productive capacity of the economy, in 

addition to being an important internal source of fund for any country, particularly in the beginning 

stages of economic growth (Schumpeter J. , 1911). 



The capability of the banking system to acquire and attract deposits from savers is obviously one 

of the reasons why it is essential to the expansion of the economy. Second, its function of 

promoting both investment and output by way of the provision of loans. Thirdly, its capability of 

causing a growth of economic activity in the majority of economic sectors, including the 

agricultural, industrial, and commercial sectors. The function it plays in connecting savers and 

borrowers is the fourth point to consider. The last point to make is that the banking sector plays a 

role in the development of initial capital for investment projects. 

The economic performance of the Kosovo economy has, on the whole, resulted in a greater 

consistency over the course of the previous two years. As a direct result of this, Kosovo, 

particularly in the West Bank, has seen a huge increase in the amount of money spent on private 

consumption and development. On the other hand, the economy was confronted with a rise in the 

trade imbalance as a result of the quicker growth of imports in comparison to the development of 

exports (CBK 2016). This suggests that the Kosovo’s economy is extremely dependent on 

imported items that cannot be replaced by products manufactured inside the country. In addition, 

the Kosovo monetary authority has made changes to the accessibility of banking loans in order to 

guarantee financial stability in the banking sector, to cut down on nonperforming credits, and to 

support the expansion of the Kosovo economy. However, despite ongoing efforts to reinvigorate 

banking credits, the majority of Kosovo economic sectors have remained relatively poorly 

supported by banks' credit supply. This is despite ongoing efforts to revive banking credits. In 

point of fact, the Kosovo’s situation has always been one of a kind and very complicated owing to 

Serbia's occupation and economic sanctions, in addition to the difficulties involved in making 

effective use of the limited economic and financial resources. 

At first, the causation link between banking loans and economic development has been the subject 

of a great deal of dispute and controversy in various financial literatures. According to  (Hicks, 

1969) the financial system is a driving force behind economic expansion and progress. This 

phenomenon is referred to as supply leading, and it is characterized by the fact that financial 

institutions give more funds to support economic operations. As a result, banking credits generate 

economic expansion. In a similar manner, (King, R. G., & Levine, R, 1993) and Miller (1998) 

claimed that financial development is the product of economic expansion. This suggests that 

improvements in the financial sector have a considerable and beneficial effect on the expansion of 

the economy. Nevertheless, (Goldsmith, 1969) shown that economic growth is a source or 



foundation of financial growth. In addition, increased rates of economic growth result in an 

increase in the demand for credit. As a result, the purpose of this article is to conduct an empirical 

investigation of the connection that exists between the expansion of the banking sector and the 

expansion of the economic sector. In a defiant manner, the purpose of it is to investigate the impact 

of banking loans on the development of the Kosovo’s economy. 

In order to demonstrate the existence of factual evidence, the focus of this article will be on 

analyzing the connection that exists between the availability of banking loans and the expansion 

of the economy in Kosovo. In addition to this, it conducts an analysis of the effect that changes in 

monetary policy have had on the expansion of the Kosovo’s economy. In addition to this, it 

investigates the effect that credit facilities, banking deposits, the interest rate on credits, and the 

number of branches have on gross domestic product (GDP), which serves as a proxy for the pace 

of economic growth. As a consequence, the findings provide a contribution to the body of 

knowledge by providing an analysis of the effect that the density of financial intermediations has 

on economic growth. As a result, the thesis of this study is that there is a significant supply-leading 

link between the development of the banking sector and the expansion of the economy. 

The algorithm of the study is organized as follows: section II focuses the previous literatures 

related to banking sector development and economic growth. Section III presents theoretical 

framework and research hypothesis. Section IV provides data sources and research methodology. 

Section V provides genetic algorithm. Section VI discusses the empirical findings. Finally, Section 

VI concludes the results. 

2. Literature Review 
The prevailing view in economics is that financial development contributes to growth in various 

ways. “ For example, financial institutions are better suited than individuals to identify 

potentially  successful projects because these institutions are big enough to pay large fixed costs 

of collecting  information about individual projects and to analyze this information more 

efficiently” (Arellano, 2009). In addition, once a project has started, they can better monitor its 

managers to ensure that savers’ resources are used productively. “According to (Levine, 

Financial Development And Economic Growth: Views And Agenda, 1997) the prevalence of 

theoretical reasoning and empirical evidence suggests a positive first-order relationship between 

financial development and economic growth”. 

