
 

 

 

EU – Kosovo Stabilisation and Association Process Dialogue (SAPD) 

Sectoral Meeting on Economy, Financial Control, Statistics  

Brussels, 13 June 2013 

Draft conclusions  
Introduction 
The sixth committee meeting of the Stabilisation and Association Process Dialogue on Economy, 
Financial Control, and Statistics took place in Brussels on 13 June 2013. 

The meeting was co-chaired by Ms. Carole Garnier and Mr. Stefano Dotto from European 
Commission and Mr Jeton Karaqica from Ministry for European Integration. The complete list of 
participants is attached in the annex. 

On behalf of the European Commission, Ms Garnier in the opening remarks highlighted the 
latest economic developments, including fiscal policies, and financial stability. The Commission 
congratulated Kosovo on its recent agreement with the European Investment Bank. 

H.E. Ambassador Dugolli welcomed the meeting and stressed that SAP dialogue is an important 
mechanism for discussing policy initiatives and taking stock of the progress made in the 
economic sectors. He underlined the importance of the meeting in light of recent developments 
towards the possible negotiations for an SAA. 

I. ECONOMIC AND FINANCIAL ISSUES   

Recent economic developments and outlook 

The key economic aggregates were discussed including GDP growth, inflation, and the balance 
of payments. While Kosovo successfully maintained economic stability, macroeconomic outlook 
is less optimistic than the initial expectations of mid 2012. The authorities estimate that real GDP 
grew by 2.5% in 2012, driven by the deflationary effect on investment goods which sparked an 
increase in the scale of investment and a fall in the price-level of imports. They expect growth to 
accelerate to around 3.5% in 2013, and 4% in 2014.  
After a major deviation in 2012, the consumption growth has been recovering in 2013 although at 
a low pace. Although public investment is forecasted to decrease in 2014, its execution level 
should remain similar to that for year 2013 due to the already budgeted large scale capital 
investments. Membership in EBRD is also expected to provide further support to both private 
and public investment growth. Remittances have increased by 3.5% in 2012, providing further 
support to private consumption. 
The Commission voiced its concerns about the sustainability of the recovery, despite some 
positive signs for increased economic activity in early 2013. The economy may be affected by the 
slow-down in credit growth and uncertainty about the recovery in the EU, which is the main 
source of remittances and major destination for Kosovo's exports. 

By April 2013, the CPI rate increased by 2.8%, on average (y-o-y). Due to slower import price 
increases, CPI inflation is projected to be around 1.7% for 2013, and 1.3% for 2014.  

In 2012, exports of goods decreased by 5.9%. Imports fell as well and, as a result, the trade 
balance has improved. In the first quarter of 2013, imports of goods have grown by 6% in 
nominal terms with the largest contribution of imports of investment goods (3%). Exports of 
goods increased by 14% year-on-year, boosted by base effects for the period until April 2013. The 
growth in exports is mainly attributed to minerals and base metals. A significant increase is also 
noted in exports of plastic products, drinks and hides and skins. After a significant improvement 



in 2012, the current account deficit is expected to widen marginally in 2013 and 2014 driven by a 
rising external trade gap. 

In 2013, FDI is projected to increase by EUR10 million excluding the one-off FDI inflows related 
to PTK privatization and KEDS privatization (EUR 300.6 million). 

Recent budgetary developments and outlook 

Kosovan authorities presented the state of play and the developments concerning expenditure 
and revenue developments over the last year. In spite of a worsening economic environment, 
budget execution remained broadly on track and expenditure have been contained. The budget 
deficit turned as expected at 2.7% of GDP in 2012. Total revenue grew by 1.8%, lower than 
expected. Restraint in spending on goods and services at central level and in non-highway 
capital expenditure compensated revenue under-execution. In line with the IMF agreement, the 
2013 deficit target is set at 3.5% of GDP, Excluding capital investments financed by privatisation 
proceeds, the 2014 budget deficit is projected in accordance with the fiscal rule. Should these 
investments be taken into account, the deficit may increase up to 4.3% in 2014 and could average 
2.9% over 2014-2016. 

