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Executive Summary

The aim of the research is to raise public aware-
ness on the present state of FDI and its signifi-
cance by analyzing the barriers that foreign
investors face and by launching a broad based
debate on the problems currently faced by FDI
inflows in Kosovo as well as on policy measures
to overcome them and subsequent precaution-
ary measures (post-investment refers to post-in-
vestment services) for existing investors in order
to maintain and expand their investment (re
-investments).

Also, through this study the Institute for Free
Economy (IETL) has provided valuable informa-
tion on the potentials and reasons for investing
in Kosovo with the view to continue a broad
debate on policy measures and the design of a
new national economic development strategy
that will serve a guide for the reforms that are
needed in the overall economic development
and attraction of FDI.

Despite a positive trend (slight increase in FDI) in
2019 compared to 2018, according to the Central
Bank of Kosovo (CBK), FDI experienced a signifi-
cant decline during 2018, and our country is still
far from attracting large corporations and big
world brands to invest in Kosovo.

The Government of the Republic of Kosovo (GoK)
since its declaration of independence until now,
has made considerable progress on several
factors that are known to contribute to FDI
growth, including: a stable financial environ-
ment; liberalization; favorable tax policy;
balanced macroeconomic policies; good road
infrastructure; economic stability and secure
banking system etc,. However research shows
that low level of institutional credibility, fiscal
barriers, administrative barriers, corruption,
ransom, crime, theft and informal economy1
continue to be major obstacles to doing busi-
ness in Kosovo and threaten the business envi-
ronment for attracting FDI in Kosovo.

On the other hand, regarding the perceptions of
foreign businesses for Kosovar suppliers, buyers
and customers, according to the results of the
survey we learn that they have full confidence,
thusgiving a positive message in this regard and
opportunities for continued investment and
growth and expansion of activities.

Furthermore, the study shows that political
instability plays an important role in the decision
of foreign investors to invest their capital in the
country. In this context, it was shown that there
is little trust among foreign businesses towards
central government as well as local authorities
(28.6% of businesses interviewed stated that
they do not trust local, 25% of businesesses do
not have trust on the central government) and
that there is lack of coordination between these
two levels of government.

In this regard, Kosovo has failed to provide a
good example of of institutional coordination,
including adequate policies and actions to sup-
port foreign investments. Although the Kosovo
Investment and Enterprise Support Agency
(KIESA) has been established; National Council
for Economic Development (NECD); Inter-Minis-
terial Committee on Strategic Investments;
Council of European Investors (CEl) to promote
and support the investment climate in Kosovo;
important Stabilization and Association Agree-
ments (SAAs), the Central European Free Trade
Agreement (CEFTA) have also been concluded
and signed; Double tax treaties have been
signed with some countries in this regard, yet,
experiences with foreign companies that have
expressed interest in investing in Kosovo show
us that they do not have positive perceptions
due to inefficient inter-institutional coordina-
tion.

Another important finding is the improvement
of the legal environment, namely the strength-
ening of the rule of law. Although Kosovo has
made a lot of progress in doing business as well
as in completing the Legal Framework for
Foreign Direct Investment (legal infrastructure
regulated and harmonized with EU standards);
however, the improvement of the legal environ-
ment, namely the strengthening of the rule of
law, according to the research findings is one of
the issues for which the Government of Kosovo
should take faster measures as a precondition
for the operation and development of business
and the attraction of foreign businesses. Courts
must be effective and impartial.

It is also recommended that it is necessary to
establish a commercial court to handle such
litigation where fair, transparent and timely deci-
sions are made. In this regard, the Kosovo Cham-
ber of Commerce (KCC), in line with the business
needs within its range of services, has estab-



lished an arbitration tribunal, which greatly facili-
tates the resolution of business problems in
domestic and international business disputes.
Despite the fact that in recent years there has
been an increase in interest in resolving busi-
ness disputes through arbitration, without
having to turn to the courts, yet the results are
not at satisfactory level.

Research shows that foreign businesses are also
not satisfied with the power supply, which is
often interrupted and lacks regular supply,
creating additional costs and unfair competition.
Although Kosovo has the youngest population in
Europe, with a good command of English and
German and a low-cost workforce, our country
has the highest unemployment rate in Europe. A
detailed analysis in this research report is done
to identify and reflect on whether foreign com-
panies find it difficult to find skilled workers
according to their needs. According to the survey
findings, foreign businesses find it difficult to
recruit the right skilled workers.

