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Abstract. This article seeks to investigate the determinants of financial performance
of microfinance institutions in Kosovo over the period of 2007–2016. The data
has been taken from twelve microfinance institutions in Kosovo. The
dependent variables used as proxies for microfinance institutions’ (MFI)
performance are Operational self-sufficiency (OSS), Return on Assets (ROA)
and Profit Margin (PM). ROA and PM are widely used indicators to analyse
financial performance or profitability of MFI. The findings of this study show
that the most important factor which has strong impact on financial
performance of MFIs in Kosovo is high interest rate on loans. Our results show
that the age of MFI is the determinant that influences its financial performance.
It can also be noted that MFI with better governance are those that are
members of financial associations.
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1. INTRODUCTION
The importance of MFIs for enhancing the welfare of poor people is well documented in literature
and scientific research. MFIs have so far been quite successful in reducing poverty and promoting
economic development, especially in rural areas, despite the fact that their offers are far more expensive
than those of other financial institutions. Kosovo's financial industry, as in many countries in the region,
has undergone major structural and innovative changes. The entry of foreign institutions into Kosovo
financial market in the post-war period (1999) brought about development and restructuring of the
financial market by applying international practices in the provision of services and variety of products
within the financial industry. The increase in the number of financial institutions from year to year has led
to an increase in the amount of funding by 40.5 percent and the reduction of interest rates by 63.8 percent
from 2007 to 2016. This has also affected the improvement of competitive environment and
improvement of the financial products’ bids.
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Good functioning of the financial system is an important factor for channelling funds into the
economy efficiently as a guarantee of economic development. Encouraging competition in the financial
system is another factor that contributes to providing the best services to customers which includes
sufficient funding, quality services and lower funding costs.
It has been noted that there are differences in the offers of financial institutions at our market,
though not always in interest rates but in other supply points which are also very important such as the
way of providing financial services, the speed of service delivery, the organization of service delivery etc.
The outbreak of war in 1999 and the lack of money in circulation have affected banks as a group of
financial institutions to develop more and become leaders of the financial industry, thus directly
influencing the development of other financial institutions, mostly MFIs, affecting their pricing and lender
offering. The impact of banks on MFIs in Kosovo is twofold. First, they are the sources of financing for
microfinance institutions; but secondly, they are also competing with MFIs in terms of loan offer. This has
caused a disadvantage for microfinance in its development by pushing MFIsto be profiled in deficit areas
in the lending bid due to the inability to compete with banks in the major part of lending offers. However,
MFIs remain to be very important participants at the local financial market and they are more than
necessary for the economic development of Kosovo overall.
Many researches have shown that microcredits’ beneficiaries have not only managed to increase their
incomes, but have also improved their business management level, thus improving healthcare and
education services. Consequently, MFIs have had impact through making microcredit clients more
confident in themselves in terms of their entrepreneurial activities. With this we can say that microfinance
institutions focus on developing revenue-generating activities and reducing risks and uncertainties faced by
businesses.

2. LITERATURE REVIEW
Microfinance deals with small financial services mainly in the form of loans to farmers and owners of
small businesses. The term microfinance makes sense to provide financial services to low-income clients,
including self-employed.
MFIs can provide farmers in-depth rural areas where the most of poor population lives. This process
of alignment of financial institutions is present in Kosovo. Even though MFIs are present in Kosovo
since 1999 no research has been done about MFIs’ financial performance. In other countries we can find
more research regarding MFIs’ financial performance.
Among a few studies that examine the determinants of MFIs’ financial performance are Nasrin et al.
(2017) and Wijesiri et al. (2017), Daher and Le Saout (2015), Kharti (2014), Janda and Turbat (2013).
Apart from that, several studies suggested that the MFIs’ financial performance are determined by interest
rate charged (Kar & Swain, 2014; Roberts, 2013), size of the MFI (Cull et al., 2007), maturity of the MFI
(Kar, 2011), and legal status of the MFI (Meyer, 2015; Tchakoute-Tchuigoua, 2010). The country context
variables, such as inflation rate and GDP growth rate are also important in the financial performance
analysis of MFIs (Nurmakhanova et al., 2015, Ahlin et al., 2011). Also Daher and Le Saout (2015)
analyzed a global dataset from 2005 to 2011 and identified those MFIs that have high credit portfolio
quality, large assets, high capital to assets ratio, low cost inefficiencies, large loans and high share of
microcredit portfolios are financially outperformed.
Nasrin et al. (2017) focused on MFIs in Bangladesh over the period 2007–2013 as the financial
performance indicators using portfolio yield and profit margin, but excluded other key financial
performance indicators, such as, financial self-sufficiency (FSS), operational self-sufficiency (OSS) and
return on assets (ROA) that may keep the findings ambiguous. Financial performance in financial
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institutions according to Stoner (2003) refers to profitability, operate efficiently, survive grow and react to
the environmental opportunities and threats.

