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This study is an analysis of the movement and impact of interest rates on the profitability level of the banking system in Albania.
This analysis covers a 10-year timeframe (is organized in three time segments - before, during and after the financial crisis),
taking into consideration the critical point of the years 2008-2009 considered as the ‘peak” of the global financial crisis. Such
separation is made in order to see the possible changes of each period of time and to identify the impact differences of this
factor in each period of study. This study is based on the hypothesis that the decrease of the interest rate has positively
affected the income increase from interest as a result of the impact of two factors, negative levels of Gaps and an increased
level of spread toward the average assets. As a matter of fact, it has neutralized on a certain level the other risks such as that
of the loan which has dominated over the other risks. This paper is based on an empirical study with secondary quantitative
and qualitative data. This study provides a considerable contribution in the framework of identification of factors affecting the
profitability of the banking system in Albania, namely in the context of interest rate; In addition, this study aims at highlighting
the importance of open Gaps minimization for the efficient profitability increase of the financial system.
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1-Introduction

In nowadays business impact plays a critical role. Almost in every business decision it is required to the managers and
executives to balance impact with return. The effective management of business impact is essential to the success of the
company. In the banking system the impact management takes a special importance. Some of the main impacts that
directly affect the profitability of commercial banks are:

Interest rate impact,

Credit impact,

Operational impact,

Exchange rate impact.

The aims and objectives of the study:

1-

The analysis of interest rate impact in relation to the profitability of commercial banks in Albania during the period

2005-2014.

2-

The compilation of a report that shows the current situation of the profitability of commercial banks in Albania in

connection with interest rate impact.

Hypotheses of the work:

The interest rate impact is one of the main factors affecting the profitability of commercial banks in Albania during the period
2005-2014.
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Research question:

1. How has the interest rate impact affected on the financial result of the commercial banks in the period 2005-
20147
2. Did the commercial banks Albanian keep the reprising gaps at critical levels?

Working methodology:

Qualitative approach (qualitative data), quantitative approaches (quantitative data).

2-The interest rates and their impact

The interest rates are among the most monitored indicators in an economy because of the self importance that they have.
Basically, the interest rates represent the cost of borrowing, so the price of credit and as such they affect both the personal,
family and business everyday decision making as well as the economic development of the country. When the real interest
rates are low in an economy are encouraged the investments and borrowings while when the real interest rates are high
we have a contraction of the credit's delivery as funds become more costly. The impact arising from changing interest rates
called differently interest rate impact represents the impact that the interest rate changes cause additional costs for the
banking sector and affect negatively the net incomes from interest and the net value of bank capital. In the balance of
commercial banks more than 50% of the total income derived from interest income and this makes banks more exposed to
the interest rate impact and therefore the ALM managers pay particular attention that in order this impact does not affect
the performance of banking activity. The interest rate impact is increased in recent years as a consequence of the
international financial crisis and with the aim of identifying and reducing this impact in a timely manner by banks and
branches of foreign banks that operate in Albania, the Bank of Albania in April 2013 has issued an instruction "On the
administration of the interest rate impact in the bank’s book" in which are determined the basic requirements and regulations
for the management of interest rate impact in the bank’s book, the method of calculation of the exposure towards the
interest rate impact as well as reporting to the Bank of Albania.

2. 1- Sources and effects of interest rate impact.

