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Note 
 

 

Fiscal Year Kosovo Fiscal Year starts on January 1st and ends on 
December 31st. 

 
Domestic Currency Domestic Currency is Euro (€) 

 
All values in this document are in Euro (€) unless 
stipulated otherwise. 
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1.0 INTRODUCTION 

 

In accordance with Article 15, paragraphs 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 no. 03/L-175 on Public Debt, the Ministry of Finance 

submits the State Debt Program 2018-2020 (SDP 2018-2020) to the Government for 

approval and Parliament for information. 

 

State Debt Program 2018-2020 is drafted in line with relevant legislation on public 

financial management and state debt, and includes information on stock and state debt 

service throughout the years, the Government’s medium-term objectives, public debt risk 

management, repayment profile and medium-term borrowing strategy. SDP 2018-2020 is 

also in line with Medium Term Expenditure Framework (MTEF 2018-2020) and ensures 

public debt sustainability. 

 

The main objective of this Program is to ensure that the budget deficit and budget needs 

for debt services are financed with the lowest cost possible always within acceptable levels 

of risk. 

 

Since the beginning of issuing government securities (2012), the Ministry of Finance 

focused on financing the budget mainly from the domestic market, contributing to the 

development of the market. For the first time in 7-years history of debt portfolio, at end of 

December 2015, the amount of Securities issued in the domestic market, as a percentage 

of total debt exceeded borrowings from external creditors by 0.44%. Such trend continued 

in 2016 as well, where by the end of the year, domestic debt comprised around 56% of the 

total debt portfolio. This part of the portfolio consists of debt instruments with maturities 

from 3 months up to 5 years. Treasury/Debt Management Division, through its securities’ 

issuance strategy contributed towards gradual extension of maturitties. At the same time, 

required legal amendments/supplements were conducted in order to accommodate market 

developments, adittionaly communication with the primary dealers has continued, and 

secondary market was promoted. By the end of 2017 domestic debt is expected to be €579 

million or 9.03% of GDP.  

 

The rest of the Kosovo’s state debt is external debt, which consists of borrowings under 

the programmes1 with the International Monetary Fund (IMF) borrowings from the World 

Bank (WB), the German Bank for Development (KfW), European Bank for Reconstruction 

and Development (EBRD) and other low share creditors. Excluding IMF programmes, all 

other borrowings are related to the financing of specific projects in different sectors.  By 

the end of 2017, the stock of external public debt is expected to reach 572 million euro, or 

8.92% of Gross Domestic Product (GDP). 

                                                 
1Stand By Arrangement 2012 and 2015 
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The total amount of debt in the end of 2017 is estimated to be 1,151 million euros, or 

18.64%2  of GDP. So far, under the support of MoF, only one financial agreement for 

financing one project within four Municipalities is signed. This loan has been on-lent by 

the MoF to the respective municipalities - pursuant to the Law on Public Debt it does not 

represent municipal debt. Further on, the Kosovo state debt portfolio contains two state 

guarantees issued in 2014 and 2016 in the amount of 20 million euros. One of the 

guarantees mentioned above is issued for the Kosovo Deposit Insurance Fund (KDIF), 

whilst the other for Urban Traffic project. During 2017, a new guarantee is planned to be 

issued for the Kosovo Deposit Insurance Fund in the amount of 24 million euro. The total 

amount of guarantees at the end of 2017 is expected to reach 44 million euros. 

 

 

I.   OBJECTIVES FOR DEBT MANAGEMENT, SCOPE OF MTDS ANALYSIS AND SELECTION 

OF BASIC CURRENCY  

 

1.      The main objective of the Government of Kosovo on debt management is to 

ensure the financing of the budget deficit with the lowest cost possible always 

considering the acceptable levels of exposure to financial risks.  The Ministry of 

Finance aims to achieve this goal through efficient management of the state’s overall debt. 

State debt will be managed in accordance with the following principles: 

 Annual Borrowing Plan will aim to ensure efficient financing of the budget deficit, in 

accordance with the Annual Budget, LPFMA, and in accordance with risk limits set 

by this Program; 

 Activities in domestic and international markets will be carried out responsibly, 

professionally, transparently, and timely. Contractual obligations will be executed in 

time and in full transparency according to the terms agreed under the contract; 

 When planning the activities for domestic borrowing, attention will be focused on the 

long-term development of the market instead of possible short-term benefits; 

 The most favourable conditions will be secured for each borrowing transaction in 

accordance with the goals and objectives outlined in this strategy. 

