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Strong economic rebound in 2021

The economy of Kosovo was hit hard by COVID-19 in 
2020. In particular tourism receipts, which accounted 
for 18% of GDP in 2019, dropped by more than half in 
2020 on the back of travel restrictions.  

A strong fiscal response and higher remittances were 
able to reduce the effect of the shock. Nevertheless, 
GDP declined by 5.3% in 2020. For 2021, a strong re-
bound is expected with GDP growing by over 6%. The 
recovery is broadly based, but a very strong summer 
season for tourism was a decisive factor. 

Inflation remains low, as the use of the Euro as legal 
tender supports price stability in Kosovo. Trade in 
goods was practically not affected by COVID-19, with 
exports of goods increasing by 24% in 2020. However, 
trade in services, where Kosovo traditionally features 
a strong surplus, was strongly hit due to travel re-
strictions affecting tourist receipts.  

The fiscal response was strong, but led to a budget 
deficit of 7.7% of GDP in 2020. While the deficit will 
only slightly decrease in 2021, fiscal consolidation 
should take place in 2022, in order to limit the increase 
in government debt. 

Thus, the short-term outlook for Kosovo is positive. 
But medium-term growth requests structural reforms, 
which need to be tackled in the very short term. 

 

Strong economic rebound in 2021 

The economy of Kosovo with its 1.8 m population has 
strong links to its large diaspora of approx. 0.7 m. The 
main economic links are tourism receipts, remittances 
and investment, especially in the real estate sector. Due 
to travel restrictions, tourism was very weak in 2020. 
Investment from the diaspora also suffered last year.  

Real GDP growth 

Source: Kosovo Agency of Statistics, Ministry of Finance, CBK, IMF 
*forecast 

This negative shock was countered by a strong fiscal re-
sponse by the government and by higher remittances. 
As a result, GDP declined by 5.3% in 2020, as shortly re-
ported by the Agency of Statistics. 

As it looks, travel receipts were very strong during sum-
mer 2021 and the fiscal stimulus continues. Thus, a 
strong increase in GDP by over 6% is expected this year.  

Low inflation 

Inflation has been rather low in Kosovo in the recent 
past, also due to the use of the Euro as legal tender. In 
2020, the inflation rate amounted to -0.3%, due to the 
low economic activity, low import prices and the elimi-
nation of import tariffs from Serbia and Bosnia-Herze-
govina. Inflation will pick up this year, but remain low 
at about 1.4%. 

Wages and international competitiveness 

The use of the Euro as legal tender means that the ex-
change rate cannot act as a shock absorber, as in most 
other countries. Under such conditions, a flexible la-
bour market is key for absorbing negative external 
shocks and maintaining international competitiveness. 

On paper, the labour market in Kosovo is quite rigid. 
However, in the private sector, the labour market 
seems to be quite flexible. As a result of this flexibility, 
average salaries went down in 2020, thus contributing 
to maintaining Kosovo’s international competitiveness. 

Average gross and net salary 

 

Source: Kosovo Agency of Statistics 
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Foreign trade in goods and services 

Trade in goods was hardly affected by COVID-19. In 
fact, exports of goods increased by 24% in 2020 and im-
ports declined only slightly by 6%.  

However, trade in services was strongly affected by 
COVID-19 in 2020. In particular, tourism receipts fell 
from EUR 1.3 bn or 18% of GDP in 2019 to only 
EUR 628 m in 2020. This decline by more than 50% was 
the main reason for the recession and for a large cur-
rent account deficit of 7.5% of GDP in 2020. 

However, summer 2021 saw a strong rebound in tour-
ism. While the relevant figures are not published yet, 
key indicators such as the availability of rental cars and 
taxis suggest a very strong main holiday season. As one 
counterpart in Kosovo put it: “it seems that all mem-
bers of the diaspora visited Kosovo this year.” As a re-
sult, exports of services will strongly recover and sup-
port GDP growth. 

Remittances 

Remittances are a key factor for the economy and in 
particular for consumption. Despite COVID-19, remit-
tances increased from 12% in 2019 to 15% of GDP in 
2020. This stabilising factor contributed to limiting the 
GDP decline in 2020. The main countries of origin of re-
mittances are Germany (42%) and Switzerland (22%).  

Large fiscal deficit 

As in many other countries, the government provided 
financial support to households and to some extent to 
business. While this fiscal response was key in limiting 
GDP decline in 2020, it led to a considerable increase in 
the budget deficit, which reached 7.7% of GDP. In order 
to keep government debt at bay, fiscal consolidation 
will take place in 2022. 

Public finances  

Outlook 

A strong fiscal response, measures to support liquidity 
by the Central Bank of Kosovo and higher remittances 
helped to limit the decline in GDP to 5.3% in 2020. 

The strong economic rebound with GDP growing at 
over 6% in 2021 is supported by practically all sectors 
of the economy, with tourism in the leading role. Re-
cently, contact restrictions were imposed due to higher 
COVID-19 cases. But its impact on the economy should 
be limited, provided Kosovo can receive tourists with-
out many restrictions towards the end of the year.   

Thus, the outlook is positive in the short term. At the 
same time, the medium-term structural challenges are 
very significant. Reforms are needed, in particular for 
strengthening industrial production, FDI attraction and 
the exports of goods. The German Economic Team, 
which started work in Kosovo in September, stands 
ready to support the government in achieving these 
goals. 
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