3. METHODOLOGY
This study is focused on Kosovo MFIs’ financial performance, followed by the quantitative research
approach. Thus, the article used data from twelve microfinance institutions in Kosovo for 10 years; from
2007-2016. Data for each MFI are collected from financial reports published by the Microfinance
Institution or the Central Bank of Kosovo (CBK). According to the microfinance literature (Kumar Kar,
A, 2011; Chan, S. H., & Lin, J. J, 2015), the return on assets, the operational self-sufficiency, and the
financial self-sufficiency are the main indicators that attempt to capture the complexity of financial
performance.
In this study the dependent variables for MFI performance we used Operational self-sufficiency
(OSS), Return on Assets (ROA) and Profit Margin (PM).
ROA and PM are widely used indicators to analyse financial performance or profitability of financial
institutions, while OSS has been widely used in microfinance research. OSS is derived after dividing the
operating income by the total of financial expense, operating expense and loan-loss expense.
Thus, in the event where the value of OSS of MFIs is equal to or greater than one, it is implied that
the institutions are able to cover all its administrative expenses and loan losses from its operating income.
Table 1
Performance of MFI in Kosovo – Variables descriptions
Variables

Definitions

OSS: Operational self-sufficiency

Financial Revenue / (Financial Expense + Impairment Losses
on Loans + Operating Expense)
(Adjusted Net Operating Income - Taxes) / Adjusted Average
Total Assets
Adjusted New Operating Income / Adjusted Financial Revenue
The natural logarithm of total assets in €
Number of years of experience as a microfinance
institution
A dummy that equals 1 if the MFI is the member of national or
international network, 0 otherwise
Annual change in average consumer prices
Annual growth in the total output of goods and services
occurring within the territory of a given country
Adjusted Financial Revenue from Loan Portfolio / Adjusted
Average Gross Loan Portfolio

ROA: Return on Assets
PM: Profit Margin
Size
Age
Network
Inflation rate
GDP growth rate
Yield (nominal)
Source: Prepared by the authors.

Model specification
Financial performance in MFI is the objective in this study. The OSS, ROA and PM are a general
indicator that measures the profitability of financial institution. We include six independent variables
(Yield, Size, Age, Network, Inflation, and GDP) which are commonly used in recent microfinance
financial performance research (Table 1 shows descriptions of each variable).
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Based on the above discussion, a model of MFI financial performance can be estimated following the
three specifications (1, 2 and 3):
OSSit = α+ β₁Yieldit + β₂Sizeit + β3Ageit + β4Networkit + β5Inflationit + β6GDPit + uit.
(1)
ROAit = α+ β₁Yieldit + β₂Sizeit + β3Ageit + β4Networkit + β5Inflationit + β6GDPit + uit.
(2)
PMit = α+ β₁Yieldit + β₂Sizeit + β3Ageit + β4Networkit + β5Inflationit + β6GDPit + uit.
(3)
The i = 1…; N for each MFI included in the study and t = 1…; T refers to the time period.
Where:
- OSS is the operational self-sufficiency ratio of i-th MFI. OSS measures how well an MFI is
capable to cover its expenses from operating income it generates.
- ROA is the return on assets ratio of i-th MFI. The widely used profitability proxy ROA represents
how well an MFI utilizes its total assets and operational revenues to bear costs or generate
income.
- PM is the profit margin ratio of i-th MFI. PM portrays the percentage of operating revenue
remains after all financial, loan-losses provision, and operating expenses are paid.
The Yield is the nominal gross portfolio yield, a proxy measure of interest rate charged by the MFIs
on its clients.
The matrix Yield employed in the model summarizes its effect on the OSS, ROA and PM
respectively.
The coefficient matrix β₂ includes size (natural logarithm of total assets) to explain its impact on the
financial attainment.
The coefficient matrix β3 involves the Age (natural logarithm of operating years) of MFIs to identify
its influence on the financial progress.
The coefficient matrix β4 shows network membership. MFIs that maintain the membership within
national or international association have been categorized in this matrix as dummy variables.
The coefficient matrix β5 shows inflation, and coefficient matrix β6 show GDP which is included to
control for the effect of financial viability, since the economic condition and the environment vary from
country to country.