However, on the other hand, the survey results
show that the perceptions of foreign businesses
operating in Kosovo have full confidence in their
current employees, which is a positive message
for new foreign businesses interested in invest-
ing in Kosovo. The Government of the Republic
of Kosovo (GoK), support for vocational training
and lifelong education, should have a long-term
goal of creating curricula in line with current
labor market needs and supporting sector-spe-
cific training.

Although real GDP growth (GDP) has averaged
about 4 percent annually since 2015, and com-
pared to the countries of the Western Balkans
region, there has been steady growth, but this
growth rate has not contributed to decrease
unemployment and poverty, and has not
increased the overall welfare for the citizens of
Kosovo. The economic growth of recent years
was mainly driven by increased government
investment and capital spending as well as
household consumption. Kosovo needs an econ-
omy that is more focused on manufacturing and
increasing its export capacity and improving
competitiveness and attractingof FDI. Remittanc-
es continue to be an important source for Koso-
vo's economy, but are mainly used to finance
consumption rather than investments that
would have an impact on long-term economic
development. Unfortunately, to date, there have

been no initiatives by institutions to re-orient
remittances into long term investments.

Also, the IETL Institute through this study
provides valuable information about the poten-
tials and reasons for investing in Kosovo, such
as: use of the euro as the official currency, access
to world markets, low taxes (although 35% of
businesses interviewedstate that rates are high),
EU-compliant legislation, strategic location and
large sectoral investment opportunities in partic-
ular sectors, such as: energy; renewable energy;
mining; Information and Communication Tech-
nology (ICT) and the outsourcing business sector
(the Business Process Outsourcing-BPO); wood
and metal processing; agribusiness - food
processing and packaging; tourism; textiles etc.
A sector-based strategy enables central and local
government to focus resources on sectors that
offer the greatest investment opportunities and
maximize FDI benefits in the local economy.

So far, Kosovo has made progress in the privat-
ization of property or social assets. Potential
investors, foreign or domestic, are all treated
equally in the bidding process. By law, in special
cases, the Government of the Republic of
Kosovo (GoK) has the right to negotiate directly
with potential investors without going through
traditional tendering procedures. Challenging
for the next government remains the review of
the legal infrastructure for municipal property
management.

In conclusion, it is suggested that the Govern-
ment of the Republic of Kosovo (GoK) take some
measures for foreign businesses investing in
Kosovo: such as the introduction of tax holidays,
the coverage of salaries of employees in the first
years, the coverage of training expenses; full
functionalization of balanced economic zones,
creation of free customs zones; creating more
space for business parks. These measures are
one of the key elements of private sector devel-
opment and will affect investment retention,
expansion (reinvestment or expansion by exist-
ing investors) and attraction of foreign invest-
ment.
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CHAPTER-ONE: INTRODUCTION

1.1 Research background

In this study, we will provide some definitions of
FDIs that are relevant for Kosovo case (i.e. the
economic structure of Kosovo, the regional con-
text, political context etc.).

According to United Nations Conference on
Trade and Development (UNCTAD), Foreign
Direct Investment (FDI) is defined as an invest-
ment involving a long-term relationship and
reflecting a lasting interest and control by a resi-
dent entity in one economy (foreign direct inves-
tor or parent enterprise) in an enterprise resi-
dent in an economy other than that of the
foreign direct investor (FDI enterprise or affiliate
enterprise or foreign affiliate). FDI implies that
the investor exerts a significant degree of influ-
ence on the management of the enterprise resi-
dent in the other economy. Such investment
involves both the initial transaction between the
two entities and all subsequent transactions
between them and among foreign affiliates,
both incorporated and unincorporated. FDI may
be undertaken by individuals as well as business
entities. FDI has three components: equity capi-
tal, reinvested earnings and intra-company
loans.

According to Organization for Economic Co-op-
eration and Development (OECD), FDI is a cate-
gory of cross-border investment made by a resi-
dent in one economy (the direct investor) with
the objective of establishing a lasting interest in
an enterprise (the direct investment enterprise)
that is resident in an economy other than that of
the direct investor. The motivation of the direct
investor is a strategic long-term relationship with
the direct investment enterprise to ensure a
significant degree of influence by the direct
investor in the management of the direct invest-
ment enterprise. The “lasting interest” is
evidenced when the direct investor owns at least
10% of the voting power of the direct investment
enterprise.