 

  

                                                 
2 Debt as % against GDP includes guarantees of 44 million Euro (current and forecasted for 2017). 
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2.      The Debt Management Division (DMD) within the Treasury of MoF is 

responsible for managing public debt in Kosovo. The Division coordinates its actions 

with the Department of Economic and Public Policies, as well as the Budget Department 

within the MoF, and uses the CBK as its fiscal agent for holding auctions, repayments and 

other debt related payments. The preparation of the debt management strategy falls under 

DMD’s responsibilities. However, at the end of February 2017, a World Bank Mission was 

present at MoF to support DMD in drafting the SDP. Thus, SDP 2018-2020 has been 

designed with the support of the World Bank. 

3.      Law on Public Debt no. 03/L-175 (Law) is the main legal basis for debt 

management. Under this law, the MoF is obliged every year to send a State Debt Program 

(SDP) to the Government for approval and to the Parliament for information. SDP is a 

national debt policy document that includes a Debt Management Strategy that is in line and 

consistent with the current debt management objectives. The Government approved four 

SDPs so far: in November 2012 for 2013, in December 2013 for 2014-2017, in April 2015 

for 2016-2018, and in April 2016 for 2017-2019. 

 

4.      MTDS analysis included in this document covers the period 2017-2020. The 

scope of the MTDS analysis covers the same period and is based on the current debt 

portfolio figures at the end of 2016. 

5.      The scope of the MTDS analysis covers the state debt. State Debt is defined in 

the Law and is equal to the debt of the central government given that it is defined as “debt 

created on behalf of Central Government Institutions which the Republic of Kosovo is 

obliged to pay but should not include any obligation of other entities of the Government”. 

The overall debt as defined in the law includes the debt of the central and municipal 

government. The Government has issued guarantees, but they are not expected to be called 

for payment within the MTDS analysis timeframe. The current guarantees are in the 

amount of 0.3 percent of GDP and consist of two guarantees: one issued for a credit line 

from the European Bank for Reconstruction and Development (EBRD) for the Deposit 

Insurance Fund and for one loan given by EBRD to Prishtina Urban Transport (municipal 

entity). These are not included in the scope of this analysis. 

6.      Euro is the basic currency in the MTDS analysis. The MTDS Analytical Tool 

allows analysis of the costs and risks of different borrowing strategies under different 

scenarios for interest rates and future exchange rates. Risk is measured as a cost deviation 

from the baseline scenario (expected costs) when markets are shocked. It is imperative that 

we have basic currency defined to clearly measure the cost and risk. Usually, this would 

be a local currency. Since Kosovo has adopted the euro as a national currency, the analysis 

is based on the Euro currency. 
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II.   THE CURRENT DEBT MANAGEMENT STRATEGY AND CHARACTERISTICS OF THE 

EXISTING DEBT PORTFOLIO 

A.   Debt Management Strategy 

7.      Debt management strategy 2018-2020 is built on risk constraints. These 

constraints cover the targets or guidelines for the currency, interest rates and the risk of 

refinancing the overall debt stock as shown in the following table:  

Table 1. Kosovo: Risk constraints for 2018-2020 

Risk Constraints 

Foreign currency risk  No more than 30% of the total debt stock 

may be denominated in foreign currencies3 

Interest rate risk  No more than 30% of the total debt stock 

may have variable interest rates. 

Refinancing Risk  Reducing debt ratio maturing in one year 

to 50% or less of domestic debt 

 Average maturity time of domestic debt 

should be longer than one year 

 

8.      The Government has completed the timetable for issuing securities during 

2017. The objective of the plan, in line with the principle of domestic market development 

and the objective of the refinancing risk is to reduce the amount of existing Treasury Bills 

in favor of Government Bonds 2-, 3-, and 5- years with the greatest focus on the first two 

maturities. Further on, a 7 year maturity bond is planned to be issued for the first time in 

2017. 

B.   The Structure of Existing Cost and Exposure Risk Indicators 

9.      At the end of 2016, the total debt of the Government of Kosovo amounted to 

853 million euros4. External debt was in the amount of 374 million euros or 6.2% of GDP, 

and the domestic debt amounted to 479 million euros or 7.9% of GDP.  

 

 

                                                 
3 The allowed currencies are USD, GBP, Yen, and any other currency linked to any major currency OR in the last 

5 years, on average, has not moved more than 5% in relation to any major currency. 
4 Total debt is equal to the overall government debt by the end of 2016. 
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Table 2. Kosovo: Kosovo Government's total debt at the end of the period, as 

a percentage of GDP 

 EUR 

Million 

Percentage 

of GDP 

Percentage of 

Total Debt (%) 

External debt 373.8 6.2 43.8 

Domestic debt 479.0 7.9 56.2 

Total debt 852.75 14.1  

Source: Ministry of Finance, 

10.      Multilateral debt prevails outside portfolio. By the end of 2016, around 86% of 

the external debt consisted of loans contracted by the International Bank for Reconstruction 

and Development (IBRD), the International Monetary Fund (IMF), the International 

Development Agency (IDA) as shown in Figure 1. In domestic debt, bonds consisted of 

around 42% of the domestic debt portfolio. 

