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Notes 

 

 
Fiscal Year  Kosova’s fiscal year runs from January 1st to December 31st  

 Local Currency  The domestic currency is Euro (€) 
 

 Unless otherwise stated all values are in Euros 

(€). 
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Acronyms 

 

ATM Averate Time to Maturity 

CBK Central Bank of the Republic of Kosovo  

CLC Consolidated Loan C 

FY Fiscal Year 

GDP Gross Domestic Product 

GoK Government of Kosova 

IBRD International Bank for Reconstruction and Development  

IDA International Development Association 

IMF International Monetary Fund 

KfW Kreditanstalt für Wiederaufbau - German Bank for Reconstruction 

LPFMA Law on Public Financial Management and Accountability  

MoF Ministry of Finance 

MTDS Medium Term Debt Strategy 

RWA Risk Weighted Assets  
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Executive Summary 

 
In conformity with Article 15, Paragraph 1 and 2, sub-paragraphs 2.1, 

2.2, 2.3, 2.4, 2.5, 2.6, 2.7, 2.8, 2.9 and 2.10  of the Law in Public Debt Nr. 

03/L-175, Ministry of Finance presents to the Government the State 

Debt Program 2014-2017 (SDP 2014-2017). The SDP 2014-2017 is 

consistent with the macroeconomic and fiscal framework and ensures 

sustainable debt position. SDP ensures that government borrowing 

needs will be covered at lowest possible cost within reasonable level 

of risk.  

 

Total public debt at the end of FY2013 is estimated at 489.4 million 

euro or 9.3% expressed as percent to GDP. Since there is no municipal 

debt and there are no guarantees incurred, this is all considered State 

Debt. 

 

Broken down, total public debt consists of 335.4 million euro in 

external debt, and 154 million euro in domestic debt. In an effort to 

keep the debt level on a sustainable path and to further develop the 

domestic market, the government intends to meet its financing needs 

through contracting concessional debt and issuing government 

securities. 

 

The Medium Term Debt Strategy (MTDS) for the period FY2014 to 

FY2017 derives from the examination of cost and risk trade-offs of 

three possible strategies, as presented in Section 6 of this document. 

The selection of the strategy was based on the following factors: lowest 

cost, non violation of risk limits, and the continuity of domestic market 

development. 
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1.0 INTRODUCTION 
 

The State Debt Program 2014-2017 was developed in accordance 

with relevant financial management legislation, and includes 

information on the debt portfolio, debt service, risk and debt 

management objectives, the annual borrowing plan for 2014, and the 

Medium Term Debt Strategy for 2014-2017. The annual borrowing 

plan is in line with the draft budget law for 2014 whereas the 

development of the Medium Term Debt Management Strategy (MTDS) 

for the period 2014-2017 is consistent with the overall fiscal 

framework - this aims to achieve macroeconomic and debt 

sustainability. The main objective of SDP 2014-2017 is to ensure that 

the Government’s financing needs and debt service are met at the 

lowest possible cost and within a tolerable degree of risk.  

 

 

Following the inherited debt from ex-Yugoslavia in 2009 which 

accounts for the majority of Kosovo’s debt service, and successive IMF 

programmes1, all external debt issued has been in concessional terms 

and only for project financing.  Budget financing has been secured 

mainly from the Domestic market through issuance of Treasury Bills. 

The government is committed to the development of the domestic 

securities market and will utilize this as a main source of budget 

financing. 

 

Since the external debt portfolio establishment in 2009, the increases 

in the level of external debt is mainly attributed to project financing in 

the fields of water supply, energy, district heating and the financial 

sector. The implementation of Government Securities market in 2012 

resulted to be very successful in terms of investor interest and 

borrowing cost. As a result, an additional 80 million euro in treasury 

bills were issued in 2013, which represents an increase of 8.1% 

compared to the previous year’s net issuance. 

 

                                                           
1
Stand By Arrangement 2010-2013 
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The development of the MTDS was based on the model designed by 

the IMF and World Bank, however, the analytical model used was 

tailored to the specific needs of the country. The choice of the final 

strategy is guided by the analysis of the model’s results.  

 

The remainder of this document is as follows: Part 2 outlines the debt 

management objectives while Part 3 addresses the legal frame and 

institutional arrangement. Part 4 provides a review of the debt 

portfolio in terms of its composition, and Debt Service. Part 5 

examines the Risk Management and Risk Limits. Part 6 and 7 cover 

the MTDS and the Annual Borrowing Plan. Part 8 refers to Market 

Communication.   