The collection rate of revenues from both internal and border taxes stood at 96.32% at the end of 
2012. Total expenditure stood at an unchanged level of 29.9% of GDP in 2012. Capital spending 
constitutes the largest share with 38% of the budget. The execution rate of the 2012 expenditure 
stood at 92.48% or EUR1, 466.46 million in nominal terms. Authorities also presented the budget 
figures for the first quarter of 2013 and noted that the 2013 budget fully takes into account the 
provisions of the SBA with IMF. Revenues and expenditures for 2013 are projected to reach at 
26.2% and 29% of GDP, respectively. 

The latest tax policy developments were also discussed in the meeting, including the 
implementation of new taxes on tobacco, professional businesses, property and ecological tax on 
vehicles. The excise tax is being implemented effective from 1st of January 2012. Implementation 
of the property tax and ecological tax was postponed to January 2013 due to delays in the 
approval of laws in the Assembly. Discussions also took place on the revenue performance 
where Kosovo authorities presented the domestic revenue trends and figures. 

Measures of a social nature could be a source of tensions on the expenditure side, such as benefit 
payments to war veterans and ex-political prisoners as of 2014. Therefore, the Commission 
strongly supported the authorities' intention to limit the costs of all new initiatives within the 
existing budgetary constraints. Both sides acknowledged the importance of the PTK privatisation 
for budget financing and, for modernising the telecom sector, which is key for other sectors' 
competitiveness. The Commission flagged some vulnerabilities stemming from a possible delay 
in the actual receipt of the privatisation receipts and the budgeted non-tax revenue from new 
telecom licences, which are now expected only by the end of 2013. 

Government debt 

Kosovo presented an overview of the government’s debt portfolio. It reported that the debt to 
GDP ratio has reached to 8.2% of which 78% is external debt and 22% domestic. In nominal 
terms, the total debt stock stood at EUR 424.6 million in April of 2013. Authorities informed that 
the annual debt strategy is being implemented and a Medium Term Debt Strategy is in the 
process of being drafted. . So far the government has issued short term treasury bills with a 
maturity up to 1 year. All auctions have been oversubscribed. Supported by excess bank 
liquidity and stringent budgetary execution, yields on domestic debt have continuously declined 
to 0.49% on the 3-month bill, 0.94% on the 6-month bill issued in May, and 2.26% on the only 1-
year bond, issued in April.  The Commission noted that conditions for domestic borrowing 
remain favourable and encouraged the authorities to further extend the yield curve, in 
accordance with their debt strategy. 



 

Main features and policies of the budget of 2014. Fiscal rule 

Kosovo presented an updated Medium Term Expenditure Framework (MTEF) 2014-2016, which 
takes into account government’s mid-term priority policies and provisions of the Stand By 
Agreement with IMF. The 2014 budget is designed to take this into account. Authorities noted 
that this MTEF and the 2014 budget will be drafted in accordance to the new fiscal rule which 
limits the budget deficit to 2% of GDP. The main features and policies of the 2014 budget include 
priorities in the areas of rule of law, public administration reform, social policies, public 
infrastructure investments, agriculture development, and education and health reforms. 

In a difficult environment which translated into revenue shortfalls, in particular weaker border 
taxes, Kosovo has been able to firmly implement the programme with IMF as witnessed by the 
recent fourth review conducted by IMF staff. 

The Commission commended Kosovo on the important steps taken since last year in terms of 
fiscal consolidation and encouraged authorities to continue with its successful public finance 
management in the future. The Commission also welcomed the planned introduction of a fiscal 
rule as of 2014, which  envisages a 2% of GDP ceiling on the general government deficit and 
allows some flexibility over the medium-term. However, the Commission considers that the rule 
has a number of exceptions that hamper its effectiveness and noted that the currently proposed 
law doesn’t foresee sanctions in case the rule is breached. 

The macroeconomic stability relies heavily on the fiscal discipline and prudential financial 
sector. In this context, the EC noted the vulnerabilities related to the proceeds of PTK 
privatization and expectations for a decrease of subsidies linked to KEDS privatization.  

