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The meeting on the Stabilization and Association Process Dialogue on Economy, Statistics 

and Financial Issues took place on 17 June in Brussels and was co-chaired by Rajmonda 

Kukalaj, Director of Department for Economy and Trade at the Ministry of European 

Integration, and Head of Unit, DG ECFIN-D-1, Ms Carole Garnier, and the DG ELARG 

Kosovo Desk Officer, Mr Stefano Dotto. 

Representatives of Ministry of Economy and Finance (MEF), Tax Administration of Kosovo 

(TAK), the Kosovo Customs Service (KCS), the Central Bank of Kosovo (CBK), the Kosovo 

Privatization Agency (KPA), Statistical Office of Kosovo (SOK), Office of the Auditor 

General (OAG) and the Ministry of European Integration participated in the meeting. From 

the European Commission (EC) there were representatives from DG ECFIN-D-1, DG 

ELARG-C-3, DG BUDG, DG MARKT, and the European Commission Liaison Office 

(ECLO).  

 

I. ECONOMIC AND FINANCIAL ISSUES   

Recent economic developments and outlook 

The authorities estimate that real GDP grew by 4.4% in 2009, pulled by public expenditure, 

and expect 4.8% growth in 2010. Capital expenditure, in particular the construction of the  

Morinë - Merdare highway, to be launched this year, will have a significant impact on the 

budget. The global economic crisis had a minor impact on the domestic economy, reducing 

Kosovo's exports and inflow of remittances. 

In 2009 and the first half of 2010, economic growth was almost entirely driven by 

government consumption and investments. Private consumption growth was subdued at 2.1% 

in 2009, while government consumption grew by 16.4%. After more than doubling in 2008, 

government investments continued to grow robustly by 34.6%, while private investment 

recovered from a slump in the previous year and is estimated to have expanded by a real 

5.0%. The donors' sector continued to wind down its share in the economy – its consumption 

and investments declined by about 10%. Imports of goods and services grew by a real 3.5% 

and declined in nominal terms due to a strong price effect. Exports decreased by 1.8%, mainly 

because of reduced base metals and articles of base metals exports. 
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After a long period of deflation, CPI rates turned positive again (year-on-year) in December 

2009 (0.1%) and continued to increase to reach 2.2% in May 2010. End-of-the-year inflation 

is estimated at 3.1% in 2010. Transportation has a weight in the consumer basket of about 

8.1% and the increase of its price index (11%) has already contributed about 1 percentage 

point to the overall inflation in May. Any increase in excises on fuels is expected to have a 

strong impact on inflation in the second half of the year. 

The current account deficit widened marginally to 18.6% of GDP last year, driven by a rising 

external trade gap. Net FDI have remained at 8-9% of GDP annually since 2008 and are 

expected to pick up to about 15% of GDP in 2011 due to the privatisation of the PTK. About 

two-thirds of the FDI inflows have been invested in financial services, real estate, 

construction, transport and telecommunication and trade last year. The Commission shared its 

concerns about the sustainability of the current account deficit and the mixture of its non-debt 

and debt creating financing. 

The Commission took note of the evolution of the economic situation since the beginning of 

2010, notably the increase in exports and in fiscal revenues. However, it was underlined that 

unemployment remained at levels of concern and that growth was not sufficiently conducive 

to employment growth. Information about the labour market remained scarce and doubts 

about its accuracy persist. Despite recent economic growth, the unemployment is persistently 

high. Registered unemployed reached a historical peak of 339,591 people in February 2010 

and the latest available LFS showed unemployment rate of 47.5%. 

Relations with the International Monetary Fund 

Concerning relations with the IMF, a staff-level agreement between the IMF and Kosovo has 

been reached in May. There are a number of prior actions that need to be fulfilled before the 

IMF Board could eventually approve the 18-month SDR 92.7 million stand-by arrangement in 

the second half of July. Kosovo assumed obligations of three types: prior actions, structural 

criteria and spending ceilings. There are four prior actions that Kosovo needs to fulfil at least 

five working days before the IMF Board meeting: (i) the Assembly should approve a Central 

Bank Law, which is consistent with the IMF recommendations; (ii) the Assembly should also 

approve the 2010 mid-year budget review (MYBR), reflecting the agreed fiscal adjustment 

measures; (iii) the Cabinet should not introduce any spending initiatives in 2010 in addition to 

those included in the 2010 MYBR; and (iv) the Law on Public Financial Management and 

Accounting (LPFMA) should be amended to ensure that any spending initiative introduced in 

MYBRs in 2011 and subsequent years will be fully compensated by credible new revenue 

measures or offsetting expenditure cuts. 