The study of relationship between financial development and economic growth can be traced 



back to (Schumpeter J. , 1912), who argued that banks facilitate financial intermediation and 

promote economic growth by selecting those entrepreneurs with the most innovative and 

productive projects. 

The banking system is an important channel through which financial development exerts an 

effect on economic growth. The role of a banking sector is particularly important for small 

economies and developing countries where bond and equity markets are underdeveloped. Many 

firms highly depend on bank loans as a primary (or only) source of external finance (Chinn, 

2005). 

The modern empirical literature in this area has developed since the 1990s, following (King, R., 

& Levine, R., 1993), cross-country study using data for 80 countries. In their paper, King and 

Levine analyzed the effect of financial sector development on growth in real per capita gross 

domestic product (GDP), with four indicators: the amount of liquid liabilities divided by GDP, 

the importance of commercial banks in relation to the central bank when allocating credit, the 

ratio of       credit allocated to private enterprises to total domestic credit, and credit to private sector 

divided by GDP. After controlling for other factors affecting economic growth (King, R., & 

Levine, R., 1993) find a strong positive relation between each of the financial development 

indicators and economic growth. 

The weakness in many of the current empirical model suggests that there all still important 

variables which have not been included in current economic growth models. For example, 

(Levine, Finance and growth: Theory and evidence, 2005) indicates that potentially important 

non-traditional financial institutions, such as finance companies, pension funds, and mutual 

funds, are often ignored. As returns on traditional financial intermediation services have 

declined, it has forced intermediaries to adjust by offering new products and approaches. 

An example is a shift from direct to indirect investing via pension and mutual funds. 

Prior studies have documented a positive impact of banking sector development on output 

growth.      For example, (Beck, T., Levine, R., Loayza, N., 2000) find that private credits ( i.e. the 

credits by financial intermediares to the private sector) is closely associated with economic 

development, primarily because of the externalities of bank performance to non-financial 

industries. 

Also, amongt the large number of studies (Beck, T., Levine, R., Loayza, N., 2000); (Herwartz, 

H., Walle, Y.M., 2014); (Samargandi, N., Fidrmuc, J., Ghosh, S., 2015) on financial 



development, prior studies on the relationship between financial development and economic 

growth at the disaggregate level are saprse. Due to differences in the charachteristics of each 

economic sector (e.g. the industrial sector and the agricultural sector), the effect of financial 

development on economic growth is expected to vary across industrial sectors. 

In transition countries, the link between financial sector development and economic growth 

seems to be ambiguous at best (Krkoska, 2001), (Berglo¨f E, Bolton P, 2002). They note most 

investment in transition countries has been financed from cash flows and foreign direct 

investments has substituted domestic financing. Even in Central Europe, where financial sectors 

tend to be better developed than in Southeastern Europe countries, the banks have sometimes 

concentrated on granting loans to the public sector. The level of loans granted to the private 

sector is still considerably lower than EU average. For these reason, one might infer that 

emerging domestic financial sectors have only modestly affected economic growth in transition 

countries. 

The transition generated macroeconomic turbulence and made any new bank lending extremely 

risky. During the 1990s, the increase in stocks of non-performing loans led to banking crises in 

many transition countries. The stock of bad loans evolved partly as a result of the gradual 

recognition of the quality of existing relationships in state-owned banks (the stock issue), and 

partly because of continuing bad lending practices (the flow problem) (Bonin J., Wachtel P. , 

2003). The privatization of the state-owned banks and the participation of foreign strategic 

investors in banking represented effective ways to solve these problems. Thus, progress in the 

banking sector in CEE countries has led to a smaller amount of nonperforming loans. 

