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Analytic hierarchy process and bank ranking
in Serbia
Rezime: UtvrĊivanje finansijskih pokazatelja primenom metoda horinzontalne i vertikalne
analize, u svakoj godini posebno, kao i njihovo meĊusobno poreĊenje u odreĊenim
vremenskim periodima, omogućava sagledavanje opšteg finansijskog stanja banaka
tokom vremena i njihovog relativnog poloţaja u odnosu na okruţenje. S tim u vezi, u
ovom radu analiziramo mogućnost upotrebe Analitiĉkog hijerarhijskog procesa (AHP) u
rangiranju banaka u Srbiji. Za izgradnju AHP modela rangiranja korišćen je
Superdecisions, softverski paket razvijen kao podrška procesu odluĉivanja. Ovakav
pristup rangiranju omogućen je upotrebom finansijskih izveštaja i indikatora razliĉite
strukture i sadrţine.
Kljuĉne reĉi: bonitet, finansijske performanse, banke, rangiranje, AHP, evaluacija,
prioritizacija.
Summary: The determination of the financial identifiers by the implementation of the
horizontal and vertical analysis, for each year separately, and then their mutual
comparison for certain periods of time as well, enables the perception of the general
financial situation of banks during a certain period of time and their relative position as
compared with the others in the environment. Therefore, in this paper we are analysing
the possibility for the use of Analytic Hierarchy Process (AHP) for ranking of banks in
Serbia. For the construction of AHP model of ranking, Super-decisions, the software
package developed as sustenance for decision making process, has been used. This
kind of approach to ranking is enabled by the use of the financial reports and indicators of
different structures and contents.
Key words: solvency, financial performances, banks, ranking, AHP, evaluation,
prioritizing

I

1. INTRODUCTION

n order to examine the financial performances of the banks, which are
primarily based on the analysis and the assessment of the financial position
and the achieved results of operations, the different sources of information
are used. The existence of the precise, timely, comparable and available
information, as well as its adequate processing, makes the basis for the
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adequate financial analysis. The financial analysis is basically the ratio analysis
which uses the financial reports. They provide the information about the assets,
the sources of funds, the revenues, the expenditures, the achieved results and
the cash flows.
In an attempt to respond to the challenges of the time in which banks are
operating, and in order to provide the conditions for the adequate and the
efficient operations, a series of techniques and methods for evaluation of the
basic financial bank performances have been developed in the banking theory
and practice. For the purpose of measuring the banks financial performances,
there are numerous indicators, which are usually classified in the next few
groups: liquidity indicators, solvency indicators, financial structure indicators,
efficiency and profitability indicators.
In accordance with the stated above, the aim of this paper is to execute ranking
of the twelve commercial banks in Serbia, which if we take into consideration
their market share, make up the three quarters of Serbian banking sector, by the
application of the Analytic Hierarchy Process (AHP) based on the assessment of
solvency of those banks. The wider concept will be applied for the needs of the
evaluation of the solvency, which is reduced to the financial solvency and the
market position of a bank.

2. BACKGROUND
Regarding the implementation of the AHP and its utility in various types of
analysis of banks‟ operations, it should be said that the references are
numerous, and that cross-reference of numerous authors is - AHP Application in
banking: unfolding utility and in a situation of financial crisis, written by Bhattarai,
S.I.Yadav, R.S which at the same time gives a good overview of the state in the
literature in this area [1]. Thus it is also stated that within a number of
approximately 265 papers and works in connection with the banks and the
application of the methodology of the multicriteria decisions, 18 works represent
the application of the AHP in finances, and 8 of those works are concerned with
the application in banking. There are no papers in Serbian scientific and
professional literature which are in correspondence with the AHP application in
banking, and it‟s worth mentioning works of the local authors, Tihomir Hunjak
and Drago Jakovĉeviĉ above all (Hunjak et al. (2003: 43-61)).

