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Abstract 
 

The development of an efficient capital market in the emerging 
countries is a long-term and diligent process. Building a modern financial 
infrastructure is crucial in this progress, by enabling effective flow of 
capital and mitigation of risk to markets when financial activities 
increase and internationalize. The custodians are one of the fundamentals 
of the financial infrastructure in running clearing and settlement systems.  

Though the legal and infrastructural frame is completed and well 
established since the very beginning of the evolvement of the capital 
market, the custody services in Macedonia are relatively new banking 
service. The objective of this paper is to examine the role of the 
custodian banks on the Macedonian capital market.  

The development of custody services opens good opportunities 
for entrance of new foreign and domestic institutional investors on the 
Macedonian market. In this paper we will evaluate the role of the 
custodians on the development of the Macedonian capital market by 
employing the pension funds who are their main institutional clients and 
we will compare the results with the Croatian custodians. We will make 
recommendation for further development of the custody activities based 
on the conclusions from our research.  
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JEL classification: G23, G21 
 
 
Introduction 

 
The custodian banks have been serving many roles in emerging 

capital markets development, not only introducing the investor base, but 
also helping clients in understanding local tax and legal regime, 
improving liquidity and being a vital part of the trading cycle. The 
custodian services are novelty on the Macedonian capital market. 

The Macedonian stock exchange was operating almost two 
decades and it is still in immature stage. Macedonia is among the lesser 
developed markets, together with Bosnia and Herzegovina, Serbia and 
Ukraine, in the categorization of the emerging European countries based 
on the level of development of their capital markets made by Iorgova and 
Ong (2008: 6-23). Therefore, the main goal of this paper is to evaluate 
the role of the custodians on the Macedonian capital market.  

The custodians provide custody services to a variety of 
customers, including mutual funds, investment managers, retirement 
plans, bank fiduciary, agency accounts, bank marketable securities 
accounts, insurance companies, corporations, endowments, foundations, 
and private banking clients (Comptroller’s Handbook, 2002). In 
Macedonia, custody services are mainly used by institutional investors 
(investment fund, pension funds, and insurance companies), but also 
from non-resident physical and legal entities that invest on the 
Macedonian market. 

Institutional investors have made significant impact on the capital 
market overall development in the emerging countries and have shown 
evident growth (Mrsik and Delova-Jolevska, 2014: 197-212). The assets 
of the institutional investors in CEE (Central and Eastern Europe) 
countries are still small. In this region the institutional investors in 
Hungary and Poland show largest assets volume, with 10.4% and 7.6% 
for the institutional investors, 8.6% and 10.3% for insurance companies 
and 11% and 11.9% for pension funds’ assets. The percentage of the 
assets relative to the GDP is lowest in the emerging markets of Albania, 
Bulgaria, Romania, Serbia and Ukraine. In these countries the assets of 
investment funds are from 0.4% to 0.7% from GDP, the assets of 
insurance companies move from 1.4% to 3.6% and pension funds’ assets 
go from 0.1% to 3.8% of GDP. In the middle are Croatia, Czech 
Republic, Greece, Slovak Republic and Slovenia with similar assets 
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volume of the institutional investors relative to their GDP (World Bank, 
2014). Between the institutional investors pension funds have the major 
role on the Macedonian financial market. The market share of the 
insurance companies in 2013 is 2.24% of Macedonian GDP. The assets 
of the investment funds are still very low with only 0.16% of the GDP. 
The pension funds’ assets show significant growth through the years and 
in 2013 have 5.95% of the GDP (Authors’ calculations: Data from World 
Bank, local regulators MAPAS and ASO-Insurance Supervision Agency, 
pension funds and investment funds annual reports).   

The pension funds, primary the mandatory pension funds, being a 
key institutional investor on this market, are the main factor in the 
development of the custodian services on this market and main instigator 
in their further improvement, specialization and sophistication. Private 
pension funds are new financial institutions on the Macedonian financial 
market, starting their work in 2006. Their main role is managing the 
assets of their members with minimum risk and maximum rate of return 
and the custodian is responsible of the safety of these assets. In the 
beginning of the work of the pension funds, the role of the custodian was 
done by the Central Bank (from 2006 till 2008). From 2009, this activity 
was transferred to two commercial banks (MAPAS, 2014). 
 