According to European Statistical Office
(EUROSTAT), FDI is the category of international
investment that reflects the objective of obtain-
ing a lasting interest by an investor in one econo-
my in an enterprise resident in another econo-
my. The lasting interest implies that a long-term
relationship exists between the investor and the
enterprise, and that the investor has a significant
influence on the way the enterprise is managed.
Such an interest is formally deemed to exist
when a direct investor owns 10% or more of the

voting power on the board of directors (for an
incorporated enterprise) or the equivalent (for
an unincorporated enterprise).

According to World Bank (WB), Foreign direct
investment are the net inflows of investment to
acquire a lasting management interest (10
percent or more of voting stock) in an enterprise
operating in an economy other than that of the
investor. It is the sum of equity capital, reinvest-
ment of earnings, other long - term capital, and
short-term capital as shown in the balance of
payments.

From another end, the countries or companies
want to make direct investment in an underde-
veloped country aiming for cheap human and
non-human resources to conduct their business
in a cost-effective way which is not possible
within home countries (Goedhuys, 2007). In this
context, the underdeveloped countries have
abundance of unused human and non-human
resources which are suffering from inefficiency
of utilization for the lack of sufficient investment.
In this way the investing entities enjoy the facility
to maximize their cost effectiveness, profitability
and growth through making direct investment to
an underdeveloped country (Adewumi, 2006).

Consistent with the study of Keane et al., (2010),
Kosovo is one of the youngest countries in
Europe, the labor force is its low operating cost;
there is great potential for youth employment in
the ICT sector; low taxes, EU-compatible legisla-
tion, a strategic location, and great sectorial
investment opportunities; located in the heart of
the Balkans, offers an easy access in European
Union (EU); mainly rich with in coal; mineral
resources such as: coal, zinc, lead, silver and
chromium but also productive agricultural land.
Kosovo is also rich in forests, rivers, mountains
and soil.

Although the country has great potential for
economic development and an attractive place
for foreign investors, but since independence in
2008 and in this regard, it is still not the desired
level of FDI.

1.2 Research aim and objectives
The aim of the research report is:

a. Toinvestigate the current business environ-
ment for FDI investment in Kosovo;



b. To investigate the credibility foreign direct
investors, that have towards central and local
government;

c. To identify barriers (i.e. fiscal, legislative,
human resources; administrative and judicial)
of FDI in Kosovo;

d. To launch a broad-based debate on the
problems currently faced by FDI inflows to
Kosovo and debate on precautionary measures
the next to be undertaken by the government
central and local to existing investors for the
purpose of maintaining and expanding invest-
ment their (re-investment).

e. To provide valuable information on the
potential and reasons for investing in Kosovo

f. To continue a broad debate on the drafting
new national strategy for economic develop-
ment that would guide the reforms that are
needed for the overall economic development
and attraction of FDI.
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CHAPTER-TWO: RESEARCH METHODOLOGY

2.1 Research methodology

During this research study, tools that were used
for study were as follows:

(i) Survey of 38 Kosovar registered joint ventures
in a variety of sectors of activity

(ii) Official reports and publicly available data

2.1.1 Survey of 38 Kosovar registered
joint ventures in a variety of sectors

In order to support the research presented in
this report, analyze the current conditions and
identify barriers to foreign investment in Kosovo,
IFME surveyed companies that have some form
of foreign participation in their capital structure.
The sample included 38 Kosovar registered com-
panies with the share of foreign capital in a vari-
ety of sectors of activity. The sample of foreign
businesses interviewed has been selected based
on probability sampling method.

The questionnaire focused on the following
topics:

« Amount of foreign investment

* Profile of existing foreign investments
*+ Reasons for investment

+ Foreign investment by sector

* Barriers to foreign investment

* Legislative environment

+ Political situation

The survey included industries such as: service
industries (ICT, business process outsourcing,
call centers, travel agencies, internet providers
and telecommunication), catering, construction
industry, production, metallurgic industry. Most
of companies that were subject of the survey
had over 5 million Euro sales during 2018. The
capital of these companies comes from coun-
tries of almost of all continents, such as Europe,
America, and Asia and so on. The survey was
carried through the questionnaire containing 47
questions which covered all subjects, such as
fiscal barriers, legislative/regulative barriers,
administrative barriers, human resources barri-
ers, rule of law/execution of contracts, political
situation, etc. The survey produced the desired
results, scanned the real situation in which
foreign businesses operate, and revealed many
barriers and challenges, which will be found in
the report.