 

2.0 DEBT MANAGEMENT OBJECTIVES 

 

The policy goal of the Government Debt Management Strategy is to 

establish the pathway for the Government of Kosovo (GoK) to secure 

financing through a low-cost strategy subject to acceptable level of 

financial risks.  

The Ministry of Finance (MoF), on behalf of the GoK, will strive to 

achieve such goals through responsible and efficient management of 

the Total Debt outstanding.   

The government borrowing is managed in accordance with the 

following principles: 

• The annual borrowing strategy shall aim efficient financing of 

the budget deficit in compliance with the Annual Budget Law,  

ensure compliance with the LPFMA, maintain the required 

reserves of the financial resources and comply with the risk 

parameters set in this document; 

• Activities in the domestic and international markets shall be 

performed responsibly, professionally, transparently, and 

timely. Contractual obligations must be fulfilled at all times as 

agreed. 
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• When planning domestic borrowing activities, the attention 

shall be focused on the long term development of the domestic 

market rather than potential short term benefits;   

• The most favorable conditions for each borrowing transaction 

must be ensured while complying with the goals and objectives 

set in this strategy; 

 

3.0 LEGAL FRAMEWORK 

 

The Law on Public Debt (‘Law’) provides the Republic of Kosovo with 

the authority to “borrow funds, make loan guarantees, and to pay the 

principal and interest on its debt”. This law vests the Minister of 

Finance as the sole entity with the authority to incur State Debt for the 

purposes as follows:  

1. To finance the State budget deficit, when the expenditures 

authorized by law exceed, or are likely to exceed, according to the 

judgment (estimation) of the Minister, the revenues required to 

pay them. 

2. To finance investment projects that are estimated to be a national 

objective and are included in the KCB and the MTEF. 

3. To refinance State Debt previously contracted. 

4. To pay for State Guarantees, entirely or partly, in the event that 

borrowers have failed to meet their loan obligations. 

5. To pay the servicing costs of State Debt, including but not limited 

to, associated costs, such as fees for security issue, account 

maintenance, redemption and fiscal agency fees. 

6. To pay costs associated with a national emergency declared by 

the Assembly.  

 

In addition, the Law on Public Debt states that the outstanding 

principal amount of Total Debt shall in no event exceed 40% of the 

Gross Domestic Product (GDP). According to the Law, State 
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Guarantees should be treated as State Debt when calculating Debt 

Limitations. 

In addition, the Ministry of Finance has entered into a Fiscal Rule with 

the IMF which has been reflected in the Law in Public Financial 

Management and Accountability. The fiscal rule aims to maintain debt 

at sustainable levels through consistency between budget balances, 

debt levels, and medium-term economic growth. Along those lines, the 

Fiscal Rule sets an annual Deficit Ceiling by stating that no Law on 

Budget Appropriations shall include an Overall Deficit exceeding 2% 

of forecasted GDP.  

 

4.0 REVIEW OF THE DEBT PORTFOLIO 

 

At the end of FY2013 the total public debt is estimated to be at 489.4 

million euro of which direct central government debt amounted to 

480.99 million euro or 98.27%, whereas 8.45 million euro or 1.73% is 

on-lent debt.  

Over the period covering FY2009-FY2013 public debt/GDP had a 

compounded annual growth of 10% annually with the debt/GDP 

increasing from 6.37% to 9.33%. 

On-lent debt, for which the government is a Borrower in a Financing 

Agreement signed with a Creditor, started to disburse in 2012 with 

low amounts and continued so in 2013. As a result it averaged 1.76% 

of total debt over the two year period. The current on-lent debt is 

mainly committed for projects in the fields of water, energy, and 

district heating. However, there is one project being financed with the 

Central Bank of the Republic of Kosovo (CBK). The undisbursed on-

lending debt total amounts to 41.6 million euro. 
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Figure 1 StateDebt 2009-2013

 

Historically, Kosovo’s debt was relatively low. During 2010 and 2011, 

the vast majority of our debt consisted of World Bank – IBRD CLC loan 

which was inherited after our country’s independence.  

The remaining part of debt was borrowed from the International 

Monetary Fund (IMF) and World Bank – IDA. In 2012, the debt stock 

increased by 62% compared to 2011 due to the disbursements of the 

IMF loan and first issuances of government securities.  

In 2013, the debt stock increased by 19 % from 2012 due to new2 

domestic issuance in the amount of 80 million euro and project loan 

disbursements of external debt in the amount of 16.5 million euro. 