4. EMPIRICAL RESULTS AND DISCUSSION
Table 2 summarizes the regression results for all selected MFIs for the period 2007-2016. The results
of the Hausman test (Prob> chi2> 10%) show that the random effects model should be chosen on the
model of fixed effects.
Table 2
Summary descriptive statistics
Variables
OSS
ROA
PM
Size
Age
Yield
GDP
Inflation
Network

Number of MFI
12
12
12
12
12
12
12
12
12

Mean
1.09
6.9
0.24
21.11
15.49
0.37
5.10
2.03
0.21

Standard Deviation
0.18
0.05
0.28
1.40
7.75
0.13
2.57
1.63
0.15

Source: Authors’ calculations, based on data from the Central Bank of Kosovo and MFI
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Min
0.58
0.41
0.17
24.23
8
-0.17
1.85
-4.40
0

Max
2.31
8.18
0.61
39.13
18
0.69
7.39
14.20
1
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The results from Table 2 show the value above 1 for mean value of OSS, suggesting that the MFI in
Kosovo are in a good way in terms of earning expenses-covering revenue.
The summarized values taken for ROA, where the mean value is 6.9 percent indicates that the return
on assets of MFIs in Kosovo is low.
The summarized values of PM vary from 0.17 to 0.61 and the mean value of 24 percent, simply
shows that average of the selected MFIs are attaining lower profit margins.
The mean value of 21 percent for Size indicates that only 21 percent of all MFI in Kosovo owns
fixed assets. At the Age we find the average functioning years as MFI in general are little over 15.5 years,
but if we compare it with the age of Kosovo as state then we can say that the majority of sampled MFIs
are matured.
The Yield rate is between -17 percent to 70 percent that simply referring sampled MFIs is quite
disproportionately distributed. The average 37 percent nominal yield is low.
The GDP rate is between 1.85 percent to 7.39 percent, and with an average of 5 percent GDP
growth rate, which reflected economic normality.
The mean value of Inflation rate is only 2 percent which reflected stability economic on the place.
Based on the fact that the MFIs have only one association in which they can join, for that the membership
is limited.
The correlations in table 3 show a positive correlative, where many correlations are significant, but all
are less than 0.9. Based on Kennedy (2008) there is no indication of multicollinearity issues here. Unlike
from that we didn’t find significant correlation network.
Table 3
Correlation between independent variables
Yield
Size
Age
Network
Inflation
GDP

Yield
1
0.2848*
-0.3834*
0.1439*
0.2788*
0.1146

Size

Maturity

Network

Inflation

GDP

1
0.1408*
0.1439*
0.2788*
0.0487

1
0.1439*
0.2788*
0.1532*

1
0.2788*
0.0034

1
0.1146

1

Note: correlation is significant at the 5% level.