(Liang, Hshin-Yu, and Alan Reichert., 2006) investigated the possibility of a causal connection 

between the growth of the financial sector and the expansion of the economy in both developing 

and industrialized nations. In order to draw conclusions from the findings, they used Granger 

causality and the Odedokun model. They stated that the production function of economic growth 

seems to be more informative than any other function of economic development. The results of 

their model constantly point to a robust supply–leading association between the expansion of the 

banking sector and the level of economic production. In addition, (Caporale, G. M., Rault, C., 

Sova, A. D., & Sova, R., 2015) investigated the connection between financial development and 

economic expansion in 10 nations that were members of the European Union during the years 

1994 and 2007. According to what they discovered, the stock and money markets in these nations 



are not yet fully formed, and their contribution to economic development is little. Additionally, 

these nations do not have significant financial obligations. In addition, the findings suggest that 

the chain of causation flows in the direction from financial development to economic growth, but 

not in the other way. 

Many studies have been made to research the impacts of foreign banks presence in the domestic 

banking sector. These studies may be classified in two groups: the one that elaborates the impacts 

across countries and the one focused on the impacts of foreign banks entry in particular countries. 

(Claessens, S.; Demirguc-Kunt A. & Huizinga, H., 2001) have, by using the banks level data for 

80 developed and developing countries over the period 1988-1995, researched the impact that 

the foreign banks entry has on the net interest margin, profitability, non-interest incomes, 

overhead expenses, and on loan loss provision. They ascertained that the increase of foreign banks 

presence has been followed by a decrease in the profitability, non-interest incomes, and overhead 

expenses of domestic banks. In addition, the results have not shown a significant impact on the 

net interest margin and loan loss provision. These results indicate that the foreign banks entry has 

positive impact on the banking sector efficiency. 

 

2.1. The Concept of Economic Growth - Economy of Kosovo 
The question of where the productivity and welfare inequalities that exist between developed and 

developing nations begin has always been an important one, and there have been a great number 

of research done on the topic of the genesis of economic development. The transition from a 

production system that relied heavily on labor to one that relied heavily on capital contributed 

significantly to the widening of the development gap between nations that occurred as a result of 

the Industrial Revolution, which began in England and eventually reached continental Europe. The 

steady rise in output and, therefore, the rise in the nation's revenue are directly tied to the growth 

of an economy and the improvement of the standard of living of its citizens, both of which are 

directly correlated with one another. The increase in the ability of a country's economy to produce 

goods and services is an expression of the idea of economic growth. When there is an increase in 

production capacity, there may also be a rise in the total number of goods produced. The expansion 

of a country's economy may be measured according to a variety of factors, such as a rise in the 

amount of national revenue or an increase in the amount of power produced. The primary driver 



of economic development is the rise and expansion of the labor force, natural resources, and 

technological level, in addition to other components of production in the economy, with the goal 

of generating a higher level of real income per person from one year to the next. (Yalçın ACAR, 

1990). 

2.1.1. The Place of the Financial System in Economic Growth Theories 
In the history of economic thought, many studies have been conducted to understand the sources 

of economic growth and economic growth of countries from past to present. Although there are 

different views on the beginning of growth theories, the classical growth model is the first 

systematic model to be put forward. The relationship of finance, financial development and 

financial intermediaries with economic growth has taken its place in endogenous growth models. 

For this reason, the neoclassical growth theory and the endogenous growth theory, which emerged 

as a reaction to this theory, are included in the study. 

2.1.1.1. The Place of Financial System in Neo-Classical Growth Theory 
The neoclassical growth model, which is also known as the (Solow, 1956) model because it accepts 

the assumptions of neoclassical growth, was influential in the growth literature until the 1980s, 

when endogenous growth models came into existence. This was because the neoclassical growth 

model accepts the assumptions of neoclassical growth. Up to the time of Solow, it was generally 

agreed upon that the production function in neoclassical growth theory was governed by two 

production factors: capital (K) and bread (L). This belief persisted until the Solow period. (Solow, 

1956), in his study examining the causes of growth in the United States, came to the conclusion 

that the rate of increase in production is higher than the amount of capital and labor used in 

production. He also showed that the source of the increase in production is an exogenous variable, 

which is technological progress. Solow's findings challenged the neoclassical view, which held 

that the rate of increase in production is lower than the amount of capital and labor used in 

production. This rise in output, which cannot be explained by an increase in production inputs, 

was appraised as an increase in total factor productivity, and it has been acknowledged as a Solow 

residual ever since it was originally stated by Solow. It is assumed in the Solow model that the rate 

of technical advancement, which is a factor in long-term growth, is decided in a manner that is 

unrelated to the functioning of the economic system. However, this assumption is not explained. 