2.1.2 Official reports and publicly
available data

In this study we relied on official reports and
publicly available data. This includes data from
following institutions:

+ Assembly of the Republic of Kosovo

*+ Investment Promotion Agency for Kosovo

+ Kosovo Business Registration Agency

* Kosovo Chamber of Commerce

+ Kosovo Registry of Business Organizations
and Trade.

* Ministry of Economic Development:

* Ministry of Finance:

+ Ministry of Foreign Affairs:

* Ministry of Trade and Industry,

+ Office of the Prime Minister

« Tax Administration of Kosovo

Other sources that were consulted included
laws, reports, articles and publications of various
associations, public statistics (i.e. Central Bank of
Kosovo, Kosovo Agency of Statistics) as well.
Secondary data collected from internet, related
brochures and various other publications were
used. The official Tax Administrations/Public
Revenue Offices web sites of the countries of the
region have been consulted for analyzing the tax
system in the countries of the region. The study
also refers to data from: EUROSTAT - European
Statistical Office; OECD - Organization for
Economic Co-operation and Development;
UNCTAD - United Nations Conference on Trade
and Development; WB - World Bank.
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CHAPTER-THREE: DATA ANALYSIS AND PRESENTATION

3. Survey Findings

This part of the study will provide insights and
findings based on the questionnaires carried out
with various - industry - businesses throughout
Kosovo, and independently the size of the com-
pany. The study aimed at targeting as many busi-
nesses as possible, and as many industries as
possible, while at the same time, keeping the
range of business size heterogeneous. Below, all
categories representing the barriers relevant to
this study are given.

3.1 Institutional Credibility

The level of trust by foreign businesses in whole
chain of institutions (i.e. central government,
municipality, tax administration, courts, suppli-
ers, etc.) play a significant role in the decision
making by foreign businesses to reinvest their
capital in Kosovo on one hand, and attract new
foreign investment, on the other hand. As a
result of the survey, it was revealed that foreign
businesses operating in Kosovo have a full trust

in their employees, and this is very positive indi-
cator for not only maintaining the current work-
force and increasing further employment rate,
but also send a positive message to new inter-
ested foreign businesses.

Pertaining to suppliers, foreign businesses
engage in their business with, 93% of the
respondents declare that they are satisfied and
have trust on their suppliers (i.e. quality of
goods/services, delivering on time wise, correct-
ness, etc.), and only 7.7% have responded nega-
tively, that they don't have full confidence in
Kosovo suppliers. When it comes to buyers and
Kosovo clients, there is satisfactory statistics,
according to which, 96% of the interviewed busi-
nesses declare that as far as clients/buyers
within Kosovo market are concerned, they have
trust and have confidence on their after sale
behavior and their satisfaction relating to the
products/services purchased. Only 4% of the
respondents do not have full trust (for more
detailed information, see Figure 1).

Figure 1. Institutional credibility - level of trust foreign businesses have towards institutions (central
government, municipality, tax administration, courts, staff, suppliers and buyers) of Kosovo

Staff

Tax Administration 62.5
Suppliers
Buyers
52.4

Courts

Municipality 71.4

Central Government

B Trust

92.3

100.0 0

37.5

96.0

47.6

[] pon't trust

Source: Authors' calculations from the survey data

With respect to tax administration of Kosovo,
62.5% of existing foreign businesses have trust
on this institution, whereas 37.5% do not have
this trust. This is a statistic that GoK institutions
should work upon and transform tax administra-

tion of Kosovo, through necessary reforms, into
an institution in which foreign businesses must
have full confidence, as well as be an efficient
institution. One of the most important institu-
tion, in the whole chain of institutions, is without

12



any doubt, the courts, from which execution and
non-execution of contracts are dependent on
and have substantial impact on their operations
and decisions to reinvest their capital in the
country, including attracting new FDI. The level
of trust in Kosovo courts is low. Only 52.4% of
the respondents have declared that trust the
Kosovo courts, whereas 47.6% have responded
negatively with regards to trust these foreign
businesses have towards courts. This is one area
that GoK institutions should pay attention and
intervene with concrete measures.