Table 4 shows the variation inflation factor (VIF) which detects multicollinearity in regression
analysis, when at our case the data which we find are up 1 and less 5 and based on rule 1 < VIF < 5 they
are moderately correlated. In regression models for all the independent variables is not greater than 10
which rules out any problem of multicollinearity (Hair et al., 2010; Ibrahim, at al., 2018).
Table 4
Variance inflation factor (VIF)
Variables
VIF
Size
1.85
Age
3.58
Inflation
1.08
GDP
2.28
Yield
4.11
Network
1.43
Mean VIF
2.40
Source: Prepared by the authors.

OSS
1/VIF
0.540540541
0.279329609
0.925925926
0.438596491
0.243309002
0.699300699

ROA
VIF
1.85
3.58
1.08
2.28
4.11
1.43
2.40
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1/VIF
0.540540541
0.279329609
0.925925926
0.438596491
0.243309002
0.699300699

PM
VIF
1.85
3.58
1.08
2.28
4.11
1.43
2.40

1/VIF
0.540540541
0.279329609
0.925925926
0.438596491
0.243309002
0.699300699
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Table 5 summaries the results of the analyses, it’s shows the performance of MFIs in Kosovo across
three financial performance indicators (OSS, ROA and PM).
The Size of MFI in Kosovo is found to have a positive significant association across all three
financial performance indicators. We find positive significant at Age, and from the results we can
conclude that those MFIs who function for a longer period in the market have more experience and
likelihood of obtaining better operational self-sufficiency and return on assets than MFIs that are newly
established.
The inflation variables present statistically significant results, especially with OSS and ROA.
The GDP rate is highly significant but at report with financial performance is negative, which show
inverse relation with all three financial performance indicators.
One of most important coefficient to reflect financial performance indicates is gross portfolio yield
which give us positive significantly across three financial performance indicators. From the result we can
conclude that the MFI which charges high-interest rate will be able to be more profitable compared to
those MFI which charges lower interest rate. The results of the analyses loans to clients from the measure
of nominal interest rates is significantly positive in OSS, ROA and PM (financial performance indicators).
The network presents not statistically significant results across all the financial performance
indicators.
Table 5
The financial performance of MFIs in Kosovo
Variables
Size
Age
Inflation
GDP
Yield
Network
Constant
R-squared
Observations

OSS
0.159***
(0.0428)
0.235***
(0.0389)
0.00101***
(0.00124)
-0.00484**
(0.00141)
0.373***
(0.124)
0.311
(0.0333)
0.456**
(0.147)
0.312
10

ROA
0.00121***
(0.00364)
0.0271***
(0.0478)
0.00208***
(0.000241)
-0.00356**
(0.000172)
0.142***
(0.00519)
0.728
(0.0799)
0.153***
(0.169)
0.341
10

PM
0.0456***
(0.00237)
0.0212
(0.0574)
0.00283
(0.00111)
-0.00132**
(0.00118)
0.230***
(0.0356)
0.142
(0.0253)
0.245***
(0.123)
0.316
10

Note: Significant at the level where * p<0.10; ** p<0.05 and *** p<0.01.

5. CONCLUSION
The findings of this study show that the main conclusion is that MFIs with higher interest rates are
more profitable. From the results we have noted that there is an important relationship between MFI
financial performance and size, year, inflation and GDP and there are no significant relationships from
membership. The unrelated relationship of membership is considered to be based on the fact that MFIs in
Kosovo do not exercise membership in associations and this is evidenced by the current situation where
from 16 MFIs operating in Kosovo, only eight of them are members of the Association of microfinance
institution in Kosovo (AMIK).
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Researchers and studies suggest that maintaining membership on the national or international
network helps to increase the institution's operations and generate better benefits.
Despite the fact that high interest rates create high profit for MFIs, I suggest that the IMF should
lower interest rates and as a source of maximizing their profits they should use spending cuts. MFIs
should also keep membership in financial associations because in research conducted in European
countries where MFIs are members of any association, they have generated good benefits. As there is a
small number of MFIs involved in research, despite the good performance of MFIs which are members of
the Association of Microfinance Institutions, this in generally is not identified as an influencing factor.
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