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Abstract

Economic growth is the main element which helps to improve the stability of an economy and the standard of living
in a country. There are many factors that have impact on economic growth which can be divided into factors that
impact aggregate demand and factors that affect aggregate supply. Factors that affect economic growth can be
mentioned as above: exchange rate, interest rate, real wages, banking system, investments, technological
development etc.

This study is focused on the analysis of banking system as main participant in the financial system of the Republic
of North Macedonia where around 90% of financial system is consisted by banks. The main objective of the paper is
to describe, compare, analyze and measure the impact of the loan portfolio of banking sector in Macedonia in
economic growth. To make the model we are based on quarterly data which are taken for the period from the last
quarter of 2004 to the second quarter of 2018.

For data processing we use econometric model, concretely the simple linear regression model where obtained results
help us to come to conclusion that the growth on the loan portfolio of banks has positive impact on economic
growth. But we also need to highlight that the positive relationship between these two variables isn’t so strong,
where we can say that loan portfolio isn’t the main factor that has the higher impact on economic growth.
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1. Introduction

Banks are the main component of the financial system of the Republic of North Macedonia. Banks
offer different types of services but loans are the most important function of the activity of a bank.
Growth on the level of loans has an impact on lower interest rates, high investments, and higher
aggregate demand and as a result of this growth on GDP. This is the reason why this paper is focused
on the loan portfolio of banks and their impact on the economic growth.

Beside the loans there will be analysed the GDP as a main indicator for economic growth of a
country. Gross Domestic Product (GDP) is defined as a market value of all the final goods and
services that are produced in a country in a certain period of time.

The Republic of North Macedonia is one of the countries with lowest rates of economic
growth, where the economic growth is mostly dependent from the service and the industry.
There are lots of papers that illustrate the impact of financial system on the economic growth
and how much is important its impact on economic growth. In Macedonia this problem is
analyzed by Petkovski and Kjojevski (2014) which have analyzed the impact of the credits
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given to private sector on economic growth in countries in transition from Central Europe
and South East Europe. They came in a conclusion that credits given to private sector and the
interest margin of the banks are negatively correlated with economic growth. Lazarov (2017)
comes in conclusion that the disadvantages of the financial sector have an impact on growing
the expenses for finance and with that they have a negative impact on the level of the given
credits to the private sector and with that they also have a negative impact on economic
growth of a country. Nikoloska (2009) comes to conclusion that there is positive relation
between private loans to GDP and GDP, the size of that relationship ranges from 0.36% to
1.5% of GDP increase when private loans / GDP grow by 1%.

There are a lot of papers written by the authors outside Macedonia where we can mention Kokaveshi
(2015) that comes to conclusion that credits given to businesses have positive impact on economic
growth, compared with the credits given to private persons. Vazakidis and Adamopulos (2009) use
the method of vector error correction model (VECM) and they come to the conclusion that 1%
growth on the level of given credits impacts on GDP growth for 0.14% and 1% growth on
productivity of banks impacts on GDP growth for 32%. Liu (2011) compares the relationship of
financial development and economic growth in short term and in long term aspect. He comes to
conclusion that in short term there is a positive impact of financial development on economic growth.
But, in long term the relationship of these two variables is not so strong.

The loan portfolio will be analyzed comparing the growth of the loan portfolio between quarters, for
the period from the last quarter of 2014 till the second quarter of the 2018. The loan portfolio is
divided into four main groups, loans given to: other financial institutions, nonfinancial institutions
which contain public nonfinancial institutions and others, other residents which contain households
and nonprofit institutions and local self-government.
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Figure 1. Publication of author, Loan Portfolio of Banks

Source: Central Bank of Macedonia
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The higher curve on the graphic represents the total value of the loan portfolio of the banks.
Higher participation on the overall loan portfolio have the loans given to nonfinancial
institutions and other residents, on the other hand loans given for local self-government and
other financial institutions is at the lowest rate which is so many near to zero. From the
graphic we can see that the highest level of the total level of given loans is in 2008, and after
that there is a sharp decrease on the level of the given loans. The total level of loans reaches
it minimum on the third quarter of 2019 with very low growth on the level of given loans.

The decrease of loans given in 2008 is a result of the financial crises which showed its effect
in the economy of the Republic of North Macedonia also. Increasing the care of banks during
the issuance of the loans and the continuity of the restrictive monetary policy on the first
quarter of 2009 made the level of the total given loans on the second quarter to have
reduction on the level of the given loans comparing to the first quarter for 0,4% (Central
Bank, 2009: pg.17). Crises had very negative effect on the level of loans, which made that
the level of given loans at the ending of the period hasn’t reached anymore the level that was
before 2008.