 

 

 

 

 

                                                           
2The 74 million T-bills issued in 2012 continued to roll over in 2013. 
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Table 1: Outstanding Stock of State Debt 2010

Year 

External Debt 

World Bank – IBRD 

IMF 

World Bank – IDA 

Domestic Debt 

Total Outstanding Debt

GDP 

Debt/GDP 

By the end of 2013, 

while domestic debt 33.2

4.1 Composition of State Debt
The SDP is intended to guide the management of State Debt

the analysis contained in this document focuses on state debt only. 

Moreover, as of now there is no Municipal Debt incurred. 

Figure 2a and 2b show the breakdown of domestic debt by instrument 

and a breakdown of external debt by creditor. 

Figure 2a: 

Kosovo’s Domestic Debt 

Treasury Bills (T-Bills) with a maturity of 3, 6 and 12 months. 

T-Bill 12 

months

36%

State Debt Program 2014-
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: Outstanding Stock of State Debt 2010-2013 

2010 2011 2012 
2013 
October 30)

260.09 254 336.46 323.88

 238.33 226.34 215.00 203.66

21.76 22.25 113.05 109.34

 0 5.06 8.41 10.88

0 0 74.00 153.00

Total Outstanding Debt 260.09 254 410 476.88

4,190 4,602 4,916 5,244

6.20% 5.51% 8.35% 9.09%

 external debt is estimated to account for 66.8

33.2% of the total debt stock. 

Composition of State Debt 
is intended to guide the management of State Debt, therefore

the analysis contained in this document focuses on state debt only. 

Moreover, as of now there is no Municipal Debt incurred.  

Figure 2a and 2b show the breakdown of domestic debt by instrument 

breakdown of external debt by creditor.  

Figure 2a: Domestic Debt by Instrument 

 

Kosovo’s Domestic Debt as of end of FY2013 is entirely comprised of 

Bills) with a maturity of 3, 6 and 12 months.  

T-Bill 3 

months

10%

T-Bill 6 

months

54%

 

 

-2017 

2013 (As of 
October 30) 

323.88 

203.66 

109.34 

10.88 

153.00 

476.88 

5,244 

9.09% 

6.8% 

therefore, 

the analysis contained in this document focuses on state debt only. 

Figure 2a and 2b show the breakdown of domestic debt by instrument 

 

comprised of 



 

 

 

Figure 2b: 

Furthermore, as stated earlier, the 

to IBRD –World Bank. In addition, another significant part of external 

debt is owed to the IMF.  A

owed to IDA and KfW.

4.2 Historic and current debt service
Debt Service as reflected in 

within sustainable levels. 

between 2010 to September 2013

During the last quarter of 20

tranche which was borrowed from IMF in 2010. The table below 

presents detailed data regarding debt service. 

Table 2. Historic and current debt service 2010

Year 

 
External Debt 

Domestic Debt 

Total Debt Service  

General Government 

Rev. 

Debt Service/Rev. 

Explanation of notations in Table 2: P 

refers to the Revenues 
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Figure 2b: External Debt by Creditor 

 

as stated earlier, the majority of external debt is owed 

World Bank. In addition, another significant part of external 

debt is owed to the IMF.  About 7% of outstanding external debt is 

owed to IDA and KfW. 

current debt service 
Debt Service as reflected in Table 2 below, through years has stayed

within sustainable levels. A majority of the interest and principal costs 

2010 to September 2013 has derived from the CLC loan

During the last quarter of 2013, the MoF has started to repay the 

tranche which was borrowed from IMF in 2010. The table below 

presents detailed data regarding debt service.  

Table 2. Historic and current debt service 2010-2013 

2010 2011 2012 
2013 (

October 30

P I P I P I P 

10.68 8.59 11.99 8.68 11.34 8.6 11.34 

0 0 0 0 0 0.66 0 

19.27 20.67 20.60 22.25

1,169.31 1,312.40 1,322.00 1,213.88

1.65% 1.57% 1.55% 1.83%

Explanation of notations in Table 2: P – refers to the Principal; I – refers to the Interest; Rev –

IDA

5%

IBRD

61%

IMF

32%

KfW

2%

 

 

-2017 

xternal debt is owed 

World Bank. In addition, another significant part of external 

7% of outstanding external debt is 

stayed 

costs 

loan. 

to repay the 

tranche which was borrowed from IMF in 2010. The table below 

2013 (As of 

October 30) 

I 

 9.84 

1.07 

22.25 

1,213.88 

1.83% 
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5.0 PORTFOLIO RISK MANAGEMENT 
 

