453 Kolegji AAB

FACULTY OF ECONOMICS - MASTER STUDIES

DEPARTEMENT: FINANCIAL MARKETS AND BANK

MASTER THESIS

THEME:

CREDIT RISK AND STABILITY OF THE FINANCIAL SYSTEM IN
KOSOVO

Mentor: Candidate:

Prof. Dr. BekimBerishaAlbanaleciBegu

Pristine, June 2014



CONTENT

oL = Tod PRSP PR
I L0 oo [N oo TP SRR
1.1 Research questions and importance of the PaPer.........ccccveveie e
1.2 RESK 1.ttt ettt R R bR bt e Rt Rt R et e R R bR e b et et ere et et eneans
L3 TYPES OF TISK ettt bbbt
1.4 FINANCIAL FISK....eiiitieie ettt sttt sttt r e bt et e e st st e e beeneesbeenbeeneenrean
1.5 RisK StrategiC MANAgEIMENT ..........ueieiieiieie e e ste e rte e re et e e s e et e e e e sraesteanseareesteennenreas
IO I 1 S =] 10 Ao USSR
1.7 Risk management inStruments — DErVALIVES..........ccoiiiiriiriieriiesee e
1.8 FINANCIAI CTISIS ..ttt ettt sttt b ettt e bt e b e et e e st e sbeebeenbeabeenbeeneenrean
1.9 BaSEI COMIMUITLER .......eiiiieitiee ettt bbbt b et et esbeebe e st e sbeenbeeneenrean
2. CFEAIE TISK .ttt bbb bbb sttt nb e b et e bt e reene e e e neens
2.1 The system of credit risSk MaNAgEMENT ..........c.eiiiiieieee e sae e srees
2.2 Techniques for credit risk ManNageMENT...........cccvoiiiiiiieeree e
P O (=T L1 - £ [ o PSPPSRSO
2.4 Access to private individuals and eNterpriSES.......cccoiviieivieiieiie e
2.5 NON-PEITOIMING CrEAITS.....viivieiieeie et e st e e aesreesteeseeaseesaeennennens
2.6 Ways to MiNIMIZE CTEUIt FISK ........iiveieeieiieie et e e san e nnees
2.7 Analysis of the gap and UFALION ..........cooiiiiiiiiirie e
3. The stability of the financial System iN KOSOVO.........cccooiiiiiiiiiiie e
3.1 The structure of the financial sSystem iN KOSOVO .........c.cccueiiiiiiiieieec e
BL2 BaANKS. ..ottt bbb R bRt R e bbb bbbt et e e
3.3 INSUANCE SOCIELY ...ttt b et b bbb bbb e bbbttt b e beene e

3.4 PErSONAl TUNGS ...



3.5 Balance sheet 0f DANKS IN KOSOVO .......c..oiuiiiiiiiiiiiieieieere e
3.6 LOANS 1N KOSOVO ...ttt bbbttt b bttt
3.7 Stability iIndicators 0f the SYSIEM ......ccvciiiece e
3.9 Solvency - The capitalization [8VEL............oooveii i
3.9 The performance of the banking SYSIEM ..........cciiiiiiiie e
3.10 Electronic services and banking iNfrastruCture ............ccooeieiiiiiiniseeee e,
3.11 System Of PAYMENTS IN KOSOVO. ......ccuiiiiiiieiiieiesiiesieeie sttt sttt b sbe et beeseesneenreas
3.12 Regulation of banking iN KOSOVO .........c.ccuiiiiiiiic et sae e enes
O\ 1= 1 oo (o] (oo | SRS
5. CONCIUSION ..t b bbbt b et h et e b e bt b ettt bt s nn s
6. RECOMMEBNUALIONS ...ttt b ettt

T LIBIALUIE ..



ABSTRACT

In this paper are discussed two important topics: Credit risk and the Stability of the financial
system in Kosovo. Banks have a unique role in the financial system and the banking system
performance has a huge impact on the financial system and country's economy. Therefore, the
above- mentioned entities in the paper are examined more in terms of banks and banking
business. The paper consists of several chapters.

What is the risk, what are the mechanisms and risk management techniques, could we foresee the
future, how safe is the future and similar issues are elaborated in the first chapter.

In the second chapter we have described and elaborated credit risk, which increasingly takes
place in business with a focus on banking business.

Chapter three elaborates information and data on the stability of the financial system in Kosovo,
also based on the banking system, which due to its size and function that distinguishes from
other financial institutions, bears the brunt of the stability of the financial system in Kosovo.
Insurance companies and pension funds have been roughly described. All quantitative data for
the financial system in Kosovo are taken from "Financial Stability Report™ (RSF), published by
the Central Bank of Kosovo. In Kosovo, as in many other countries banks are regulated and
examined institutions in the financial system. | will work to demonstrate the role of the Central
Bank in the quiet operation and stability of the financial system. The third chapter will explain
the methodology used in the treatment of this problem. And the last chapter consists of
conclusions and recommendations.



CONCLUSIONS

1.Good and on time mismanagement of risks and the failure of risking indicators often has led
banks and economies of the countries to decreasing.

2. ldentification, evaluation, discussion and control of effective risks, genuine implementation of
techniques and mechanisms of managing risks is a protective measure and often decisive for the
functioning of a healthy financial system and a vital economy.

3. The banking system in Kosovo continues to be sustained and based on indicators sustainability
demonstrates that it maintains satisfactory level of liquidity, capitalization and low exposure to
financial risk.

4. The banking system has a unique role in the complex structure of the financial system and the
entire economy of the country. Banks in Kosovo are regulated and examined financial
institutions from the Central Bank of the Republic of Kosovo. Why banking regulations restrict
the banks to keep risky assets is exactly the reason to preventing major risk exposure.



RECOMMENDATIONS

1.The future is not always safe. Besides the goods, benefits and growth that a business plans for
the future must necessarily have a smart preparation and great commitment in managing
uncertain situations and different risks, which can make a business more profit but also

challenging.

2. Kosovo's banking system should install effective management of credit risk, in accordance
with the prescribed rules and norms of the Central Bank of Kosovo, in order to harmonize the
laws applicable in the country and their further reform.



