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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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RWA Risk Weighted Assets 

SBA IMF program: Stand-By-Arrangement 
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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 2017-2019 (SDP 2017-2019) to the Government for 

approval and Parliament for information. 

 

State Debt Program 2017-2019 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, return profile and medium-term borrowing strategy. SDP 2017-2019 is in 

line with macroeconomic and fiscal framework (MTEF 2016-2018) and ensures public debt 

sustainability. 

 

The main objective of the SDP 2017-2019 is to ensure that the budget deficit and budget 

needs for debt service are financed with the lowest cost possible and always within 

acceptable levels of risk. 

 

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%. This part of the Kosovo’s debt portfolio 

consists of debt instruments with maturities from 3 months up to 5 years. The Ministry of 

Finance (MoF) since the beginning of securities issuance (2012) is focused on financing the 

budget mainly from the domestic market, thus contributing to the market development. 

Treasury/Debt Management Unit through its securities’ issuance strategy contributed 

towards gradual extension of maturity to build a Yield Curve, amendment/supplement of 

the legal framework to accommodate market developments, continually communicate with 

the primary dealers, promoting secondary market, etc. By the end of 2016 domestic 

borrowing is expected to be €481 million or 8.06% of GDP. 

 

The rest of 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 

                                                           
1Stand By Arrangement 2013 and 2015 
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end of 2016, the stock of international public debt is expected to reach 496 million euro, or 

8.32% of Gross Domestic Product (GDP). 

 

The total amount of debt in the end of 2016 is estimated to reach 977 million euros, or 

16.73%2 of GDP. To date, with the support of the MoF, an agreement for municipalities was 

signed. Further on, Kosova’s state debt portfolio contains a guarantee issued in 2014 

amounting to 10 million euros for the Deposit Insurance Fund of Kosova (DIFK.  This 

agreement was signed with the European Bank for Reconstruction and Development 

(EBRD) for a credit line which is extended to DIFK. During 2016, a guarantee is planned to 

be issued for the Urban Traffic Project also in the amount of 10 million euro. The loan 

agreement for this project has already been negotiated. 

 

From the medium and long-term point of view, the Government aims to be oriented more 

towards international borrowing to finance public projects that are economically feasible 

and of public character. In this context, the cooperation and communication with 

international financial institutions will be increased, especially with those having 

development nature, to introduce priority projects for the country’s economy and 

consequently in financing these projects through preferential loans from these institutions. 

Furthermore, the Ministry of Finance intends to further develop the securities market, 

contributing to the expansion of investor’s base and further development of the secondary 

market. Public debt stock 2017-2019 will be increased in a way ensuring fiscal stability of 

the country, taking into account the market absorption capacity and legal restrictions. It is 

worth mentioning that in order to create as much space as possible for advanced and 

efficient management of market risk for the debt portfolio, the Ministry of Finance in the 

medium-term will analyse the possibilities for keeping reserves in foreign currencies as 

well. 

 

This document is organized in several parts starting after this with the part handling legal 

framework and institutional regulation of State debt management.  It is followed with 

summary of current debt portfolio, when it comes to its composition as well as the 

historical data for the last four years of debt services and forecasts for 2016 debt service. 

Parts 4 and 5 cover the Government midterm objectives for managing state debt and 

defined risk management ceilings. The last two parts elaborate the financing needs 

identified within MTEF, and then reflecting in orientation of borrowing according to the 

type of financing. 

 

                                                           
2Debt as % of GDP includes guarantees of 20 million Euro (current and forecasted for 2016). 
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2.0 LEGAL FRAMEWORK 
 

It is a legal obligation of the Ministry of Finance to prepare the State Debt Programme to 

ensure that through borrowing, the Government finances the budget deficit, debt service 

and at the same time maintains debt sustainability in line with the Midterm Expenditure 

Framework. 

 

The main legal framework for managing state debt is the Law on Public Debt (“Law”) 

no.03/L-175 approved by the Assembly of Republic of Kosovo on 29th of December 2009. 

This Law gives the Government is allowed “to borrow money; to make loan guarantees, to 

pay expenses for debt issuance and pay the principal and interest on its State Debt”. Under 

this Law, the Ministry of Finance is authorised to manage and administrate the State Debt 

including the state guarantees of loans for the Republic of Kosovo. Under this Law, the 

Ministry of Finance is delegated as a sole authority to enter into State Debt for designated 

purposes (article 3 of this Law). Furthermore, in accordance with this Law, the total 

amount of debt shall not exceed 40% of GDP. Pursuant to this Law, the State Guarantees 

shall be treated as State debt when this limitation is calculated. 