In accordance with the specified goal and basic principles of the 

government debt portfolio management, the following tasks are set 

out in regards to risk management of the debt portfolio: 

• Identify the specific financial risk parameters for the 

following variables of the general government debt – 

rollover risk, net foreign currency exposure, interest rate 

structure; 

• Monitor and manage the debt maturity profile in order to 

mitigate refinancing risk; 

• Monitor and manage the net foreign currency exposure in 

order to minimize the debt exposure to currency risk; 

• Monitor and manage the interest rate structure in order to 

lower the interest rate risk of the government debt 

portfolio; 

• Conduct analysis of the value of the total debt on a regular 

basis;  

• Maintain and develop cooperation with internal and 

external financial market partners in order to facilitate the 

government borrowing activities. 

 

In accordance with the current state of the debt portfolio, its goals and 

the basic principles, as well as the situation in the financial markets – 

the following risk limits are set out in order to manage and monitor 

the risk of the debt portfolio:  

 

 

 

 

 



 

 

State Debt Program 2014-2017 

 

 

14 

 

Table 3: Risk Limits for the period 2014-2017 

 
  Limit 

1. Currency Risk 

No more than 30% of total debt can 

be issued in major foreign 

currencies* 

2. New annual issuances of 

domestic debt 

Equal to or more than new external 

debt issued 

3.  Maturity Profile of the 

Domestic Debt  

  

3.1  Up to One year 
The goal is to lower the ratio to 70% 

or less of the domestic debt    

3.2  Greater than one year 30% or higher of the domestic debt 

4. Maximum share of debt with 

variable interest rate 

30% 

* For the purpose of this document Major Currencies are considered to be - USD, GBP, 

YEN, and any other currencies which are pegged to any of the major currency OR during 

the last 5 years, on average, its volatility in relation to any of the major currency did not 

exceed 5%.  

5.1 Currency Risk 

Kosovo’s debt portfolio is exposed to the currency risk as a result of 

the IMF debt. All of the funds which were borrowed from the IMF 

through Stand-by-Arrangements are denominated in Special Drawing 

Rights3 (SDR). As of October 31st, 2013 the net exposure to currency 

risk from IMF programs was 68.45 million Euros. 

In addition, we have IDA loans which are denominated in SDR. The 

total outstanding exposure to currency risk from IDA as of October 

31st was 6.8 million euro. 

In total, 16.4% of the entire portfolio is denominated in foreign 

currencies. The currency composition of debt portfolio is presented in 

the figure below: 

                                                           
3The SDR is a pool of currencies which consists of the following currencies: EUR, 

USD, GBP, and JPY. The value of SDR is determined based on an average which is 

drawn from the values of the above mentioned currencies. Considering the nature of 

SDR and the way its value is determined, this type of currency risk is relatively 

stable. 



 

 

 

Figure 3:

5.2 Interest Rate Risk
 

The entire portion of 

risk consists of debt owed to the IMF. Starting from November 2013 

the GoK has started to re

interest rate risk will 

interest composition of our debt portfolio is as follows: 

Figure 4:

State Debt Program 2014-
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Figure 3: Debt composition by currency 

 

Interest Rate Risk 

The entire portion of debt portfolio which is exposed to interest 

risk consists of debt owed to the IMF. Starting from November 2013 

to re-pay this debt and as a result, the exposure to 

risk will start to decline. As of the end of October

interest composition of our debt portfolio is as follows:  

Figure 4: Debt composition by interest rate 
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portfolio which is exposed to interest rate 

risk consists of debt owed to the IMF. Starting from November 2013 

as a result, the exposure to 

October the 



 

 

 

5.3 Rollover Risk 
The past years of government securities auctions have shown an 

oversubscription by Primary Dealers. 

Cover Ratio has been higher than 

One of the factors which 

in the financial sector

the lower the rollover risk.

 

Figure 5

 

Figure 6 presents the liquidity level in 

between 2004 -2013

constantly exceeded the level of the required reserves
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The past years of government securities auctions have shown an 

oversubscription by Primary Dealers. As shown in Figure 5 the Bid to 

Cover Ratio has been higher than 1 in almost all of the auctions held

tors which influence rollover risk is the level of liquidity 

in the financial sector - the higher the level of liquidity in the market

rollover risk. 