 

Custodian and custody services 
 

Custody is a relatively new service on the financial markets that 
relates to the storage and management of assets on behalf of a client 
(Chan et al 2007). Custody comprises keeping the assets safe and these 
assets include shares, bonds and other investments. Custody services are 
approved either as part of the banking license, or as an add-on 
certification to a banking license. 

Along with the globalization, the role of the institutional investors 
as financial intermediaries has grown. The market value of the assets 
collected by institutional investors in some of the developed countries 
exceeds 100%. In 2013 in Luxembourg the assets of investment funds are 
larger than the GDP, 6,407.2%, in Ireland is 832.3% and in Denmark 
100.5%. The assets of the insurance companies are 325.8% of the GDP in 
Luxembourg in 2013, 103.2% in France and 100.1% in Denmark 
(OECD, 2014). 

In Europe’s emerging countries the growth of the institutional 
investors, such as investment funds, insurance companies and pension 
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funds, has played an important part in transforming these countries in 
market economies. The shortage of reliable custodian services was an 
institutional bottleneck for investors in Central and Southeastern Europe. 
Therefore, it was recognized by the governments as a necessity for 
strengthening the local financial infrastructure. Custody services are 
essential and compulsory by law for the institutional investors 
(investment funds, insurance companies and pension funds), which have 
strict internal audit rules requiring high-standard custody services (Pohl 
et al, 1995: 14-26). 

The development of domestic institutional investors increased the 
importance of their role. On the other hand, foreign institutional investors 
have played a significant promoter role in the improvement of the 
institutional infrastructure of emerging market economies. Deregulation 
and modernization was a characteristic of the financial sector in 
emerging markets. The continued progress of restructuring and 
modernization in the banking sector contributed to the involvement of the 
banks in the institutional sector activities, including money management 
services in Central and Southeastern Europe. Demographic developments 
in correlation with the pension reforms in this region were the most 
important determinants of the growth of the domestic institutional sector 
(Blommestein, 1997: 5-29). Iorgova and Ong (2008: 6-23) support these 
correlations, noting that in emerging Europe, the growth of traditional 
institutional investors, especially pension funds, had played an important 
role in the transformation of countries in the region into market 
economies by enhancing market competition and having balancing 
influence in the bank-dominated financial systems.  
 
 

Model and data 
 

For reviewing the role of the custody banks descriptive statistics 
will be used in this research. The development of the private pension 
system in Macedonia and Croatia will be measured by calculating the 
ratio of total private pension assets to national GDP. The volume of the 
assets of the voluntary pension funds is still insignificant on both 
Macedonian and Croatian market and the mandatory pension funds’ 
assets are predominantly in total pension assets. Measurement will be 
made for the period from 2006 till 2013, since in 2006 the mandatory 
private pension funds started their operation on the Macedonian market. 



Jadranka Mrsik, Danica Vukovic Trpkov; The custodian banks and the evolution of ... 

325 

We will use data from the pension funds and the commercial banks 
performing custody services for these funds.  

The ratio of income from custody services for pension funds to 
non-interest income of the custodian banks will be used for measuring 
the development of custody services in Macedonia and Croatia. The ratio 
will be calculated for the period from 2009 to 2013, when the 
commercial banks in Macedonia started to operate as custodians. The 
income from custody services for pension funds will be measured in 
relation to the non-interest banking income. These calculations will also 
be made with income from the total pension funds on both Macedonian 
and Croatian market.  

We will use comparative data analysis of the private pension 
system and custody services for pension funds between Croatia and 
Macedonia. We select Croatia for doing the comparative analysis 
because of the similarities and the experience between these two pension 
systems on one hand. The pension systems of the both countries have the 
same background as they have been part of the Yugoslav Federation 
(SFRY) and became independent countries in 1991, on the other 
(Golubovic, 2008). The pension reform in Croatia was carried out in 
1999 by applying the three-pillar system of pension insurance and the 
second pillar-mandatory private pension insurance was introduced in 
2002. Macedonia introduced the reform in 2000, and implemented the 
second pillar in 2006 (Fornero and Ferraresi, 2007: 2-29). However, 
similarity between these countries’ pension systems is the regulatory 
obligation of having the assets of the private pension funds safely kept 
under custody keeping (HANFA, 2014: 72-93; MAPAS, 2014). The 
results will show the impact of the private pension funds on the 
Macedonian capital market and the important role of the custodian bank 
in providing trustworthy institutional investors. 
 
