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the Herfindahl-Hirschman index. It is important to emphasize that

when calculating the value of these indices, the National Bank of

Serbia most often uses the absolute value of assets. In addition to the
mentioned indices, the values of the Gini coefficient, Entropy coef-

ficient, Rosenblatt index and graphical representation of the Lorenz

curve in the period 2015-2019 are presented in this paper, using the

balance sheet position loans and receivables from customers, but

not including loans and receivables from banks and other finan-

cial organizations. The results of the static and dynamic analysis of
concentration indicate that, compared to Montenegro, the banking

sector of Serbia is characterized by a larger number of banks, less
concentration on the market, and stronger intensity of competi-

tion. Although market changes are reflected in a reduced number of

banks while a change in the dispersion of market shares affected the

change in the market structures of the banking sectors, instability

and uncertainty of the analysed sector remained unchanged in the

case of both countries.
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Introduction

The banking sector is the dominant part of the financial system and as such rep-
resents a significant factor in the development of the overall economic system. In
the past three decades, studies of the banking sector of transition economies have
become more important due to banking reforms that included liberalization,
privatization, and recapitalization of the banking sectors in the region. The fi-
nancial sectors of the transition countries are largely dominated by banks rather
than the capital market as is the case in developed countries (Bayar, 2019). In the
late 1990s and early 2000s, foreign banks played a dominant role in the region’s
banking sectors, and the transfer of European countries’ capital to the region’s
CEE banking sector was accelerated.

With the beginning of the global economic crisis and the recession, a decrease
in the financial activity of Western European credit institutions in the region of
Central and Eastern Europe was noticed. Although the development of market
banking systems is long-lasting, the transition of the banking sectors in the re-
gion is largely complete. In the past decade, there have been significant changes
in the structure of the banking market as a result of the restructuring of the
banking sector.

The number of factors that affect the level of competitiveness is significant, but
according to the literature, three main factors that affect the degree of supply
concentration are as follows: the number of competitors operating in the market,
market share dispersion between competitors, and barriers to market entry and
exit. When only one company exists on the supply side, there is no need to deter-
mine the level of concentration because such a market is characterized by a single
market structure - a monopoly.

The number of banks on the market as well as the dispersion of individual shares
determines the market or competitive structure of the banking sector, which is
expressed by concentration. Market concentration is a function of the number of
companies competing in the market and their individual relative market shares.
Given that the degree of concentration indicates the market structure and thus
the behaviour of competitors, banks, in a particular market, the analysis of mar-
ket concentration levels is significant because it has an impact on users of bank-
ing services, the sector and the economy as a whole. Recently, the analysis of
the impact of the concentration of the banking sector on financial stability and
profitability has been especially attracting the attention of researches (Rakshit &
Bardhan, 2020, Arif & Awwaliyah, 2019).
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The paper analyses a wide range of indicators, as well as some indicators that are
rarely used such as the Rosenblatt index, in order to get a more realistic picture
of the degree of concentration of the banking market in the observed countries.
The results can also be useful to economic policy makers, in order to establish
appropriate control mechanisms and instruments, as well as to define the best
possible legal solutions in this area.

Literature review

It is important to emphasize that previous empirical research using only one
market concentration indicator has shown relatively contradictory conclusions
about the level of banking market concentration, because each indicator has its
advantages and disadvantages. It is necessary to use a number of indicators in
order to obtain a clearer picture of the market concentration of the banking sec-
tor. Also, differences in values as well as conclusions may be the result of differ-
ent periods that have been analysed, since the banking system is a very dynamic
sector. Finally, differences may also arise from different variables that are used as
the basis for calculating indicators. Having considered the fact that the research
which analysed several indicators found contradictory conclusions, the authors
found it most sensible to present previous research chronologically given the fact
that the number of banks in the markets varies over time.