There is another deeper decline besides that of 2009 between the quarters in 2016. This
decline is a result of a change on the decision of the Council of the Central Bank. On their
decision for changing and completion of the decision for leadership with credit risk on
17.12.2015 is written that banks are obligated to clear all the credits from their loan portfolio,
for which the bank for more than two years had made correction of the value and with that
had allocated reserves of 100% of the value.

2. Methodology and data

Methodology that will be used on the paper is consisted of four main methods: descriptive,
comparative, analytic and statistical methods.

First, we have graphically described, compared and analyzed the trend of the loan portfolio of banks
with the aim to explain the factors that had an impact on the biggest ups and downs of the curves of
the loan portfolio.

Then we do the analysis of the link between loan portfolio of the banks and the economic growth,
where for data processing we use SPSS application software. Data processing is done with the help of
simple linear regression model to measure the impact of the independent variable which in this case is
loan portfolio of banks on the dependent variable which on this case is GDP.

The equation for calculating the linear regression is as below:

Y=a+ bX )
Source: stat.yale.edu

Y - Represents the dependent variable, which in this case measures the economic growth with the
help of GDP.

aand b are parameters.

a - shows the intercept of the model. If X is equal to zero, then Y is equal to a.

b - is the regression coefficient and the parameter of the independent variable.

X - is the independent variable, which in this case is the loan portfolio of banks.
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3. Results
With the help of simple linear regression model and the method of small squared we calculated the

data taken for the period from the q.4 of 2004 till q.2 of 2018 and we came to results as presented
above:

Table 1. The coefficient of determination R? for the estimated model in Table 2

Model R R Square | Adjusted R Square | Std. Error of the Estimate

1 S75° 331 318 2.866952839599364

a. Predictors: (Constant), LOANS

Table 2. Estimated coefficients for the model with their estimated t stats. and p-values, dependent variable is the

GDP
Coefficients®
Model Unstandardized Standardized t Sig. 95.0% Confidence
Coefficients Coefficients Interval for B

B Std. Error Beta Lower Upper

Bound Bound
1 | (Constant) 930 587 1.585 | .119 -247 2.107
LOANS .701 137 575 | 5.121 | .000 427 976

a. Dependent Variable: GDP

Source: Author calculations

Depending of the results represented on the table above the equation of the regression takes the form as
follows:

Y=10.930+0.701X, 2)

From the data presented above we can see that we have a positive coefficient which is in the value of
0.701. The positive coefficient means that there is a positive relationship between the economic growth
and the growth of the loan portfolio of the banks. When we interpret the R coefficient we can see that its
value is R?= 0.575, which is closer to 1 we can say that the loan portfolio of the banks has an impact on
economic growth. R? coefficient which shows how many points get together on the regression line we can
see that its value is not so high and is on the level of 0.331. From this result we can say that because
R?=0.331, loan portfolio of banks for the analyzed period from q.4 of 2004 till q.2 of 2018 in North
Macedonian economy only 33% influences the changes on the level of GDP, and the other 67% is related
to other factors that aren’t taken into consideration into this model.
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For that in the end we can say that the loan portfolio of the banks has a positive impact on economic
growth because of the positive coefficient, but that isn’t the only one factor which has an impact on
economic growth because there are a lot of other factors like the interest rates, capital, the
investments and many other factors which also have their impact on economic growth.

4. Discussion and Conclusion

The paper has analyzed the movement of the loan portfolio of the banks and the economic growth
which is measured by GDP with the usage of the quarterly data taken from the fourth quarter of 2004
till the second quarter of 2018. At the empirical part is measured the impact of the loan portfolio of
the banks on economic growth with the help of 54 observations. From the model which is
implemented using linear regression with the help of statistical program SPSS25, we have a positive
coefficient from where we come to conclusion that there is a positive relationship between the loan
portfolio and economic growth. But, beside this positive relation we can say that the loan portfolio of
the banks doesn’t describe all the changes on the levels of economic growth and that is just one from
so many factors that have an impact on the economic growth.

In the next studies we will try to take into account and the other factors that may impact on economic
growth for the purpose to have a clever picture of that which factors have higher and which factors
have lower impact on economic growth. Also there can be a deeper analyze on the loan portfolio from
where we can see which type of loans have higher impact on economic growth, the credit given to
private individuals or the credits given to businesses.
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