 Figure 1. Kosovo: Composition of central level debt at the end of the period 

Composition of external debt by lenders Composition of domestic debt by 

instruments 

  

 

  

                                                 
5 Guaranties are not included  
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11.      The cost and risk indicators for the existing debt stock by the end of 2016 are 

presented in the table below. 

Table 3. Kosovo: Risk-Cost Indicators, End of Year-2016 

 Domestic External Total 

Cost of Debt 

Interest Payment as% of GDP 

 (%) Weighted Average Interest Rate (%) 

 

Interest Rate Risk 

 

0.1 

1.4 

 

0.2 

2.9 

 

0.3 

2.1 

Debt with re-fixing interest rate within 1 year, percentage 57.2 34.8 47.4 

Average Time to Refixing, years 

Fixed rate debt (% of total) 

 

1.3 

100 

5.8 

69.5 

3.3 

86.6 

 

Refinancing risk    

Debt maturing in 1 year, percentage 57.2 15.7 39.0 

Average time to maturity, years 

 

Exchange rate risk 

External debt/(% of total debt) 

Debt in euro/(% of total debt) 

 

1.3 

 

6.3 

 

3.5 

 

 

43.8 

87.1 

Source: Ministry of Finance, and calculations of the mission team. 

12.      The cost of Kosovo’s total debt is relatively low. This reflects soft loans, fixed 

interest rates as part of the external debt portfolio. Further on, the inward market is 

characterised by low interest rates. The weighted average rate is 2.1%, reflected in 

relatively low debt interest payments. The overall interest payment as part of GDP was 0.3 

percent, out of which 0.2 percent is in external debt and 0.1 percent in domestic debt. 

13.      The portfolio is exposed to refinancing risk, especially the share of domestic 

debt. Domestic debt repayment profile presents the highest risk of refinancing in portfolio. 

Over half of the domestic portfolio matures in less than 1 year (57.2%). By the end of 2016, 

the ratio exceeded the mid-term target defined in SDP applicable during 2017-2019. The 

external debt repayment profile is milder with some peaks due to the short maturity of loans 

from IMF Stand-By Arrangements. However, the refinancing risk is still high with 15.7% 

of the portfolio maturing in less than one year. 
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Figure 2. Kosovo: The Debt Repayment Profile at the end of -2016, in million Euros

 

Note: External debt includes contracted debt in euros but contracted abroad. 

Source: Ministry of Finance of Kosovo and calculations of the mission team. 

 

14.      The weighted average time to maturity (ATM) of the overall portfolio is 3.5 

years. The portfolio of external and domestic debt matures in 6.3 years and 1.3 years 

respectively. The domestic debt portfolio has a significantly shorter maturity because it 

comprises a larger portion of short-term Treasury Bills and 2-year Government bonds. 

However, this is within the domestic debt refinancing limit, defined in SDP for a term 

longer than 1 year. 

15.      There is an average exposure to interest rate risk. The portion of variable 

interest-rate debt is relatively low, 13.4% of the debt portfolio. This indicator is within the 

30% limit defined in SDP 2017-2019. IMF loans with maturity up to 2021 are the only 

active loans with variable interest. However, because interest rate risk rises when 

refinancing short-term domestic debt, the overall percentage of debt being re-fixed is 

47.4% (domestic at 57.2% and external 34.8%). Largest share of this risk comes from the 

domestic debt portfolio. However, since the level of interest rates is expected toremain low 

in the short term reflecting developments in the euro area, this refinancing will not increase 

costs. Further on, the 3-month Bills instrument is planned to be fully repaid and replaced 

with Bonds to improve the return profile. 

16.      Foreign currency risk in Kosovo is low. This is due to the larger portion of debt 

instruments are issued in euros. External debt is accounted for 43.8% of the total debt and 

consists of Euro and Special Drawing Rights (SDR). After calculating the domestic debt, 

which is fully in euro, and after dividing SDR into the component basket of its currencies, 

the share of debt in euro as a percentage of total debt is 87.1%. 
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Figure 3. Kosovo: Composition of State Debt by Currency at the End of Year -2016 

  

Source: Ministry of Finance of Kosovo and calculations of the mission team. 