The Commission welcomed the agreement reached with the IMF at staff level and expressed 

hopes that it will help anchor transparency, stability and credibility. It also urged the 

authorities to fulfil in due time the prior actions, so as to hopefully allow for the adoption of 

the programme by the IMF Board on 21 July. 

Follow-up actions: 

• Approval of legislative changes, as agreed with the IMF (early July) 

• Fulfilment of all prior action required for the approval of the agreement with the IMF 

(early July) 
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• Strict implementation of the agreement with the IMF (over the programme horizon, 

July 2010 – end 2011) 

Financial sector developments and reforms 

The authorities made a brief overview of the legislative framework in the field, including 

UNMIK regulations 1999/20 and 2001/24 on the Banking and Payment Authority of Kosovo, 

regulation 2006/47 on the Central Banking Authority, and the two laws on Central Bank of 

Kosovo. The CBK underlined that these set of rules were able to foster an efficient and stable 

system banking system. 

CBK reported that the new draft law on the Central Bank of Kosovo will ensure the 

establishing of a limited lender of last resort function for the CBK. According to the new law, 

the position of the single representative of the Ministry of Economy and Finance on the 

supervisory board of the CBK will be only for a transition period of five years. 

In the last months of 2009 the growth in bank deposits accelerated and reached 20.8% by end-

December. Households deposits, with a share of 59.6% represented the majority of total 

deposits. Over one year, they have grown by 19.6%. Banks' profits reached EUR 25.3 million 

in 2009 – 30% lower than the 2008 results. The interest rate spread between loans and 

deposits remained high. By end-December, the 12-month moving average spread for all types 

of loans and deposits stood at 10.1 percentage points. 

Credit growth decelerated to 8.8% y/y in January 2010. Credit to nonfinancial corporations 

grew by a mere 4.6%, while credit to households increased by 21.8%%. Almost three quarters 

of all credit 75% is allocated to non-financial corporations, with the rest being credit to 

households. The loans to deposit ratio decreased to 73.4% in January, well below the informal 

benchmark according to which loans to deposits should not exceed 80%. The CBK expects 

that credit growth accelerated at 13.2% year-on-year in 2010. 

The Commission noted the subdued credit growth and the reduction of the CBK international 

reserves in 2009. 

Follow-up actions: 

• Approval of the new Law on the Central bank of Kosovo consistent with IMF 

recommendations (early July 2010) 

• Approval of a Regulation on the implementation of the limited lender of the last resort 

function (2010) 

• Signing of a Memorandum of Understanding between the CBK and the MEF on the 

provision of emergency liquidity assistance (2010) 

 

II. FISCAL FRAMEWORK AND BUDGETARY DEVELOPMENTS 

Recent budgetary developments and outlook 

The budget deficit increased from 0.2% of GDP in 2008 to 0.8% of GDP in 2009. However, 

the underlying deficit was much higher, amounting to about 6.0% of GDP in 2009, if a 



 4 

one-off EUR 200 million dividend payment received from the Post and Telecommunications 

of Kosovo (PTK) is taken into account. 

Total revenue (excluding the PTK dividend) remained unchanged from 2008 at 24.5% of 

GDP. Total expenditure increased by a nominal 24.1% to reach 30.5% of GDP in 2009. 

Spending on wages and salaries went up from 5.9% of GDP to 6.8% of GDP, driven by salary 

hikes for public sector employees. As a result of a better investments execution rate and an 

additional loan to support the Kosovo Energy Corporation (KEK), capital expenditure and net 

lending rose from 7.6% of GDP to 11.7% of GDP. The government cash balances dropped 

from EUR 414 million (10.8% of GDP) in 2008 to EUR 342 million (8.8% of GDP) at the 

end of 2009. 

In 2010 there was another dividend payment from PTK of EUR 80 million. By the end of 

May the underlying revenue growth, net of this payment, was a nominal 8.8%. It was 

underpinned by a strong performance of border taxes collection and other central government 

revenues. The expenditure growth pattern remained unchanged and capital outlays, 

expenditure on goods and services and on wages and salaries kept growing at double-digit 

rates. The average monthly public sector net wage increased by 16.4% in the first quarter of 

2010 compared to the corresponding period of 2009. Mainly as result of the one-off revenue 

from the PTK, the budget accumulated a surplus of EUR 97.0 million by end of May. 

