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Key conditions and 
challenges 
 
Kosovo grew at an average of 4.1 percent 
over the last 5 years. Despite this strong 
performance, only 30 percent of the work-
ing age population had a job and 18 per-
cent of the population was living with less 
than US$5.5 per person per day (in 2011 
PPP) in 2019. Kosovo’s growth model is 
largely consumption-based, with a signifi-
cant reliance on diaspora financing. Pri-
vate investment added to growth in recent 
years, but was mostly concentrated in 
trade and construction industries, with 
limited productivity spillovers. Poor edu-
cation and health outcomes limit the con-
tribution of human capital to inclusive 
growth. As a largely service-based econo-
my, Kosovo was particularly vulnerable to 
the COVID-19 shock.    
The duration of the pandemic, and 
hence the magnitude of the economic 
and social consequences, remains highly 
uncertain. Growth will be significantly 
hindered by the COVID-19 pandemic. 
To cushion the impact of the recession, 
the government should continue invest-
ing in effective health management of 
the pandemic, accelerate implementa-
tion of public projects with IFI financ-
ing, improve effectiveness of social pro-
tection and prioritize limited fiscal space 
to support private sector jobs.   
To support a resilient recovery in the 
medium-term, Kosovo should invest in 
human capital, increase public spending 

effectiveness and address regulatory gaps 
to support private sector development.  
 
 

Recent developments 
 
In 2019, growth reached 4.2 percent, driv-
en by higher consumption, strong service 
exports, and higher investment. However, 
key indicators available at end-August 
2020 suggest a strong decline in economic 
activity. The economy is projected to con-
tract by 8.8 percent in 2020. The contrac-
tion is primarily driven by declining ser-
vice exports due to limited diaspora visits, 
lower private consumption against lower 
disposable income, and constrained pri-
vate investment due to heightened uncer-
tainty. This is also reflected in an unprece-
dented drop in goods imports. Higher 
base metal exports and remittances cush-
ioned the impact of the pandemic. With 
some delay, the government implemented 
emergency support measures for house-
holds and firms. The financial sector has 
managed to withstand the impact of the 
contraction, with the stock of deposits and 
loans increasing y-o-y by 12.7 percent and 
6.7 percent, respectively, until July 2020. 
NPLs remain low at 2.5 percent for the 
same period, reflecting also the impact of 
CBK measures (debt moratorium and re-
structuring guide).   
Consumer price inflation reached 2.6 
percent in 2019 but decelerated to an 
average of 0.6 percent y-o-y by August 
2020, reflecting a deceleration in food 
price inflation, lower transport costs due 
to lower oil prices, and lower domestic 
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FIGURE 1  Kosovo / Real GDP growth and contributions 
to real GDP growth 

FIGURE 2  Kosovo / Actual and projected poverty rates and 
real GDP per capita 

Sources: Kosovo agency of statistics and World Bank staff calculations.  Source: World Bank. 
 

Kosovo’s economy is expected to contract 

by 8.8 percent in 2020. The COVID-19 

pandemic caused a decline in service ex-

ports, and reduced investment and con-

sumption. The government responded 

quickly by providing support to firms and 

workers; nevertheless, employment is ex-

pected to fall and poverty to increase. In-

creasing remittances should mitigate the 

impact of the contraction. The recovery is 

expected to be slower than projected earli-

er, as the pandemic is lasting longer than 

expected, hindering growth in 2021.  

Table 1 2019

Population, million 1 .80

GDP, current US$ billion 8.4

GDP per capita, current US$ 4649.2

Life expectancy at birth, years
a 72.2

(a) M ost recent WDI value (201 8).

Source: WDI, M acro Poverty Outlook, and off icial data.