Figure 5: the Bid to Cover Ratio 

the liquidity level in Kosova’s banking sector 

2013. The Figure shows that commercial banks have 

constantly exceeded the level of the required reserves at CBK. 
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Figure 6: Liq

 

An important indicator for measuring the banking liquidity is the 

loan/deposit ratio. As of 

was 76.7%.  

Moreover, it must be noted that some Primary Dealers have indicated 

that their investment decisions are 

Capital Requirements of

of this indicator from central headquarters of those 

systemic may affect their investment policy regarding Kosovo.

 

5.4 Redemption Profile
The redemption profile is a very useful way to show the concentration 
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Liquidity in the Banking Sector 2004-2013 

An important indicator for measuring the banking liquidity is the 

loan/deposit ratio. As of end of October 2013 the loan/deposit ratio 

Moreover, it must be noted that some Primary Dealers have indicated 

that their investment decisions are strongly influenced by Basel III 

Capital Requirements of Risk Weighted Assets (RWA). The treatment 

of this indicator from central headquarters of those banks deemed 

systemic may affect their investment policy regarding Kosovo. 

Redemption Profile 
The redemption profile is a very useful way to show the concentration 

of debt obligations which are due in the future. Figure 5 below shows 

government’s debt service level was low. However, 

due to the obligations which will come due from the IMF loan starting 

from November of 2013, the debt service is projected to start 

increasing at a higher rate compared to previous years. 

2005 2006 2007 2008 2009 2010 2011 2012 2013

Total Required Reserve Balance at the CBK

50% cash in vaults Expon. (Total Required Reserve)

 

 

-2017 
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013 the loan/deposit ratio 

Moreover, it must be noted that some Primary Dealers have indicated 

strongly influenced by Basel III 

The treatment 

banks deemed 

The redemption profile is a very useful way to show the concentration 

shows 

However, 

starting 

from November of 2013, the debt service is projected to start 

2013



 

 

 

Figure 7: Redemption Profile

Moreover, the average interest rate on central government debt is 

2.64%. The weighted average interest rate on external debt is 3.

The average domestic interest rate is 1.

Maturity (ATM) in the debt portfolio is currently

 

6.0 MEDIUM-TERM DEBT MANAGEMENT STRATEGY 

2014-2017

 

Potential Financing Sources

For the purpose of this document, all debt issued by the Government 

will be categorized 

countries where all debt in the domestic currency is counted towards 

domestic debt, we consider domestic debt only debt that is incurred in 

the Republic of Kosovo and is subject to the laws of the Republic of 

Kosovo. 

Under domestic debt, our potential financing sources for the period 

2014-2017 will be Treasury Bills

and 12-months; as well as 

Government Bonds in maturities of
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Redemption Profile for External Debt (million EUR)

Moreover, the average interest rate on central government debt is 

. The weighted average interest rate on external debt is 3.20

The average domestic interest rate is 1.41%. The Average Time to 

Maturity (ATM) in the debt portfolio is currently 9.40 years. 

TERM DEBT MANAGEMENT STRATEGY 

2017 

Potential Financing Sources 

For the purpose of this document, all debt issued by the Government 

 either as domestic or external. Unlike other 

countries where all debt in the domestic currency is counted towards 

domestic debt, we consider domestic debt only debt that is incurred in 

the Republic of Kosovo and is subject to the laws of the Republic of 

Under domestic debt, our potential financing sources for the period 

2017 will be Treasury Bills in maturities of 3-months, 6-months, 

months; as well as the issuance of new instruments

Government Bonds in maturities of 2-years and 5-years. The potential 

2012 2013 2014 2015 2016 2017

Interest

Principal
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(million EUR) 

 

Moreover, the average interest rate on central government debt is 

20%. 

The Average Time to 

TERM DEBT MANAGEMENT STRATEGY 

For the purpose of this document, all debt issued by the Government 
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Under domestic debt, our potential financing sources for the period 
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buyers of these issuances are all Primary Dealers, which combined 

have an excess liquidity of over 200 million euro4, and the Kosovo 

Pensions Savings Trust which has a buying capacity of about 60 

million euro annually. 

Under external debt, our potential financing sources are considered 

those institutions or countries which the Government of the Republic 

of Kosovo has entered into agreement with. Namely: IDA, IMF, 

Multilateral – Islamic funds, Multilateral European Funds, and 

bilateral agreements with the Republics of Austria and Germany.  