 

In order to enhance the transparency of management and defining management 

responsibilities, the Ministry of Finance drafted relevant Regulations and Procedures, as 

follows: 

- Regulation GoK no 22/2013 on Procedures for Issuing and Managing State Debt, 

State Guarantees and Municipality Debt. 

- Regulation MoF-CBK no. 01/2014 for the Primary and Secondary Securities Market 

of the Government of Republic of Kosovo. 

- Procedures for registering revenues and public debt payments in the KIFMS. 

- Procedures for registering revenues and international debt payments for the 

designated projects. 

 

2.1 Institutional Framework 

In the Ministry of Finance, the Debt Management Unit (‘DMU’) has been established under 

Treasury. This unit functions in coordination with the Department for Economic and Public 

Policies, and Budget Department within the Ministry of Finance and Central Bank of Kosovo 

as the Government’s Fiscal agent. DMU is mainly responsible for the functions of managing 

state risk borrowing, negotiating financial terms, managing borrowing strategy, reporting, 

registering and state debt service. 
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3.0 STOCK AND STATE DEBT SERVICE  

3.1 Current State Debt Portfolio 

At the end of fiscal year 2015, the state debt was 752 million Euros, of which direct 

government debt was 721 million Euros or 96% of the total portfolio, whilst the remaining 

31 million Euros or 4% is on-lent debt. By the end of 2016, the state debt stock is estimated 

to be 977 or 16.73% of GDP. 

 

Figure 1: State debt stock 2013-2016 (2016 Proj.) 

 

 

The details of state debt stock are presented in Annex 1. 

3.2 Composition of State Debt 

SDP focuses only on the state debt of the Republic of Kosovo. Analyses presented in this 

document cover the State Debt as defined in the Law on Public Debt. For the purposes of 

this document, private debt of banking sector is not included. 

3.2.1 Domestic Debt 

Figure 2 presents the break-down of domestic debt by investor category in the end of 2015 

and Figure 2a presents the break-down of the domestic debt by instruments (including 

those that are scheduled for issuance during 2016, according to the issuance calendar). 
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Figure 2: Domestic Debt Stock by investors 

 

 

Figure 2a: Domestic Debt Stock by instruments (2016 Proj.) 

 

Since the establishment of Securities Market in 2012, the Ministry of Finance has been 

working towards the development of the market in order to establish a sustainable market 

with expanded investor’s base and transparency in terms of market operation. A fully 

electronic market of auction management is implemented under a Primary Dealer system - 

where only commercial banks (including primary participants3) have the right to bid in the 

primary market.  

As a result of the developments in the Eurozone markets as well as professional and 

transparent management of securities issuance, interest rates on debt instruments of 

                                                           
3 Kosovo Pension Trust  
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Government of Kosovo have decreased. Further on, it is worth mentioning that buying 

interest of investors has significantly increased. Two graphs below show the trend of 

interest rates on government bonds and bills and the bid/cover ratio. 

Figure 2b: Comparison of interest rates in 2015 vs. 2016 

   
                            

 

Figure 2c: Bid/cover ratio in 2015 - March 2016 

 

 

Initially, the midterm objective was to develop the domestic market and cover the deficit 

through domestic borrowing. The market showed interest and trust towards Government’s 

Securities. Almost all of the auctions were oversubscribed by investors. With this, domestic 
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borrowings increased from year to year, and by the end of 2016 the domestic debt stock is 

projected to reach 481million Euros or 8.06% of GDP. The main investors in the market 

consist of (Figure 2) commercial banks licensed in Kosovo, followed by Pension funds, 

public institutions, insurance companies and in the end individuals and businesses are 

classified as others who have mainly purchased in the secondary market. The Ministry of 

Finance has continuously addressed legal and technical issues, and it has contributed to the 

increase of public awareness in order to grow investments from private non-institutional 

sector and together with it trading of securities on the secondary market. 

Figure 2a and Annex 2 indicate that the securities issuance strategy was focused on gradual 

expansion of maturity when it comes to instruments issued. During 2016, it is foreseen to 

continue with issuing long-term instruments, respectively 2, 3 and 5 year maturity 

instruments. 

3.2.2 International Debt 

As mentioned earlier, most of the international debt owed to the World Bank-IBRD is debt 

inherited from former Yugoslavia. Besides the WB, another significant amount of 

international debt is owed to the IMF. Debt to other financial institutions are mainly at low 

rates (Figure 2d) and are drawings from the financing agreements for financing certain 

projects (projects as outlined in Annex 1). By the end of 2016, international debt is 

projected to reach a value of 496 million euros or 8.32% of GDP. 