The interest rate impact may derive from various factors and among the most important are: reprising impact, yield curve
impact, basic impact and options’ impact. Reprising impact is one of the impacts that commercial banks face more often.
This impact arises from the difference in maturity between assets and liabilities with fixed interest rates and from the
reprising of bank assets and liabilities with changeable interest rates and makes that an interest rate change brings unequal
changes between the assets and liabilities and net income from interest by exposing the bank to interest rate impact. The
discrepancy between the maturities of the portfolio of a bank may refer it to the yield curve impact. This impact arises when
unexpected changes to the shape and inclination of the yield curve affect negatively the bank incomes or the market value
of banking capital. The basic impact arises when the interest rates imposed on loans and the interest rates placed on
deposits for the same maturities are not assigned to such levels that the bank can realize profits and a change of interest
rate can bring it a significant spread between incomes and expenses for interest resulting in financial losses. The options’
impact arises when the bank owns sensitive options toward the interest rate, these options may be related to securities or
not. The change of the interest rates of these options exposes the net income toward the interest rate impact bringing
losses to the bank. As also mentioned above, the interest rate fluctuation affects the net income from interest and the
economic value of the bank. These two indicators serve to the bank for the assessment of exposure to interest rate impact.
The income analysis considers the impact of interest rates change on the realized incomes. This analysis is used by almost
all banks because incomes of the bank have a great importance for the bank, the reduction of incomes or the bank losses
could threaten the financial stability of the bank and the capital value. The income analysis is divided into two parts, the
first part analyzes the relationship of net income from interest to total income and directly sees the connection between the
interest rate changes and the income from them and the second part analyzes the relationship between the incomes
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generated by other activities to the total income as the interest rates change also affects to the latter, although not directly.
The analysis of the economic value of the bank serves mostly to the shareholders and managers of the bank to assess the
net capital value since the economic value takes into account the potential impact of interest rates change on the present
value of cash flow that in future shows a clearer picture of the impact of the interest rate change on a long-term period.

2. 2- The management models of interest rate impact.

The rapid development of financial institutions has meant that banks are more exposed to interest rate impact and to protect
against its they use various techniques and statistical models. Below will be treated the reprising model, which is based on
the gap between sensitive assets and liabilities, maturity model which is based on the maturity gap and the duration model
which is based on the duration gap. These models show the effect of interest rate change to the market value of the bank's
assets and liabilities and to net income from interest.

3- Econometric model on net margin of the interest rates
3. 1- Net interest margin

Net interest margin is the most appropriate indicator of efficiency and suitability assessment of the activity of a bank or a
banking system in general. This indicator measures the efficiency of the management of bank assets that generate income
for the bank and serves as the main criterion in the optimization of banking assets’ structure. The net interest margin (NIM)
is calculated as the ratio between net income from interest and average total assets or between net income from interest
and income generating assets.

This indicator in the banking system has had oscillations, in 2005 was its lower level, up to its maximal increase its 2007,
a year when had not yet begun to feel the effects of the economic crisis. 2007 was the boom of the loan portfolio increase
by about 78%, which influenced the increase in net interest margin. In 2008 it began the contraction of new credit/loan
issues, which led to the reduction of the margin until 2013. Maintaining high levels of spread by the side of the Albanian
commercial banks neutralized somewhat the losses from problematic loans.

Chart No. 1 Net interest margin
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Source: Bank of Albania

Meantime, keeping the negative gaps by the side of banks as all loans were given with variable interest rate annually,
helped to reduce the margin decline, in terms of interest rates declining in unison with the policy followed by the Central
Bank European. In 2014 began the expansion of the loan portfolio with new loans, the decline of problematic loans’ indicator
toward / total loans, which led to increase of net interest margin.

Chart No. 2 The level of gaps according to the intervals of time
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MNI fluctuation can come from the change of net income from interest as well as from the level of assets that generate
incomes. High levels of net margins may not always show high levels of efficiency but also the opposite, instead that the
bank manages the bank impacts it is "protected” by maintaining high interest rates on loans and low interest rates on
deposits thus increasing the net incomes from interest. On the other hand, even its reduction doesn’t shows efficiency, if
we take into account the accounting analysis of net interest margin the reduction of net interest margin may arise from the
tax rate reduction or by the increase of credit/loan default. MNI reduction in the first case can bring increased efficiency of
the bank or banking system while in the second case, the increase of problematic loans’ number can lead to the reduction
of the bank's profits. Identification, monitoring and evaluation of the factors that affect the level of net interest margin is very
important for policy makers in order to orient their policies for individual banks or the banking system toward its good-
functioning and stability.

