Kosovo Watch: Beyond GDP, economic
momentum and a glimmer of political hope

Kosovo's 2023 growth story centres on robust domestic demand, propelling a moderate
3.3% GDP rise. But there's a glimmer of hope beyond economics. The CEC's decision to
hold elections in Serb areas offers a chance to thaw tensions. Could this political step
pave the way for a brighter future for Kosovo's economy?

Kosovo's Q4 Growth Surges, Matching Forecasts: Momentum Maintained

Kosovo's real GDP growth figures for Q4 2023, revealed a positive acceleration to 3.96%.
This outpaces the more modest gains observed in the preceding quarters (2.4% and
3.1%) and aligns perfectly with our own forecast for the Kosovar economy (3.93%). This
uptick represents a significant improvement and underscores the country's continuing
economic momentum. However, for the entire year of 2023, GDP growth settled at a
moderate average of 3.3%.

Real GDP growth recovered after two modest quarters
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Household Consumption Leads the Growth

Household consumption emerged as the primary driver of growth, expanding by
an impressive 11.4% year-on-year (yoy) in real terms in Q4 2023. This significant
improvement follows a more modest 3.3% yoy growth in the previous quarter, pointing
to an acceleration of consumer spending in the last quarter of 2023. While a low base
effect from the previous year cannot be discounted, other factors likely played a more
prominent role. A key contributor appears to be the deceleration of inflation. Q4 2023
witnessed a welcome decline in average inflation to 2.8%, compared to the elevated
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11.6% experienced in 2022. This trend is projected to continue in 2024, with average
inflation expected to fall further from 4.9% in 2023. This moderation in inflation likely
bolstered consumer confidence and disposable income, leading to the observed surge in
private consumption.
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Gross capital formation also exhibited positive signs. It registered a growth of 2.3% yoy
in Q4 2023, decelerating from 3.5% yoy of the previous quarter.

Net exports were the major drag on the economic activity subtracting 9.5% to the real
GDP in Q4 2023. Exports displayed lacklustre growth, expanding by 2.6% yoy in Q4
2023, attributed primarily to two factors: a surge in travel-related exports by the Kosovar
diaspora and the continued rise of the IT sector, which has now become the second-
largest service export category. In contrast, exports of goods contracted into negative
territory throughout 2023. Q4 2023 specifically witnessed a decline of 5.8% yoy. Imports
surged by 12.2% yoy in real terms and together with Public consumption acted as
detractors from overall GDP growth in Q4 2023. Public consumption exhibited a slight
negative contribution to GDP in Q4 2023.

Kosovo's 2023 Growth: A Story of Domestic Strength and External Challenges

Overall, Kosovo's economic performance in 2023 was driven primarily by robust
domestic demand. Household consumption, the largest expenditure component,
contributed 7.2 percentage points, propelling overall growth. This surge in consumer
spending can be attributed to two key factors. Firstly, lending activity witnessed
exceptional growth (17.3% in 2023 for household loans). This expansion was likely fueled
by a highly competitive lending market and moderate interest rate increases. Secondly,
the labour market displayed positive dynamics, with a declining unemployment rate
(11.5% in Q1 2023 compared to 16.6% a year prior) and an employment rate increase
(2.7% yoy), alongside wage growth. Administrative data further confirms a 3.7% year-on-
year rise in employed persons by November 2023. While official wage growth figures for
2023 remain unpublished, pressure for further increases is expected to persist in 2024.

Gross capital formation emerged as the second growth driver, contributing 3.2
percentage points. This can be linked to lower inflation and the support provided to the

construction sector, which benefited from reduced costs.

Public consumption, however, delivered a slight negative contribution due to a
consolidated fiscal policy. This strategy yielded positive results, closing the year with an
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estimated fiscal deficit of 0.7% of GDP and public debt at 17.2% of GDP (down from
20% in 2022).
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The external sector remains Kosovo's main structural weakness. Net exports negatively
impacted real GDP growth by 6.7 percentage points. While exports of services grew,
reflecting increased diaspora travel and IT exports, Kosovo persists as a net importer.
Imports of goods, a significant portion of total imports, continue to drive the trade deficit,
posing a major hurdle for the economy's long-term growth.

Most Sectors Expand, But Public Services Lag

Kosovo's economic expansion in Q4 2023 witnessed a broad-based increase across
most sectors, with a notable exception. Public administration, education, and healthcare
experienced a 6.9% yoy decline, following a moderate 2.7% yoy growth in the same
quarter of 2022.