 

 

Figure 2d: International Debt divided by creditors (2016 proj.) 
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3.3 State Debt Service 2013-2016 Proj. 

Debt service over the years as it is presented in Table 1 below has been within the level of 

sustainability. The table below shows that the indicator “debt service/overall revenues” is 

relatively low at the moment. 

Table 1: State debt service 2013-2016 (amounts in millions of EUR) 

  2013 2014 2015 2016 Proj. 

  Principal Interest Principal Interest 
Principal 

Interest 
Principal 

Interest 

  + fees   +fees +fees +fees 

International Debt 13.99 10.29 22.05 10.32 28.9 10.5 63.35 11.92 

Domestic Debt 0 1.19 0 2.5 0 5.5 0 10.74 

Total Debt Service 25.47 34.87 44.9 86.01 

Government 
Revenues 

1,316 1,345 1,535 1,602 

Debt 
Service/Revenues 

1.94% 2.59% 2.92% 5.37% 

 

4.0 DEBT MANAGEMENT OBJECTIVES 

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 on behalf of the 

Government will 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 

in this Program; 

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

professionally, transparently, and on a timely manner. 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 rather than 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. 
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5.0 MANAGING STATE DEBT PORTFOLIO 

In accordance with the determined objectives and the basic principles of managing the 

public debt portfolio, the following basic tasks for risk management are assigned: 

 Identifying specific financial risk parameters as follows: re-financing risk, net 
exposure to foreign currency debt, interest rate structure; 

 Monitoring and managing debt maturity profile in order to reduce the re-financing 

risk; 

 Monitoring and managing debt exposure to foreign currency, in order to limit 

portoflio’s exposure to such risk; 

 Monitoring and managing the interest rate structure, to reduce interest rate risk; 

 Analysing overall debt on a regular basis; 
 Maintaining and developing cooperation with internal and external partners of 

financial markets in order to facilitate government borrowing activities; 

 Establishment of new relations with new investors and potential creditors. 

In accordance with the current state debt portfolio, the objectives and basic principles and 

the situation within the financial markets, risk limits are set in the following table in order 

that tasks assigned for risk management and monitoring of the state debt portfolio are 

within sustainable costs and tolerable risks. 

Table 2: Risk limits set for the period 2017-2019 

 Limit 

1. Currency Risk 
No more than 30% of overall debt may be in foreign 

currencies* 

2. Interest Rate Risk 
No more than 30% of overall debt may have variable 

interest rate 

Domestic Debt Maturity Profile  
 

2.1  up to one year No more than 50% of the overall domestic debt 
portfolio 

2.2  The average time to maturity 
Longer than 1 year 

* The main currencies for the purposes of this document are considered to be - USD, GBP, Yen, and any other 
currency which is linked to any of the major currencies OR in the last 5 years, on average, its fluctuations in relation 
to any of major currencies have not exceeded 5%. 

 

5.1 Currency Risk 

Currency risk is a form of market risk and it is the most dynamic variable in the market. 

This type of risk occurs when borrowings are given in a foreign currency. Considering that 
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all revenues of the Government of Kosovo are in Euro currency, any borrowing in other 

currency creates exposure to currency risk. 

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

the IMF. All funds borrowed from the IMF are in Special Drawing Rights (SDR4). By 31st of 

December 2016, the exposure to currency risk from IMF programs is expected to be around 

134.19 million euro. 

 

Besides the IMF debt, Kosovo’s debt portfolio also contains a part of IDA loans that are also 

denominated in SDRs. The total exposure deriving from IDA loans as at the end of 

December 2016 is expected to be approximately 31.22 million euros. 

 

In total, until the end of the current year, only 17.32% of the total debt portfolio is exposed 

to foreign currencies, which does not exceed 30% of the overall debt. The composition of 

the debt portfolio in terms of foreign currency is shown in the following figure: 

 

 
Figure 3: Composition of debt by currency – 2016 Projection 

 
 
Nevertheless, in certain cases avoiding borrowings in foreign currency is not possible 

because the IMF and IDA do not grant loans in a currency other than SDR. Considering the 

favourable borrowing conditions and the fact that Kosovo is a member of both of these 

financial institutions, it is acceptable and economically advantageous to borrow funds in 

SDRs. In the medium term period (2017-2019), the Ministry of Finance will make legal and 

operational analysis of creating state reserves in other currencies which are relevant to the 

debt portfolio to minimize the level of exposure. 