Fiscal planning remained rather ad hoc, with government expenditure initiatives substantially 

departing from budgetary plans already at the beginning of 2010. In March the government 

awarded to a Turkish-American joint venture a contract for building the Vermica-Merdare 

motorway. This infrastructure priority had not been included in the 2010 budget. The project 

is estimated to cost about EUR 1 billion (25% of GDP) and is expected to be completed in 

four to five years. 

The budget is still facing both external and domestic risks. There are uncertainties and 

downside risks stemming from an external environment that is not yet stabilised. They can 

impact the real economy and public finances and should not be overlooked. The Commission 

also raised its concerns that budget expenditures are growing rapidly and are increasingly 

financed by one-off revenue and reduction in government deposits. 

Follow-up actions: 

• Align expenditure initiatives with the IMF agreement (continuous over the programme 

horizon)  

• Upload on the Ministry of Economy and Finance web site and regularly update 

information about the monthly execution of the government budget (Q3-2010)  

Medium-term fiscal sustainability 

Kosovo presented an updated Medium Term Expenditure Framework (MTEF) 2011-2013, 

which takes into account recent major spending decisions and the recent staff-level agreement 

with IMF. Kosovo announced it is considering splitting the MTEF into two – presenting the 

macro-fiscal scenario in spring, and sectoral policies in the autumn. The Commission opposed 

this idea and advocated an integrated framework combining the macro and fiscal scenarios 

with structural/sectoral priorities and reforms. The Commission argued that a fragmented 

framework, excluding the structural component, would run counter to the economic rationale 
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and to the current efforts of the EU to strengthen the macro-structural linkages. The 

Commission underlined that there is still room to improve the MTEF macroeconomic 

scenario and urged the authorities to make full use of their programme with the IMF. 

Public debt 

In December 2009, the Assembly adopted a law on public debt, which puts limits to general 

government and municipal borrowing. In no event shall the total debt (guarantees included) 

exceed 40% of GDP. Municipal borrowing is limited to 40% of collected own revenues and 

general grants. Any external borrowing would require a 2/3 majority approval in the 

Assembly. 

Debt management unit has become operational within the Treasury of the Ministry of 

Economy and Finance. In 2009 Kosovo assumed obligations towards the World Bank, which 

stood at 6.4% of GDP by end of December. Part of this debt was repaid with the help of 

substantial donor support. 

Follow-up actions: 

• Publish a revised MTEF, fully taking into account the staff-level agreement with the 

IMF (Q3-2010) 

• Prepare and publish on the web site of the Ministry of Economy and Finance a debt 

management strategy (Q1-2011)  

• Upload on the Ministry of Economy and Finance web site and regularly update 

information about the size, structure, and servicing of the government debt (Q2-2011)  

• Approval by the Kosovo Assembly of loans from KfW the World Bank (Q4-2010 

Municipal financing 

With decentralisation, the share of public funds managed by municipalities will have almost 

doubled between 2005 and 2011. Kosovo informed that an inter-ministerial mechanism has 

been established in charge of assessing the priorities of the investment programmes proposed 

by decentralised administrations and the line Ministries. 

The authorities presented the major changes in the municipal budget process for the years 

2010 – 2012, related to the process implementation and a new grant formula for education 

(regarding a pilot project on management of budget spending at school level in 13 

municipalities). Furthermore, they have informed about the establishing of three new 

municipalities (Gracanica, Ranilluk and Kllokot) and the transfer of competencies on 

secondary health from the line ministry to the municipality of Gracanica. 

Public Investment Program 

Kosovo reported that the Public Investment Program (PIP) is operational at a central 

government level PIP. However, it is still underused by budgetary organisations and in 

general investment decisions are not satisfactorily justified. The objective is to further 

facilitate the use of PIP as a decision-making mechanism. 
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The definition of "major projects" has been revised from EUR 0.4 to 1.0 million (covering 

84% of the capital expenditure budget) and that the cost-benefit analysis has been made 

mandatory for all major projects. Improvements in the program will enhance budgetary 

discipline and help implementing the agreement with the IMF. 

Investment projects are submitted to a special Committee for Public Investment, which should 

review and make a decision on their implementation. The Committee is composed of the 

Minister of Economy and Finance, directors of sectors in the MEF, the Ministry of Transport 

and Telecommunications, the Ministry of Education Science and Technology, four 

municipalities and an appointed by the prime minister person. Improving the quality of 

projects submitted to the Committee for Public Investment remains a challenge. 

The Commission welcomed the measures taken to streamline and improve public investment 

programmes. It encouraged all budgetary institutions to use extensively the PIP framework. 