Miljkovi¢, Filipovi¢ & Tanaskovi¢ (2013) analysed the concentration in the bank-
ing sector of Serbia for 2012 using concentration indicators such as the Reciproc-
ity index, Concentration ratios CR3, CR5 and CR8, Gini coefficient, and the Her-
findahl-Hirschman index for capital, loans, deposits, interest income, net income
after tax, and net loans. Their results showed that the Serbian banking sector was
characterized by a highly unconcentrated structure for all categories, except for
the net profit, where results suggest moderate concentration.

Barjaktarovi¢, Filipovi¢ & Dimi¢ (2013) analysed the concentration of the bank-
ing sector of 9 Central and Eastern European countries in the period from 2007 to
2012 for the banking sector data such as assets, approved loans, and collected de-
posits. Their results suggest moderate to highly concentrated market according to
CR5 and no market concentration to moderate concentration according to HHI.

Babi¢, Zildzovi¢ & Loncar (2015) used Panzar-Rosse model to analyse the level
of competitiveness in the Serbian banking sector in the period 2004-2012. In this
period, 31 banks operated on the Serbian market and each bank had asset share
lower than 15%. Although this share generally implies low market concentration,
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the results of this research suggest that the relationship between revenues and
costs is in line with monopolistic competition among banks. When subset of
large banks is analysed, results support the existence of monopoly or oligopoly
with perfect collusion.

Filipovi¢, Avramovi¢ & Raci¢ (2016) analysed the degree of concentration of the
Serbian banking sector through indicators CR5 and HHI, applied to the balance
sheet of the sector in the period 2008 to 2014. Results of CR5 indicator suggest
that large domestic banks threaten to take a share in market which may jeopard-
ize competition in future. On the other side, the results of HHI indicate that there
are a large number of banks operating on the market and their market share
ensure low concentration on the banking market in total.

Kali¢anin & Hani¢ (2016) analysed the degree of concentration on the banking
market through HHI, Ratio of concentration, Lorenz curve, Gini coefficient and
Entropy coefficient for the categories: approved loans and the amounts of collect-
ed deposits of each bank individually in 2015. The sample consists of the banking
sectors of the Republic of Serbia, Croatia, Bulgaria, Montenegro and Bosnia and
Herzegovina. The results suggest that the market structures of the banking sec-
tors in the selected countries are similar and that a high level of competitiveness
is present.

In the research of Bukvi¢ (2017), the concentration degree in Serbian banking
sector is calculated using the CrN, the HH index, and relatively rarely used the
Linda index. Sample included five variables: total assets, deposits, capital, bank
operating income and loans, for year 2016. Results indicate low concentration
degree close to moderately concentrated with note that slight growth in concen-
tration appeared.

Marinovi¢-Matovi¢ (2018) analysed the values of CR5 and HH indices based on
the value of balance sums in the banking sector of Serbia in the period 2008-2017.
The value of the CR5 indicator indicates that the sector is moderately concen-
trated, meaning that the number of clients in the five largest banks threatens to
endanger competition in the market. The value of HHI indicates a lack of concen-
tration, even though it shows a slight growth trend.

Mustafa & Togi (2017) used General Method of Moments to analyse panel data
for 300 banks from Central and Eastern European countries in the period
1999-2009. The sample included 16 countries, with both Serbia and Montenegro
banking system. For Serbia, the results show the value of the HH index from
a maximum of 5,813 in 2000 to a minimum of 0.811 in 2009. The value of HH
index for Montenegro shows a significantly smaller range in the analysed period
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and ranges from the maximum of 3,924 in 2005 to the minimum of 2,390 in
2009. The results of their estimation show negative H statistics, which suggest
that the behaviour of banks operating in CEE countries is consistent with mo-
nopoly behaviour, which is an unexpected result having in mind the number of
banks operating in these countries, especially Serbia. The findings also suggest
that banks operating in non-EU countries of this region have stronger market
power than EU countries in the same region.

Based on Lorenz curve and Gini coefficient, Dimi¢ & Paunovi¢ (2019) analysed
the concentration levels in the banking sectors of 8 countries in the CEE region,
including both Serbia and Montenegro in the period 2007-2012. Based on total
assets, the value of Lorenz curve for Serbia shows that the first 50% of the banks
have 13% of total banking sector assets, while the remaining 50% have 87% of the
market. In Montenegro, 90% of the participants in the banking market have a
share of 75% of total assets. The results indicate a high average level of concentra-
tion measured by the Gini coefficient.

