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The new Country Partnership Framework (CPF) for Kosovo

>

>

A\

seeks to support accelerating Kosovo’s competitiveness for higher job creation and living
standards

builds on the results and lessons of the previous WBG CPF originally covering FY17-21,
and subsequently extended by one year

Is underpinned by 2021 Systematic Country Diagnostic Update, Risk and Resilience
Assessment (2021), and Country Economic Memorandum (2021)

is informed by Kosovo’s draft National Development Strategy to be approved by end-2022
covers the period from July 1, 2022, to June 30, 2027
expected to be presented to the WBG Board of Directors in Q3 2023
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Key Development Trends
Thhhhahhhhhh

+ Considerable progress made in overcoming legacies of war that ended in 1999, ethnic discrimination, neglect and communist rule
and consolidating the functioning of its democratic institutions. Still, incomplete diplomatic recognition remains a key obstacle

« Steady economic progress since independence, transitioning to upper-middle-income status in 2018 with growth averaging 4.6%
between 2010 and 2019

» Post-Covid economic recovery stronger than expected in 2021 (10.5%), but at risk due to global inflationary pressures exacerbated
by the war in Ukraine. Real growth moderated to 4.9% in Q1 2022 and expected to further decelerate to 3.1% in 2022 following a
slowdown in investment and private consumption

« Gradual transitioning from a recipient of diaspora remittances to a service supplier for its largely EU-based diaspora. Exports’
contribution to growth increasing since 2020, but the trade deficit remains chronically high reflecting high reliance on diaspora inflows
and inhibited competitiveness.

« Poverty down to 23.6 percent (by 8.6 percentage points) between 2012 and 2016, but increased again in 2017 to 24.4 percent, driven
by an increase in rural poverty. About two thirds of poor households are rural.

« Considerable progress in women increasing political participation and representation. Yet, they continue to have less economic
opportunities. The gender imbalance is illustrated by the discrepancy in labor force participation rates (21% percent for women and 56%
percent for men
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Main Development Challenges
Thhhhahhhhhh

To achieve sustained progress in poverty reduction and shared prosperity, Kosovo needs to transition to a
competitive growth model that improves the trade balance and creates more and better jobs.

« Even if high by regional standards, Kosovo’s current growth rate remains insufficient. Kosovo’s real GDP per
capita has improved tenfold, from USD400 to more than USD4000 today, but it is still only 12 percent of the average
EU member states, or 20 percent of that of aspirational peers. At current growth rates, it will take at least three
decades to bridge the income gap with its aspirational peers (Latvia, Estonia, Lithuania, the Czech Republic, and
Slovenia).

 Kosovo’s trade deficit remains chronically high reflecting inhibited export competitiveness. Despite the
recent momentum in merchandise exports, the deficit in goods trade stood at almost 45% of GDP in 2021. The high
trade deficit in goods is partly offset by the trade surplus in services, with exports of services focused on travel
spending and driven by demand from the Kosovar diaspora. Over 90% of Kosovo's firms are micro and small with
limited growth record and only 6% of Kosovo’s firms export.

* Private investment is predominantly focused on construction activity with limited productivity spillovers.
Over 2/3 of firms' investment is focused on construction, with less than 1/3 in machinery and R&D; 92%
of FDI inflows represent real estate purchases from the diaspora, equivalent to 1/5 of total private investment or 5%
of GPD.

 Kosovo’s economic model lacks employment generation capacity. Skills mismatches are significant. Only 2 in
5 people of working age are participating in the labor market and 1 in 5 people cannot find a job. The productivity of
firms and farms is too low. Only 20 percent of women actively participate in the labor market. Women'’s participation
in the economy as entrepreneurs is also quite limited.
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Systematic Country Diagnostics: Key Pathways and Policy Priorities

Increasing returns and
equity of fiscal policy
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Investing in skills and
increasing inclusion

Building inclusive skills for the
future and improving the
school-to-work transition