 

III.   FINANCING SOURCES 

A.   External financing sources 

17.      The Government of Kosovo contracts external debt from multilateral and 

bilateral creditors. The main source of financing in the existing external portfolio are the 

international financial institutions. Financings from these institutions is 85% of the 

disbursed debt portfolio and which has not yet been repaid. This category includes loans 

from IBRD, IDA and IMF. IDA’s loans are contracted at very favorable conditions with 

low fixed interest rates and long-term maturities. The grant element for loans from IDA is 

over 35% of the concession required under the Stand-By Agreement with the IMF. SBA 

loans from the IMF have shorter maturities and include SDR variable interest rate. Bilateral 

creditors include Kreditanstalt für Wiederaufbau Development Bank (KfW), Austria 

Unicredit Bank, Hungary’s Exim Bank, and NATIXIS of France with low fixed interest 

rates and with long maturities of between 18 and 30 years. Some bilateral loans are offered 

through a combination of grants and loans. The weighted average of the grant element in 

these packages was over 35% of the concessional level. However, only a small part of these 

contracted amounts have been disbursed so far. The only bilateral loans that have 

disbursements so far are from KfW and Austria Unicredit Bank. 

18.      IBRD loans are an exception. This debt was accepted by the Kosovo Government 

in 2009 as part of the debt inherited from the former Yugoslavia. This part of debt 

represents a large part of the external debt (45%). The terms are quite costly with fixed 

average interest rate of 4.47% and with a maturity of 23 years. The Ministry of Finance is 

interested in refinancing the IBRD loan with more favorable terms. 
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19.      Kosovo is expected to continue borrowing from official foreign sources. Now, 

Kosovo is categorised as an IDA-blend state with Country Policy and Institutional 

Assessment (CPIA) grade 3.3 (2015). As such, Kosovo expects to continue to have access 

to financing on favourable terms. Loans from IDA that are in SDR are expected to continue, 

but all new loans to be contracted in the future by IDA will be in euro rather than in the 

SDR. Loans contracted by other external creditors who have not made disbursements of 

funds include the OPEC Fund for International Development (OFID), the Islamic 

Development Bank (IDB), EBRD, the European Investment Bank (EIB) and The Saudi 

Development Fund (SDF). 

Table 4. Kosovo: External Financing Resources (Existing & Planned Portfolio) 

Creditors         DOD6         CUD7 Interest rate Maturity Currency 

Multilateral 319.63 177.61       

IBRD 169.65 0 4% Fix 23 Euro 

IDA 36.02 60.77 0.75% Fix 25 SDR 

IMF 113.96 116.84 1% Margin + SDR rate 5 SDR 

            

Bilateral  54.13  179.5        

Austria Unicredit 

Bank 

6.49  1.0  1.1% Fix 21 Euro 

KfW 47.64  16.6  3.6% Fix/Var 12 - 40 Euro 

Others** 0  161.8  0% - 2.75% Fix 18.5 - 30 Euro/Saudi 

Riyals 

Total  373.76 357.1       

Notes 

* SDR variable interest rate from IMF 

** OFID, EIB, EBRD, IDB, SDF, Hungarian Exim Bank, and NATIXIS France) 

 

 

B.   Domestic Financing Resources 

Government Securities 

20.      The investor base in the domestic market consists mainly of banks. The 

Government of Kosovo issues Bills (91-day, 182-day, and 364-day) and Bonds (2-, 3, and 

5-year). There are 8 primary Dealers (PDs) that consist mainly of banks8, and a primary 

participant - the Kosovo Savings Pension Trust (KPST). Most of the debt is held by banks. 

The insurance and pension sector have shown interest in longer-term securities over 3-5 

years, although taking into account the lack of activity in the secondary market in Kosovo, 

these instruments would be held to maturity. A broader investor base is important for fixed 

income securities to ensure high liquidity and unchanged demand across the return market 

curve. A diverse base of investors with different time horizons, risk preferences, and 

motives for trading provides attractive trading and creates high liquidity. 

                                                 
6 Debt Outstanding Disbursed 
7 Committed and Undisbursed Debt 
8 Economic Bank, National Commercial Bank, Bank for Business, NLB Prishtina, Pro Credit Bank, Raiffeisen 

Bank, TEB Bank, IS Bank. 
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21.      Auction calendar is published on quarterly basis. Further on, for planning 

purposes, DMD prepares the annual lending calendar for the respective year. Auction 

amounts are mostly small 15 to 25 million euros (does not exceed 30 million, including 

refinancing). Each PS may hold up to a maximum of 50% of the auction amount and non-

competitive offers are provided on the market weighted average and may not exceed 

250,000 euros per bid. 