                                                           
4SDR is a ‘basket’ of currencies such as: EUR, USD, GBP, and JPY. The value of the SDR is determined based on an 
average drawn from the values of the currencies mentioned above. Given the nature of the SDR and the manner of 
determining the value of its currency, it is considered rather stable 
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5.2 Interest Rate Risk 

Unlike foreign currency risk, interest risk is less dynamic. Interest rate fluctuations are 

lower and more predictable. This type of risk is market risk and occurs when a loan’s 

interest rate is not fixed; i.e., the rate is subject to changes of the interest rate in market. 

The portion of debt portfolio which is exposed to interest rate risk consists of debt we owe 

to the IMF. As of November 2013, the Government of Kosovo has started to re-pay a portion 

of its debt to IMF; however due to the fact that we entered into a new program with IMF 

this indicator will gradually increase.  By the end of 2016, the total exposure to interest risk 

is foreseen 22.83% of total debt which is less than 30% of the overall debt. The 

composition of the debt portfolio in terms of interest rate is projected to be as follows: 

Figure 4: The composition of the debt by type of Interest 

 

As in the case of currency risk, in certain cases, total avoidance of interest risk is not 

possible. Therefore, controlled and manageable exposure to interest rate risk is acceptable 

in case of our portfolio. Obviously, this type of market risk is low and well below the 

threshold/limit shown in Table 2 for this risk indicator. However, an excess over the level 

of 25% requires closer monitoring of this indicator. 

5.3 Re-financing Risk 

Re-financing risk occurs when new funds are borrowed with aim to settle previously debt 

owed to creditors. In case of our portfolio, this type of risk is more significant in the 

domestic market, given that liquidity in the market that can be used for the purchase of 
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Securities is dynamic. Consequently, there is the risk that on the re-financing date of an 

instrument maturing, the market liquidity may be low or investors may not show sufficient 

interest to re-finance or increase the amount bid at a certain auction. This can be reflected 

in the cost of re-financing and not cover the amount of borrowings in a particular auction. 

In the past there have been cases when re-financing of an instrument is not fully concluded. 

In such cases it was required to compensate the remaining part from the State budget. 

In order for this type of risk to be managed successfully, it is necessary to create and 

analyse debt repayment profile. Debt repayment profile is one of the most efficient 

indicators which represent the concentration of debt obligations in the future. Historically, 

the level of debt repayment for Kosovo has been low. As figure 5 shows, 2017 is not 

foreseen as heavily burdened with debt repayments. This occurs due to the fact that the 

debt repayments funds as a result of the agreement with the IMF in 2012 will be re-

financed mainly during 2016. 

Figure 5: Maturity profile of overall debt (EUR) 

 

As mentioned above, one of the factors affecting the re-financing risk is the level of liquidity 

in the financial sector - the higher the level of liquidity, the lower the re-financing risk. 

Figure 6 shows the level of liquidity in the banking sector during 2001-2015. As shown in 

the Figure below, during this period, commercial banks have continuously exceeded the 

required reserve levels at the CBK. 
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Figure 6: The liquidity of the banking sector2001-2015 

 
Source: Central Bank of the Republic of Kosovo 

Despite sufficient liquidity, it is important to note that some of the Securities’ Primary 

Dealers have mentioned during their regular meetings with the Treasury and CBK that 

their investment decisions are influenced by the Basel III - Capital Requirements for Risk 

Weighted Asset (RWA). Handling of this indicator from the headquarters of these banks 

that are considered systemically may affect their investment policies in Kosovo. This means 

that, in some cases, even if banks have excessive liquidity they cannot invest all their free 

funds in securities due to the limitations from their headquarters outside Kosovo. 

6.0 FINANCING NEED AND POSSIBLE SOURCES OF FINANCING 

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

either as domestic or international debt. Unlike other countries where the entire debt in 

local currency is calculated as domestic debt, we consider domestic debt only the debt 

issued in the Republic of Kosovo that is subject to the laws of the Republic of Kosovo, 

regardless of currency. 

6.1 Financing Need 

During the period of 2017-2019, the majority of gross financing will be to service/re-

finance the debt that matures, and finance capital projects that the Government will 

implement. The need to finance the bank balance will be smaller compared with the first 

two. 
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In regards to servicing/re-financing of maturing debt, most of it consists of re-financing 

short-term securities maturing within one year, while the rest is for servicing/re-financing 

of loans from the IMF, and the IBRD. 

If we consider net financing, which only includes new borrowing not considering re-

financing, the majority of this net financing will be dedicated to financing of capital 

projects. 

 

6.2 Sources of Financing 

The Ministry of Finance will concentrate its financing needs primarily for capital projects 

that are met through international debt, namely loans on concessional terms from the IFI’s. 

Below, we present the potential sources of funding on which the Government of the 

Republic of Kosovo has access to. Initially, domestic debt sources were presented, and then 

those for international debt. 