3. METHODOLOGY
Analytic Hierarchy Process (Saaty (2006:74)) is an intuitive method of
formulating and analyzing decisions, which can successfully be used for
measurement of the relative influence of the numerous relevant factors on
possible outcomes, as well as for the prediction, i.e. the implementation of the
distribution of the relative outcome possibilities.
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The implementation of AHP can be systematized into the two basic categories:
1) the choice – the evaluation of the alternative courses of an action and 2) the
prediction- the evaluation of the alternative future outcomes (Forman (2000:56)).
The problem of the choice usually includes the evaluation of the preference of
the alternative courses of action. The prediction, on the contrary, focuses on
evaluation of the relative probability of the future results.
The four basic steps in an implementation of the AHP on the problem of the
evaluation- ranking of the alternative outcomes are:
1)

The decomposition of the problem - in order to develop the hierarchy which
describes the problem among the interrelated elements of decision making

2) The pair comparison - carry out the comparison of pairs, elements of
decisions making, usually by using the weighting scale 1-9 in order to obtain
the input data
3) Prioritizing - to calculate the relative weight criteria of elements of decision
making
4) The synthesis - to aggregate relative weight criteria of elements of decision
making in order to evaluate the rating of alternative ranking options.
The APH includes decomposition of problems related to decision making,
dividing them into
the elements based on their mutual characteristics and
forming of a hierarchical model of different levels. In the AHP, the problem is
formulated as a hierarchy of three major levels: the explicitly defined aim on the
highest level, the criteria on the second, and the alternatives on the third level.

Goal

Criteria

Subcriteria

Alternatives

Figure 1. AHP hierarchy of decision making
The aim, criteria and alternatives are the elements of the decision making
problem or knots in the model. The lines which are connecting the aim with each
criteria mean that the criteria must be compared based on pair comparison
taking into consideration their importance for the aim. Moreover, the lines
connecting each criterion with the alternatives mark the alternatives compared in
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pairs in terms of which alternative is preferred to the specific aim. First, the
criteria are compared in pairs in relation to the aim. The comparison of the two
criteria in relation to the aim is performed by using questions as the following:
between the two criteria Ci and Cj , which is more important and how much? In
order to convert the verbal evaluation into the numerical qualities, the scale 1-9
is used. If a big number big number is assigned to the pair comparisons that
mark the greater differences between the levels of the criteria. This implies a
greater range between the most preferable weighted level of the criteria and the
least preferable weighted level of the criteria. After that the decision maker
performs pair comparison of the alternatives related to each criterion separately.
In case of the alternatives comparison, while taking a certain criterion into
consideration, the question that appears is: which alternative is more preferable
to that criterion. The general preference of a certain alternative is calculated as
the weighted sum of criterion‟s weight and the alternative‟s result for that
criterion. The application of the AHP is characterized by the fact that this
method because it derives preferences through the information synthesis, i.e.
coordination of the information, carries out the preferences in the form of the
explicitly visible structure and in a great deal, in the resulting preferences,
correspond to the real preferences of decision maker.
Table 1. The scale of relative significance
Intensity of Definition
Importance
1
Equal Importance
2

Weak or slight

3

Moderate importance

4

Moderate plus

5

Strong importance

6

Strong plus

7

Very strong or demonstrated
importance

8

Very, very strong

9

Extreme importance

Explanation
Two activities contribute equally to the objective

Experience and judgment slightly favor one
activity over another
Experience and judgment strongly favor one
activity over another
An activity is favored very strongly over
another; its dominance demonstrated in
practice
The evidence favoring one activity over another
is of the highest possible order of affirmation

Reciprocals If activity i has one of the
of above
above nonzero numbers
assigned to it when
compared with activity j, then
j has the reciprocal value
when compared with i

A reasonable assumption

Rationals

If consistency were to be forced by obtaining n
numerical values to span the matrix

Ratios arising from the scale

Source: Saaty, T., (2006), Fundamentals of the Decision Making and Priority Theory, Vol.
VI of the AHP Series, Kluwer Academic Publisher.
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4. THE CHARACTERISTIC OF
FINANCIAL PERFORMANCES

THE

BANKS’