Table 5. Kosovo: Domestic Financing Resources (Existing & Planned Portfolio) 

Instrument   Structure Cost *  
Residual 

Amount 

(Million Euros) 

Expected 

increase/decr

ease 2017 

Inputs from banks, 

pension funds 

Treasury Bills 
Discount, 

one-off 
0.20% 

EUR 200 

milion 
(-) EUR 15 

million 
Ready 

Available 

2 years  Bonds 
Fixed / 

one-off 
0.57% 

EUR 160 

milion 
(+) EUR 5  

Milion 

Banks and insurance Ready 

to accept it. It is also 

preferred by the CBK when 

it invests on behalf of the 

privatisation fund, CBK 

purchases it through the 

secondary market 

3 years  Bonds 
Fixed / 

one-off 
0.84% EUR 70 milion 

(+) EUR 50 

milion 

Ready 

Available 

5 years  Bonds 
Fixed / 

one-off 
1.40% EUR 50 milion 

EUR 50 

 Milion 

Pensions and Insurance 

require Long-Term 

Securities 

7 years  Bonds    
EUR 10 

Milion 

It is not yet emitted, 

Pensions and Insurances 

require long-term securities 

 

22.      Liquidity surpluses and falling of interest rates have resulted in high bid to 

cover ratios offered by domestic market investors. Excessive liquidity in the market, 

falling of interest rates, and purchase of securities by CBK in the secondary market have 

resulted in surplus (over 200% bid/cover ratio). 
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Figure 4. Kosovo: Domestic debt by category of buyers by the end of 2016 

 

 

23.      The Government of Kosovo plans to issue a retail bond to target a part of the 

diaspora savings9. Kosovo receives remittances of nearly 600 million euros per year, 

accounting for almost 12% of GDP. These revenues are mainly used for consumption. The 

sale of retail bonds aims at using savings for investments in specific projects or sectors of 

national interest. 

 

IV.   COST-RISK ANALYSIS OF ALTERNATIVE DEBT STRATEGY 

This section presents the analysis of a series of different borrowing strategies under 

alternative assumptions about interest rates and foreign exchange. The model 

implemented is a MTDS analytical tool, where cost and risk comparisons are based on cash 

flow for existing debt, macroeconomic and market forecasts, and alternative borrowing 

strategies. While the model will not typically identify a single best strategy, it provides a 

solid basis for comparing different risk and cost measures, and a sound base on which a 

strategy can be established. 

 

A.   Description of Stylized Debt Instruments 

24.      For external sources of financing, eight instruments were grouped into 

different combinations to represent future borrowing strategies (see Table). These 

instruments mainly represent external loans contracted with multilateral and bilateral 

lenders with existing or planned disbursements for the period of the strategy, as discussed 

                                                 
9 Regulation on the Retail Sale of Government Bonds of the Republic of Kosovo 
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in the section on financing sources. Five of the foreign instruments are in euros, while two 

are for IDA and the IMF in SDR. Further on, an instrument was created in US dollars to 

calculate the disbursements to be made for lenders such as the SDF and the IDB. The 

number of instruments increased to make room for the expected changes in the lender’s 

profile. 

 IBRD loans: This includes inherited loans as part of Kosovo after the country’s 

independence. These loans are around 45% of the external debt, and on relatively more 

expensive terms. This instrument was used only to calculate existing loans but was not 

used for new financing since Kosovo is now an IDA-blended country. 

 KfW loans: KfW loans form an important part of the external debt portfolio (around 13%). 

Their price is at a rate of 3% and have a maturity of 9 years and two years of grace period. 

 IDA loans: The loans from the International Development Agency (IDA) have a relatively 

small share by the end of 2016, as disbursements so far were slow. However, there are 

considerable amounts foreseen for disbursement, and they are in SDR. The loan of Islamic 

Development Bank (IDB) is also listed given that the terms are similar to the IDA loan 

conditions.  

 IMF Loans: International Monetary Fund (IMF) loans account for 30% in the external 

debt portfolio with an amount of 116 euros foreseen for disbursement in 2017. 

 Bilateral loans in euros account for a small portion at the end of 2016, but are expected 

to increase with loans available from European neighbours. 

 Loans in US dollars account for future investments by lenders including the Saudi Fund, 

the OPEC Fund for International Development (OFID). 

 Loans in Euros by IDA have been created to include the tendency to borrow in Euro, 

which is the currency of the country, to minimize the risk of currencies. 

 Loans in euro by EBRD do not exist in the current portfolio but there are signed 

agreements and we expect large disbursements over the next four years to mainly finance 

investment expenditures. These funds are at a variable rate (EURIBOR 6 months + 1%). 

 

25.      Domestic instruments include Treasury Bills and Bonds. Treasury bills 

represent 3-, 6- and 12-month bills issued as part of the current issuance program. The 3-

month bills are planned not to be issued. The 2-year bonds are an important element of the 

domestic issuance program, while the aim is to increase the share of the 3- and 5-year bonds 

and introduce a financial instrument with a maturity of 7 years. 
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Table 8. Kosovo: Instruments used in MTDS analysis 

Instrument 

no. 