Results and discussion

The index of shares of n companies or the concentration ratio is an indicator that
is obtained as the sum of market shares of the largest companies on the market
and as such is very easy to understand (Waldman and Jensen, 2001). Due to its
easy application and simplicity, it is often used in practice. When it comes to con-
centration ratios, CR1 is primarily calculated to see the market share of market
leader. In the case of monopolies, the value of the index is 100. In addition to the
market share of the leader, the sum of the shares of n companies is usually used,
which ranges from 3-10, depending on the number of companies operating in
the sector that is the subject of analysis. In the case of an atomized supply, when
there is unlimited number of companies on the supply side, the sum of shares in
the range of 3-10 may weigh zero, so there is no single threshold, but it is deter-
mined according to the number of companies in the analysed sector. Consider-
ing previous, the concentration ratio represents the cumulative market share of
n companies, ranked from the highest to the lowest market share, which can be
represented by the following formula:

n
CR, = in
i=1

where xi’ stands for the market share of the ’i’ company, and 'n’ is the number of
companies we use when calculating the ratios.
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Considering that the banking sectors of the Republic of Serbia and Montenegro
differ significantly in the number of banks operating on the markets, the follow-
ing are the results of four concentration ratios in the observed period - CR1, CR3,

CR5, and CR10.

Figure 1: Concentration ratios of the
banking sector of Montenegro, 2015-2019
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Source: Authors' calculations based on data
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Figure 2: Concentration ratios of the
banking sector of the Republic of Serbia,
2015-2019
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In the observed five-year period, the
number of banks operating in the
banking sector of Montenegro did
not change significantly, except in
2019 when there was a decline to 13
banks compared to the previous year,
given that two banks went bankrupt.
Information on the number of banks
is given in Figure 1 next to each year.
The leader in the mentioned market is
CKB bank AD Podgorica, whose share
increased in 2019 to almost 18% com-
pared to the previous observed years
when the market share of the leader
was around 15%. The concentration ra-
tio of the first three banks ranged from
40.38 to 47.63%, as it was in 2019. Based
on Figure 1, it can be concluded that
one third of the banks with the largest
market share, have a share of about 2/3
of the total market, which will later be
represented by Lorenz curve. The men-
tioned changes related to the number
of banks had a significant impact on
the growth of the participation of lead-
ers, which can be concluded based on
the growth of all analysed concentra-
tion ratios and their values in 2019
compared to previous years.

In terms of market share, there is no
significant difference in the banking
sector of Serbia in relation to Monte-
negro - Banca Intesa AD Belgrade was
ranked first in the five-year observa-
tion period. The market share of this
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bank ranged from 15.54 to 17.62%, which is close to the market leader CKB bank
AD Podgorica. However, the values of the CR3 and CR5 ratios differ significantly
compared to the Montenegrin banking sector and these values are far lower. It
is important to mention the difference in the number of banks operating in the
banking market of the Republic of Serbia in relation to the banking market of
Montenegro. Although there is a declining trend in both markets in the number
of banks operating in the analysed market, the number of banks operating in
the Republic of Serbia is almost twice as high. Having in mind the values of the
CR10 ratio shown in Figure 2, it can be concluded that the first ten ranked banks
by market share have a share of 80.12% of the total market, and the remaining 16
banks "share" 20% of the remaining market share. The conclusion for both mar-
kets is that there is one bank that has taken a strong market position in the past
five years with about 15% market share, there is a growth of the CR1 index, the
number of banks is declining, and there is a possibility of continuing this trend.