KEY

The aim of banks‟ operations analysis is the determination and evaluation of the
quality of their operations, in other words, the determination of the performance
capacity or solvency of the banks. A reliable and adequate evaluation of banks‟
performances, as the final phase of the analysis, is necessary for the internal
and external users of information about the operations of a particular bank.
Thereby, one should take into consideration that the evaluation of banks‟
performances may have a narrower and a broader approach. The narrower
approach is related to the examination and evaluation of the financial
performances of the banks based on information from the official financial
reports (the balance sheet and income statement), regarding the financial
position performances and earning capacity of the banks. The broader
approach includes all the other aspects of banks‟ operations (the quality of
management, the market position, the organizational structure etc).
This paper is based on the broader concept of banks‟ performances evaluation,
i.e. it deals with the key financial performances of banks (the liquidity, the
solvency, the financial structure, the efficiency and the profitability) and the
market position of the banks in the banking sector of Serbia. To ensure a valid
and reliable assessment of the financial performance and the market position of
the bank, the following requirements were respected:
1. the official balance sheet data, i.e. the financial statements of the twelve
banks in Serbia were provided,
2. the selection and quantification of the specific indicators which show the
financial position of banks have been performed;
3.

The ranking of the banks was carried out using the indicators of the
financial power (total balance sheet size, total capital, total investments and
liabilities).

The analysis of the financial performances of the banks is based on the ratio
analysis which uses data for calculating the indicators from the primary financial
statements (balance sheet and income statement). Although the financial
statements reflect the historical aspects of the banks‟ operations, they still
represent the most objective and adequate basis for analytically competent and
valid evaluation of the banks` financial performances. Apart from the financial
reports, which are used as primary source of information, numerous additional
balance sheets and off-balance sheets are used as a source of information in
the evaluation of banks‟ performances. Important information for evaluating
banks‟ performances can be obtained from specialized rating agencies,
consulting firms and branch associations.
In the modern business environment the monitoring of the bank liquidity is a
precondition for the maintenance of the public confidence in the bank and thus
its sustainability in the market. Therefore, the indicators of liquidity were the
starting point of this paper, where the first and the second ratio of liquidity were
used. The first ratio (RL1) is determined as a relation between average cash
51
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amount, the cash equivalents and the average assets. It shows which part of
total assets is kept in the form of the liquid assets. The second ratio of liquidity
(RL2) is determined as a relation between the average cash amount and the
cash equivalents and average deposits. In both cases, the liquidity of the bank is
greater if the value of these indicators is greater. It is necessary to indicate that
there are no standardized solutions and norms concerning the required level of
liquidity that may be applied to all banks in Serbia, when the measurement of the
liquidity is concerned. The necessary liquidity rate is different even for individual
banks in different time periods, depending on the current financial conditions.
Those are the reasons for the appearance of the gap between the theoretical
understanding of the need for liquidity of banks and the modern measurement of
liquidity.
In the analysis of the business risks, analysts ascribe great importance to the net
value, which represents the difference between the total assets and total
liabilities. Thus, in this paper the ratio number which is used in evaluation of the
financial structures of banks is taken into account. The ratio numbers, often
used in evaluation of financial structures, are the first, second and the third
leverage ratio. The leverage ratio 1 is obtained as the ratio between the average
net value and the average of total assets. The leverage ratio 2 is obtained as the
ratio between the average net worth and the average of the risky assets. It is
particularly important for analysts because the focus is on the assets exposed to
the potential risks. The leverage ratio 3 is the ratio between the average net
value and the average deposits. Using the analysis of the given ratio numbers
the dynamics of the capital or net worth can be observed, and thus one can get
access to the information concerning the depositors` protection. If the values
increase over time, the solvency of the bank grows too.
Bank solvency represents its ability to pay its obligations in full, without the loss
of the depositors and other creditors. In terms of balance, the bank becomes
insolvent when its liabilities become greater than the total assets, which means
that a large part of its total assets lie in the form of irrevocable loans and poor
quality investments. The indicator used to measure the solvency of the bank is
the capital adequacy coefficient which is obtained from the relation between the
total capital and risk weighted assets. Basel agreement states that the value of
this indicator is at least 8% but it is recommended that, if it is necessary, the
national authorities set up the minimum above 8%. Serbia has accepted this
advice and the National Bank of Serbia determined that this indicator cannot be
less than 12%.
Table 2. The classification of the banks according to the indicators of
capital adequacy
Zone
Well capitalized
Adequatelly capitalized
Undercapitalized
Significantly undercapitalized
Critically undercapitalized