Type of Instrument/name  Fix / Var Maturity 

(years) 

Non-return 

(years) 

Currency10 

EU1_2 IBRD  Fix 15 4 EU1 

EU1_3 KfW  Fix 9 2 EU1 

SDR_4 IDA  Fix 25 5 SDR 

SDR_5 IMF  Var 5 3 SDR 

EU1_6 Bilateral EUR  Fix 21 6 EU1 

USD_7 Loans USD   Fix 20 5 USD 

EU1_8 IDA_EUR  Fix 25 5 EU1 

EU1_9 EBRD_EUR  Var 15 4 EU1 

EUR_10 Treasury Bills  Fix 1 0 EUR 

EUR_11 2 yrs Bond  Fix 2 1 EUR 

EUR_12 3 yrs Bond  Fix 3 2 EUR 

EUR_13 5 yrs Bond  Fix 5 4 EUR 

EUR_14 7 yrs Bond  Fix 7 6 EUR 

 

B.   Description of Alternative Financing Strategies 

26.       Four alternative strategies have been developed. These strategies reflect the 

financing sources outlined above for exploring opportunities to meet Government 

borrowing requirements during 2017-2020. The characteristics of the strategies are 

described below and in table 11. All strategies comply with the requirement to maintain a 

bank balance to 4.5% of GDP. 

 Strategy 1 (S1) - Current strategy: This strategy is based on existing disbursement 

projections for external loans, reflecting realistic estimates of capital expenditures. 

From a domestic perspective, the strategy renews the annual lending plan prepared for 

2017. This is intended to reduce the net of 15 million euros in Treasury Bills, a slight 

increase in the 2-year Bonds and the fulfilment of the main part of the necessary 

domestic net financing of 100 million with 3- and 5-year bonds. Further on, for the first 

time, a 7-year bond in the amount of 10 million euros will be introduced. For the years 

following 2017, the share of domestic instruments needed to meet the demand for 

domestic net financing remains the same. The weights of instruments in terms of gross 

domestic lending were calculated accordingly. 

 Strategy 2 (S2) - New Program with IMF after 2018: This strategy explores the 

possibility of new IMF financing after 2018 in the amount of 100 million euros. The 

composition of domestic financing for the entire period and assumptions of external 

borrowing for 2017 and 2018 are the same as in S1. 

                                                 
10 An assumed currency (EU1), equivalent to EUR, was created to distinguish external loans and domestic debt 

denominated in EUR. 
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 Strategy 3 (S3) - Less external financing after 2018: This strategy assumes a decrease 

in external financing compared with S1 and a fall in maturities in domestic markets 

after 2018 to accommodate increased borrowing demand. 

 Strategy 4 (S4) - More external borrowing after 2018: Strategy 4 assumes that there 

will be more financing options available from multilateral lenders starting in 2018. 

Accordingly, the net lending demand is reduced, and the net repayment of Treasury 

Bills will be higher.  

 

Table 11. Kosovo: Key Characteristics of Other Different Borrowing Strategies 

Strategies Purpose Mix of 

Financing 

2017 2018 2019 2020 

S1 To test 

Current 

Strategy 

Gross External Debt (EUR milion) 

 177 84 105 131 

Domestic Net Financing (EUR milion) 

Bills -15 -16 -14 -14 

2-yrs Bonds 4 7 7 6 

3-yrs Bonds 52 50 50 54 

5-yrs Bonds 49 48 65 53 

7-yrs Bonds 11 12 12 13 

S2 To test the 

impact of 

IMF 

financing 

after 2018 

Gross External Debt (EUR milion)  

 177 84 155 181 

Domestic Net Financing (EUR milion) 

Bills -15 -16 -32 -18 

2-yrs Bonds 4 7 -4 -10 

3-yrs Bonds 52 50 39 37 

5-yrs Bonds 49 48 57 42 

7-yrs Bonds 11 12 11 11 

S3 To test the 

effects of 

reduced 

external 

financing 

Gross External Debt (EUR milion) 

 177 81 81 76 

Domestic Net Financing (EUR milion) 

Bills -15 -14 25 65 

2-yrs Bonds 4 8 25 27 

3-yrs Bonds 52 51 55 41 

5-yrs Bonds 49 48 39 32 

7-yrs Bonds 11 12 0 0 

S4 To explore 

the impact of 

more external 

financing 

after 2017. 

Gross External Debt (EUR milion) 

 177 101 201 231 

Domestic Net Financing (EUR milion) 

Bills -15 -23 -46 -23 

2-yrs Bonds 4 3 -15 -23 

3-yrs Bonds 52 47 27 18 

5-yrs Bonds 49 46 49 30 

7-yrs Bonds 11 12 9 8 
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C.   Evaluating Alternative Debt Management Strategies 

27.      Baseline and shock scenarios evaluated the results achieved by the four 

strategies. Several costs and risks have been calculated to determine how the strategies 

respond to some shocks. Following the incorporation of existing debt and the 

implementation of alternative financing strategies, using baseline projections for relevant 

macro-fiscal and market variables, the MTDS Analytical Tool provides information on the 

composition and value of future debt at the end of the selected period of time. 

