
KOSOVO
Table 1 2022
Population, million 1.8

GDP, current US$ billion 10.3

GDP per capita, current US$ 5759.8

Upper middle-income poverty rate ($6.85)a 34.2

Gini indexa 29.0

Life expectancy at birth, yearsb 76.6

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent value (2017), 2017 PPPs.
b/ Most recent WDI value (2020).

The terms of trade shock driven by

Russia’s invasion of Ukraine and the

associated energy crisis continued to

impact economic activity in 2022, but

the economy showed resilience. Real

GDP growth moderated to 3.5 percent

in 2022, supported by private consump-

tion and export growth. Inflation

reached record highs, constraining dis-

posable incomes. The inflationary crisis

came with a heavy fiscal cost; yet the

fiscal balance improved supported by

positive revenue performance

Key conditions and
challenges

In 2022, GDP growth moderated after
an exceptional performance of almost 11
percent in 2021. The negative terms of
trade shock driven by the war in Ukraine
are weighing on private investment and
consumption. Kosovo's growth model re-
lies heavily on remittances that fuel do-
mestic consumption, as well as diaspora-
driven service exports and FDI, which
proved resilient throughout 2022. More
recently, a positive trend in merchandise
export growth and diversification was
recorded and could be further leveraged
to catalyze growth and reduce poverty.
Investment is predominantly construction
focused and makes a limited contribution
to productivity and growth. Kosovo's ed-
ucation and health outcomes still lag
peer countries, limiting the contribution
of human capital to inclusive growth.
The increase in employment over 2021
and formalization gains in 2022 are en-
couraging; yet, the labor market contin-
ues to reflect weaknesses and gender
disparities, with just one in three Koso-
vars employed and approximately 60
percent classified as inactive. Kosovo's
power generation options are highly
constrained by the limited availability of
renewable resources, and heavy reliance
on outdated and unreliable lignite-fired
powerplants. The duration of the war in
Ukraine, and hence the magnitude of its
economic and social consequences remains

highly uncertain. To cushion the impact
of the terms of trade shock, in 2022
the Government provided support
through increased transfers and sub-
sidies, including electricity subsidies,
equivalent to approximately 4 percent
of GDP. Moving forward, the Gov-
ernment needs to ensure that crisis
mitigation measures remain targeted
and temporary. It also needs to ensure
that public spending is balanced between
transfers that support consumption today
and support for economic transformation
that will drive future growth.

Recent developments

Growth reached 3.5 percent in 2022, dri-
ven by exports and private consumption.
Consumption was supported by an in-
crease in remittances (6 percent), govern-
ment transfers (26.3 percent), and lend-
ing. On the production side, the construc-
tion sector contracted in real terms, con-
tributing to softer growth.
Based on Kosovo’s Statistical Agency da-
ta, consumer inflation peaked at 14.2 per-
cent (y-o-y) in July, and remained above
11 percent until December, bringing an-
nual average inflation to 11.6 percent. Key
inflation drivers in 2022 remained trans-
port (16.9 percent), food (16.3 percent),
and energy (12.7 percent).
Labor market formalization continued.
Pension contribution data show that for-
mal employment increased by 4.9 percent
compared to 2021. At the same time, 80.7
thousand jobseekers were registered by

FIGURE 1 Kosovo / Consumer price inflation
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FIGURE 2 Kosovo / Actual and projected poverty rate and
real GDP per capita
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December 2022, a reduction of 1.5 percent
from December 2021.
The current account deficit (CAD) deteri-
orated to 10.1 percent of GDP (from 8.1
percent in 2021), driven by higher im-
port prices, against a large trade deficit
of 32.1 percent of GDP. Nominal export
growth reached 29.7 percent (y-o-y), sup-
ported by services exports associated to
the resilient diaspora-driven demand for
travel services, but also a 23.6 percent in-
crease in merchandise exports. In parallel,
the value of imports grew by 22 percent,
on the back of higher prices for mineral
products and food and beverages.
By the end of 2022, the fiscal deficit
reached 0.5 percent of GDP, reflecting
continued positive revenue growth (13.7
percent) supported by inflation effects as
well as formalization gains. The combina-
tion of positive tax revenue growth and
capital underspending outpaced increases
in current transfers (26.3 percent y-o-y),
associated to the implementation of crisis
mitigation measures (4 percent of GDP).
The financial sector remains robust. In
December 2022, the annual change in
loans reached 16.1 percent. Bank capital
buffers and asset quality remain adequate,

with non-performing loans remaining
stable at 1.8 percent.