Notes:
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demand. Inflationary pressures picked 
up after the easing of containment 
measures in June 2020 but entered a de-
flationary path in July and August. CPI 
inflation is projected to average 0.5 per-
cent y-o-y in 2020.     
The current account deficit will deterio-
rate to 7.2 percent of GDP in 2020. Goods 
exports are projected to increase by almost 
10 percent in 2020 on account of increas-
ing nickel exports. However, against a 
relatively small share of goods exports, 
total exports are projected to drop by over 
30 percent in 2020 driven by a contraction 
in service exports as a result of lower dias-
pora visits at their peak season (June-
August).   Imports of goods have declined 
by 9 percent until July 2020 and are ex-
pected to close the year at -12 percent. FDI 
inflows increased by 3.4 percent y-o-y by 
June 2020 thanks to investment in energy 
and mining in the first two months of the 
year, but real estate FDI inflows declined 
by 18.2 percent for the same period.  Net 
FDI increased by 64 percent by June 2020 
due to lower dividend repatriation. Re-
mittance inflows increased by 9.8 percent 
y-o-y at end-July 2020. 
The overall budget deficit is expected to 
reach 9.5 percent of GDP driven by a 
decline in public revenues (13.4 percent), 
higher current expenditure in response to 
the crisis, and the contraction in GDP.  

Public and publicly guaranteed debt is 
expected to stand at 22.6 percent of GDP 
by end-2020. The government had to 
relax the application of fiscal rules to re-
spond to the crisis.  
Labor force participation stood at 38.8 
percent of the working age population 
(WAP) in Q1 2020 (before COVID contain-
ment measures were implemented), simi-
lar to Q1 2019. The employment rate has 
been largely constant since 2017, at 28-29 
percent of the WAP, suggesting that 
growth was not accompanied by signifi-
cant job creation. The COVID-19 crisis is 
expected to reduce employment and, de-
spite the measures adopted by the govern-
ment to protect jobs and incomes, poverty 
is expected to increase by around 5 pp. A 
Business Pulse Survey (BPS) conducted in 
Kosovo by the World Bank showed that 
most businesses reported reduced work-
ing hours, unpaid leave, and 12 percent of 
firms surveyed had laid off at least one 
worker in April.  
 
 

Outlook 
 
The outlook remains uncertain, both glob-
ally and regionally. Following a marked 
contraction in 2020, a modest recovery of 
3.7 percent is expected in 2021. A recovery 

in 2021 and 2022 will depend on a rebound 
in EU growth and the successful contain-
ment of the pandemic until vaccines are 
available and accessible. The level of inter-
national travel restrictions – especially with 
Germany and Switzerland – and the finan-
cial sector response to a prolonged pan-
demic are additional determinants of the 
recovery path. The outlook is also associat-
ed with upside risks, including an effective 
delivery of the Government-announced 
economic recovery plan, and an increase in 
investment contingent on the implementa-
tion schedule of the recent economic nor-
malization agreement between Kosovo and 
Serbia.  Economic growth is projected to 
reach 4.9 percent in 2022.  
 

TABLE 2  Kosovo / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2017 2018 2019 2020 e 2021 f 2022 f

Real GDP growth, at constant market prices 4.2 3.8 4.2 -8.8 3.7 4.9

Private Consumption 1.8 4.8 2.1 -3.9 3.0 5.0

Government Consumption -0.6 8.9 3.6 5.0 -2.1 -0.3

Gross Fixed Capital Investment 5.7 6.1 4.6 -16.3 5.0 3.8

Exports, Goods and Services 16.8 3.8 10.5 -30.0 16.5 17.1

Imports, Goods and Services 5.4 9.0 4.6 -12.1 6.3 8.3

Inflation (Consumer Price Index) 1.5 1.1 2.7 0.5 0.6 1.2

Current Account Balance (% of GDP) -5.4 -7.6 -5.5 -7.2 -5.8 -5.3

Net Foreign Direct Investment (% of GDP) 3.3 3.4 2.8 3.7 4.6 4.6

Fiscal Balance (% of GDP) -1.2 -2.8 -2.9 -9.5 -6.7 -4.6

Debt (% of GDP) 15.5 16.3 17.0 22.6 27.3 29.6

Primary Balance (% of GDP) -0.9 -2.5 -2.5 -9.0 -6.1 -3.8

Upper middle-income poverty rate ($5.5 in 2011 PPP)a 19.7 17.9 22.9

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA
(a) Calculations based on ECAPOV harmonization, using 201 7-HBS. Data adjusted with original 201 1 PPP factor. Actual data: 201 7. Nowcast: 201 8-201 9.

Forecast are from 2020 to 2022.