Local government and other relevant municipal
institutions and agencies in which a foreign busi-
ness is located and does business plays an
important role to accommodate and make a
friendly environment for foreign businesses. In
this respect, the survey has found out that 71.4%
of the businesses which were interviewed have
declared that they trust local government,
whereas 28.6% have stated that they don't have
trust in local government and other relevant
municipal institutions/agencies.

Almost identical, foreign businesses have
responded towards central government. 75% of
the respondents have asserted that have a trust
in the central government, whereas 25% have
declared they don't trust the government.

3.2 Fiscal Barriers

According to the businesses interviewed, tax
rates in Kosovo are not so favorable, because
35% of the respondents, declare that tax rates
are barrier for the businesses, and 20% state
that tax rates are a big barrier for their business-
es. This in total makes 55% of the businesses,
who have declared tax rates in Kosovo negative-
ly impacts their profitability.

Only 15% of the businesses have declared that
tax rates are within normal limits and do not
pose a barrier for their business, where 30% of
them consider taxes to be a small barrier (for
more detailed information, see Figure 2).

Figure 2. Perceptions of foreign businesses on the tax rate in Kosovo

Tax Rates

B tis not barrier
B Small barrier
[ Itis barrier

Big barrier

Source: Authors' calculations from the survey data

Part of the research was also the perceptions of
foreign businesses on the functioning of
customs.Customs procedures refer to all stages
related to the cross-border movement of goods
in the export and import trade. Issues that are
closely related to the procedure include the code
of behavior, categories of customs, required
documentation and other special measures.

As the survey results show, 36% of businesses
interviewed claim that the customs is an obsta-
cle, and 8% say it is a major obstacle, which

together constitutes 44% of businesses that
believe that customs is an obstacle that seriously
affects their business. Significant difficulties
have been caused by heavy documentation
requirements, heavy bureaucracy and slow
clearance. Meanwhile, 24% of respondents claim
that customs represent a minor obstacle, and
32% respond that customs do not constitute a
barrier at all (for more detailed information, see
Figure 3)

13



Figure 3. Perceptions of foreign businesses on the functioning of customs

Customs

B tis notbarrier
B Small barrier
[ Itis barrier

Big barrier

Source: Authors' calculations from the survey data

Pertaining to incentives foreign businesses
would like to see be implementing in Kosovo and
offer these businesses, 44% of the respondents
consider that they would like to see tax holidays
for their businesses, especially in the first years
of operations, 3% say that the best incentive for
their businesses would be to cover certain
percentage of employee wages9% of the busi-
nesses would need basic infrastructure in their
sites where they choose as their business loca-
tion. However, interesting enough is the fact that

44% of the businesses would need training
expenses is provided by the government. This
tells two things: 1) that employees in Kosovo are
untrained, meaning that the educational system
does not offer practical works to their students,
and 2) training expenses are considered signifi-
cant to be incurred by the businesses. Hence,
Government of Kosovo should provide training
packages for existing foreign businesses (for
more detailed information, see Figure 4).

Figure 4. Incentives that businesses would like to be implemented in their businesses by GoK

Wh

at incentives do you need

that the state of Kosovo can offer you?

Tax holidays
Covering the training expenses

Covering certain percentage of
employee wages

Providing basic infrastructure

Source: Authors' calculations from the survey data

3.3 Laws and Implementation

On the question as to whether laws and judicial
system is a problem in doing business in Kosovo,
16% have declared that they consider it is a big
barrier the way laws have been written as well as
the functionality of the overall judicial system in

Kosovo. 42% of the businesses have responded
that laws and judicial system in Kosovo remains
a barrier, whereas 42% of the businesses consid-
er that laws and judicial system is small barrier in
doing business in Kosovo (for more detailed
information, see Figure 5).
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Figure 5. Perceptions of foreign businesses on law enforcement and the efficiency of the judicial system in Kosovo

Law and Judicial System

B Small barrier
B Itis barrier
[l Bigbarrier

Source: Authors' calculations from the survey data

One of the most critical challenges in Kosovo is
the execution of contracts in the Kosovo courts.
This indicator is a huge burden for businesses,
particularly, for foreign businesses that come
and invest in Kosovo with the perception in mind
that they will find a friendly environment where
their rights will be protected and be respected.
However, this has not been the case in the last
decade where the execution of contracts has
been a big barrier. The findings in the field has
not contradicted the previous statements.
Indeed, as it can be seen from the figure above,

33% of the respondents have declared that
non-execution of contracts by Kosovo courts is a
big barrier, 25% have responded that it is a barri-
er, 38% of them have stated that it is a small
barrier, while only 4% have claimed it is not a
barrier at all (for more detailed information, see
Figure 6).