 

Borrowing Terms Assumptions 

The assumptions used in the strategies are based on existing debt 

terms and are presented in the following table:  

Table 4: Borrowing terms assumptions 

Creditor Category Currency Interest 

Type 

Interest 

Rate (%) 

Grace 

Period 

Maturity 

IMF SDR Var 1 (margin) 3 5 

IDA SDR Fix 0.75 10 30-40 

Multilateral - Islamic USD Fix 2-4 3-5 18-20 

Multilateral - 

EBRD/EIB/CEB 

EUR Var 1 (margin) 4 15 

Bilateral - Austria EUR Fix 1.1 6 21 

Bilateral - Germany EUR Fix 3.6 3 12-40 

 

 

Baseline Projections 

The baseline projections for the interest rate of each creditor category 

are based on existing terms and conditions. Due to the current market 

situation, interest rates are very low, and our expectation is that there 

                                                           
4
 CBK Report as of Decemeber 4, 2013. 
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will be a gradual increase in the following years. For our own purpose, 

the foreseen gradual increase is reflected only in the creditor 

categories that have variable interest rate terms, whereas those that 

have a fixed interest rate are kept the same throughout the period, as 

can be seen in the following table: 

Table 5: Variable Interest Rate Projections5 

 Creditor Category 2014 2015 2016 2017 

IMF 1.12% 1.18% 1.27% 1.41% 

IDA 0.75% 0.75% 0.75% 0.75% 

Multilateral - Islamic 2.50% 2.50% 2.50% 2.50% 

Multilateral - 

EBRD/EIB/CEB 

1.66% 1.99% 2.49% 3.23% 

Bilateral - Austria 1.10% 1.10% 1.10% 1.10% 

Bilateral - Germany 3.60% 3.60% 3.60% 3.60% 

 

On the other hand, we have assumed a constant exchange rate between 

EUR and the other currencies our debt portfolio is exposed to. Due to 

their peg or similar structure, the Saudi Riyal has been grouped with USD, 

and the Islamic Dinar has been grouped with SDR. 

Table 6: Projected exchange rate of EUR against foreign currencies 

Forex 2013 2014 2015 2016 

SDR 1.13 1.13 1.13 1.13 

USD 0.73 0.73 0.73 0.73 

 

 

The Strategies 

The goal of the strategies is to finance government needs while 

ensuring lowest cost of borrowing, subject to acceptable levels of risk. 

Ideal conditions are considered long-term maturity, concessional 

fixed interest rate, and domestic currency. 

                                                           
5
 Forecasts for Government Securities have been omitted from the table in order to not 

affect the market. 
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It is worth noting in Figure 5, that in the years 2016 and 2017, there is 

a sudden jump in the redemption profile.  This increase in debt 

service is explained by the amount due for IMF loan amortization. 

This will be monitored by the Debt Management Unit, and special 

attention will be given to opportunities to smooth out this increase. 

The following table shows a break-down of amounts borrowed for 

each instrument, in each of the strategies. 

Table 7: Projected Borrowing Break-Down 

Projected Borrowing for FY 2014-2017 

New Debt S1 S2 S3 

External 28% 41% 54% 

IBRD 0% 0% 0% 

IMF 0% 10% 0% 

IDA 5% 5% 9% 

Multilateral - Islamic 6% 6% 11% 

Multilateral - EBRD/EIB/CEB 5% 10% 14% 

Bilateral - Austria 3% 3% 8% 

Bilateral - Germany 8% 8% 11% 

Domestic 72% 59% 46% 

T-Bills 26% 22% 11% 

2-Year Bonds 25% 19% 19% 

5-Year Bonds 22% 18% 16% 

Total 100% 100% 100% 

 

Strategy 1: This strategy represents a continuation of the current 

debt management strategy, and as such will be called the status quo 

strategy. The aim of this strategy will be to meet government financial 

needs by borrowing heavily in the domestic market. A side objective 

of this strategy is the further development of the domestic market. 

Domestic debt will account for 78% of total new debt issued, whereas 

external debt will account for 28%. Nearly half of domestic debt will 

be in the form of T-Bills, and the rest in Government Bonds. 

Strategy 2: This strategy aims to contract more concessional debt, 

while at the same time maintaining a significant portion of borrowing 
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in the domestic market for the purpose of developing the market. 

Under this strategy, domestic borrowing will account for 59% and 

external borrowing for 41% of the total borrowing for the period. 

Most of the additional concessional debt will be from the IMF, to re-

finance a portion of their maturing debt for the years 2016 and 2017, 

and the rest will be from multilateral European institutions for 

infrastructure investment. 