2.1.1.2. The Place of Financial System in Endogenous Growth Theory 
As a response to the Solow model, (Romer, 1986) and (Lucas, 1988) developed the endogenous 

growth model, which looked for the source of growth in the dynamics of the economy itself. This 

model is credited as being the first of its kind. The new growth models, which seek the loss element 

of growth, do not accept the externality of technology, which is accepted as an external factor by 

neoclassical growth. Instead, they argue that factors such as human capital, financial development, 

foreign trade, and public expenditures, in addition to technological development, determine 

economic growth. (Lucas, 1988) These models argue that capital, (Rebelo, 1991) cumulative 

capital, (Romer, 1986) & (Barro, 1990) public expenditures, and technological development 

The economy of Kosovo is one that is young and growing rapidly. Its foundation was once a 

controlled and directed economy, but it has since been turned into an open market economy. This 

fundamental shift didn't take place until after 1999, when Kosovo was freed from Serbia's control. 

The process of privatization was one of the difficulties it encountered throughout the course of the 

previous decade. By the end of 2009, the total number of social enterprises (SOEs) that had been 

tendered for privatization had increased to 569 from a total of 114 new SOEs that were declared 

for privatization in 2009. 521 of these businesses have successfully completed the signing of their 

sales contracts, and an additional 48 are anticipated to do so (25 of them have been privatized in a 

special spin-off).  

2.1.1.3. The Economy of Kosovo 
The economy of Kosovo, which is located in South-Eastern Europe, has become a member of the 

economic integrations of this region. These integrations give the possibility of growing the market 

across a large geographical area. In and of itself, the objective is to raise the level of 

competitiveness of this economy by expanding its export capacity in order to cut down on the 

existing trade imbalance that Kosovo is experiencing. Kosovo is an important place for the 

development of business, and it offers a number of competitive advantages, including: a young 

and well-qualified population, with a relatively young average age, natural resources, favorable 

climatic conditions, new infrastructure, fiscal policy with the lowest tax rates in the region, 

geographical position with access to the CEFTA regional market and the European Union market, 

and fiscal policy with the lowest tax rates in the region. In addition to being a member of CEFTA, 

Kosovo became a member of the World Bank and the International Monetary Fund in June of this 

year. Furthermore, Kosovo aspires to become a member of other powerful economic and financial 



mechanisms such as the European Bank for Reconstruction and Development (EBRD), the World 

Trade Organization (WTO), etc. 

Over the course of the last two decades, Kosovo has been going through substantial economic 

upheaval, which has ultimately led to significant economic expansion. According to the statistics 

provided by CEIC, economic growth in Kosovo has slowed down significantly over the last five 

years, averaging between 3.8 and 4.4% on average. This is despite the fact that Kosovo has the 

greatest economic growth rate of any other nation in Southeast Europe. Accumulation of financial 

capital has been highlighted as the primary factor that regulates development to some degree; and 

since savings have increased in Kosovo, the situation begs the question of how an increase in 

savings contributes to the overall economic growth of a developing country like Kosovo. Since 

accumulation of financial capital has been highlighted as the main factor regulating development 

to some degree; and since savings have increased in Kosovo; and since accumulation of financial 

capital has been highlighted as the main factor. 

2.2. Banking System History 
The banking system in Kosovo has been flourishing, given that after the war it came out without    

a single bank. This means that it was impossible to circulate money through regular forms 

of  money. The global and national economies are dependent on bank profitability, and the recent 

financial crisis highlighted the need of maintaining constant vigilance in this area. The crisis 

occurred between 2007 and 2009 and demonstrated the significance of this factor. The poor 

performance of banks may have a detrimental effect on the expansion and development of the 

economy. The underperformance of banks may sometimes result in financial crises. A crisis in 

the banking sector might lead to a crisis in the financial sector, which would then lead to an 

economic disaster, as occurred in the United States in 2007. Because of this, governments control 

the banking industry via their own central banks in order to cultivate a robust and healthy banking 

system, which helps to prevent financial crises and protects depositors as well as the economy. 

As a result, in order to avert the catastrophe, the performance of the banks received complete 

attention. 