 

Baseline outcome 

 

28.      The composition of the portfolio at the end of 2020 will be determined by the 

followed financial policies. The return profile in 2017 is dominated by Bills and Bonds 

which account for around 32% of the total amount and 52% of the local portfolio, based 

on the existing debt at the end of 2016. On the other hand, the external debt return profile 

is more moderate with the exception of IMF payments concentrated in 2017, 2019 and 

2020. The outcomes of the implementation of various other debt management strategies as 

to the composition of debt by the end of 2020 are presented in the Table 12. 

The table shows the impact of borrowing policies in 2020, such as shifting to domestic debt 

from Bills to Bonds, or IMF financing. 

 

Table 12. Kosovo: Debt Composition according to Alternative Strategies (end-2020) 

Instrument  Current 

(2016) 

S1 S2 S3 S4 

IBRD 20 8 8 8 8 

KfW 6 2 2 2 2 

IDA 4 6 6 6 6 

IMF 13 7 14 7 13 

Bilateral EUR 1 7 7 5 8 

Loans in USD 0 1 1 1 1 

IDA_EUR 0 5 5 3 5 

EBRD_EUR 0 6 6 5 12 

Bills 23 9 7 16 6 

2 Yrs Bonds 19 11 10 14 8 

3 Yrs Bonds 8 17 15 17 13 

5 Yrs Bonds 6 17 15 14 14 

7 Yrs Bonds 0 3 3 1 3 

External 44 43 49 38 56 

Domestic 56 57 51 62 44 

Total 100 100 100 100 100 

 

 

29.      The current strategy (S1) maintains the share of external debt around the 

current level. The same continuous bond issuance will eventually increase their share in 

the debt portfolio. In Strategy 2, new IMF financing will help lower the Treasury Bills’ 

ratio by alleviating pressure on domestic borrowing. In S3, more domestic borrowings are 
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forecasted, the Treasury bills will not decrease as much as in other strategies, while S4 - 

increased external financing also serves the purpose of extending maturities in the domestic 

market. 

30.      Cost and risk indicators will be affected by changing the composition of the 

portfolio. Table 13 shows how these indicators are foreseen for each strategy, compared 

with the current situation. Under each strategy, the ratio of debt against GDP increases to 

21.6% of GDP as a result of assumptions from the macroeconomic framework. The overall 

trend is a consequence of fiscal policy, which is not within the decision-making scope of 

the debt management and debt management strategy. There are no significant differences 

between the Debt/GDP indicator and interest costs projected for 2020 between different 

strategies. This is mainly attributed to similar costs for domestic and foreign borrowing 

under current market conditions and the dominance of the euro as the main currency in all 

alternatives. 

 

Table 13. Kosovo: Cost and Risk Indicators for the Strategy (end-2020) 

(Baseline Scenario) 

 

 
 

 

 

31.      Short-term domestic debt depends on refinancing and interest rate risk. If 

domestic interest rates increase, the financing cost would immediately be reflected in 

Treasury Bills. In such case, Strategies 1, 2 and 4 may be more flexible, with a smaller 

share of Bills and longer-term ATRs. Although the debt re-fixing share is larger for S2 and 

S4 compared with S1, part of it is a liability incurred by contracting external debt with 

variable interest rate. If interest rates increase globally, then the costs of these two strategies 

will change, but the change will be smaller due to favourable concessional loan terms. 

The repayment profile will be dominated by domestic debt. As long as there is a shift from 

Bills to Bonds in S1, S2 and S4, the return on 2- and 3- year bonds issued over the years 

together with the five-year bonds will dominate the maturity profile in the first year after 2020. 

The evolution of the exposure against refinancing risk can be analysed through the maturity 
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profile. As shown in Figure 6, S3, with the highest share of Bills in the portfolio, will have the 

highest returns level in 2021, and with the extension of the higher exposure against the 

refinancing risk. It should be taken into account that these return profiles do not include new 

debt payments that will be issued beyond the period of analysis. Therefore, the true level of 

returns will be higher. 

Figure 6. Kosovo: Return Profiles for Alternative Strategies (end-2020) 

 (Baseline Scenario) 

  

  
 

The Impact of Market Shocks 

32.      The results achieved by the four alternative debt management strategies were 

assessed under shock scenarios. Among the cost and risk indicators considered as part of 

the analysis, three main indicators, Debt/GDP, Interest Payments/Revenues, and Debt 

Servicing/GDP were calculated to determine the cost of different strategies according to 

the baseline macroeconomic scenarios and shock scenarios. The risk of each financing 

strategy is the difference between the cost outcome according to the risk scenario (i.e., the 

one with the highest shock against the baseline) and as per baseline scenario. The worst 

result produced between the four scenarios described above is used to determine the level 

of risk for each strategy.  