Strategy 3: The objective of this strategy will be to contract more 

bilateral and multi-lateral debt, excluding the IMF, in order to finance 

existing or upcoming projects. Under this strategy, domestic debt will 

account for 52% whereas external debt will account for 48% of the 

total amount borrowed for the period. The additional external debt 

will come mainly from multilateral Islamic institutions, bilateral 

agreements with countries such as Germany and Austria, as well as 

European institutions. 

 

Strategy Analysis 

Table 6 presents the calculations and results of key indicators for each 

strategy, using our baseline pricing assumptions. The results are as of 

the end of FY 2017. 

As it can be seen from the table, debt/GDP increases from 9% to 

16.32% in all three strategies. Considering that we assumed a 

constant exchange rate of currencies in our baseline projections, this 

was to be expected. 

The implied interest rate, however, is different in all strategies, and 

higher than the current one - the spread from the highest (Strategy 1) 

to the lowest (Strategy 3) being six basis points. 
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Table 8: Key indicators for all strategies using baseline projections 

Risk Indicators 2013 As at end of FY 2017 

Current S1 S2 S3 

Nominal debt as % of GDP 9.00 16.32 16.32 16.32 

Implied interest rate (%) 2.61 2.90 2.89 2.84 

Refinancing 

Risk 

ATM External Portfolio (years) 13.53 16.39 14.41 16.75 

ATM Domestic Portfolio (years) 0.34 1.72 1.63 1.73 

ATM Total Portfolio (years) 9.40 6.79 7.26 9.65 

Interest 

Rate Risk 

T-Bills (% of total domestic debt) 100 50.29 53.77 47.37 

Debt refixing in 1 year (% of total) 54.80 36.79 43.48 32.00 

Fixed debt rate (% of total) 76.96 96.11 86.54 90.37 

FX Risk FX debt as % of total 15.82 6.92 11.10 12.53 

Debt service (FX as % of total) 8.74 20.50 31.96 33.53 

 

Refinancing risk – For both, external and domestic debt, the winner 

here seems to be Strategy 3, although Strategy 1 is a close second 

when we compare external and domestic portfolios separately. The 

ATM of the entire portfolio in Strategy 3 is 9.65 years, slightly higher 

than the current one, and a clear winner when compared with the 

other two strategies. 

Interest Rate Risk – It is a bit harder to determine a winning strategy 

here, but Strategies 1 and 3 are ahead. Although Strategy 1 seems to 

have the highest rate of fixed debt, this might not be the case. The 

portfolio in this strategy might be riskier than it looks due to the high 

amount of short-term domestic debt considered as fixed rate, 

although extending the average maturity of domestic debt is a priority 

for 2014. 

FX Risk – Out of all strategies, Strategy 1 has the lowest risk when it 

comes to foreign currencies. This is due to the higher amount of 

domestic debt issued in this strategy. 



 

 

State Debt Program 2014-2017 

 

 

24 

 

To summarize, Strategy 1 has the lowest FX Risk, but the trade-off is a 

shorter maturity and higher re-financing risk. Strategy 2, although 

with a low cost, results in an increase on FX risk due to higher 

exposure in SDR, and a shorter maturity due to the 5 year maturity of 

IMF debt. Strategy 3 results in lower risk in regards to maturity and 

re-financing, but at the same time has a higher FX risk due to the loans 

contracted in foreign currency. 

It is worth noting that none of the risk limits set in the MTDS are 

violated by any strategy. 

Scenarios 

In order to see how the strategies perform under different shocks, we 

subjected them to three different scenarios of shocks. The scenarios 

selected are presented in the following: 

• Scenario 1: Depreciation of domestic currency: In the FY 

2015, the Euro depreciates by 15% relative to XDR and USD. 

This is a one-time shock applied in a single year. 

 

• Scenario 2: Interest rate shock: The cost of variable interest 

rates increases by 150 basis points in each of the four years. 

 

• Scenario 3: Combined shock: The domestic currency (EUR) 

experiences a one-time depreciation of 10% against foreign 

currencies (XDR, USD) in FY 2015, and interest rates on all 

variable debt increase by 100 basis points throughout the 4 

year period. 

 

Under the baseline pricing assumptions, the servicing of our debt 

portfolio in all strategies is presented in the following table: 

Table 9: Debt Servicing/Revenue – Baseline Projections 

Baseline 2014 2015 2016 2017 

Strategy 1 2.60% 3.24% 5.74% 5.80% 

Strategy 2 2.62% 3.27% 5.74% 5.73% 

Strategy 3 2.62% 3.28% 5.76% 5.76% 
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As it can be seen, there are only minor differences between the 

strategies when it comes to debt servicing. The tables presented in the 

following reflect the effect each respective shock would have to the 

strategies in regards to debt service/revenue. 