6.2.1 Domestic Debt 

Borrowing from domestic debt is done by issuing securities, where the main instruments 

are Treasury Bills with maturities up to 12 months and Government Bonds with maturities 

longer than 1 year. Issuance is done in the EUR currency, which eliminates currency risk, 

and funds raised are recorded as budget inflows. Issuance of securities is characterised by 

low transaction costs on one side, while it assists in developing the local capital market by 

increasing the efficient management of liquidity on the other side, both for the Government 

and for the financial system. 

With the aim of extending the average time to maturity of domestic debt portfolio and 

reducing the refinancing risk, the Treasury/MoF’s aim is that all new issuances to be bonds 

with a maturity of 2 or more years. 

Treasury Bills: Maturity 3 Months - 12 Months 

Treasury bills are short-term instruments with maturities from 91 to 364 days. Currently, 

the Treasury issues bills with maturities of 3 months, 6 months, and 12 months. This type 

of instrument is sold at a discount to par value and at the end of maturity, the nominal 

value is returned to the investor. The discount in this case represents interest paid for the 

Government and interest earned for the investor. 

The issuance of treasury bills is characterised by lower cost of interest due to their short-

term nature, but as a result they carry a re-financing risk, and indirectly interest rate risk as 

well given that whenever there is a re-financing in place, the interest rate changes as well. 
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Government Bonds: 2 Years - 20 Years 

Government bonds are instruments with long-term maturities ranging from 2 years to 20 

years.  The Ministry of Finance now issues bonds with a maturity of 2, 3 and 5 years. For 

the period of 2017-2019 in order to further expand the yield curve, the Ministry of Finance 

intends to issue a 7 and 10-year bonds, for the first time. This type of instrument pays a 

coupon semi-annually and coupon is determined based on the first figure after decimal 

point of the weighted average yield of the auction5. 

Government bonds are characterized by their higher cost of interest as a result of their 

long-term maturity but on the other hand the risk of refinancing is lower compared to 

short-term-bills. While bills serve primarily to manage the liquidity of the financial sector 

bonds are instruments that attract investors who seek higher returns on investments and 

do not have liquidity concerns. 

6.2.2 International debt 

International debt is borrowed from foreign creditors who are mostly International 

Financial Institutions (IFIs), which the Republic of Kosovo is a member of, or from other 

countries or institutions with whom the Ministry of Finance has signed a framework 

agreement therein. This debt is mainly under concessional terms and characterized by 

lower interest costs and long-term maturity, but it may be in different currencies. Most 

creditors nonetheless finance only specific projects. The procedures for this type of 

borrowing are characterised with negotiations that might take between 3 to 12 months, 

and may have additional costs aside from the interest cost such as - service fees, 

commitment fees, and similar. The advantage of this type of borrowing is that as these 

funds are withdrawn they serve as an infusion of money from abroad. 

In order to avoid the unsustainable levels of risk, borrowing from these loans will have the 

following priority and it will be monitored in line with the risk limits specified in Table 2: 

- EUR currency, fixed interest rate; 
- EUR currency, variable interest rate; 
- Non-EUR currency, fixed interest rate; 
- Non-EUR currency, variable interest rate. 
 

In the following are listed all financial institutions (potential creditors) where the Republic 

of Kosovo has access, divided by the type of financing: 

                                                           
5 Example: If in an auction, the weighted average yield is 2.87%, the coupon will be 2.80% and will be paid twice a 
year at 1.40%. The 0.07% difference will be applied as a discount to the instrument. 
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Budget Financing 

 International Monetary Fund (IMF), 

Projects Financing: 

 World Bank - International Development Agency (IDA) 

 European Bank for Reconstruction and Development (EBRD) 

 European Investment Bank (EIB) 

 European Council Bank for Development (ECBD) 

 German Agency for Reconstruction (KfW) 

 Federal Republic of Austria 

 Islamic Development Bank (IsDB)  

 Saudi Fund for Development (SFD) 

 OPEC Fund for Development (OFID) 

 And other creditors with whom we have cooperation in the future. 

  Table 3 IFIs’ funding terms 

Creditor category Currency 
Type of 
Interest 

Interest Rate 

(%) 

Grace 

Period 

(years) 

Maturity 

(years) 

IMF SDR Variable 1 + variable 3 5 

IDA SDR Fixed 0.75 10 25 

Multilateral - Islamic USD/SDR Fixed 2-4 3-5 18-20 

Multilateral - 

EBRD/EIB/ECBD 

EUR Variable 1 + variable 4 15 

Bilateral - Austria EUR Fixed 1.1 6 21 

Bilateral - KfW EUR Fixed 

/Variable 

3.6 3 12-40 

 

In addition, there’s the possibility of issuing government bonds in the international 

markets (Euro Bonds), and Syndicated Loans where 2 or more commercial banks 

participate in dividing the risk of lending. However, these types of financing have not been 

foreseen during the period covered by this Program. The Ministry of Finance will invest to 

gradually build capacities so that in the long-term these sources become accessible as well. 