Follow-up actions: 

• Revising the PIP strategy (Q4-2010) 

• Improving the quality of projects submitted to the Committee for Public Investment 

(Q4-2010) 

• Initiate the use of the PIP and the Budget Development Management System 

throughout all municipalities (Q4-2011) 

 

III. STRUCTURAL REFORMS 

Privatisation and liquidation of Socially Owned Enterprises 

The Privatisation Agency of Kosovo (PAK) is in charge of privatising and liquidating the 

socially-owned enterprises. A significant number of enterprises remains to be liquidated 

and/or privatised. PAK still faces challenges in its work, as for example the non-existence of 

property ownership documents and the outdated municipal cadastral records. 

The Commission underlined that the financial support provided to PAK expires in 2011, and 

that privatisations should be focussed on the largest enterprises in order to maximise the value 

added for the economy and stimulate employment. 

Follow-up actions: 

• PAK to accelerate the privatisation of bigger SOEs (Q3/Q4-2010) 

• PAK to finalise the liquidation process of 50 additional SOEs (Q4-2010) 

Privatisation of Publicly Owned Enterprises 

Kosovo informed about measures taken to improve the governance of the Publicly Owned 

Enterprises (POEs). All central POEs have adopted statutes and code of ethics and all Board 

members signed pledges to respect them. All POEs issue quarterly reports to the Government 

of Kosovo. The Unit for Publicly Owned Enterprises evaluates, on behalf of the shareholder 
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(the government), the performance of the POEs Boards of Directors. The unit drafted an 

Annual report for 2009 on the POEs performance, which was also submitted to the Kosovo 

Assembly. 

The process of implementation of Public-Private Partnership in Pristina International Airport 

(PIA) has started in June 2008. An inter-ministerial Steering Committee composed of six 

ministers and a representative of the Office of the Prime Minister was appointed to analyse 

the best options for implementing the Public-Private Partnership for PIA. The Committee has 

been assisted by the Project Implementation Unit at the MEF and a transaction advisor. The 

authorities announced that in May a consortium between Limak and Aéroports de Lyon had 

won the 20-year concession to run the Pristina International Airport. This is the first public-

private partnership project in Kosovo. The expected investments by the private partners 

include a new terminal, new tower, new aircraft platforms, new parking place, and water 

treatment facility. 

Kosovo informed that the government has adopted and submitted to the Assembly a Draft 

Strategy on the Participation of the Private Sector in the Privatisation of the Post and 

Telecommunication of Kosovo. According to this strategy, the Postal Service will remain 

government property, whereas a 75% stake in the landline and mobile phone providers will be 

privatised. The EC expressed concern over the government's recommendation of not allowing 

the entering of new operators in the market within five years time. 

Kosovo representative informed EC that, for that matter, a dialog among independent 

institutions is established and is ongoing. 

The objectives of the authorities regarding the privatisation of the Kosovo Electricity 

Distribution and Supply Company (KEDSC) are to increase the level of billing and collection, 

reduce losses of distribution, and phase-out government subsidies. In November 2009, an 

agreement was signed between the MEF and the International Finance Corporation (IFC) as 

transaction adviser. The privatisation is expected to be finalised in March 2011. 

The EC expressed concern about the recommendation of the transaction advisor for the 

exclusive contract to supply power for the next investor KEDSC. This is contrary to the EU 

Treaty and provisions on competition in the acquis. The Commission suggested that any 

long-term agreement should have a clear deadline. 

Follow-up actions: 

• Publication of the 2009 Annual Report on the POEs unit web site (Q4-2010) 

• Adoption of Decision on the Privatisation Strategy of PTK (June/July 2010) 

• Initiation of the pre-qualification process for investors in PTK (July 2010), initiation 

of request for proposals (September 2010), submission of bids (November 2010), signing the 

share purchase agreement (December 2010), finalise the privatisation (February 2011) 

• Establishment of a Unit for Project Monitoring (Q4-2010) 

 

 

Comment [r1]: On this issue 
Government did not issue a decision, it 
had made a recommendation to TRA. 
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IV. STATISTICS 

Kosovo informed that the main priority for the Statistical office in 2010 would be the 

preparation for census. Information on the state of preparation was provided. The Census Law 

has to be amended and approved. The budget for the census is fully covered.  

SOK also provided information on its plans for the development of national accounts and 

labour force statistics, provided a list of its publications, and informed of new economic 

indicators being available (including enterprises surveys, and agricultural and environmental 

surveys). SOK underlined the difficulties in co-operating with other Kosovan institutions, and 

highlighted the need to find means to co-operate with these. 