Outlook

GDP growth is expected to pick up mod-
estly, reaching 3.7 percent in 2023. The siz-
able impulse on private consumption and
service exports from diaspora flows over
2021 and 2022 is expected to fade against
an expected slowdown in EU growth. The
contribution of government transfers to
private consumption will also be more
limited. However, a hike in public wage
spending following the implementation
of the new Law on Public Wages will add
to consumption growth. After recording
a real contraction in 2022, investment is
expected to provide a positive contribu-
tion to growth in 2023. A gradual stabi-
lization in international prices is expected
to boost investment confidence.
The medium-term outlook remains posi-
tive, with growth expected to accelerate to-
wards potential. However, continued un-
certainties related to the war in Ukraine
entail significant downside risks.

Poverty is projected to continue its decline,
reaching 24.3 percent in 2023, measured
using the upper-middle-income poverty
line (US$6.85/person/day in 2017 PPP) but
the materialization of downside risks
could lead to a stagnation of poverty rates.
Inflation is expected to decelerate in line
with international price dynamics; yet
price levels could remain elevated
throughout 2023. Despite an expected
slowdown in service exports and remit-
tances growth, easing import price pres-
sures are expected to lead to minor a CAD
improvement in 2023.
The fiscal deficit is expected to increase to
1.1 percent of GDP in 2023, fueled by in-
creases in public compensation and cap-
ital investment. Further spending needs
for energy subsidies could, however, in-
crease the deficit. Over the medium-term,
public debt is projected to remain below
25 percent of GDP.
Over the medium-term, there is a pressing
need to preserve fiscal buffers by contain-
ing spending on untargeted transfers to re-
spond to the changing macroeconomic en-
vironment, and accelerate implementation
of structural reforms in energy, education,
social protection, and healthcare.

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

2020 2021 2022e 2023f 2024f 2025f
Real GDP growth, at constant market prices -5.3 10.7 3.5 3.7 4.4 4.2

Private Consumption 2.5 7.3 4.0 2.1 3.4 2.7
Government Consumption 2.1 9.0 -0.8 7.0 5.2 4.8
Gross Fixed Capital Investment -7.6 13.0 -6.9 6.1 5.8 6.2
Exports, Goods and Services -29.1 76.7 17.2 3.1 3.5 3.7
Imports, Goods and Services -6.0 31.4 4.9 2.9 3.2 2.9

Real GDP growth, at constant factor prices -3.6 7.7 3.5 3.7 4.4 4.2
Agriculture -5.8 -2.5 2.3 2.0 2.2 1.9
Industry -1.0 7.8 2.0 3.2 4.6 3.9
Services -4.8 9.4 4.6 4.2 4.6 4.7

Inflation (Consumer Price Index) 0.2 3.4 11.6 6.0 3.3 2.5

Current Account Balance (% of GDP) -6.6 -8.2 -10.1 -9.7 -9.6 -9.2
Net Foreign Direct Investment Inflow (% of GDP) 4.0 3.8 6.6 5.7 5.5 5.5

Fiscal Balance (% of GDP) -7.6 -1.3 -0.5 -1.1 -2.3 -2.9
Revenues (% of GDP) 25.4 27.4 27.6 27.9 26.7 26.9
Debt (% of GDP) 22.0 21.2 19.5 19.7 20.5 22.0
Primary Balance (% of GDP) -7.1 -0.9 -0.1 -0.7 -1.9 -2.5

Upper middle-income poverty rate ($6.85 in 2017 PPP)a,b 32.4 27.0 25.3 23.6 22.2 20.3

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.
a/ Calculations based on ECAPOV harmonization, using 2017-HBS. Actual data: 2017. Nowcast: 2018-2022. Forecasts are from 2023 to 2025.
b/ Projection using neutral distribution (2017) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.
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