Obviously, Kosovo should tackle this issue and
improve this indicator by urgently addressing
this barrier if it wants to protect the existing
businesses and attract new ones.

Figure 6. Non-execution of contracts in the courts of Kosovo
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Source: Authors' calculations from the survey data

3.4 Administrative Barriers

Administrative barriers have always been a big
burden for businesses, especially for foreign
investors who have not known the working
system of the relevant institutions, both local
and central authorities. The study has revealed
that administrative barriers continue to create
problems to foreign businesses. 47% of the

interviewed businesses declare that administra-
tive barriers (both at local and central level of
government) is a barrier, 26% of the respon-
dents have asserted that it is big barrier, 16% of
them have responded it is a small barrier, and
only 11% have claimed that administrative barri-
ers do not pose a challenge to their businesses
(for more detailed information, see Figure 7).
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Figure 7. Administrative barriers
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Source: Authors' calculations from the survey data

Licensing (i.e. time, cost, requirements, adminis-
trative, etc.) in Kosovo according to the business-
es seem to be a challenge. According to the busi-
nesses interviewed, 21% of them have declared
that equipping with licenses in Kosovar agencies,
it is a big barrier, 33% of the businesses have
stated that it is a barrier and 21% of them have

declared that it is a small barrier. It is evidenced
that licensing appears to be a challenge. Only
25% of the interviewed businesses have
declared that licensing procedures are not a
barrier (for more detailed information, see
Figure 8).

Figure 8. Licensing procedures
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Source: Authors’ calculations from the survey data

In the past 20 years, power supply in Kosovo has
been a great challenge on a country level, and it
still does continue to be, however, at a much
lesser scale. In recent years, power supply has
been improved significantly. Yet, businesses
know this best. As it can be evidenced, 36% of
them have declared that it is not a challenge any
longer, 16% of them have declared that it still

continues to be a small barrier, 24% of the busi-
nesses have stated that it is a barrier, and 24% of
them have declared as being a big barrier. Based
on the findings, GoK institutions must address
this barrier as it belongs at the basic items that a
foreign business should not even face with (for
more detailed information, see Figure 9).
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Figure 9. Perceptions of foreign businesses about security of energy supply
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Source: Authors' calculations from the survey data

Kosovo has done a good job in doing businesses
indicators in recent years. According to the
World Bank Doing Business Report in 2018,
Kosovo belongs among the top 10 economies
worldwide with the most notable improvement
in doing business reforms, and overall Kosovo
ranks 40th out 190 countries in the ease of doing
business, compared to 60th place the previous
year. This fact can be evidenced with the survey,
where most of businesses, 78% of them, feel

that registering a business in Kosovo is not
issues at all, 15% of them feel that level of diffi-
culty was partial and not an issue, whereas only
7% of the foreign businesses have stated it is
difficult to register a business in Kosovo. Kosovo,
as a conclusion, has done proper reforms to cut
administrative and bureaucratic barriers to mini-
mum with respect to registering a business (for
more detailed information, see Figure 10).

Figure 10. Perceptions of foreign businesses regarding registering business
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Source: Authors' calculations from the survey data

Registering a business property appears to be a
big barrier in Kosovo. Kosovo, according to the
World Bank Doing Business Report in 2018 ranks
34th among 190 countries in the whole world.
However, existing foreign businesses have
revealed that 55% of them have declared that
they are unsatisfied with this indicator, whereas
34% have responded they are satisfied, while

11% have declared as very satisfied (for more
detailed information, see Figure 11). As a conclu-
sion, a major percentile of the businesses
responds that registering a business property in
Kosovo is not easy, it is costly, takes a lot of time,
it is bureaucratic. This topic needs to be
addressed by GoK institutions.
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Figure 11. Perceptions of foreign businesses regarding business property registration
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Source: Authors' calculations from the survey data