3. 2- The determinants of net interest margin

There are two methods to measure the net interest margin, the method ex-ante and the ex-post one. Ex-ante method
measures the net interest margin before the realization of interest income while ex-post methods are realized as interest
income. According to ex-ante method the net interest margin is calculated as the difference between interest rates on loans
and deposits specified in the initial contract signed by the bank and customers. These rates can be viewed by the public
and are easily comparable between banks. Ex-post method calculates the net interest margin as the difference of incomes
and expenses interest that the bank has realized during the study therefore after their realization. The difference between
these two methods of measuring the MNI is related to the level of problematic loans. Ex-ante method often produces
incorrect results when the source of the applied data can be different, while the ex-post method has several disadvantages
because according to Demirguc-Kunt and Huizinga (1998) the incomes from interests and from the reserves created for
problematic loans materialize in different time periods.
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From the several empirical studies on net interest margin, the most used methods is the second one, ex-post, since its
results are more accurate. According to Demirguc-Kunt (1999), the ex-post method is more inclusive and useful because
it takes into account that the banks with higher interest rates and with a high level of loans are potentially more at risk
toward the banking impacts. In the study we have reviewed the ex-post method for the measurement of net interest margin,
based on data from the financial statements of commercial banks in Albania for the period 2005-2014.

The analysis of factors affecting the level of net interest margin at a commercial bank or banking system is treated according
to two methods. The first method is a method of accounting analysis of the net interest margin, while the second method is
based on the theoretical treatment of factors affecting MNI which are then applied in practice through econometric analysis.
Both of these methods will be treated below.

3. 2. 1- Theoretical analysis of factors affecting the net interest margin

The pioneer of theoretical analysis of factors affecting the net interest margin is the study of Ho and Saunders (1981) and
it was named model of mediation. According to this model, banks are considered as impact-averse agents that collect
deposits and give loans, the latter arrive in the bank randomly and where the probability of their arrival depends on the
margins that the banks charge and from the elasticity of the demand for loans and of the offer for deposits. The fact that
the arrival of deposits and loans is completely random and not in synchrony, exposes the banks toward the interest rate
impact. For example, in the case when the bank accepts a deposit but on the other hand there is no demand for a loan,
then these funds will be invested in the money market. This case exposes the bank toward the reinvestment impact, the
impact that the income from the funds to be reinvested will reduce more than the cost of funds. In case the bank accepts a
request for a loan but this loan is financed from the money market and not from the deposits, the bank will be exposed
toward refinancing rate impact and credit default impact. The refinancing impact brings that the cost of re-borrowed funds
will be higher than the income generated from the investments in assets. To reduce these impacts, in exchange, the banks
seek higher margin. Ho and Saunders (1981) in their work argue that banks, in order to increase the shareholder returns
impose additional margin (mark-up) for loans and reduced margins (markdown) for deposits in order to minimize the impact
of excess (balance) in the demand for deposits or in the offer for credit/loan. According to Ho and Saunders (1981) these
established margins, theoretically will depend on four factors: the attitude of the banks towards impact, the market structure
where banking institutions are operating, the average size of transactions that the banks realize and the interest rate
fluctuation. According to them, even if the banks operate in a market with high competition market, the interest margin will
be positive again because it cannot disappear because the bank transactions are always accompanied by insecurity and
this margin that emerged from insecurity of the performed transactions is called "pure margin interest" and is supposed to
be universal for all banks. The model of Ho and Saunders (1981) uses a two-stage procedure for econometric evaluation
of the relative impact of specific micro and macro factors to the interest rate margin. The first stage coincides with the
determination of the size of "clean margins" by presenting the effect of explanatory variables that are not explicitly stated
in the theoretical model and the second phase coincides with the analysis of the relationship between "pure margins" and
the variables presented in theoretical model. According to Ho and Saunders, banks are seen as mediators that accept
deposits and give loans passively, so the prices of loans and deposits (P. dhe Po) are placed by banks while their quantity
is placed exogenously. So

PL=p-bandPp=p+a

Where p - indicates the “real" price of the loan or deposit according to the bank, or indicates a margin for the provision of
liquidity service speed while b indicates the impact premium for the compensation of the impact arising from the
incompatibility of deposits and loans. Prices and interest rates of loans and deposits are inversely related between them,
sowe cansay that: :rp=r—aandrL=r+bwhere, rpandr L are the interest rates of loans and deposits set by the bank
while r is the interest rate in the money market. Thus, the interest margin is calculated as follows:

s=rL-rp=a+b
According to the authors, after a series of transformations, the basic equation is expressed as follows:
s=ri-ro=af+%xRo2Q
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Where, a/ § indicates the neutral spread of impact, in the conditions of a competitive market a and B express respectively
the intersection with the vertical axis and the inclination of the symmetric function of the arrival of deposits and loans. R
indicates the coefficient behavior toward impact, oindicates the variance of fluctuations in interest rates for deposits and
loans and Q indicates the size of the performed banking transactions.