7.0 BORROWINGS DURING THE PERIOD 2017-2019 

As explained above, the Government of the Republic of Kosovo has numerous options for 

borrowing but the main constraint is that most of the creditors only finance specific 

projects and do not provide budget financing. borrowing during the period 2017-2019 will 

be made for the following purposes listed in order of priority: (i) servicing/re-financing of 
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existing debt which matures in this period (ii) financing of Government’s development 

projects of the and (iii) financing of the Government’s bank balance. The following is the 

breakdown of the borrowing strategy for each destination. 

7.1 Servicing/re-financing of existing debt 

Domestic Debt 

Considering that the issuance of the securities has started recently and has mainly been 

focused on short-term instruments, it is expected that most of these issuances will mature 

during the period of 2017-2019. And since according to the MTEF, it is not foreseen that 

Kosovo will have any budget surpluses that would allow any amortisation of domestic debt, 

thus, the Securities’ issuance strategy will be to service the domestic debt that matures 

through re-financing instruments with similar or longer maturities - which would allow 

further extension of the portfolio’s average time to maturity and as a consequence reduce 

the risk of re-financing. 

For the short end of maturity, i.e. for T-bills of 3-12 months maturity, we consider that we 

should continue re-financing the same amount of 3 and 6 months T-Bills. Given that the 

total amount is only 40 million EUR nominally, it is necessary that this amount is kept in 

circulation as it will help the Treasury and the banks to better manage their liquidity needs. 

Whereas for the 12-months T-bills, totalling to 150 million EUR nominally, a portion should 

be re-financed with the same maturity and the rest of up to 30 million EUR to be re-

financed with 2 or 3 year bonds. 

For 2-5 year bonds taking into account the relatively low current value, we consider that 

re-financing these instruments with similar maturities is the best option. 

New issuances which are to be used for maturing debt service shall be synchronized with 

the maturity profile of that debt. This will have a direct impact on a more efficient portfolio 

management and lower costs. 

Diaspora T-bills - Furthermore, it is worth mentioning that during 2016 we expect to 

issue a new instrument called Diaspora T-bills, which will be offered to private investors 

through the network of primary dealers in Kosovo. The main goal of this instrument is to 

attract funds from our diaspora. This debt instrument will be in the form of government 

bonds, but the procedure of issuance will resemble more to an investment in time deposits. 

The name for marketing reasons, will be “T-bills” and not Bond. The instrument is named 

as such to be easily understood and accessed by the public who is not sophisticated 

investors. Through Diaspora T-bills, the Ministry of Finance aims to channel a part of the 
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diaspora savings in savings and investment within Kosovo, in order to avoid the cycle 

where most of remittances are spent on consumption. 

International Debt 

As it can be seen by the maturity profile in Figure 5 of International Debt, the majority of 

debt servicing consists of two loans: one granted by the IBRD namely the Consolidated 

Loan C (“CLC”) denominated in Euro currency and the other by the IMF namely the Stand-

By-Arrangement (SBA6), which is denominated in SDR. Over the past years, we have had no 

budget surpluses, which indirectly imply that the payments for these loans have been 

mainly paid from revenues collected from securities issued. And because according to the 

MTEF it is not foreseen to have any surplus in the medium-term period, the Ministry of 

Finance foresees to continue refinancing this maturing debt. 

CLC amortization payments are at the same amount: 11.34 million Euros for each year until 

2031. As a possible source for re-financing of this loan, we could consider a credit line I, or 

the issuance of securities. Given the fact that the payment is made in the Euro currency, it 

would be preferable that re-financing is also done in the same currency, in order to avoid 

any currency risk exposure. As a result, re-financing funds from the issuance of securities 

remains the best option, while the cost may be slightly higher than the credit line; it is 

considerably lower than that of the debt being amortized. Further on, given the relatively 

small amount needed for re-financing, raising funds in the domestic market will not create 

big burden. The aim of the Ministry of Finance will be to re-finance it by issuing 

instruments with maturities longer than 2 years. 

Due to the new program with the IMF, which was signed in June last year and the 

remaining parts to return from the previous program of 2012, the SBA loan is foreseen to 

be fully paid by 2021. However, disbursements which will occur during 2016 and 2017 

under the new agreement with the IMF will be used to completely cover the re-financing of 

the 2012 SBA. 