Providing quality and
affordable health services

Increasing equity and
sustainability of social
protection system

Improving environmental
management and planning

Preparing for climate change
and a just transition

Cleaning and maintaining
natural resources

Fostering productivity growth
in agriculture

Rebalancing growth towards higher productivity and greater competitiveness
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Kosovo’s National Development Strategy

Kosovo Government’s National Development Strategy 2030* identified four priority pillars, eleven development goals,
and four horizontal agendas:

lll. Security and rule

of law
1. Innovative, circular, 4. Accessible and quality 8. High readiness for 10. Effective and
and competitive education peace and security accountable
economy 5. High, decent, and 9. Effective justice government
2. Quality, sustainable, inclusive employment 11. Strengthen
and integrated 6. Improved health and international
infrastructure wellbeing subjectivity
3. Clean environment 7. Creative culture and
and efficient use of active society

natural resources

Horizontal agendas: 1. Digital agenda, 2. Green agenda, 3. Diaspora and migration, 4. Inclusiveness.

*Based on the latest available draft dated May 2022, as the Government is currently finalizing the strategy. Its approval is scheduled for
September/October 2022.
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SCD Pathways and Priorities NDS Pillars

Increasing returns and equity of fiscal policy (PW1) ﬁ
» Increasing equity of taxation and transfers

* Increasing the effectiveness and returns to public spending

* Maintaining fiscal sustainability

Improving business environment and trade integration (PW2) ﬁ
« Integrating Kosovo in the global economy
« Building a more transparent and predictable business

environment

* Ensuring infrastructure supports sustainable productivity
growth

Investing in human capital and increasing inclusion (PW3) ﬁ
« Building inclusive skills for the future and improve the school-

to-work transition
* Providing quality and affordable health services

* Increasing equity and sustainability of social protection
system

Improving environmental management and planning (PW4) _

* Prepare for climate change and a just transition
+ Clean and maintain natural resources

«  Foster productivity growth in agriculture @ WORLD BANK GROUP
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Selectivity Filters: HLOs vs non-priority areas in SCD and NDS

Accessible and quality education (Pillar
2)

Creative culture and active society
(Pillar 2)

High readiness for peace and security
(Pillar 3)

Effective justice (Pillar 3)

Strengthen international subjectivity
(Pillar 4)

Diaspora and migration (Horizontal
agenda)

Country Development Goals
* National Development Strategy

HLOs/CPF
Objectives

WBG
Comparative
2021 Advantages

SCD Update (knowledge, global

experience,
convening power
with both public and

Increasing equity of
taxation (PW1)
Building inclusive skills for

the future and improve the
school-to-work transition
(PW3)

private sectors)
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Higher Level Outcomes & CPF Objectives

Selectivity Filter 3: WBG’s Comparative Advantages

Selectivity Filter 2: SCD Key Priorities and
Pathways

Selectivity Filter 1: Government Priorities

. Increasing returns to public spending

. Accessible and quality education

(Pillar 2) SRl ClaeEiies I(\l/IDz\a/i\ﬁz)iining fiscal sustainability (PW1)
+  Improved health and wellbein i i ici i :
(Pilﬁar 5 9 1. Increase public spending efﬂqengy and qulty . - Providing quality and affordable heaith
. Effective and accountable = 2. Improve coverage and sustainability of social protection — services (PW3)
government (Pillar 4) 3. Increase access to public services by minority and «  Increasing equity and sustainability of
- Digital agenda (horizontal) marginalized groups social protection system (PW3)
. Inclusiveness (horizontal)
CPF Objectives «  Building a more transparent and
- N 1. Improve private sector productivity predictable business environment
+ Innovative, circular, and competitive 2 Improve farm productivity (PW2)
economy (Pillar 1) ' L . . Ensuring infrastructure supports
+ High, decent, and inclusive _ — 3. Improve participation of women and youth in the labor — sustainable productivity growth (PW2)
employment opportunities (Pillar 2) market +  Integrating Kosovo in the global
. Digital_ agenda (horizontal) economy (PW2)
. Inclusiveness (horizontal) . Foster productivity growth in agriculture
(PW4)
» Clean environment and efficient use CPF Objectives . Clean and maintain natural resources
& Al IESoLneEs (P UL mmm) 1. Improve sustainability of water resources < (PH02)