During subsequent years, several authors used the model of Ho and Saunders (1981), taking as the explanatory variables
of net interest margin, besides the theoretical model variables, other variables too. Allen (1988) took into account the
provision (offering) of various types of deposits and loans from banks and showed in his study that "pure interest margin"
can be reduced as a result of the diversification of products and services offered by banks. McShane and Sharpe (1985)
replaced the fluctuation of interest rates on deposits and loans, as in Ho and Saunders, with the fluctuation of market
interest rates. Carbo and Rodriguez (2007) developed the model of Ho and Saunders including both traditional and non-
traditional activities of the banks aiming the study of the effect of specialization in the banking spread by using the model
of the European banking system. Maudos and Fernandez de Guevara (2004) extended the model of Ho and Saunders
studying explicitly the bank's operating expenses.

The empirical studies performed on the net interest margin are numerous, such as those on certain countries or groups of
countries as well as for individual banks or for the banking system as a whole. The two-stage mediation model that was
used by Ho and Saunders (1981) and later by Saunders and Schumacher (2000), requires long time series of explanatory
variables of "pure interest margin”, but many authors (Demirguc-Kunt and Huizing 1998; Moore and Craugwell 2000; Brock
and Rojas-Suarez 2000; Gelos 2006) have also studied the one-stage model which can be realized even with shorter time
series and by placing additional variables such as macroeconomic conditions, taxation, regulations on insurance deposits
and the structure of financial system to see their impact on the interest margin. The results obtained from numerous studies
of MNI factors are different and in some cases contradictory. Some of the determining factors of net interest margin
according to econometric analysis are: the operating costs, the quality management, the credit impact, the liquidity impact,
the interest rate impact, the size of banks, the level of capitalization, the non-interest incomes.

4- Specification of econometric model

The mediation model of Ho and Saunders (1981), later used by Saunders and Schumacher (2000), Estrada et al (2006)
and some other authors, assesses the factors which affect the interest margin by following two stages and also It requires
long time series. While other authors as Angbazo (1997) and Maudos of Fernandez de Guevara (2004) have applied the
one-stage model for determining the factors that affect the net interest margin. Irini Kalluci model (2010) on which my study
is based, assesses the determinants of net interest margin by one-stage model applied by Maudos of Fernandez de
Guevara (2004) and unlike the latter, the one which identifies the determinants of net interest margin for the 5 countries of
the European Union, the model in which my study is based, assesses the factors affecting the net interest margin only for
the Albanian banking system for the period 2002-2007 through the method of Panel Data for individual banks as well as
model of Fernandez Maudos de Guevara. The model that we'll examine, analyzes the factors affecting only the net interest
margin for the Albanian banking system for the period January 2005 - December 2014 for the Albanian banking system.
Regarding the dependent variable in our work, unlike Maudos and Fernandez de Guevara (2004) study, in our study as
well as in the study of Irini Kalluci (2010), the net interest margin is calculated as the ratio between the net incomes from
interests with the assets that generate incomes. The model used in the case of the Albanian banking system differs from
the model used by Maudos of Fernandez de Guevara (2004) as the small number of observations does not allow the use
of a large number of variables. Differently from the study of Maudos and Fernandez de Guevara (2004), the study of Irini
Kalluci (2010) does not include the variable equation that expresses the degree of interaction between credit impact and
market impact since they are specifically included in the model and variable that expresses the average size of transactions
measured by the volume of loans granted. To measure the market power of banks in the study of Maudos of Fernandez
de Guevara (2004) is used the Lerner index and that of Herfindahl-Hirschman while in the case of Albania is used only the
latter for reasons of lack of data in the calculation of Lerner index. The market impact is measured by the authors Maudos
of Fernandez de Guevara (2004) with the fluctuation of interest rates of the interbank market or of the public debt, while in
the case of Albania the market impact is measured as the standard deviation of interest rates on treasury bills, euribor and
libor. According to the model in which | am based, for the assessment of the factors that affect the net interest margin will
be used eight variables, based on a theoretical model as well as numerous empirical studies. These variables are the
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operating costs, the attitude towards impact, credit impact, which management, opportunity costs of obligatory reserves,
non-interest incomes, index of concentration and market impact.