Indicator of adequacy of total capital
10% and more
8% and more
6% and more
below 6%
below 2%

Source: S.Scott MacDonald and Timothy W. Koch, Management of Banking, Thomson,
Mason, USA, 2006, p. 321
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For the evaluation of the efficiency of the banking institutions numerous ratio
numbers are used and they are usually classified into two groups (Lukić
(2007:248)): the ratio of non-interests costs and ratio of non-interests revenues.
The ratio of non-interests costs (RNC1) is determined as the ratio between noninterests costs and total operating costs. The second ratio of non-interests costs
(RNC2) is obtained from the relation between non-interests costs and total
revenues. The ratio of non-interest income (RNI1) is the relation between noninterests income and total income. The second ratio of non-interest income
(RNI2) is defined as the relationship between non-interest income and average
total assets. If the value of the ratios of non-interests cost increases, the
efficiency of banks is getting worse and if the value of the ratios of the noninterest income increases, the efficiency of banks are changing in direct
proportion.
In order to maintain the business continuity and the bank sustainability on the
market it is necessary to take into consideration the indicators of profitability.
Profitable banking operations, and achieving an adequate return on invested
funds, not only provides the business continuity and the bank`s sustainability on
the market, but also the expansion and diversification of banking activities.
Profitability indicators represent the most important synthetic indicator of the
performing possibilities of a bank.
When calculating the profitability of banks in the international practice the use of
following indicators have emerged: the indicator of the assets use, the return on
the operating income, the return on assets, equity multiplier, and return on
equity. The indicator of assets use shows the ability of the bank to generate
revenue by engaging the available assets. Return on operating income (ROI) is
obtained from the relation between net profit after taxation and operating (total)
income. It shows the ability of management control of expenditure. When one
multiplies this ratio with an indicator of assets utilization (AU) one gets a return
on total assets (ROA) or share of net profit in total assets. If the ROA is less than
0.5% it is considered poor bank profitability, if it is between 0.5% and 1%
profitability of a bank is average, when the value of ROA is between 1% and 2%,
then the profitability is good, and if it is over 2% it is considered high, but if ROA
is higher than 2.5% that shows the monopolization of the banking market, highrisk portfolio of the bank or some extraordinary event, such as the sale of such
affiliates. (Đukić, Bjelica i Ristić (2003:228)). Equity multiplier (EM) is obtained
from the relation between total assets and equity capital and shows how many
the assets is financed from its own resources. As a risk measure shows how
much loss the bank may submit before it become insolvent. When the equity
multiplier (EM) is multiplied by ROA, one gets return on equity (ROE). The
fundamental aim of bank management is to achieve an adequate rate of return
per unit of share capital. The value o f ROE above 20-25% represents serious
warning, because it suggests that the bank has resorted to extremely high
borrowing on the financial markets.
The contents of the table 3 shows the financial indicators relevant for the
evaluation of solvency of the observed banks, as well as indicators of the market
position and the power of banks which were analyzed. The listed indicators point
to the synthesis problem, i.e. the coordination of the available information. And
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based on that, it is obvious that some banks are in relatively more or less
favourable position in relation to the other banks and based on diverse criteria.
In order to solve this problem, and because it is necessary to rank the observed
banks, we use the Analytic Hierarchy Process, as a systematic approach for
support in decision making.
Table 3. Financial indicators and banks’ market position indicators
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5. ANALYTIC HIERARCHY PROCESS
In this case study, software package Super decisions [22] has been used in
order to build the hierarchical model for the ranking of the banks, and it is
different from Expert Choice package used so far in the following: it consists of
the cluster of elements or knots, and not of the elements organized in levels.
The simplest hierarchical model contains the aims cluster which consists of the
aim elements, the criteria cluster which consists of the criteria elements and the
alternatives cluster which contains the alternatives` elements. The aims cluster
is the top level in the hierarchical model, and in the following example the aim is
to rank the twelve most important banks in Serbia. According to the authors`
opinion and choice the following criteria relevant for the evaluation and the
ranking of the banks in general make up the criteria cluster:
1)
2)
3)
4)
5)
6)

liquidity
profitability,
efficiency,
solvency
financial structure and
bank market position.