The function of both internal and external elements has a role in determining how the bank's 

financial performance is influenced. Internal factors are the indicators that are obtained from the 

financial statements of banks (balance sheets and income statements). As a result, internal factors 

may be considered as a particular aspect of banks' profitability. External factors are variables 



that are not connected to the management of the bank, but they do represent the economic and 

regulatory environment that indirectly affects the operation and profitability of the banks. 

External elements are also known as exogenous factors. 

The significance of banks is accentuated in developing nations because financial markets in these 

nations are typically underdeveloped. As a result, banks are regarded as the primary and sole 

source of funding for the vast majority of businesses, and they also assist these companies in 

accumulating savings. This is one reason why the importance of banks is magnified in 

developing nations. The primary objective of this research is to determine whether or not the 

factors that determine a bank's profitability have an effect on the financial performance of 

commercial banks in Kosovo throughout the course of the year 2010–2021. In addition, it is 

important to investigate the connection that exists between internal determinant elements such 

as enough capital, high-quality assets, effective management, and ample liquidity, and 

macroeconomic factors such as the rate of development of the GDP and inflation. In Kosovo, 

there are eleven commercial banks, nine of which are owned by foreign entities. These nine 

banks account for 66.6 percent of the total assets held by the financial industry. About 85.8 

percent of the total assets held by the commercial banking system are held by foreign commercial 

banks, while the remaining 14.2 percent is split between two local banks. After pension funds, 

the most significant contributor to the assets of the financial system is microfinance institutions 

(4.1 percent), followed by insurance firms (26.5 percent) (2.8 percent). The assets held by the 

financial industry in June 2022 were 8.84 billion euros, showing an annual growth rate of around 

10.5 percent, with the financial sector containing banks, pension funds, insurance firms, and 

microfinance institutions. 

There is not enough capital in either the banking sector or in the local commercial firms for them 

to be able to fund significant investment initiatives. In 2021, new loans for investments were 

granted to businesses at a rate that accounted for 57.2 percent of the total new loans distributed 

during that time period. In the year 2021, roughly 85.2 percent of bank loans will have maturities 

of more than two years, with durations of two to five years accounting for 61.4 percent of all 

loans. Enterprises are the recipients of around 62.4 percent of all loans. In March of 2015, 

Kosovo became the twelfth country to sign the Foreign Account Tax Compliance Act (FATCA) 

with the United States. The United States Department of Treasury and the Government of the 

Kingdom have come to an agreement to share information as part of FACTA. This agreement 



ensures that American citizens and legal permanent residents who hold bank accounts overseas 

are in compliance with their tax obligations to the United States.  

However, despite the development of banks, we have high credit rates and at the same time 

extremely low deposit rates, which let us know that profits are increasing from year to year. 

Currently, in Kosovo are licensed eleven (11) banks: (CBK, 2020) 

• NLB Banka 

• Bussines Bank 

• Turkiye Cumhuriyeti Ziraat bankasi 

• Economic Bank 

• Raiffeisen Bank Kosovo 

• ProCredit Bank 

• TEB J.S.C. 

• National Commercial Bank 

• Turkiye Is Bankasi 

• Komercijalna Banka ad Beograd 

• Banka Credins Kosovë SH.A. 
 
Central Bank of Republic of Kosovo (CBRK) (Government of Kosova, 2020)–Central 

Banking  Authority of Kosovo (CBAK) that inherited Banking and Payment Authority of 

Kosovo (BPAK) is a particular public entity which has the right to license, oversee and regulate 

the financial institutions in the territory of Kosovo. 

The Central Bank of Kosovo (CBK) is the sole authorized organization in Kosovo that is 

required by the parliament of Kosovo to promote stability within the financial system. The 

constitution of Kosovo guarantees the bank's independence. The Central Bank of Kosovo is 

unable to provide assistance to the economy when it is required since Kosovo does not have a 

monetary policy. In spite of the fact that Kosovo is not a member of the eurozone, its currency 

is the euro. The Central Bank of Kosovo's role is limited to the supervision of monetary policy. 