Operating Expenses - This variable is calculated as the ratio between the bank operating expenses and total assets and
it's expected that the relationship between the net interest margin and operating expenses be positive. The reason why this
indicator is included in the equation is to see if the banks, for high operational cost, transferring the latter to customers by
placing higher interest margins or not.

Attitude towards impact - This variable is measured by the ratio between the share capital and total assets and it's
expected that its impact on net interest margin be positive as the well-capitalized banks are inclined to establish high
margins to protect their capital but is the important to identify the sources of well-capitalized banks. A high level of
capitalization of banks not always comes as a result of increasing the share capital of the bank to be more protected from
the impacts but it can also come as a result of the regulatory and supervisory requirements by the central bank.

Credit Impact - This variable is measured by the ratio between the problematic loans and the total loans granted and it is
expect that this indicator will have a positive impact on net interest margin, the greater this impact will be the greater will
be the margin placed on interest rates of loans and new deposits. So in a certain way, the pledge of problematic loans will
affect new borrowers.

Quality of management - This variable is measured by the ratio between the operating expenses and its gross income.
With quality management we'll mean the identification of low impact assets and high return and of low cost liabilities. The
relationship between net interest margin and the quality of management is expected to be negative, the higher will be the
ratio of the activity expenses with the gross income, so the management quality will be lower, consequently the lower will
be the net interest margin.

Opportunity cost of obligatory reserves - This variable in the case of Albania is calculated as the ratio of obligatory
reserves in the central bank toward the total assets unlike the model of Maudos and Fernandez de Guevara (2004) which
is calculated as the ratio of liquid reserves with the total of assets. It is expected that the relationship between this indicator
and the net interest margin be positive as a high level of reserves would make banks set high interest rates on loans and
lower one for deposit aiming the compensation of the loss of profits from the investment of funds in the form of obligatory
reserve.

Non-interest income - This variable is calculated as the ratio between the net commission income and the amount of net
income from interest and other activities. This variable is expected to have a negative association with the net interest
margin as those banks that provide higher income from commissions tend to lower the interest rates on loans and deposits
resulting in the reduction of the net interest margin.

Concentration Index - This variable serves as a measure of the degree of concentration in the market in terms of loans.
In the case of Albania, this variable is measured by the Herfindahl-Hirschman Index (HHI) and is calculated as the sum of
the squares of the market share of credit to any bank in the market. It is expected that a high level of concentration index
can lead to higher margins in interest because banks have more power in setting interest rates. But it can also happen that
a high level of concentration lead to increased efficiency (cost reduction) and consequently to lower interest margins.

Interest rate impact - This variable is measured by interest rate fluctuation. In the case of Albania, this variable is calculated
as the standard deviation of monthly treasury bills rates when during a month has been realized more than one auction, in
the contrary has been taken the interest rate of the treasury bills of Bank of Albania’s auctions. While for the interest rates
of Euribor and Libor were taken into study the monthly interest rates. These two variables have been taken in the study
since the loans granted in foreign currencies occupy a significant portion of loans in the entire system. In the model will be
treated the three upper variables, taken separately, to identify those interest rates which affect more the net interest margin.

4. 1- The data and assessment methods

The data used in this study have been obtained from the Bank of Albania and other international institutions. The data used
in the model are the monthly data for the entire Albanian banking system for the period January 2005 - December 2014.
The dependent variable, the net interest margin, shall be calculated as the ratio between the net income from interest and

209



ISSN 2411-9571 (Print) European Journal of Economics September-December 2015
ISSN 2411-4073 (online) and Business Studies Volume 1, Issue 3

the total assets that generate income. The total number of explanatory variables of the net interest margin (dependent
variable) will be 8 and the assessment of the regression equation will be done using the method of least squares (LS). The
total number of observations used in the model is 48 and the data are structured.