The services sector, the largest contributor to GDP, displayed mixed results. Professional
and technical activities led the charge with a robust 5.1% yoy increase, followed by
entertainment activities at 4.8% yoy. However, these sectors represent a smaller share of
the overall GDP. Trade, the largest services subcomponent, recorded a more moderate
growth of 2.3% yoy, while the broader services category exhibited similar or lower
expansion rates.
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Broad-based growth in Q4 2023
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The industrial sector exhibited signs of recovery, transitioning from negative growth in the
previous two quarters to a 2.0% yoy increase. Notably, manufacturing spearheaded this
improvement with a 2.7% yoy rise. Finally, the agricultural sector maintained its expansion
trajectory, albeit at a modest 2.5% yoy growth rate.

Kosovo's CEC Decision: A Glimmer of Hope for Reconciliation

Kosovo's recent political landscape has become even more complex. The Central Election
Commission's (CEC) decision to hold votes on removing Albanian mayors in four Serb-
majority municipalities in northern Kosovo, scheduled for April 21st aims to address a key
hurdle in the ongoing normalization efforts between Kosovo and Serbia. However, it
exists alongside other unresolved issues: the controversial ban on the Serbian dinar
and the stalled formation of a Community of Serb Municipalities.

Following Kosovo's 2008 declaration of independence, tensions have simmered in the
north, where a Serb majority resides. These tensions were further inflamed by the April
2023 local elections, which witnessed a mass boycott by Kosovo Serbs who deemed
the process illegitimate. This resulted in the uncontested election of Albanian mayors,
fueling resentment among the Serb population. Additionally, Kosovo's February 2024
ban on the use of the Serbian dinar in Serb-dominated areas has further strained
relations. The stalled formation of a Community of Serb Municipalities envisioned in the
2013 Brussels Agreement as a mechanism for Serb minority self-governance, remains a
major point of contention.

The CEC's decision to hold mayoral removal votes is a calculated attempt to create a more
inclusive political environment in northern Kosovo. By offering the Serb population a
chance to have their voices heard through voting, the CEC hopes to pave the way for future
elections with broader participation. This move has received cautious support from the
European Union (EU), which recognizes its potential to de-escalate tensions and create
space for dialogue between Kosovo and Serbia.

The success of this initiative hinges on several factors. First, achieving a 50% plus one
voter turnout in each municipality is a significant hurdle. Second, Serbia's stance on both
the CEC's decision and the dinar ban is crucial. While Serbia has not officially endorsed
the vote, it has refrained from outright condemnation. This cautious approach suggests
a potential willingness to engage in future dialogue with Kosovo, provided the elections
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are conducted fairly and transparently, and the dinar issue and the Community of Serb
Municipalities are addressed.

Beyond the immediate vote, the situation offers a potential turning point for Kosovo-
Serbia relations. If the vote is successful and leads to inclusive elections, it could create a
foundation for further dialogue on other issues. A recent visit by Gabriel Escobar, the US
Deputy Assistant Secretary for European and Eurasian Affairs and Special Representative
to the Western Balkans, further underscores the international community's commitment
to facilitating progress on these issues. His discussions with Kosovar leaders and the
Kosovan Serb community highlighted the need for inclusivity and a willingness to find
common ground.

However, significant challenges remain. Overcoming historical mistrust and creating a
genuine commitment to peaceful coexistence will require sustained effort from both
sides. The international community, particularly the EU and the US, have a vital role to
play in facilitating constructive dialogue and fostering a spirit of compromise, considering
the challenging geopolitical situation in Europe and the forthcoming elections in the
US and for the European Parliament.

The CEC's decision marks a bold step towards addressing the political impasse in
northern Kosovo. While the path forward is fraught with challenges, it presents a
valuable opportunity for both Kosovo and Serbia to demonstrate their commitment to
reconciliation and a more peaceful future for the region. The success of this initiative will
depend on a collective effort and a willingness to address the root causes of tensions,
including the dinar issue and the formation of a Community of Serb Municipalities.