The Herfindahl-Hirschman index is a measure of the size of a company in rela-
tion to the sector to which the company belongs and as such is an important indi-
cator of the degree of competition between companies from the observed sector.
The market share of each participant in the market is squared, and the resulting
amounts are then totalled (Calkins, 1983). In the banking sector, this index is the
sum of the squares of individual market shares of banks and is widely used in
central bank reports, but it is important to note that central banks take into ac-
count the total value of assets to obtain the value of this index and this paper does
not. The high value of the Herfindahl-Hirschman index indicates a high level of
market concentration, which further implies a weaker intensity of competitive-
ness and greater economic power of market participants. It can be presented by
the following equation (Saj, 2005):

N
HHI = le?

i=1

Where ‘xi’ stands for market share of ‘i’ firms, and ‘N’ stands for a total num-
ber of firms in the market. The importance of this index is reflected in the fact
that even though it looks at individual market shares of all firms in a branch, it
recognizes separately presence of firms with large market shares, significantly
increasing its value (Lipczynski, Wilson & Goddard, 2001). This index is widely
applied in competition law, antitrust and technology management (Kola, Gjipali
& Sula, 2019).

Division into five types of markets according to the value of the Herfindahl-
Hirschman index is generally accepted (Begovi¢ et al., 2002):
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o if the value of the HHI index is less than 1000, the market is characterized

by an unconcentrated supply;

o if the value of the index is in the range of 1000-1800, the market is charac-
terized by a moderately concentrated supply;

o if the value of the index is in the range of 1800-2600, the market is charac-
terized by a highly concentrated supply;

o if the value of the index is in the range of 2600-10000, the market is char-
acterized by a very highly concentrated supply;

o if the value of the index is higher than 10000, the market is characterized
by a monopolistically concentrated supply.

Figure 3: Herfindahl-Hirschman index,
Serbia and Montenegro, 2015-2019

1200 66

11004 1060
1028 1031

1000
900+
838

800 757

700 T T T T

2015 2016 2017 2018 2019

—— Serbia  —— Montenegro

Source: Authors calculations based on data
from the Central Bank of Montenegro
(https://www.cbcg.me) and the National

Bank of Serbia (http://www.nbs.rs)

A comparative analysis of the value
of the Herfindahl-Hirschman index
for the banking sector of Serbia and
Montenegro is shown in Figure 3,
where a significant difference in the
value of the index in the observed
period 2015-2019 is noticeable. What
is characteristic for both countries
is a decline in value in 2016 com-
pared to 2015, followed by a growing
trend in the value of the Herfindahl-
Hirschman index in the case of both
countries. The value of the HHI in-
dex of the banking sector of Monte-
negro ranged from 1028-1166, which
indicates a moderately concentrated
supply. The value of the HHI index of
the banking sector of the Republic of

Serbia ranged from 757-838, which indicates an unconcentrated supply. Taking
into account the values, it can be concluded that the banking sector of Monte-
negro is characterized by weaker competition and greater economic power of
banks compared to the banking sector of Serbia, where there is stronger com-
petition and less economic power of operating banks.

Gini coeflicient as a concentration measurement tool has been based on Lorenz
curve’s underpinning logic. Starting from the given Lorenz curve chart, Gini co-
efficient can be defined by the following equation (Kali¢anin & Hani¢, 2016):

2 n+l
G=0 (-5
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where ‘n’ stands for a number of firms, ‘W is an average firm’s sale on the given
market, ri’ is a rank an ‘i’ firm is holding (firms are ranked by sale scale or mar-
ket share from the smallest to the biggest) and ‘qi’ is sale scale of an ‘i’ firm. The
Gini coefficient ignores the number of companies in the relevant market and
exclusively observes the inequality of market shares, which is the main disad-
vantage of this indicator. The minimum value that this coefficient can have is
zero, which implies that the distribution of market shares is completely equal in
the market, while the maximum value that has a value of 1 corresponds to the
monopoly market.