4, 2- Results of econometric model
The overall regression equation would appear as follows:
MNIL, = Lo+ B XX + Bo XXy + B3 XXz + 04 XXy +5 XXs + L6 XXg +57 XX; +Bg X Xg

Where, n - indicates the number of the equation in the table below, respectively: 1 for the dependent variable "market
impact" measured by the standard deviation of the interest rates of treasury bills when during a month has been realized
more than an auction, in the contrary has been taken the interest rate of treasury bills of the Bank of Albania auctions, 2
when this variable is measured by Euribor interest rates and 3 when this variable is measured by Libor interest rate. o -
indicates the constant, the average value of the dependent variable if all the independent variables are 0. 81, B2, 3, p4,
B5, B6, B7, B8 - indicate the angular coefficient, the estimated differences in the dependent variable with Bx unit for every
one unit of change in the independent variable. X1 - indicates the independent variable — the operating costs, X2 - indicates
the independent variable - the attitude towards impact, X3 - indicates the independent variable - the credit impact, X4 -
indicates the independent variable - the quality of management, X5 - indicates the independent variable - the opportunity
cost of reserves, X6 - indicates the independent variable — the income from other activities, X7 - indicates the independent
variable — the index concentration and X8 - indicates the independent variable - the interest rate impact.

Table No. 1: The econometric results for the dependent variable MNI

Dependedvanable — Net Interest Margn

independentvariables Equaton 1 Equaton 2 Equaton 3
Coefficient Prob. Coefficient Prab Coefficien Prob
Constart .00M7 0.6951 400855 04712 40094 0.3995
Operating cose 19553 | 0.0000 1956% | 0.0000 1.95%5 {00000
Attitude toward mpad 010914 |0.1518 01791 (01182 012773 00842
Creditloan impac 001295 0.0901 .00475 0.5641 00162 0.0318
Quality managament 400052 0.4105 4.00045 04707 .00018 07744

Opportunity costs of resenes

.0834 0.5578 0.05081 07216 £.04913 07206

Incomes from other 0.03035 0.0000 003951 0.0000 0.03284 0.0000

Cancentration Indey 000570 |090W | 002035 |0.54%8 000850 | 0.8457
Interest rate impac 000828 (04490 | 003887 |06 | D548 |0.0505
Frob.F-Statiste 0.00000 0.00000 0.0000
Adjusted R-Squas 0.997% 0.99802 0.99512

The three equations above represent a coefficient of determination (adjusted R-square) very good level, ie 99. 79% to
equation 1, 99. 8% for equation 2 and 99. 81% for equation 3, which clarifies that the majority of fluctuation in the net
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interest margin is explained by the independent variables in this study. Regarding the test of significance, we see that prob.
F-statistic is 0, so, in general exists a connection between the dependent variable and independent variables. While
regarding to the importance of each dependent variable individually assessed, we note that not all considered variables
have statistic importance, so not all of them have strong ties with the net interest margin. From the general equation shown
above we can reduce the constant parameter as it is not transmitted in the population (-0. 00447) if all the independent
variables are 0, the net interest margin cannot be negative.

The independent variable "operating expenses" in the regression equation represents a positive coefficient and it is
statistically important as expected to be. An increase of this variable will lead to the increase of the net interest margin; this
relationship complies also with the results obtained in the analysis of accounting analysis of net interest margin. For the
three upper equations the ratio of the operating expenses with the total assets represents an estimated coefficient of 1. 95,
which is an indication that the increase of the bank's operating expenses with a unit will cause the latter to be transferred
to bank customers, respectively with 1. 95 times in the form of higher rates of interest for loans or lower for deposits.