In conclusion, Kosovo's economic performance in 2023 demonstrated robust domestic
demand, particularly driven by resurgent household consumption and a strengthening
service exports sector. This momentum is expected to carry over into 2024, with
our forecast predicting an upward trajectory in GDP growth from 3.3% to 3.9%.
Continued growth in consumer spending fueled by a recovering labor market and
lower inflation are likely to be key contributors. However, navigating this expected
growth path won't be without challenges. Potential risks include the emigration of skilled
workers, which could hamper productivity and long-term growth potential. Additionally,
stalled progress in dialogue with Serbia could negatively impact trade and foreign
investment. Finally, a significant rise in inflation could erode consumer purchasing
power and dampen economic activity. However, recent efforts to hold mayoral votes
in Serb-majority areas, led by the CEC, offer a glimmer of hope for improved regional
cooperation, potentially bolstering future economic prospects.
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Risk notifications and explanations
Warnings:

» Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the development of
a financial instrument, a financial index or a securities service. This is particularly true in cases when the financial instrument,
financial index or securities service has been offered for less than 12 months. In particular, this very short comparison period
is not a reliable indicator for future results.

e Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees and other
charges, which depend on the individual circumstances of the investor.

* The return on an investment in a financial instrument, a financial or securities service can rise or fall due to exchange rate
fluctuations.

» Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may deviate
from the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of a financial
instrument, a financial index or a securities service.

A description of the concepts and methods used in the preparation of financial analyses is available under:

www.raiffeisenresearch.com/concept_and_methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context of
financial analyses) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI: www.raiffeisenresearch.com/
disclosuresobjectivity.

Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12 month
prior to this publication (acc. to Art. 4 (1) i) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is available under: https://
raiffeisenresearch.com/web/rbi-research-portal/recommendation_history.

IMPORTANT LEGAL NOTICE

By opening and/or using the information, services, links, functions, applications or programmes (hereinafter: "contents"") offered
on this website, the user hereby agrees to be bound by the terms and conditions set out below:

Copyright law

The contents offered on this website and subsites (hereinafter: the “RBI Research-Website”) are protected by copyright law. The
downloading or storage of applications or programmes contained on the RBI Research-Website and the (complete or partial)
reproduction, transmission, modification or linking of the contents of the RBI Research-Website shall only be permitted with the
express and written consent of Raiffeisen Bank International AG ("RBI"").

Information content, timeliness of information

The contents of the RBI Research-Website you are seeking to access is for information only and does neither qualify as investment
advice nor constitute or form part of any offer to buy or sell any securities or other financial instruments as defined in Article 5 para
1 number 15 of EU Directive 2014/65 (“MiFID 1I") in any jurisdiction or jurisdictions, (and must not be considered in any way as an
offer or sale in relation to any securities or other financial instrument). In particular, no securities have been or will be registered
under the United States Securities Act of 1933, as amended (the “Securities Act”), and no such securities may be offered or sold in
the United States absent registration or exemption from registration under the Securities Act.

RBI has made every effort to ensure reliability in researching the information published on the RBI Research-Website or sent via RBI
Research-Website as well as in selecting the source of information used. Nonetheless, RBl does not assume any liability whatsoever
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for the correctness, completeness, timeliness or uninterrupted availability of the information made available on the RBI Research-
Website or as regards the sources of information used.

The information contained on the RBI Research-Website as well as forecasts published on the RBI Research-Website are based on
the information available and the market assessment at the pointin time stated in the respective publications. Certain information
on this website constitutes forward-looking statements. RBI does not assume and hereby as far as possible expressly excludes
any liability for the correctness, completeness or actual occurrence of the events described in the forward-looking statements.
Such statements are not guarantees of future performance and involve a number of risks, uncertainties and assumptions. Certain
financial data (e.g. stock exchange prices) may in some cases only be published after a certain interval of time has lapsed as defined
by the data vendor (usually about 15 minutes or previous day end-of-day quotes). Furthermore, please note that many of the times
are given in Greenwich Mean Time (GMT).

You agree and acknowledge that the information and statements contained in the materials you are accessing on the RBI Research-
Website speak only as of the date of such document and such information and statements will become inaccurate, stale and/or
out-of-date thereafter. These materials should not be relied upon at any time for any investment decision.

RBI assumes no responsibility to maintain documents posted on the RBI Research-Website or to update any documents. Therefore,
users of the RBI Research-Website acknowledge that the content of documents available on the RBI Research-Website may not
show the most recent scenarios, analysis or conclusions.

Restricted access due to local regulations

Users of the RBI Research-Website can access some documents and information without registration requirements and without
further barriers (the respective area on the RBI Research-Website is hereinafter referred to as “Unrestricted Area”). By accessing
the Unrestricted Area, you agree and acknowledge that the materials on the RBI Research-Website may lawfully be made available
in accordance with the laws of the jurisdiction in which you are located.