Figure 4 shows a comparative analysis  Figure 4: Gini concentration coefficient,
of the value of the Gini coefficient for ~ Serbiaand Montenegro, 2015-2019
the period 2015-2019, for the bank-
ing sector of Serbia and Montenegro. 07
The balance sheet position loans and T 053 059

receivables from customers was used — 1
to calculate the value as previously s
stated, not including loans and re- 043 042 04 043 040
ceivables from banks and other finan- %4
cial organizations. The Gini coefficient 03
on the Montenegrin banking market 015 ' 06 207 2018 2009
ranged from 0.40-0.43, and recorded —— Montenegio  —— Serbia

far lower values compared to the bank-
ing sector of the Republic of Serbia. Source: Authors’ calculations based on data
The lowest value of the Gini coefficient from the Central Bank of Montenegro

in the banking sector of Serbia is 0.56  (https:/www.cbcg.me) and the National

in 2019. This value of the index clas- ~Bankof Serbia (http://www.nbs.rs)

sifies the banking sector of Serbia in

medium-concentrated markets and suggests that there is a group of banks with
a large market share as well as a group of banks with a small market share in the
total supply, which will later be graphically represented by the Lorentz curve. A
medium-concentrated market in this sense means that the number of compa-
nies with a large market share is equal to the number of companies with a small
market share. Based on the value of the Gini coefficient, it can be concluded that
the banking sector of the Republic of Serbia is characterized by greater inequal-
ity in the distribution of market share compared to Montenegro, where there is
a smaller disproportion in the size of market shares. Given that there was a de-
cline in the value of the Gini coefficient in 2019 compared to previous years, we
can expect a change in market structure, which will be characterized by a larger
number of those banks that have a smaller market share compared to the group
with a higher market share, precisely the number of such banks will increase.
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Figure 5: Lorenz curves, Serbia and Montenegro, 2015-2019
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The Gini coefficient is a statistical measure, based on the Lorentz curve, as a
graphical instrument. The Lorentz curve is one of the very important instru-
ments used in statistical analysis. In practice, this tool is often used to graphi-
cally present the degree of market concentration and to identify inequalities in
the distribution of market share. Uniformity in the distribution is seen on the
basis of the deviation of the Lorentz curve from the curve of equal market shares
(curve 45 °), which shows absolutely equal distribution of market shares among
all market participants - a hypothetical case of complete competition (Stojanovi¢
& Radivojevi¢, 2010). Given that the curve of equal market shares reflects the
ideal, theoretical situation of uniform dispersion of market power, it is desirable
that the Lorentz curve, as a reflection of the real situation, be as close as possible,
i.e. that the value of the Gini coefficient be as low as possible.

The Lorenz curve is widely used to represent and analyse the size distribution
of income and wealth. The curve relates the cumulative proportion of income
received when the units are arranged in ascending order of their income (Kak-
wani & Podder, 2008). Figure 5 shows the constructed Lorenz curves for both
banking sectors in the observed period using balance sheet position loans and
receivables from customers, but not including loans and receivables from banks.
The abscissa shows the banks that are ranked from the smallest to the largest
(in percent), and the ordinate shows the percentage of bids available to the same
banks (in the range from 0% to 100% of the bid). A comparative analysis of the
two countries clearly shows the difference in the inequality of the division of
market shares on the graphs, and the previously analysed values of the Gini coef-
ficient are graphically confirmed. Given that in the case of the banking sector of
Montenegro, the Lorenz curve is constructed closer to the curve of equal market
shares, it can be concluded that there is less inequality in the distribution of mar-
ket shares. Additionally, it is noticeable that from year to year the Lorenz curve
approached the curve of equal market shares, which suggest that the dispersion
of market shares decreased in the observed period 2015-2019, in the banking
sector of Montenegro.

Analysis of the Lorenz curves constructed for the banking sector of the Republic
of Serbia, suggests that they did not significantly change the slope in the observed
period, but it is noticeable that the group of banks with lower market share in-
creased its market share compared to the group of banks with high market share.
In other words, 60% of banks ranked from lower to higher market share in 2019
“share” 20% of the total market compared to previous years, where the stated
percentage was below 20%.
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Entropy coefficient is a sum of market shares of individual firms and natural
logarithms of their reciprocal values as in the following formula:

L

El=) Xiln
2 i

Where Xi’ stands for market share of an ‘i’ firm expressed in relative numbers.
Coeflicient value is defined between two extreme cases: value EI =0 where one
firm sets up the whole offer and value EI = log (n) when in one branch there are n
firms of the same size (Kali¢canin & Hani¢, 2016). The larger the entropy index is,
the higher the bank’s diversification is (Hu, Li & Chiu, 2004).