Regarding the independent variable "attitude towards impact", it represents a positive coefficient. The relationship between
the attitude toward impact and the net interest margin means that the banks anticipate that in the future they may experience
losses from the granted loans and to be protected against this they increase their share capital but the capital financing is
more expensive than the debt financing, so the banks, in order to compensate the cost of financing impose high interest
margins. This coefficient for the above equations varies from 0109 for the first equation to 0118 for the second equation
and 0128 for the third equation. An increase with one unit of the share capital will lead to increase of 12% of the net interest
margin (equation 3).

The relationship between the net interest margin and credit impact in the regression equation is negative and the
relationship between them is important for the equation 3 while some empirical studies have confirmed a positive
relationship between variables. In the case of Albania, the coefficient -0016 (equation 3) shows that the increase with a unit
of the problematic loans leads to a reduction of the net interest margin to 0. 016 times. This result is explained by the fact
that the increase in problematic loans in the banking system has made banks reduce the interest margins in order to reduce
the potential problematic loans and to protect their incomes.

The quality management is the variable that affects minimally the fluctuation of the net interest margin in the case of the
Albanian banking system, the coefficient - 0. 00045 (equation 2) shows that the increase with a unit of the quality
management will lower the net interest margin to 0. 00045 units, so the relationship is negative as well as other empirical
studies.

The explanatory variable opportunity cost of reserves is negatively correlated with the net interest margin, in the case of
Albania the coefficient of this variable is -0083 (equation 1), which shows that its increase with one unit affects the net
interest margin to 0. 083 units. This result shows that the increase of the obligatory reserve at the central bank and the loss
of profit from its keeping in the central bank are not transferred to bank customers through higher interest margins.

Income from other activities is a statistically important variable and its relationship with the net interest margin is positive,
which means that the banks that have higher incomes from fees/commissions and not from their core activity tend to
maintain higher interest margins to compensate their income. The increase of this variable with one unit affects the increase
with 0033 (equation 3) units in the net interest margin.

The Independent variable — the concentration index in terms of loans, adversely affects the net interest margin in the first
two equations and positively in the third equation. These results indicate that the increase the concentration of loans in the
first two equations would reduce the net interest margin as the banks use higher concentrations to get specialized in the
offered services and to reduce the net interest margin. While regarding the concentration of loans in the third equation, it is
noted that the increase of the concentration of loans influences in the increase of the net interest margin with a coefficient
of 0. 009 times, so as many power the bank will have in lacing the interest rates so more will increase net interest margin.

Finally, the explanatory variable market impact, we see its impact to the dependent variable net interest margin, unlike the
expectations, has a negative impact. An increase of the interest rates of treasury bills (equation 1), Euribor interest rates
(equation 2) and libor interest rates (ekuacioni3) will lead to the reduction of the net interest margin. This conclusion comes
as a result of the negative gaps of assets and liabilities according to the remained maturity in monthly periods from January
2005 to December 2014,
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5- Conclusions

1- The three studied equations represent a coefficient of determination (adjusted R-square) in very good levels,
which clarifies that the majority of fluctuation of the net interest margin is explained by the independent variables taken into
study.

2- The independent variable "operating expenses" in the regression equation represents a positive coefficient and
it is statistically important. An increase of this variable will lead to the increase of the net interest margin.

3- Regarding the independent variable "attitude towards impact', it represents a positive coefficient. The
relationship between the attitude towards impact and the net interest margin means that the banks anticipate that in the
future they may experience losses from the granted loans and to be protected against this they increase their share capital
but the capital financing is more expensive than the debt financing, so the banks, in order to compensate the cost of
financing impose high interest margins.

4- The relationship between the net interest margin and credit impact in the regression equation is negative and
the relationship between them is important for the equation 3 while some empirical studies have confirmed a positive
relationship between variables.

5- The quality management is the variable that affects minimally the fluctuation of the net interest margin in the
case of the Albanian banking system.

6- The explanatory variable opportunity cost of reserves is negatively correlated with the net interest margin in the
case of Albania.

7- Income from other activities is a statistically important variable and its relationship with the net interest margin
is positive.

8- The Independent variable - the concentration index in terms of loans, adversely affects the net interest margin

in the first two equations and positively in the third equation.

9- The explanatory variable market impact, we see its impact to the dependent variable net interest margin,
different from the expectations.
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