Follow-up actions: 

• Authorities to implement the fiscal rule (Q1 2014) 
• Maintain budget discipline and accommodate new spending initiatives without 

jeopardising fiscal sustainability 

Financial sector developments and reforms 

The Kosovan authorities made a brief overview of the legal framework in the field, including the 
adoption of amended and supplemented Law No.03/L-216 on the Establishment of a Deposit 
Insurance System for Financial Institutions and law on Payments System. The law on General 
Insurance has also been drafted and is awaiting approval by the Assembly in the coming 
months. As to the secondary legislation, authorities reported the approval of 21 new and 
amended banking regulations and 6 insurance regulations since June of 2012. 

As to the developments in the banking sector, authorities informed that in December 2012, a new 
bank (Turkey İşbankasi) has been granted a licence to operate in the market bringing the total 
number of banks to nine. CBK presented the latest developments concerning the banking 
supervision, including the on-site and off-site risk assessments. The first assessment of the Basel 
Core Principles for Effective Supervision for Kosovo was conducted under the Financial Sector 
Assessment Program (FSAP) in the last quarter of 2012. The assessment is useful for diagnosing 
and further developing the banking regulations in accordance to international standards and 
principles. 

On insurance, authorities reported that there are thirteen companies operating in the market, of 
which ten offer non-life insurance and three offer life insurance products. The gross written 
premiums have reached EUR 71.2 million in 2012, marking an increase of 20.2% (y-o-y) 
compared to 2011. Authorities reported an increase of the number of claims paid in 2012. The 
ratio of claims paid to net written premiums stood at 43.5% in 2012. 



Concerning the financial stability, the Central Bank representatives offered a detailed presentation 
on the financial sector developments over the year. The financial system remained stable and 
growing despite a marginal slow down due to the domestic slowdown of economic activity and 
developments in the global economy. Total assets of the banking sector increased by 6.8% in 2012 
compared to 7.9% in 2011. Banks loan portfolio increased by 3.8% y-o-y, reaching EUR1.7 billion. 
While deposits increased by 8.3% (y-o-y) reaching EUR2.2 billion at the end of year 2012.  

The Kosovan Authorities further reported that the banking system continued to be profitable 
despite a decline in the profitability indicators. Total profit of the banking system in 2012 almost 
halved, declining to EUR 19.2 million compared to EUR 36.6 million in 2011. Five of the nine 
banks reported a positive net profit, while the other four reported a negative net profit. Both, 
Return on Average Assets (ROAA) and Return on Average Equity (ROAE) for the banking 
system were positive but declined compared to the last year. The banking sector’s liquidity 
remains satisfactory with the ratio of loans to deposits at 77.4%, and a ratio of broad liquid assets 
to total liquid assets at 32.5%. 

During 2012, the ratio of NPL to total loans reached 7.5%. Although the credit portfolio quality 
has deteriorated, non-performing loans continue to be well covered by loan provisions (112.7% 
coverage ratio). 

The banking system remained well capitalised, above the level required by the regulator. In 
December 2012, the capital adequacy ratio stood at 14.9%. The capital adequacy ratio had 
decreased recently due to the regulatory changes, as banks must deduct the lending to related 
parties from Tier 1 capital and include in risk weighted assets the operational risk.  

The Commission took note of the steps taken for strengthening of the supervision and the 
financial stability of the banking sector including the more stringent capital requirements, 
deposit insurance requirements and the new law on pension funds. It was noted that despite the 
positive indicators of the financial sector, there are vulnerabilities. The drafted action plan to 
follow up on the IMF recommendations for widening the supervision was welcomed by the 
Commission. The EC expressed its interest in receiving a copy of the action plan. 

Follow-up actions: 

• Adopt the law on General Insurance (Q4 2012) 

Structural reforms and private sector development 

Key Sectoral Reforms (Health Care, Public Administration) 

The Kosovan authorities explained that the health care reform focuses on three pillars: 
reorganization of the current system, restructuring of the health sector financing, and 
decentralization of human resource management. The initial stage of the reform covers the 
preparation and completion of the necessary legal framework. To this end, authorities informed 
that the Law on Health was adopted in December 2012; and, the Law on Processional Chambers 
was adopted on May 2013. In addition, the draft Law on Health Insurance has been finalized. 