The entropy coefficient in the case of the banking sector shows the degree of sta-
bility on the supply side. In general, in the case of a monopoly, one bank would
be able to form the level of interest rates on approved loans. In the case of a large
number of banks on the market, users of banking services can relatively easily
change the bank whose services they use, which reflects the instability of the
market. Unlike other analysed concentration indicators, the value of the entropy
coefficient is inverse to the level of concentration, i.e. a higher entropy coeflicient
means a lower level of concentration on the market, and vice versa.

Table 1: Entropy coefficient and relative entropy, Montenegro banking sector in 2015-2019

Montenegro 2015 2016 2017 2018 2019
Entropy coefficient 1.00 1.04 1.05 1.04 0.99
Log (n) 115 118 118 118 m
Relative entropy 0.88 0.89 0.89 0.88 0.89

Source: Authors’ calculations based on data from the Central Bank of Montenegro
(https://www.cbcg.me) and the National Bank of Serbia (http:/www.nbs.rs)

Table 1 shows the calculated values of the entropy coeflicient of the banking sec-
tor of Montenegro, the maximum values of the coefficient and the coeflicient of
the relative entropy. The coefficient of relative concentration distance was ob-
tained as the ratio of the calculated entropy and the maximum entropy for a
given number of commercial banks. The entropy coefficient shows a declining
trend in the observed period, which indicates an increased level of market con-
centration and a reduced level of competitiveness - which is supported by the
reduced number of banks operating in the banking sector of Montenegro. If we
take into account the ratio of the maximum value of the coefficient and the value
of the entropy coefficient, expressed by the value of relative entropy that did not
change significantly, it can be concluded that the degree of market instability did
not change significantly in the observed period.
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Table 2: Entropy coefficient and relative entropy, Serbian banking sector in 2015-2019

Serbia 2015 2016 2017 2018 2019
Entropy coefficient 1.21 1.22 1.19 1.19 1.17
Log (n) 148 148 146 143 141
Relative entropy 0.82 0.83 0.82 0.83 0.82

Source: Author's calculations based on data from the Central Bank of Montenegro
(https://www.cbcg.me) and the National Bank of Serbia (http:/www.nbs.rs)

Table 2 shows the calculated values of the entropy coefficient of the Serbian bank-
ing sector, the maximum values of the coefficient, the coefficient of the relative
entropy and the values of the relative distance coefficient. The value of the en-
tropy coeflicient of the Serbian banking sector is higher compared to the banking
sector of Montenegro, although the maximum value of the coefficient is higher
because of the larger number of banks operating in the Serbian market. The trend
is almost the same and records a decline in value, and the conclusion is that there
is increased concentration of the banking market and a reduced level of competi-
tiveness. The decrease in the number of banks operating in the market of the Ser-
bian banking sector did not affect instability in the market, which is supported
by the value of the entropy coefficient, which was in the small range of 0.82-0.83.

Unlike the HHI index, the Rosenblatt index gives a relatively higher weight to
smaller companies and respects the absolute number of market participants,
i.e. it is sensitive to the entry of new companies in the market. The value of the
Rosenblatt index is determined according to the form:

1

= a

2)i-s,—1
i=1

where ’i” stands for the ranking position of the insurance company, and ’si’ for
the market share of the i-th company. If the value of the index R is closer to the
value of 1/N, it is a lower concentration on the market (Ko¢ovi¢, Rakonjac-Anti¢
& Raji¢, 2013). The lower limit of the value of the Rosenblatt index is equal to
1/N, which corresponds to the situation of mutually equal shares of all market
competitors. The higher the degree of inequality of market shares, the closer the
value of the index is to 1.