Often bureaucracies such as getting building
permits at local and central level may create
huge problems and barriers to foreign business-
es more than anything else. In this respect, busi-
nesses have ranked this barrier in the following
order: 42% of them have declared that it is diffi-
cult, 29% of them have responded that it is very
difficult, whereas 29% of the businesses have
asserted that it is not difficult to get a building
permit (for more detailed information, see

Figure 12). Findings of the study correspond with
the getting-building-permit-indicator of the
World Bank Doing Business Report 2018, accord-
ing to which, Kosovo ranks 122nd among 190
countries. As a conclusion, Kosovo should
improve this indicator, as itis a big challenge and
hindrance for foreign businesses when they
deploy and start business in Kosovo.

Figure 12. Perceptions of foreign businesses regarding getting building permits
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Source: Authors' calculations from the survey data

3.5 Human Resouces

Labor market in Kosovo seem to offer solid base
for local workers for foreign businesses. As it can
be seen from the survey regarding this question,
8% of businesses have declared that Kosovo
does not meet the needs of the workforce busi-
nesses have. 16% of businesses regard that this
need is little fulfilled by local workers, 55%

believe that Kosovo offers partly workforce to
meet the needs of the businesses (for more
detailed information, see Figure 13). Whereas,
only 21% are of the opinion that Kosovo fully
meets the n needs for skilled labor force. Based
on the findings, it is worrying fact most business-
es think Kosovo is not fully able to provide for
the workforce.
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Figure 13. Fulfillment of businesses’ needs with local labor
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Source: Authors' calculations from the survey data

With regards to businesses being satisfied with
the performance of Kosovo workers employed
in these businesses, 52% of the businesses say
they are very satisfied with the performance of

the workers they have employed, where 48%
declare they are satisfied (for more detailed
information, see Figure 14). This is a good signal,
as the performance indicator is satisfactory.

Figure 14. Level of satisfaction of businesses with the performance of the employees
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Source: Authors' calculations from the survey data

3.6 Other Barriers

According to the study, access to finance has not
resulted a big barrier. As it can be seen from the
figure, most businesses have declared that
access to finance in banks operating in Kosovo is
not so difficult by 33% declaring as small barrier,
and 34% of them as not barrier at all, respective-
ly. 22% of the businesses have declared that
getting a loan at banks operating in Kosovo is a

barrier, while for the rest of 11% of them, it is
very difficult, and hence, it poses a big barrier
(for more detailed information, see Figure 15).
Note: getting a loan in banks operating in Kosovo
varies on many factors, period of time doing
business in Kosovo being one of the most
factors, as companies should have a proven
record that they are financially healthy.

19



Figure 15. What foreign businesses think the level of difficulty of access to finance is.
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Source: Authors’ calculations from the survey data

Cost of financing in commercial banks in Kosovo
does not result to be a big burden. The survey
shows that 27% of businesses have said that cost
of financing is expensive and hence a barrier,
46% of them have ranked cost of financing a

small barrier, whereas 27% of them have
responded that cost of finance is not expensive,
and hence, not a barrier at all (for more detailed
information, see Figure 16).

Figure 16. What foreign businesses think of cost of financing in Kosovo?
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Source: Authors' calculations from the survey data

Corruption is one of the biggest barriers that
foreign investors face in Kosovo. It destroys the
competition, and makes foreign investors run
away from Kosovo. It has been and continues to
be a big barrier, as this study shows where 52%
of the businesses have declared that it is a big
barrier, and only 11% of them have claimed that
is not a barrier (for more detailed information,

see Figure 17). Corruption at all levels of govern-
ments (local and central), including various rele-
vant institutions where businesses must deal
with when obtaining specific licenses, must be
addressed by the GoK institutions in order to
create a fair and competitive business environ-
ment.
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Figure 17. Level of perception of corruption in Kosovo institutions
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Source: Authors' calculations from the survey data

Ransom, according to the study does not seem
to a big barrier as compared to some years ago.
52% of the businesses believe that ransom does
not exist and is not a barrier, and only 10% state
that is a big barrier (for more detailed informa-

tion, see Figure 18). Yet, this issue should not be
ignored and must be fought continuously by the
Kosovan authorities, as this study reveals that
for 19% of the businesses it is a barrier, and this
percentage is not small.