The reforms also include the establishment of Chamber of Healthcare Professionals and the 
establishment of the Hospital and Clinical University Service of Kosovo (HCUSK). The Health 
Financing Agency, as an independent body of the Ministry of Health will contribute to the 
financial reforms, which will initially be tasked with the contracting of private and public health 
care services. The Ministry of Health also informed that it is in the process of drafting the Health 
Sector Strategy 2014-2020 (the draft will be submitted to the Government in June 2013).  

The latest developments in the area of public administration reform were presented in the meeting. 
Kosovo informed that the secondary legislation of the three civil service basic laws has been 



completed. The report for implementation of Action Plan of Strategy for Public Administration 
Reform (APSPAR) has been finalized in May 2013.  

Authorities also presented on the progress made regarding the development of institutional Strategic 
Development Plans (SDP) and internal organization regulations. The Joint Commission of 
Ministry of Public Administration and Ministry of Finance has been established upon the 
approval of the regulation no. 05/2012 on job classification in the civil service. So far, according 
to the regulation, the Commission has reviewed over 65% of proposals of institutions for job 
classification. 

As to e-governance, authorities reported that Law no. 04/L-145 on Information Society 
Government Bodies has been approved on April 15, 2013. This law foresees the establishment of 
the Information Society Agency. In addition, the Government of Kosovo on 13th February 2013 
has approved the Interoperability Framework no. 08/115 for Information and Communication 
Technologies (ICT) systems. 

Furthermore, on 4th April 2013 the contract was signed for the building of the National Data 
Centre, a project supported by the World Bank. The training of staff in two levels is foreseen 
under this project. 
 
Business environment, administrative efficiency and other measures to support private sector 
development 
The Kosovan authorities informed that a number of laws have been adopted recently including 
the Law on Consumer Protection, Law on Economic Zones, Law on Tourism, and Law on 
amending and supplementing the law on Market Inspectorate and Inspective Supervision.  The 
shortcomings of previous legislation including those in the law on the Registration of a Pledge in 
the Registry of the Movable Property have now been addressed. Eight Administrative 
Instructions have been issued for the implementation of this newly approved legislation. Also, 
the Law on Foreign Investment has been drafted and is expected to be adopted in July 2013. This 
law foresees the merging of Investment Promotion Agency and Small and Medium Enterprise 
Support Agency of Kosovo. 

Kosovo representatives also informed that the Strategy for Private Sector Development 2013-
2017, and its implementation Action Plan have been adopted recently. Work has also been done 
in creating a platform for innovation centres in four main municipalities in Kosovo. As a result, 
one innovation centre is in the final stage of being established in Gjakova.  

Privatisation 

Privatisation Agency of Kosovo (PAK) presented an overview of the privatization and 
liquidation of SOEs. PAK informed that the number of SOE’s in Agency portfolio is 592. To date, 
from the entire Agency portfolio, 365 SOE’s are wholly or partially privatized with the sale of 772 
New Companies. PAK stated the total number of sale contracts to privatisation and liquidation is 
more than 1,000.  

Regarding liquidation process, it was reported that in May 2013, the Privatization Agency Board 
of Directors has approved placing into liquidation 39 SOEs which bring the total number of SOEs 
in liquidation to 218 to date. Another 60 enterprises should be placed in liquidation in June, 40 in 
September and 40 in November. PAK is currently exploring the possibilities of buying Kosovo 
government bonds and making time deposits in commercial banks. 

On the distribution of 20% of liquidation proceeds to employees, PAK reported the total number 
of Initial Published Lists as of this reporting is 300 where the total amount of distributed funds is 
EUR 70,730,292. However, PAK noted that the claims review procedure and contested ones have 
not been completed yet and there is no final decision issued by Special Chamber of Supreme 
Court of Kosovo (SCSC). Due to this reason, there was no chance that the distributed amount 
and number of beneficiaries be higher. 