The rest of the International Debt service is in negligible amounts (See Figure 5) during the 

years covered by this strategy, and as such it is intended that re-financing is done from 

funds raised through the issuance of the securities, with maturities longer than 2 years. 

7.2 Financing of Government’s Capital Projects 

The Government of the Republic of Kosovo, for the period 2017-2019 under the 

government program has foreseen to start implementing a number of capital projects in 

different fields foreseen to be financed through international borrowings. The total amount 

                                                           
6 Program with IMF: Stand-By-Arrangement (’SBA’) 
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of borrowing to finance this category will depend on the number and size of the projects to 

be approved by the government for funding. 

Since the return on investment for most of these projects requires a relatively long time, 

Treasury/MoF will be focused on financing for these projects through International Debt, 

i.e. through loans from International Financial Institutions, which offer longer periods of 

amortisation and more affordable financial costs. Eventual financing of these projects with 

securities of maturities we plan to emit would not cover the period of return on 

investment, and the attempt to issue securities with a maturity equivalent to the one we 

can take from IFIs, let’s say 20 years, it will not be possible in the medium-term, 

considering the young age of the domestic market and the limited number of potential 

investors. 

As a result of negotiated program with the IMF, the Ministry of Finance made amendments 

to the Law on Public Financial Management and Accountability, adding an Investment 

Clause. This clause allows overcoming the limitation of the annual deficit of 2% of GDP, 

when it comes to financing development projects under the condition that financing for the 

project is made through concessional loans from international financial institutions. This 

change is more than welcomed considering the need for higher investment in 

infrastructure development in one side, and the strict limitation of the fiscal rule on the 

other side. 

If we take into account that the majority of potential loans from IFI’s have long-term 

maturities and therefore minimal risk of re-financing, the risks to be considered are 

currency risk and interest rate risk with priority in that order. 

In order to avoid the foreign exchange risk, during the selection of the lenders, 

Treasury/MoF will favour from those that do financing in the Euro currency. This therefore 

limits us on the European IFIs, which among others are the EBRD, EIB, and ECBD as well as 

the bilateral agreements such as those between the Republic of Kosovo and KfW of the 

German state and the Federal Republic of Austria. However, not limited to just these 

sources, Treasury/MoF will also consider those lenders offering finance in other currencies 

than the EUR if the cost of financing is favourable and the repayment terms are convenient, 

provided that the foreign exchange risk is covered by keeping the same amount of funds as 

a reserve in the bank balance. 

The nature of the projects to be funded mainly refers to infrastructure projects, social 

development and promotion of welfare. Amongst others, the following type of projects can 

be financed: 
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- Rail and road infrastructure 

- Agricultural infrastructure - irrigation  
- Hospital Infrastructure  
- Infrastructure for water and wastewater treatment  
- Infrastructure and capacity building in education  
- Energy and Energy Efficiency  
- Enhancement of  welfare - social housing 

The Ministry of Finance has already initiated contacts with numerous IFI’s, and in the 

following months will intensify this correspondence, in order to define the potential 

sources of financing for these developmental projects. It is worth mentioning that all 

potential creditors have expressed an interest in supporting these projects. It will be the 

duty of the line Ministries to continue working in their project designs, bring them to more 

advanced stages when negotiations with the potential creditors could start. 

7.3 Financing of Bank Balance 

Being a country that has adopted the Euro currency unilaterally, we lack the instrument of 

monetary policy, thus, the Government is determined to keep the bank balance of the 

Republic of Kosovo at an acceptable level, which would serve as a absorber for any 

unexpected negative event. As a consequence, this level requires occasionally, that 

Treasury / MoF to use borrowing as a source of funding. Currently, the only two sources of 

funding for this type of borrowing are the IMF and the domestic securities market, but in 

the long-term we might consider other international sources. However, the issuance of 

domestic securities for this purpose will depend on the market capacity to absorb 

additional issuances. 