While noting progress, the Commission considers that economic statistics is still 

underdeveloped and needs to be substantially improved. The Law on statistics is not adopted 

and should be soon. The Commission advocated all possible efforts to further develop the 

statistical system, as a pre requisite to better understand the economic situation and its 

evolution and to lay the foundations for efficient decision making. 

Follow-up actions: 

• Approval of amended Census Law (Q3-2010) 

• Approval of the Law on statistics   

• Approval of the plan for developing national accounts and labour force statistics 

(September 2010)  

• Prepared the annual publication of the CPI for previous years (2002-2009) annual 

schedule (Q2 - 2010) 

 

V. FINANCIAL CONTROL 

Development of Public Internal Financial Control 

Kosovo presented an update of their activities in relation to the development of Public 

Internal Financial Control (PIFC). 

A Working Group has been set up to finalise a PIFC Policy Paper (and Action Plan) to guide 

medium-term PIFC development. Kosovo expects to adopt this Policy Paper by the end of 

September 2010. 

A Central Harmonisation Unit (CHU) for Financial Management and Control (FMC) was 

established in September 2009 within the Treasury Department. This CHU is currently 

developing secondary legislation on FMC and an FMC procedures manual. An ongoing 

Technical Assistance Project is currently conducting two pilot projects on FMC. The Treasury 

Department is in the process of delegating responsibility for expenditure management to 

budget organisations. 

Kosovo outlined progress with the legal framework on Internal Audit. A revised law on 

internal audit was adopted in 2009. In addition, Administrative Instructions were adopted on 
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licensing government internal auditors; on establishing internal audit units; and on 

establishing Audit Committees. 

65 budget organisations are required to have internal audit units and 59 are now in place. 31 

audit units are fully staffed. There is ongoing training for internal auditors with a view to 

passing an auditor certification programme. 54 budget organisations are required to have 

Audit Committees and there are currently 36 in place. 

The Commission noted that PIFC development is at an early stage and welcomed Kosovo's 

ongoing commitment to upgrade its internal control environment. The Commission 

appreciated the fact that policy and legislative proposals were in progress and stressed the 

importance of strengthening and implementing financial management and control systems. In 

addition, the Commission outlined the need to raise awareness amongst senior management of 

the proposed new legal framework and of the obligations that it will impose. 

In relation to Internal Audit, the Commission urged reflection on the use of small "one-person 

or two-person" Internal Audit Units. 

It was concluded that further follow-up of technical issues could best be dealt with via 

ongoing direct contacts with the Ministry of Finance and regular missions by DG Budget. The 

Commission re-iterated its willingness to review and provide any appropriate advice on 

legislative or policy documents, as well as, diary permitting, to take part in a proposed high-

level awareness-raising seminar for public sector managers. 

Follow-up 

 Adoption of the PIFC Policy Paper and Action Plan (Q3-2010) 

 Adoption of FMC Rules (Q4) 2010 

 Implementation of the 468 pending recommendations. (Q4- 2010) 

 Recruitment of 34 additional internal auditors. (Q4-2010) 

 Establishment of additional 18 Audit Committees. (Q4-2010) 

Parliamentary Oversight and External Audit 

Kosovo provided an update on reform activities of the Office of the Auditor General (OAG) 

and spelled out the main objective to become a well performing Supreme Audit Institution 

that provides added-value in the accountability and efficiency of the public sector. The OAG's 

reform activity is guided by its Corporate Development Strategy. 

The OAG has adopted a Regularity Audit Manual, Performance Audit Guidelines and a 

Quality Management Framework. The number of audits undertaken in the audit year 2009/10 

has increased considerably and a comprehensive annual report (2009) was produced for the 

first time. Kosovo also reported that the accountability line to the Assembly has been 

strengthened through the establishment of an Assembly Committee on the Oversight of Public 

Finances. 

The Commission welcomed the ongoing reform activity of the OAG and urged the full 

implementation of the Corporate Development Strategy. The Commission encouraged the 

ongoing improvement of cooperation with the Assembly in order to increase the impact of the 

OAG reports. Finally, the Commission reminded about the need to strengthen the financial 

independence of the OAG. 

Follow-up 
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 Production, on time, of the Annual Audit Report. (Q3-2010) 

 Follow up of how the audited bodies address audit recommendations (Q4 – 2010) 

 Promote co-operation with stakeholders and in particular, the Assembly.  

 Review the OAG legal framework with a view to proposing necessary amendments 

(Q4 2011). 
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