 
 
POEs: details on PTK privatisation; KEK distribution and supply; Brezovica  

The Commission and Kosovan authorities discussed the privatization of 75% of PTK shares 
including the contract and payment procedures.  

Authorities informed that Axos Capital GMBH in consortium with Najafi Companies resulted to 
be the highest bid, with a final price of EUR 277, 000,000 for the sale of 75% of PTK shares. 
Professional and legal opinions of advisors have recommended to proceed with the signature of 
the contract and to conclude all contract execution procedures with the consortium of companies 
Axos Capital GMBH and Najafi Companies. This recommendation was endorsed by the 
Government of Kosovo. Based on the Government Decision No.02/03 of 9 March 2011 the 
process of privatization of 75% of Kosovo Post and Telecommunication shares has been finalized 
with the approval of the sale. 

On KEDS privatisation, the Government Privatization Committee has selected the consortium 
Çalik-Limak as the final winning bidder and declared Çalik-Limak as the Preferred Bidder for 
the KEDS privatization process based on the highest financial bid offer. On 17 October 2012, the 
Share Sale and Purchase Agreement (SPA) were signed between the Government of Kosovo and 
the Winning Bidder of the KEDS privatization process. On 8 May 2013, conditions precedents (CPs) 
were fulfilled and evidence on their fulfilment were presented by both signatory parties of the SPA and the 
Implementation Agreement (IA). Çalik-Limak Consortium presented to the Government Privatization 
Committee proof of payment of EUR 26.3 million. 

On Brezovica, an Inter Ministerial Steering Committee (ISC) was established via government 
decision No. 09/62 (22 February 2012) to implement the Brezovica Resort Development Project. 
The Ministry of Trade and Industry is in the process of preparing the draft of request for 
proposal (RFP) and draft of Contracts. Subsequently, a professional committee will be formed 
who will evaluate each project proposal submitted by potential investors.  

The Commission underlined the importance of the private sector development strategy not only 
for the public finances but also for the competitiveness, employment and the overall economic 
and social development. The progress made in the area of private sector development and 
business environment regulatory reform was acknowledged including the adoption of several 
laws during last year. This was reflected in the improved ranking in the World Bank 2013 Doing 
Business report. Nevertheless, it was noted that there is still scope for further improvement, in 
particular in the area of contract enforcement, construction permits, starting a business, 
electricity supply etc. 
The Commission expressed its reservations in relation to the measures foreseen in the private 
sector development strategy and the law on economic zones to select and support sectors with 
growth potential by the government may come at a high financial and economic cost for the 
public finances. It was agreed to further exchange views and advice on the means the 
government intends to use for supporting the economic zones and specific sectors. The 
Commission noted that the privatization of SOEs is relatively slow. 

Follow up actions: 

a) Adopt the draft Law on Health Insurance (MoH) 
b) Adopt the draft Law on Chambers of Healthcare Professionals (MoH) 
c) Establish the Hospital and Clinical University Service of Kosovo (MoH) 
d) Finalize the Health Sector Strategy 2014-2020 (MoH) 
e) Approve the 5 drafted Strategic Development Plans (IMCPAR, Government) 
f) Draft 1 Strategic Development Plan (MPA) 
g) Approve the 9 internal organization regulations (Government) 



h) Draft 3 internal organization regulations (MPA) 
i) Establish the Information Society Agency (MPA) 
j) Establish the National Data Centre (MPA) 
k) Consult the EC on proposed measures related to the economic zones 
l) Take measure to further improve the business environment 
m) Speed up privatisation of SOE’s and liquidation cases started earlier and initiate the  

liquidation process for the remaining companies (PAK) 
 
II. STATISTICS 

Kosovo Agency of Statistics (KAS) informed on the approval of the Law No. 04-L-127 on 
Agriculture Census in December 2012. Latest developments related to the implementation of the 
Law on Population, Households and Housing Census Population were presented in the meeting 
where authorities reiterated their intention to fully implement this law by the end of year 2013. 
In addition, two AIs and three regulations have been issued for the implementation of the Law 
on Official Statistics. KAS emphasized the important decisions such as the establishment of the 
Statistical Council, the approval of Official Statistics Programme 2013-2017, approval of the 2013 
Annual Plan of KAS and the approval of the KAS logo. 