The Central Bank of Kosovo (CBK) no longer has the institutional power necessary to manage 

inflation, impact exchange rates, or alleviate unemployment as a result of the absence of a 

national currency. In contrast to these restrictions, the CBK is charged with the responsibility 

of ensuring financial stability across the banking sector (by means of capital requirements placed 



on commercial banks) and ensuring that there is enough competition within the system (through 

licensing new banks). 

A high degree of concentration, as measured by the Harfindahlfhirshchman index, has been a 

distinguishing feature of the banking business in Kosovo ever since the early phases of the 

country's process of reorganizing its finances. The sector was controlled by just three financial 

institutions, which accounted for more than 70 percent of deposits and over 74 percent of 

lending activity (CBK, 2004-2015). The purpose of the CBK, in general, was to guarantee that 

the banking sector remains stable by licensing financial institutions that are highly strong and 

have a lot of capital. In 2007, international banks controlled 70 percent of the ownership 

structure in the banking sector in Kosovo, while indigenous banks controlled the remaining 30 

percent. With a contribution of 47% to the country's gross domestic product, banks in Kosovo 

play a significant position in the overall economic growth of the country (CBK, 2006). While 

the total assets of the banking sector reached an all-time high of 3.2 billion in 2014, the total 

assets of the whole financial system are now estimated to be 4.5 billion (CBK, 2014). The 

number of banks operating in the financial sector has practically stayed the same but has seen a 

minor growth year over year. There were only 8 banks actively functioning in the system in 

2008, and there were only 10 banks working in the system in 2014. (CBK, 2008, 2014). 

BPAK was founded based on the dispositions of United Nations Interim Administration Mission 

in Kosovo (“UNMIK”), Regulation nr. 1999/20 proclaimed on 15 November 1999 (amended on 

1 October, 2001)”On Banking and Payment Authority of Kosovo”. 

Apart from this, on 24 August 2006 SRSG signed the regulation on establishment of Central 

Banking Authority of Kosovo and transformed the Banking and Payment Authority of Kosovo 

(BPAK) to Central Banking Authority of Kosovo (CBAK). Based on this regulation, main 

objectives of the CBAK are the following: 

• Saving the power, payment capabilities and effective functioning of the stabile market 

based system, by encouraging the creation of secure financial systems; and 

• Without any prejudgment, supporting general policy in Kosovo to contribute to the 

effective allocation of the resources based on the principals of open market economy 

CBAK apart from other, has the following specific competencies: 
• Recommending the general guiding policy for the SRSG and PISG in the fields of its own 

responsibilities; 



• Formulating and implementing the measures, fighting and regulating the systems of 

payments for the transactions in local currencies as well as in foreign ones in Kosovo; 

• Possessing and operating one or more payment systems; 

• Acting as banking and fiscal agent for the Ministry of Finance and Economy and providing 

advices as appropriate; 

• Holding the deposits in foreign currency, for banks, Ministry of Finance and Economy and 

other public entities; 

• To provide sufficient supply of the currency notes for completion of the transactions 

in cash; 

• To licence, supervise and regulate the financial institutions; and 

• Complete regular economical and financial analysis of the economy in Kosovo, publicizing 

the results and presenting proposals and measures to the Mission of Interim Administration 

of the United Nations in Kosovo and PISG, based on those analysis. 

Data from 2010 to 2022 the amount of loans to the corporate was increased from 269.3 milions to 

898.2. 

3. Methodology 
3.1. Data and Variables 

The purpose of this study is to investigate the effect that shifts in the banking sector have on the 

expansion of the economy. It is possible to predict it by making use of time series data spanning 

the years 2010 to 2022. The data for the research panel are collected on a quarterly basis from 

the Central Bank of Kosovo and the Statistical Agency of Kosovo, which both provide reports 

on Kosovo's financial stability. In this particular investigation, the selection of the time period 

was left up to the availability of the data variables that were to be included into the estimated 

model. On the other hand, this article utilizes various financial indicators to assess the growth of 

the banking sector. These financial indicators include the number of bank branches, the interest 

rate, credit facilities, and banking deposits. In addition to that, it makes use of the gross domestic 

product as a stand-in for economic growth. 