The appropriate indicators, considered as sub-criteria, have been defined within
each of these indicators and thus a high level of detailed and more realistic
presentation of the problem has been achieved, which contributes to greater
objectivity and in the approach to the problem and its assessment. The following
sub-criteria clusters have been formed within this context:
1) The profitability indicators` cluster made of the following indicators:
o ROI: the values of the ROI ratio
o ROA: the value of the ROA ratio
o EM: the value of the EM ratio
o ROE: the value of ROE ratio
o AU: the indicator of the assets utilization (AU)
2) The efficiency indicators` cluster:
o RNC1: the values of the RNC1 ratio
o RNC2: the values of the RNC2 ratio
o RNI1: the values of the RNI1 ratio
o RNI2: the values of the RNI2 ratio
3) The financial structure indicators` cluster:
o leverage 1: ratio 1
o leverage 2: ratio 2
o leverage 3: ratio 3
4) The liquidity Indicators` cluster:
o RL1: the values of the RL1 ratio
o RL2: the values of the RL2 ratio
5) The market position cluster:
° total balance sheet size
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° total capital
° total investments
° liabilities
The alternatives cluster consists of the following banks:
1)
AIK banka,
2)
Alpha bank
3)
Banca Intesa,
4)
Eurobank EFG
5)
Hypo Alpe -Adria-Bank
6)
Komercijalna banka
7)
ProCredit Bank
8)
Raiffeisen banka,
9)
Societe Generale Banka
10)
UniCredit bank
11)
Vojvodjanska Banka
12)
Volksbank

Figure 2. The AHP hierarchical structure of the banks ranking problem

After having created the clusters and the elements within the clusters, and after
making connections between them the comparison of the pairs [11] is made
together with the synthesis of the results, in order to obtain the rating, i.e. the
alternatives` rank. The pair comparison for the purpose of carrying out the
precise priorities of the ratio scales represents the main advantage of using the
AHP as compared with the traditional approach to ascribing the weight values. In
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the context of the examined problem it is important to mention the following:
firstly, the general observation has been made that the liquidity, solvency and
profitability criteria together with the banks‟ market position have the greatest
importance for the banking sector. Because of that, these criteria had a relatively
bigger relative value when compared with other criteria. Secondly, all the
indicators of the defined criteria have a relatively equal importance, because it is
questionable to say for example that the indicator RNC1 is more preferred than
the indicator RNI1 in terms of the efficiency factor, except that the growth of one
and the other is being interpreted in different ways from the point of view of
efficiency.
By the application of the Super Decisions Software and based on the authors`
estimations, the following results were obtained:
Table 4. Alternative Rankings

The obtained results show that AIK banka has the greatest priority (0, 00459),
and thus the best rank from the point of view of the solvency of the observed
banks. The column ideals shows the results divided by the highest value, and so
that the highest rank has the priority 1,0. The others are in the same ratio as the
others in the column normals and are interpreted in the following way: Banka
Intesa has 76, 81% of the rating of the AIK Banka, Vojvodjanska Banka has 74,
38% rating of the AIK Banka and so on.
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THE SENSITIVITY ANALYSIS

The sensitivity analysis shows that the growth of the importance of the liquidity
criterion has an impact on the rank of the banks. Thus, in case when all the
criteria have the same value (0, 20), AIK banka has the highest rank (0,129),
followed by Banca Intesa (0,099) etc. However, when the priority of the liquidity
criteria grows from 0 to 1, as is shown in the non-weighed supermatrix in picture
4, we can observe that the order is changing according to the rank so that at 0, 4
priority for the liquidity criterion the highest rank is held by the Volksbank (0,122)
followed by the AIK banka (0,106) etc.
Table 5. The unweighted supermatrix with the resulting alternatives
priorities compared to the growth of the significance of the liquidity
criterion