 

Result 
 

The importance of the pension funds as institutional investors in 
Macedonia and Croatia is shown by assets to GDP ratio for both markets. 
The calculation is done for the total pension fund’s assets (mandatory and 
voluntary) from the inception of the pension funds in 2006 till 2013. As it 
is evident from the Figure 1, the role of the pension funds is growing on 
the Macedonian and even more on the Croatian capital market. Managing 
substantial amount of assets, the pension fund industry will continue to 
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grow, opening on path for further development of the custody services 
offered on these markets. 

 
Figure 1: Importance of pension funds relative to the size of the economy 
in Macedonia and Croatia 

 
Source: Authors’ calculations; Data from World Bank, local regulators MAPAS 
and HANFA and pension funds annual reports 

 
The role of the custodian bank in the operation of the pension 

funds is measured by calculating the development of the custody services 
in Macedonia and Croatia, quantifying the ratio of income from custody 
services for pension funds to total non-interest income of the custodian 
banks. The fees from custodian services for pension funds are still 
insignificant, compared to other bank services non-interest revenues, but 
having in mind that these services are relatively new on the Macedonian 
market, as well as in Croatia, there is a place of their further 
improvement and gaining additional fees and income. By enlarging the 
confidence of the people in investing, and their trust in the private 
pension funds, the potential of the still immature and young Macedonian 
financial market is large. 
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Figure 2: The development of the custody services for pension funds in 
Macedonia and Croatia 

 
Source: Authors’ calculations; Data from World Bank, local regulators MAPAS 
and HANFA and pension funds’ annual reports 

 
The statistics coefficient correlation between the pension 

assets/GDP ratio and custody revenues/total non-interest revenues is 
positive and strong, 0.85 in Macedonia and 0.93 in Croatia. This 
coefficient is calculated for the period from 2009 till 2013, when custody 
services are undertaken by the commercial banks in Macedonia.  
 
 

Conclusion 
 
The role of the custodians emerged and developed with the 

expansion of the institutional investors (pension funds, investment funds 
and insurance companies). The growing importance of the role of 
institutional investors guided by private pension funds represents the 
most important change in the emerging capital markets in recent years. 
As Iorgova and Ong (2008: 6-23) explain, the development of a local 
institutional investor base is essential for supporting local capital 
markets.  

On the Macedonian financial market, custody services are a new 
banking service, offered by only two commercial banks since 2009. 
These services are used mainly by the private pension funds. The size of 
the other users, the investment funds and insurance companies, measured 
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as the asset volume relative to the Macedonian GDP is minor. Pension 
funds are the key institutional investor on this market and the main 
instigator in the development of the custodian services, further more in 
their improvement, specialization and sophistication. Custodians have a 
very important role in the pension funds operation as largest institutional 
investors on this market.  

The assets of the pension funds in Macedonia show linear growth 
through the years, and by 2013 they reach 6% of the country’s GDP. 
Having a mandatory second pillar of the pension system means 
additional obligatory mobilization of funds, resulting to supplementary 
growth of the assets volume. This on the other hand, enlarges the assets 
that custodians will keep safe. The strong linear correlation between the 
growth of the pension assets and the revenues from custody services, 
illustrates that with further enlargement of the volume of the pension 
funds’ assets the income made from custody activities will raise as well 
with same intensity. The ratio custody revenues relative to the total 
banks’ non-interest revenues indicates growth through the years and by 
2013 is 0.79%.  

The pension funds expansion was improving the range of services 
offered by the custodians, as well. The improvement of custody services 
on the Macedonian market opens possibilities for entrance of new 
institutional investors on this capital market, as well as foreign portfolio 
investors. Growing trading volumes of private pension funds and the 
progress of their investment portfolios are drivers for development in 
assets under custody. The custodians need to follow the advanced 
requirements of clients, consequently to improve the quality of their 
services by investing in technology, people and expertise.  
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