R
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Table 3: Rosenblatt index, Montenegro banking sector in 2015-2019

Montenegro 2015 2016 2017 2018 2019
Rosenblatt coefficient 0.124 0.114 0.114 0.117 0.129
1/N 0.071 0.067 0.067 0.067 0.077
Difference 0.053 0.047 0.047 0.051 0.052

Source: Authors’ calculations based on data from the Central Bank of Montenegro
(https://www.cbcg.me) and the National Bank of Serbia (http:/www.nbs.rs)

Table 3 shows the values of the Rosenblatt index, while column 1/N corresponds
to the situation of mutually equal shares of all banks in the Montenegrin market.
The higher the degree of inequality of market shares, the closer the value of the
index to 1. Taking into account the values in the difference column, it can be
concluded that there is a high degree of inequality in the distribution of market
power in the banking sector of Montenegro.

Table 4: Rosenblatt index, Serbia banking sector in 2015-2019

Serbia 2015 2016 2017 2018 2019
Rosenblatt index 0.082 0.078 0.084 0.085 0.087
1/N 0.033 0.033 0.034 0.037 0.038
Difference 0.048 0.045 0.050 0.048 0.049

Source: Author's calculations based on data from the Central Bank of Montenegro
(https://www.cbcg.me) and the National Bank of Serbia (http://www.nbs.rs)

Given the larger number of banks that operated in the banking sector of the
Republic of Serbia in the observed period, the reference value in column 1/N
is far lower than in the case of the banking sector of Montenegro in the period
2015-2019. Taking into account the difference between the Rosenblatt index and
the reference value 1/N, it can be concluded that it ranged from 0.045-0.050.
Compared to the movement of the same value in the banking sector of Montene-
gro, which was in the range of 0.047-0.053, the degree of inequality in the distri-
bution of market power in the banking sector of Serbia is lower, which is contrary
to the Gini coefficient. It is important to mention here the basic shortcoming of
the Gini coeflicient, which ignores the number of banks and exclusively observes
the inequality of market shares, while the Rosenblatt index takes into account the
absolute number of market participants. Although the Gini coefficient is more of-
ten used in the analysis of different market structures, in order to obtain a clearer
picture of the market structure and a better comparative analysis, the authors
believe that the Rosenblatt index is more suitable.
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Conclusion

Compared to Serbia, the banking sector of Montenegro is characterized by a
smaller number of banks, a higher level of market concentration, and weaker
competition. Both markets are characterized by the presence of one leader who
took a strong market position in the observed period with some 15% market
share. In addition, there is an increase in the CR1 index, and as the number of
banks on both banking markets has decreased, there is a possibility that this
trend will continue.

Considering the values of HHI, it can be concluded that the banking sector of
Serbia is characterized by stronger competition and less concentration compared
to the banking sector of Montenegro, where the values of the index are far higher,
indicating greater concentration and greater economic power of operating banks.
Observing the trend in the value of the Gini coefficient of the banking sector
of Montenegro, change can be expected in the market structure, which will be
characterized by a larger number of those banks that have a smaller market share
compared to the group with a higher market share.

Additionally, it is noticeable that over the years the Lorenz curve approached the
curve of equal market shares, from which it can be concluded that the disper-
sion of market shares decreased in the period 2015-2019 in the banking sector
of Montenegro. The dispersion of market shares of the Serbian banking sector in
the same period did not change significantly. The degree of instability and un-
certainty measured by the entropy coefficient did not change significantly in the
observed period in the banking sector of Montenegro. Increased concentration
of the banking market and reduced intensity of competition also did not signifi-
cantly affect the instability and uncertainty of the analysed sector.

Considering the calculated values of all coeflicients, as well as advantages and
disadvantages of some indicators, some of which point to contradictory conclu-
sions, the authors believe that it is important to analyse a number of concentra-
tion indicators in order to get a realistic picture of market structure for a better
comparative analysis. Also, the recommendation for further research is to use the
Rosenblatt index which is rarely used when determining the level of concentra-
tion in a banking sector, since it takes into account not only individual market
shares, but also the absolute number of market participants.
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