(In the hierarchical model as this one is the non-weighed and the weighed
super-matrix are the same, because the clusters are not weighed )
A similar sensitivity analysis can be carried out for some other criterion. As the
profitability and liquidity are in collision with each other, the sensitivity analysis
seems interesting from the point of view of the change of the relative importance
of the profitability criterion Table 6.
We can notice that the growth of the relative value of the profitability criterion
here also changes the order of the banks according to the rank and in the favour
of the AIK banka, the rating of which grows alongside the growth of the priority of
the profitability criterion, which is the case with all the other banks too, except for
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the Vojvodjanska banka and the Volksbank which do not respond well to the
observed changes.
Table 6. The unweighted supermatrix with the resulting alternatives
priorities compared to the growth of the significance of the profitability
criterion.

7.

THE FINANCIAL POSITION OF THE BANKING SECTOR
IN SERBIA

By the end of 2008 the banking sector showed the sustainable growth of the
basic indicators of the financial strength and stability. The realistic growth of
these indicators is lower than the nominal growth, which is the outcome of the
depreciation of the dinar exchange rate in relation to the leading world
currencies, the restrictive monetary and prudential policy, as well as the
influence of the world financial crisis. Thanks to the exquisite capitalization and
good deposit base of the banking sector, the strict prudential and monetary
policy, the national supervisor and regulator- the National Bank of Serbia (NBS)
protected the banking sector from the external shocks.
The National Bank of Serbia has continually carried out the activities for the
improvement of the regulations` framework for the purpose of the further
strengthening of the stability and harmonization of the regulations with the
international principles and standards in the area of the dealing and bank
supervision. Except the extremely restrictive monetary policy the NBS carried
out the conservative policy of the prudential supervision and stricter control of
the dealing of the banks in 2008. The following instruments were used for the
purpose of the preventive supervision: higher risk weights, the more demanding
rules for the regulatory capital, and the more restrictive managing of risks.
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In the context of the total measures which the NBS undertook one of the first
ones were the measures to protect and preserve the liquidity of the banking
sector, as well as the measures for the liquidity risk management. Apart from
that, the measures were undertaken in order to stimulate the credit activity, as
well as the stimulation measures for the economical growth. Thanks to the
undertaken measures the banking sector in Serbia ended the fiscal year 2008
with the positive financial result. The achieved income before tax was 49%
higher in 2008 than the one in 2007. (Matić (2009:33))
The analytical approach to the achieved results shows that in the sector
structure we can notice bank leaders stand out according to the market position
and the operations results. They have a strong influence on the total financial
result on the sector level with their operations results. That brings about the
structural non-equilibrium among the banks and lowers the efficiency level of the
banks. The insufficient efficiency of the used assets has also an impact on the
level of the profitability sector. When observing the profitability indicators, which
although they show a mild growth trend over several years, one can notice that
the banking sector has a lower rank in comparison with the banking sectors of
our neighbouring countries.
In terms of the efficiency of the use of the total of the used assets the results on
the sector level are unsatisfactory, which is explained by the low rate of the
returns on the total amount of the engaged assets on the sector level (1, 97) and
by this to the owned capital (8, 34%). The high rate of the of the financial
potential of the banks has a great influence on the low efficiency of the use of
the total of the engaged assets in terms of the instrument of the obligatory
reserved and stocked assets. The level of the required reserved assets was
obtained in the banking sector which was sufficient in order to overcome the
period of the foreign currency savings` withdrawal in a risk-free way which
amounted to a little less than a billion euros, and without the premature charging
of the banks` revenues. The liquidity assets amount to a third of the total amount
of assets.
The ratio of the capital adequacy on the sector level is 23%, and the prescribed
minimum is 12%. This is the outcome of the adequate portfolio structure, good
risk management and the conservative regulatory policy of the NBS. The deposit
structure also contributes to the stable structure of the banking sector which
amounts to 70% of the total liabilities. If we take into consideration that the
capital takes up 24% of the balance size, it is clear that the banking sector in
Serbia has a better balance structure than the banking sectors of a great
number of European countries.
The banking sector in Serbia has remained stable despite the world economic
crisis and big problems in the domestic economy. The timely recognition of the
business and other challenges and the defining and implementation of the
suitable strategies which would serve as a response to the challenges would
strengthen the performances of the banking sector up to the level of the
sustainable growth from 2007. In connection with that, the banking sector
priorities were the strengthening of the capital base, the savings and currency
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restructuring of the source of assets with the investment structure and a good
management of the level of the exposures of the banks to risks and the quality of
the invested assets. As a result of the market liberalization, the establishment of
the stable systems, the restructuring of the banking industry and strengthening
its net assets, the promotion of the supervising function and the implementation
of the international accounting standards the conditions were provided for the
harmonizations of the regulations with Bazel II standards. However, it necessary
to point out that it takes time, not only for the harmonization of the regulations,
but also for the harmonization of the practice of the domestic banks with the
quantitative and qualitative qualification standards for the implementation and
the dynamics of the implementation of the net assets model.