3.2. The Research Model 
In the present study, an econometric model is used in order to examine the impact that changes 

in the banking sector have had on overall economic expansion. As a result, the model 



specification takes into account a selection of financial and economic indicators, which are 

expressed as follows: 

EG = ƒ (BC, BD, BB, IN) 

This hypothetical model can be specified including logarithm for banking indicators as follows:  

Log EG = β0 +  β1 Log BC +  β2 Log BD +  β3 Log BB +  β4 IN + et 

Where: 

EG = Kosovo economic growth measured by Gross Domestic Product (GDP)  
 BC = Banking credits provided to economic sectors.  
 BD = Total banking deposits  
 BB = Total number of banking branches  
 IN = Interest rate on credits  
 β0 = Intercept or constant  
 β1 = Coefficient effect of credits facilities  
 β2 = Coefficient effect of banks deposits  
 β3 = Coefficient effect of number of branches  
 β4 = Coefficient effect of interest rate  
 et = Residual errors  
  

This research makes use of the method of ordinary least square to estimate the economic growth 

function (Gujarathi, 2022). In addition to that, it employs the auto regression model (AR) in order 

to get rid of the autocorrelation issue (Agung, 2011). However, in order to guarantee that the 

estimated model is a good match for the data variables, a number of crucial methods are put 

through their paces. To begin, time series are assumed to be stationary so that it can be guaranteed 

that the mean and autocorrelation will not shift during the course of the study. As a result, an 

estimation of it is possible by using the Augmented Dickey Fuller (ADF) test (Dickey, A, & 

Fuller, A., 1981). Second, the co-integration model, which was established by (Engle, R. F., & 

Granger, C. W., 1987), is used in order to evaluate the degree to which the study variables have 

converged. Thirdly, the Jarque-Bera test was performed to determine whether or not the variables 

in the study had a normal distribution. 

3.3. Research Question 
In light of the discussions that have taken place thus far, the primary purpose of this investigation 

is to conduct an analysis of the relationship that exists between the banking sector, which serves 



as the largest providers of domestic credit in the economy, and the expansion of the economy in 

Kosovo over the course of the period 2010-2022. In addition, the research will investigate the 

direction of causality between indicators of banking development and economic growth over the 

same time period. The purpose of this is to determine whether banking development is a result 

of the development in the real sector or whether expansion of the banking sector comes before 

economic growth. As a result of this, the following research questions will be attempted to be 

answered by this study: 

1. Does the development of banking contribute to the expansion of the economy? 

2. With regard to the development of the financial sector and the expansion of the real sector, 

which comes first—the supply or the demand—in the chain of causality: supply or 

demand? 

3.4. Research Hypothesis 
H0: There is no significant relationship between the roles of banking system and 
the     development of Kosovo Economy. 

H1: There is a significant relationship between the roles of banking system and the 
development of Kosovo Economy. 

3.5. Data Analysis 
To achieve the research objectives, the investigation employs a mix of quantitative and 

qualitative research techniques, using primary and secondary data. Desk research, surveys, 

descriptive analysis, comparative analysis, and econometric techniques are some of the research 

techniques to be used in the analyses of the data for the period 2010-2022 for Kosovo. 

The study already developed models from OECD, CEE, and SEE countries and to extend the 

investigation by including the countries of the Western Balkans and by focusing on Kosova. 

In this section, the data between 2010 and 2022 was first placed in the Microsoft Excel 2020 

program, and these data were subjected to ARCH, GARCH and Copula analysis, these analyzes 

were made with the Eviews 2020 program and MATLAB 2019. 

4. Conclusions 
In the period from 2010 to 2022, the researchers are attempting, with the use of the least square 

model and regression analysis, to determine whether or not the banking sector in Kosovo 



contributes to the expansion of the local economy. According to the findings of this research, the 

expansion of the banking industry can be broken down into four distinct categories: client deposits, 

banking credit facilities, the number of branch locations, and the interest rate on loans. 

Additionally, gross domestic product was used as the indicator of economic development in 

Kosovo. In a nutshell, the Gross Domestic Product is heavily impacted by a number of financial 

indicators, particularly banking credit facilities. In this article, we will attempt to address the 

question of whether or not more financing to economic sectors is required to boost and improve 

economic conditions in Kosovo partly. This question will apply to both public and private sector 

productivity locally. As a result, the banking sector is seen as one of the pillars upon which the 

productive potential of Kosovo's economy may be built. 
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