Quarterly Assessment of the
No. 1, Q4 /2012

Econom

Selected Indicators 2008 2009 2010 2011 2012
GDP Real Growth (%) 7.2 3.5 3.2 4.5 3.8 (f)
GDP (mil. EUR) 3710.7 4077 4136.5 4486

Inflation (Annual Average) 9.4 -2.4 35 7.3 25
Loans (mil. EUR) 1183.4 1289 1458.7 1698.1 1763.4
Deposits (mil. EUR) 1444.1 1744.8 1936.9 2104 2279
Exports (mil. EUR) 198.5 165.3 294 3125 269.3*
Imports (mil. EUR) 1928.2 1935.5 2144.9 2479 2489*

*Uncompleted data; (f) Forecast; Source: CBK, KAS and IMF (2013)

Summary

Kosovo’s economy in 2012 marked an increase, but the
growth rate is slower compared to the previous years.
The main influence of the growth slowdown during
this period was the general global economic
developments. The global economic developments
were reflected in in the decline of the foreign direct
investments and exports, whereas imports were also
characterized by slower growth rate. However, the
increase public investments and remittances have a
positively contributed to the economic activity. On the
other hand, the increase in subsidies for agriculture,
which helped the sector to accelerate the pace of
development, have contributed in the economy of

Kosovo to continue expanding during 2012.

The price level developments were characterized by a
low inflation rate. Treasury bond market, which
began to function in the beginning of 2012, was
characterized by a low level of interest rate together
with high bidding offers from commercial banks,
which reflects a favorable fiscal position in Kosovo,
but also a lack of absorbent capacity for investments
in the real sector. The financial intermediation by the
banking system continued slowing do a slow growth
trend reflected through loans. The Slowdown in
lending reflects the decline in demand and slower
economic activity.

Main events of Q4

The licence approved for the new bank with Turkish
capital “Turkie Is Bankasi A.S”, increasing to nine the
total number of banks in Kosovo.

The structure of new enterprises has changed in
favor of sectors that are considered with significant
capacity to create added value to the economy.

The interest rate_on _Treasury bonds fell to the
lowest point in 14 rounds developed.

The expectations for the upcoming year are more
positive compared to 2012. The positive developments
are expected to mainly be encouraged by the increase
of the banking system assets as a result of a new bank
entry, which in return Is expected to also increase the
competitiveness in the market. Besides, the banking
system, private investments are also expected to
recover compared to the recent years.
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reached euro 67.1 million. However, despite the
exclusion of the energy trade statistics, the balance of
the current account during Q4 2012 decreased by
about 10 percent, which at the same time represents

the most significant decline since after the war.

Figure 17. Imports, exports and trade balance,
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*Note: Since September 2012, KAS does not include energy in
the accounting of exports and imports.

By the end of 2012, exports of goods amounted to euro
269.3 million, while imports of goods amounted to
euro 2.5 billion, marking a coverage rate of imports

with exports by 10.8 percent.

Figure 18. Received remittances, in millions of euro
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Source: CBK (2013)

Remittances as one of the most important components
of the balance of payments of Kosovo until September

2012 amounted to euro 436.7 million which compared
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to September 2011, marks an increase of 2.0 percent.
The increase of remittances in Kosovo is considered to
have had a continuous countercyclical behavior, which
1s a contrary behavior relative to the other
macroeconomic indicators, most of which during this
period were characterized by a slowdown, even

negative trends.

Another important component in the context of the
balance of payments are also the Foreign Direct
Investment (FDI), which as of September 2012
reached a value of euro 167.0 million. However,
compared with the same period of the previous year,
FDIs decreased substantially by 41.3 percent. The
decline of the FDIs, in addition to the deterioration of
the overall economic environment in Europe, may
mostly be attributed to the slowdown of the
privatization process in 2012. The resumption of the
privatization process is expected to reflect in the
increase of FDIs, whereas the expectations for
economic recovery in the eurozone during 2013 are

expected to positively reflect on the level of FDIs.

Figure 19. Foreign Direct Investments, by economic
activity
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Source: CBK (2013)

Despite the decline of FDIs, which obviously affects
the job creation, in 2012, the change in the FDI



structure was not in favor of increasing the
employment process either, considering that the
sectors which mostly generate FDI are sectors that do
not have significant effect on employment. This is
because the real estate sector has doubled its share
within the FDI, nevertheless it primarily consists of
the purchasing of the real estate by non-residents in

Kosovo.
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Selected Macroeconomic Indicators

Description 2006 2007 2008 2009 2010 2011 2012
Real sector 1/
GDP (in millions of euro) 3,105.1 3,379.4 3,710.7 4,077.0 4,136.5 4,486.0 -
Prices (annual average) 0.6% 4.4% 9.4% -2.4% 3.5% 7.3% 2.5%
Prices (year-on-year) 1.1% 10.5% 0.5% 0.1% 6.6% 3.6% 3.7%
Fiscal sector 2/
Revenues (in millions of euro) 713.0 903.0 943.0 1,147.0 1,179.0 1,303.3 -
Expenditures (in millions of euro) 636.0 662.0 951.0 1,233.0 1,272.0 1,388.0 -
Balance, as share to GDP 25 7.1 (0.2) (2.1) (2.2) (1.9 -
Financial sector (in millions of euro) 3/
Financial corporations assets 2,159.0 2,941.9 3,370.3 4,005.0 4,440.5 4,732.0 5,289.3
of w hich: Banks 1,161.2 1,435.0 1,808.2 2,204.1 2,455.0 2,648.2 2,830.4
Loans 636.6 892.1 1,183.4 1,289.0 1,458.7 1,683.1 1,763.4
Deposits 924.3 1,143.1 1,444.1 1,744.9 1,936.9 2,113.5 2,279.0
Interest rates on loans 14.7 14.6 14.7 14.3 14.6 141 13.4
Interest rates on deposits 3.0 3.3 4.2 4.3 3.7 35 3.6
Interest rate spread 11.8 11.3 10.5 10.0 10.9 10.6 9.8
External sector (in millions of euro) 3/
Balance of payment
Current account -226.1 -354.1 -628.7 -412.1 -558.6 -673.6 -423.0
of w hich: goods import -1,295.6 -1,5452 -1,885.7 -1,8289 -2,057.1 -2,383.9 -1,548.9
of w hich: remittances 467.1 515.6 535.4 585.7 584.3 584.8 436.7
Financial account -35.7 -5.8 288.5 113.1 275.9 3775 63.6
Foreign direct investments in Kosovo 294.8 440.7 366.5 291.4 365.8 393.9 178.4
Portfolio investments, net -65.4 -34.5 -109.9 -124.4 -49.2 -57.0 -207.0
Other investments, net -181.6 -108.0 75.2 -138.3 47.4 -5.7 334.6
International investment position, net n/a 1,278.9 941.2 524.4 444.6 104.5 319.9
Assets n/a 2,397.6 2,536.0 2,812.1 3,249.4 3,328.4 3,634.0
Liabilities n/a 1,118.6 1,594.9 2,287.8 2,804.8 3,223.8 3,314.1
External debt, total n/a 496.3 706.8 1,146.4 1,348.3 1,426.8 1,536.9
Private debt n/a 496.3 706.8 837.1 1,022.4 1,106.7 1,175.8
Public debt n/a n/a n/a 309.3 325.9 320.0 361.2
Source:
1/ KAS (2013)
2/ MF (2013)
3/ CBK (2013)
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