Decrease emission . Prepare for climate change and a just
ISSIoNS transition (PW4)

3. Mitigate impact of environmental degradation

» Green agenda (horizontal) 2

Cross Cutting: Resilience

Informed by RRA (citizens engagement and partnerships) @ WORLD BANKGROUP



Indicative Lending and Advisory Activities Program (1)
S

WBG support WBG support
Lending Advisory Activities

ongoing ongoing
: IDA IDA
HLO 1. ) * Public Finance * Public Expenditure Review
Greater public « Energy Efficiency - Financial Protection and Care
SRR (YA - Real Estate & Geospatial Infrastructure - Poverty Assessment
and quality > Spc_ial Assistance System Reform » Access Accelerated NCD Work (regional)
 Digital Economy IFC
+ Education

CPF Objectives
1. Increase public spending

efficiency and equity in pineline S -
2. Improve coverage and PP pIp

sustainability of social protection
3. Increase access to public IDA IDA

services by minority .. ) ) .. . . -
and marginalized groups + Digital Governance for Service Delivery « Statistics and Modeling Capacity Building

» Early Childhood Development
* Health System Improvement
» Programmatic DPO Series
 Livable Cities

« Affordable Housing
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Indicative Lending and Advisory Activities Program (2)
S

HLO 2:
More formal
private sector jobs

CPF Objectives

1. Improve private sector
productivity

2. Improve farm productivity

3. Improve participation of women
and youth in the labor market

11

WBG support
Lending

ongoing

IDA

» Competitiveness & Export Readiness
* Real Estate & Geospatial Infrastructure
» Financial Sector Strengthening

» Agriculture & Rural Development

» Digital Economy

TF

* Municipalities for Youth in Kosovo
IFC

* Microfinance Loans

* Risks Sharing Facility

» Apetit, Viva Fresh, Newko Balkan Il
MIGA

» Capital Optimization Guarantees

in pipeline

IDA

+ Digital Governance for Service Delivery

+ Early Childhood Development

+ Livable Cities

* Regional Trade and Transport Facilitation

IFC

* Investments in SME lending, leasing, manufacturing

WBG support

Advisory Activities

ongoing

IDA

* Tax Registration

* FSAP Follow Up

» Financial Sector Deepening in Western Balkans
(regional)

IFC

* Western Balkan Value Chain

* National Single Window

* MFI Law

* Debt Resolution and Exit

» Agrifinance , Agri-insurance

» Environmental and Corporate Governance ESG

in pipeline

IDA

*  Employment Service and Support

* Rail Network Resilience

IFC

* Crop and Warehouse Receipts

Joint IDA & IFC Investment Policy and Promotion
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Indicative Lending and Advisory Activities Program (3)

WBG support
Lending

ongoing

IDA

» Water Security and Canal Protection

» Fostering and Leveraging Opportunities for
Water Security 1

» Energy Efficiency

MIGA

» Capital Optimization Guarantees

HLO 3:
Improved
environmental
resilience

CPF Objectives in pipeline

. Improve sustainability of water
resources

. Decrease emissions IDA

. Mitigate impact of environmental
degradation

+ Cleaning & Greening Land

» Fostering and Leveraging Opportunities for
Water Security 2

IFC

« Renewable Energy Finance
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WBG support
Advisory Activities

ongoing

IDA

» Global Partnership for Social Accountability
on Climate Action

 Livable Cities

IFC

» Environmental and Corporate Governance
ESG

in pipeline

IDA

* Regional Country Climate and Development
Report

» Greening Finance
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Systematic Risk Evaluation
S

Risk management is an integral part of country engagement. The key risks
that may affect achievement of the CPF objectives and program
implementation include:

» policy continuity (both systemic and sectoral levels)

 institutional capacity, and
» fiduciary
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Questions for Discission
S

» Are the main development challenges appropriate ?

» Does the proposed program of engagement address strategic
priorities?

» Your views on the risks and possible mitigation measures?
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THANK YOU!
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