Table 10: Debt Servicing/Revenue – Scenario 1 

Scenario 1 2014 2015 2016 2017 

Strategy 1 2.72% 3.41% 6.20% 6.23% 

Strategy 2 2.73% 3.42% 6.18% 6.14% 

Strategy 3 2.74% 3.45% 6.23% 6.20% 

 

Table 11: Debt Servicing/Revenue – Scenario 2 

Scenario 2 2014 2015 2016 2017 

Strategy 1 2.70% 3.77% 6.86% 7.48% 

Strategy 2 2.72% 3.74% 6.82% 7.46% 

Strategy 3 2.72% 3.81% 6.77% 7.11% 

 

Table 12: Debt Servicing/Revenue – Scenario 3 

Scenario 3 2014 2015 2016 2017 

Strategy 1 2.75% 3.69% 6.75% 7.15% 

Strategy 2 2.78% 3.73% 6.79% 7.15% 

Strategy 3 2.78% 3.74% 6.71% 6.88% 

 

Except in Scenario 1, Strategy 3 results the better one when it comes 

to the amount of debt service. The difference from the other strategies 

is at least 27 basis points in the Debt Service/GDP ratio. Although it 

has almost double the amount of foreign currency denominated debt 

than Strategy 1, Strategy 3 still results cheaper even in a currency 

shock, as seen in Table 10. This comes due to the lower amount of 

domestic debt, which is projected to have higher interest rates than 

the concessional debt assumed in Strategy 3. 

In conclusion, even after running our debt portfolio through the 

scenarios with stress tests, Strategy 3 results to be the cheapest in 
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regards to debt servicing costs, in addition to having manageable risk 

due to the longer maturity compared to other strategies. 

7.0  2014 BORROWING PLAN 

 

The financing needs for the following 2014 year are foreseen on Table 

1 on the Financing part (External Financing and Domestic Financing) 

of the Annual Budget Law. The total external financing foreseen for 

2014 is 38.2 million whereas the Domestic Financing is foreseen to be 

120 million. However, the amounts may be subject to change by Mid 

Year budget review.   

Government will continue to roll over securities that will mature 

during FY2014 in an effort to further develop the domestic market 

and to increase its investor base. Moreover, new issuances in 2014 

will be issued to meet the budget financing needs.  As a result, during 

2014, a gross6 issuance of government Securities is foreseen to be 274 

million. Moreover, the new issuance for budget financing needs as 

foreseen in the 2014 Budget Law will be 120 million. The issuance 

calendar will be coordinated with the financing needs of the 

government as they occur during the year; therefore, the issuance 

plans are subject to change. Furthermore, in order to gradually 

develop the yield curve in the domestic market, the new issuances of 

government securities in 2014 will be mainly of a longer term 

maturity.In addition, in order to reduce the refinancing risk, 

government aims to maintain a redemption profile of domestic 

market as smooth as possible over time. 

Moreover, a part of 2014 budget deficit will be covered through 

external borrowing for project financing. External borrowing is 

foreseen from creditors that provide mainly concessional financing 

terms and from financial institutions supporting the government of 

Kosovo.   

                                                           
6
Roll Over plus New Issuances as foreseen with 2014 Budget Law. 
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8.0 MARKET COMMUNICATION 

 

The Ministry of Finance will increase communication with 

market participants through publications and meetings. Annual 

borrowing information is presented to the market by the Ministry of 

Finance after the fiscal budget has been approved by the Parliament. 

The Budget Law provides for information (amount to be disbursed, 

creditor, project to be financed) to be disclosed on the annual external 

financing (Table 8, Annual Budget Law), and the total amount of new 

issuances in the Domestic Debt (Table 1,Annual Budget Law).   

In addition, information on government debt can be attained 

on the Ministry of Finance website, http://mf.rks-gov.net/. The 

website includes all publications regarding the Government Debt, 

such as:  

• Government Debt Legislation  

• Government Debt Reports (published in a quarterly 

basis) 

• Government Securities Issuance Plan (published in a 

quarterly basis) 

• Government Securities Auction Announcements 

(published one week before the Auction Day) 

• Government Securities Auction Results (published one 

day after the Auction) 

• State Debt Program (published annually)  

 

Furthermore, regular meetings will be held with primary 

dealers individually and collectively on a frequent basis to discuss 

domestic market developments.  

 