Other documents are only available to persons who have registered themselves in accordance with the required procedure. The
part of the RBI Research-Website which can only be acceded by way of registration is hereinafter referred to as “Restricted Area”).

Due to the laws applicable in some jurisdictions or regulations imposed by capital market or securities authorities, some of the
information published on the RBI Research-Website (e.g. stock analyses) is not addressed to private individuals. In order to ensure
the enforcement of such local access restrictions, RBI retains the right to take any (technical) measures it may deem suitable for
restricting such information or segments of information subject to the aforementioned restrictions. The passing on of information
contained on the RBI Research-Website, which is subject to local access restrictions valid in certain countries, to the persons stated
in the relevant restrictions may constitute a breach of securities law or of other laws of said countries.

The distribution or dissemination of information published on the RBI Research-Website as well as the purchase and offering of the
respective products in certain jurisdictions may be subject to restrictions or additional requirements. Persons who retrieve such
information from the RBI Research-Website or into whose possession such information comes are required to inform themselves
about and to observe such restrictions. In particular, the products to which such information published on the RBI Research-
Website refers, may generally not be purchased or held by U.S. persons (the term “U.S. person” refers to any legal/natural person
having its seat/residence in the U.S.A and any other person within the meaning given to it by Regulation S under the Securities
Act 1933 as amended).

Users of the Unrestricted Area should be aware that the documents available on this part of the RBI Research-Website are not
made available on the basis that any customer relationship is created between RBI and such user solely on the basis of such user
having access to the respective documents. The documents available in the Unrestricted Area are intended to be available to users
in the European Economic Area and in the United Kingdom.
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Links to websites or URLs of third-party providers

With the exception of the cases regulated under § 17 of the Austrian E-Commerce Act, RBI does not assume any liability for
the content of websites or URLs of other providers to which links are provided. Neither does RBI assume any liability for the
uninterrupted availability or full functionality of the links to websites or URLs of third parties.

Exclusion of liability

RBI makes no warranty and will accept no liability for any damages whatsoever (including consequential or indirect damages, or
lost profits) relating to the access to the RBI Research-Website, the opening, use or querying of the contents on the RBI Research-
Website or relating to the links set up on the RBI Research-Website to websites or URLs of third parties. This applies also in cases
in which RBI points out the possibility of incurring such damages.

Furthermore, RBI shall not be liable for technical disruptions such as server breakdowns, operating disruptions or failures of the
telecommunications links and other similar events, which could lead to the (temporary) unavailability of the RBI Research-Website
as a whole or parts of it.

Storage of registration data

The content in the Restricted Area of the RBI Research-Website is only available to registered users. By sending the completed
online registration form, the user confirms the completeness and correctness of the data given and also confirms having truthfully
answered the questions asked. Furthermore, by sending the completed online form, the user hereby declares his or her consent
to the electronic processing of his or her registration data by RBI for both internal banking organisational purposes and for
transmission to other credit institutions within the Raiffeisen Banking Group, which may in turn also process, pass on or use such
data.

Changes to the RBI Research-Website

RBI retains the right to change and to remove the RBI Research-Website at any time (if necessary also without prior notice), in
particular as regards changing existing contents (in full or in part) and adding new contents.

General terms and conditions of business

For (authorised) users who use the services of RBI provided on the RBI Research-Website, the General Terms and Conditions of
Business, as amended, of RBI shall apply in addition to the terms and conditions of this Disclaimer.

Please also take note of the general information provided pursuant to 8 5 of the E-Commerce Act!

Thomas SternbachLegal and ComplianceRaiffeisen Bank International AGAm Stadtpark 9, 1030 WienTel: +43-1-71707-1541Fax:
+43-1-71707-761541thomas.sternbach@rbinternational.com

IF YOU CANNOT SO CERTIFY, YOU MUST CLICK THE BUTTON LABELLED “I DECLINE” OR OTHERWISE EXIT THIS WEBSITE.

BY ACCESSING THE MATERIALS ON THIS WEBSITE, YOU SHALL BE DEEMED TO HAVE MADE THE ABOVE REPRESENTATIONS
AND CONSENTED TO DELIVERY BY ELECTRONIC TRANSMISSION.

This document is a marketing communication.
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