2017 2018 2019

IMF Stand by Arrangement              16,000,000                                        -                                 -   

IDA Project for Agriculture and Rural Development                 2,410,651                                        -                                 -   

IsDB Financing of Road Improvement Project M2 Milloshevë - Mitrovica                 1,800,000                                        -                                 -   

OFID  Enlargement Project for main road Mitrovica Milloshevë                 9,000,000                  9,000,000.00                               -   

SFD Pristina-Mitrovica  Highway project                 7,250,000                  7,250,000.00                               -   

IDA  Health project           2,151,851.00                        1,648,806               4,733,823 

IDA Project for Energy Efficiency and Renewable Energy                 4,167,852                        8,227,175               6,096,440 

IDA Modernization of education system in Kosovo through e-Education                                -                                          -                                 -   

IDA Project for Improvement of Education System                 2,400,000 2,300,000 3,868,760

TOTAL planned disbursements from Direct Loans              45,180,355                      28,425,981             14,699,023 

IDA Additional Financing for Strengthening Financial Sector and Market Infrastructure II                                -                                          -                                 -   

KfW 400kW transmission line between Kosovo and Albania                                -                                          -                                 -   

KfW Transmission Network Improvement                 8,225,000                        1,200,000                               -   

KfW Water Supply and Wastewater Removal, Phase II                                -                                          -                                 -   

KfW Municipal Water and Wastewater Removal in Pristina, Phase III                 2,000,000                                        -                                 -   

EBRD Railway Rehabilitation 19,200,000 8,600,000 12,100,000

TOTAL planned disbursements from on-lending loans 29,425,000 9,800,000 12,100,000

KfW Energy Efficiency Project in the Municipality 1,500,000 1,000,000 0

EIB Railway Rehabilitation 14,756,757 14,756,757 7,945,945

EBRD Rehabilitation of Regional Roads 12,000,000 12,000,000 0

TOTAL planned disbursements of  on-lending loans 28,256,757 27,756,757 7,945,945

Loans in the process of ratification

Annex 1: Planned disbursements during the period 2017-2019 from foreign borrowing

Disbursements planned 

On-lending loans

Direct loans

Project creditor 

 

 



Annex 2 : Total  debt per project and domestic

State Debt 2011 2012 2013 2014 2015

Credi tor Di rect Loans

IBRD Consolidated Loan C        226.34        215.00        203.66        192.33 180.99       

IDA Public Sector Modernization Project  -  -            0.24            1.50 2.71           

IDA Project of Immovable Property Registration and Cadastre  -            0.50            1.50            2.82 4.03           

IMF Stand-By Arrangement 1          22.26          21.87          18.34            8.39 -

IDA First Sustainable Employment Development Policy Operation            5.06            5.01            4.80            5.13 5.47           

IDA Agriculture and Rural Development Project  -  -            3.02            7.21 10.15         

IDA Financial Sector Strengthening and Market Infrastructure Project I  -            2.89            2.77            2.96 3.16           

IMF Stand-By Arrangement 2  -          91.18          87.39          93.34 91.98         

IDA Land Clean-Up and Reclamation Project  -  -  -            0.86 2.61           

UniCredi t Modernization of the Kosovo Education System through e-Education  -  -  -            2.00 2.96           

IDB Financing the Upgrading of the Milloshevë-Mitrovicë M2 Road Project  -  -  -  - -

OF ID Upgrading of the Milloshevë-Mitrovica M2 Road Project  -  -  -  - -

SF D Highway  Prishtina-Mitrovice Project  -  -  -  - -

IDA Health Project  -  -  -  - 0.03           

IDA Project for Energy Efficiency and Renewable Energy  -  -  -  - 0.02           

IMF Stand-By Arrangement 2015  -  -  -  - 35.77         

TOTAL debt from direct loans        253.66        336.45        321.72        316.54        339.88 

On- lending  Loans

Kf W Water Supply and Sewage Disposal Prishtina, Phase II            0.05            0.14            0.94            2.25 3.92           

Kf W Improvement of District Heating Systems  -  -            1.06            5.00 4.78           

Kf W Municipal Water and Sewage Disposal in Prishtina, Phase III  -  -  -            2.21 4.65           

Kf W 400kw  Transmission Line Kosovo-Albania  -  -  -  - 14.87         

IDA
Additional Financing for Strengthening Financial Sector and Market

Infrastructure II
 -  -            0.03            0.35 0.68           

TOTAL debt from on-lending loans            0.05            0.14            2.03            9.81          28.90 

Securi t ies  ( nom ina l )  -                -                  -                  -   -            

3 months  -          30.00          15.20            9.75 10.00         

6 months  -          44.00          84.00          57.67 48.60         

12 months  -  -          55.00        140.10 150.00       

2 years  -  -  -          52.00 126.95       

3 years                -                  -                  -                  -   30.00         

5 years                -                  -                  -                  -   15.00         

TOTAL                -            74.00        154.20        259.52        380.55 

International Bank for Reconstruction and Development IMF - International Monetary Fund, IDA - International Development Association, IDA - Islamic Development Bank LsDB, OPEC Fund for 

International Development OFID, SFD - The Saudi Fund for Development, EIB - European Investment Bank, EBRD - European Bank for Reconstruction and Development 