33.      The Debt/GDP Indicator demonstrates the height of changes in the remaining 

debt according to market shocks. The changes mainly reflect the cumulative impact of 

changes in exchange rate used in the estimating portfolio level and the interest rate, which 

generates higher payments, which then creates the highest need for financing. The effect 

of the increase in the exchange rate on external debt payments will be minimal compared 

with the main effect. Therefore, the real effect of a possible devaluation of the domestic 

currency will be better captured by exploring the level of outstanding debt than interest 

payments. On the other hand, given that Debt/GDP is a stock indicator, it provides limited 

information for budget purposes or when it comes to Treasury money flows. 
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34.      As far as direct interest costs are concerned, the Interest Payment/Revenues 

indicator provides the best estimate for each strategy. This measure typically captures 

the outcomes of the interest rate increase as reflected in the current cash flows. The level 

of interest divided by revenues reflects the burden of servicing interest in the budget. 

However, this measure does not highlight all the costs associated with changes in foreign 

exchange. 

35.      The Debt Servicing/GDP ratio provides an estimate of the total volume of debt 

servicing obligations. This indicator takes into account total debt servicing, including 

payments of interest and principal, and helps in analysing total debt servicing compared 

with the overall size of the economy. The higher the ratio, the greater will be the gross 

financing need considering a certain level of primary balance. 

36.      The MTDS Analytical Tool calculates a range of other cost-risk indicators. 

External debt against GDP measures external vulnerability and exposure to currency 

shocks. Interest payments may also be expressed as share of GDP, to help assess possible 

impacts on the state budget. As different indicators come with different specifications, the 

three measures outlined above were used together to facilitate a more comprehensive 

assessment of costs and risks. The results are presented in Figure 7. 

37.      The differences between strategies regarding the Debt/GDP indicators are 

apparent. Continuing with dependence on external financing in euro will continue to 

mitigate the risk of exchange rates. In the future, the IDA loan will be contracted in the 

euro currency. In the future, the only source of interest rate exposure will be in non-euro 

currencies such as SDR loans and US dollar-denominated currencies from some bilateral 

partners. 

38.      Strategy 1 which represents the current purpose of extending maturities in the 

domestic market is slightly more expensive than all other strategies involving more 

external debt or shorter maturities. This strategy contributes to the development of the 

internal market. S3, which depends on short-term borrowing, can reduce costs although at 

a higher level of interest risk. However, as seen from the Interest/Revenues Indicator, the 

differences are still not material.  

39.      Dependence on domestic financing will increase the volume of debt servicing. 

The greater the dependence on Treasury Bills, will result in a proportional increase in the 

debt servicing/GDP ratio. More external borrowing will help reduce returns in 2021. 

However, the short-term nature of IMF debt should also be carefully handled and 

considered for years following 2021. 

40.      Strategy 1 serves the purpose of domestic market development with a small 

increase in costs. Due to the low level of interest in the domestic market, sufficient 

liquidity conditions and the demand expressed by investors for long-term debt issuance, 

the strategy also seems to be feasible in the short term perspective. Close communication 

with the market should be maintained in order to learn their expectations for the future. 

Seeking opportunities for new external funds may help alleviate pressures on the domestic 
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market in the event of any liquidity shortages in the long term or due to changes in 

investor’s preferences.  

Figure 7. Kosovo: Cost-Risk of Alternative Borrowing Strategies (end-2020) 
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V.   SUMMARY 

The State Debt Program 2018-2020 covers the overall debt, which the Government of Kosovo 

is obliged to maintain and repay. This document has been drafted in accordance with best 

international practices for debt management. Objectives for debt management were identified 

and quantified risk limits for the mid-term 2018-2020 were also defined. With regards to the 

analytical part of the document, the World Bank and the International Monetary Fund (MTDS-

Analytical Tool) model has been utilized. 

 

From the medium-term point of view with respect to the overall debt management, the 

Government aims to be lightely oriented towards international borrowing to finance specific 

projects with economiccaly viability and public character. In this regard, cooperation and 

communication with international financial institutions will increase when it comes to 

introducing the priority projects for the country’s economy and consequently, finance these 

projects through loans with preferential terms from respective institutions. At the same time, 

proper attention will be given to the Securities Market. Further development of the Internal 

Securities Market will continue to be one of the main goals of the Ministry of Finance. This 

goal will be achieved by issuing instruments with new maturities, expanding the investor’s 

base, and further developing the secondary market.  

 

Finally, the state debt stock for the period 2018-2020 will increase in the manner which will 

not risk the financial stability of the country and always within the absorbing market capacities 

and legal constraints. The Ministry of Finance will continue contracting loans from foreign 

sources on preferential terms. At the same time, new instruments will be issued which will 

directly support the development of the domestic securities market. 

 