8.

CONCLUSION

Taking into consideration the dominating share of the banking sector on the
financial market of Serbia it is extremely important for the external users to make
the most reliable estimation of the solvency of a particular bank. Although the
judgement and estimation of the bank solvency is based on a great number of
non-financial information, the information from the financial reports is considered
basic.
The analyses of the financial performances, which represent the basic
determinants of the successful bank operations, are the basis for the exact and
precise diagnosis of the present state of the banking system in the Republic of
Serbia. The key financial performances and the basic principles of bank
operations liquidity, profitability and capital adequacy are mutual dependable, so
it is necessary to find a way to optimize their relationships. The aim that should
be in the best interest of all is the survival and the development of the bank. And
in order to reach that goal the priority surely must not be the maximization of the
profitability at the cost of the liquidity and the safety of the operations.
Based on all the information stated above we can come to the conclusion that
the ratio is the most frequently used method of the assessment of the financial
bank performances. The adequate assessment of the financial performances
calls for the calculation of the corresponding indicators. Taking into
consideration the fact that there is no consent which of the indicators is the best
the authors decided to take into consideration the liquidity, efficiency, financial
structure, solvency and profitability indicators. For the purpose of the more
comprehensive analysis the authors have included the market position of the
bank together with the other indicators. By comparison of the given numbers
with the competitive banks the bank ranking of the twelve banks in Serbia.
The authors point out the fact that the banking activity must be balanced with the
real needs, the realistic potentials of the loan beneficiary, as well as with the
growth of the whole economy. The outcome of the functioning of the external
factor and the internal character is the real growth of the basic indicators of the
financial structure of the banking sector to the level of the sustainable growth
from 2007.
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The AHP which was used in the bank ranking procedure defines the
mathematical and logical framework for the decision making. As the systematic
support to the decision making, AHP helps the problem analysis of the decision
making problem on the logical basis and on the basis of the conversion of the
intuition and instinct of the decision maker into the quantitative parameters which
can be easily analysed and interpreted.
The premises of the capacity of the AHP to identify and coordinate the sources
of information relevant for the managers, i.e. the decision makers in general,
especially in the complex situations, has been confirmed in this paper.
Moreover, the AHP enables the more systematic evaluation of the qualitative
criteria. It is a difficult task for the decision makers to carry out the consistent
evaluation and the comparison of the qualitative factors.
The methodological approach to the organization of all the criteria and subcriteria into a hierarchical chain, the typical characteristic of the AHP, had a
positive confirmation in the practice. The advantage of such hierarchical
structure is giving the framework within which it is possible to search for the
inputs about the criteria and sub-criteria inside the hierarchy, by the managers of
the different levels of organization. Moreover, the AHP hierarchical structure can
easily be incorporated into the interactive procedure of problem solution, which
enables the more active participation of the managers in the process of solving
the problems.
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Appendix
Table 7a. The limit matrix which shows the intermediate priorities within
each nod of the model. The criteria priorities in relation to the goal are
given in the first column.
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Table 7b. The Limit matrix which shows the intermediate priorities within
each nod in the model.
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Table 7c. The limit matrix which shows the intermediate priorities within
each nod in the model
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