As to the agriculture census, KAS presented the latest planning and preparatory work conducted 
for the census which is scheduled to take place in November 2013. 

Concerning the administrative capacities, KAS reported that the assembly approved five new 
positions. These positions were filled and systematized from the existing staff of KAS. Vacancies 
for another nine positions have been opened which are expected to be filled this year. 

Eurostat welcomed the developments initiated by KAS in the recent years, as well as the planned 
development of the statistical system. It was noted many of the recommendations made have 
been made priority areas by the Statistical Agency. In particular the adoption of the statistical 
law, including secondary legislation, the five year statistical programme and annual 
programmes are important first steps in developing the statistical system in Kosovo. One further 
aspect of the Law on Official statistics that was discussed during the mission, which was also 
recommended in the Adapted Global Assessment (AGA) report, was the position of the CEO. 
Eurostat emphasized that a fixed term mandate, in line with the recommendations in the AGA 
report is an important aspect of the professional independence of a statistical office. Eurostat 
noted when it comes to developing a statistical system, human and financial resources are 
always an issue, and this is also the case in KAS. 

Follow up actions: 

a) Implement the five year statistical programme and annual programmes of KAS towards 
users and donors as tools for planning and prioritizing projects. 

b) KAS to further strengthen the position of the Chief Executive Officer (CEO). 
c) KAS’ human and financial resources to be increased especially to facilitate economic 

statistics. 
d) Further development of national accounts, business and economic statistics. 

III. FINANCIAL CONTROL 

Report of DG Budget's mission to Kosovo of 2&-24 May 

Financial control was not discussed in detail in the meeting. The EC gave a short report on the 
findings of the DG Budget fact-finding mission to Kosovo in May 2013 regarding Public Internal 
Financial Control and External Audit.  



It was concluded that there is tangible evidence of progress with development of Internal Audit; 
little progress has been made with the implementation of Financial Management and Control 
(FMC). DG Budget has assessed that the underlying reason for the stalemate with FMC 
implementation relates to the relatively low functional position of the Central Harmonisation 
Unit for FMC (CHU/FMC).  The re-positioning of the CHU is vital for the future development of 
FMC. Also, sustained political support for the reforms is a critical success factor for effective 
implementation of FMC. There has been no progress with developing Risk Management within 
Budget organisations. The importance of Risk Assessment does not appear to be understood and 
is rarely used in practice. The CHU/FMC should step up coaching efforts with all budget 
organisations to ensure, as a minimum first step, that they adopt a plan for the establishment of 
PIFC within their organisation. 

On internal Audit, there was progress made, in particular with the training and licensing of 
Internal Auditors. Some 32 auditors have been trained and passed a CIPFA accredited audit 
qualification. Kosovo now has some 12 national Internal Audit trainers and more auditors will 
undertake this CIPFA training in the current Project. 

Kosovo is developing a 2014-2018 strategy for further development of Internal Audit. Two 
important points to this strategy were underlined: the provision of the audit function within 
small budget users, and the development of a methodology to enable its audit function to 
comply with international standards relating to audit quality control. DG Budget would like to 
be consulted on the draft Strategy, in advance of its adoption. 

On External Audit, it was noted that the legal framework is not fully in place. Further efforts are 
required to bring the legislative framework in line with international standards. A proposed law 
amending the law on External Audit has not yet been adopted. The report states that the 
independence of External Audit needs to be guaranteed in practice 

Follow up actions: 

• Adopt a plan for establishing PIFC in all budget organisations 
• Adopt the 2014-2018 strategy for the development of Internal Audit 
• Consult EC (DG Budget) prior to the adoption of the Internal Audit strategy 
• Adopt the Law on External Audit 
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Alban MIROCI                               Public Relations and Communications Advisor 
 
Statistics Agency of Kosovo 
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