Figure 18. Ransom phenomenon in Kosovo according to the perception of foreign businesses.
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Source: Authors’ calculations from the survey data

Crime and theft as very negative phenomena of
the life in general, and the business activity, in
particular, has negative affects upon the busi-
ness environment in many forms. According to
the survey, it has resulted that crime and theft is
a worrying phenomenon among foreign busi-
nesses. 50% of the businesses have declared

that these two phenomena do continue to pose
big barrier and barrier, respectively, whereas
50% of the rest of the businesses have declared
that it is small or not a barrier, as they have not
been affected by these phenomena (for more
detailed information, see Figure 19).
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Figure 19. Crime and theft impact in business environment, according to the perception of foreign businesses
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Source: Authors’ calculations from the survey data

Transportation channels from Kosovo to the them have said it is a barrier, and 14% of the
world and vice versa, according to the business-  businesses have responded it is small barrier,
es, seem to be quite a challenge, as 33% of the  while 29% have declared transporting goods and
respondents have declared that transportation  services to and from Kosovo is not a barrier at all
routes/channels are a big problem, 24%% of (for more detailed information, see Figure 20).

Figure 20. Perceptions of foreign businesses regarding of Kosovo Transport Lines and Proximity to Markets
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Source: Authors' calculations from the survey data
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CHAPTER-FOUR: ECONOMIC OUTLOOK

4.1 Gross Domestic Product

According to quarterly estimates of Kosovo
Agency of Statistics (KAS) for 2018, the nominal
value of GDP reached the amount of 6.5 billion
euros, which in real terms represents a growth
of around 3.9 per cent. Similarly, CBK projections

for 2018 suggest that the economy of Kosovo
was characterized by a real growth of 4.0 per
cent (figure below), a slower increase compared
to the previous year, as a result of the increase in
the negative contribution of net export compo-
nent.

Figure 22. Real GDP growth rate
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According to KAS projections, the growth of
economic activity during 2018 was mainly gener-
ated by investment growth of 14.7 percent. Capi-
tal expenditures of the Government increased
by 13.4 percent (5.4 percent in 2017). A signifi-
cant contribution to the growth of investments is
estimated to have been the growth of banking
lending, which has been characterized by dou-
ble-digit growth throughout the year. Only new
investment loans marked an annual growth of
20.9 percent in 2018. Also, changes in tax policy
over the past years are estimated to have
impacted on stimulating investments (source:
CBK Annual Report 2018).

4.2 Fiscal Indicators

According to the Central Bank of Kosovo, Budget
revenues in 2018 reached a net amount of 1.76
billion euros, representing an annual increase of
4.5 per cent. Budgetary expenditures amounted
to 1.92 billion euros, representing an annual
increase of 10.3 per cent. Consequently, Kosovo
budget marked a primary budgetary deficit of
59.0 million euros in 2017, while as a share of
GDP, the primary deficit was 2.4 per cent. Within
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revenues, there is a higher increase of direct tax
revenues which amounted to 267.5 million
euros (12.4 per cent increase), while indirect tax
revenues marked an increase of 2.2 per cent and
amounted to 1.3 billion euros. Non-tax revenues
marked an increase of 3.8 per cent and amount-
ed to 192.9 million euros. By the end of 2018
public debt amounted to 1.1 billion euros, which
is 9.7 per cent higher compared to 2017. As a
share of GDP, public debt has reached 17.1 per
cent from 16.6 per cent in 2017. This increase in
public debt is attributed to the growth of domes-
tic debt of 17.8 per cent (which reached 676.6
million euros), while the public external debt
marked a decline of 1.4 per cent amounting to
416.4 million euros. The share of public external
debt in total public debt decreased to 38.1 per
cent from 42.4 per cent in 2017.

4.3 Labor Force

According to the Kosovo Agency of Statistics, the
unemployment rate in Kosovo is estimated to be
29.6%’. According to the same source, the unem-
ployment rate is higher among youth and

'http://ask.rks-gov.net/en/kosovo-agency-of-statistics/add-news/labour-force-survey-in-

kosovo-2018




women. This high unemployment rate is not having very limited employment possibilities. On
expected to be improved in the near future, due  the other hand, however, the work force is char-
to the economy not being able to create new acterized with varied skills and levels of educa-
jobs, and given that Kosovo has the youngest tion and training.

population in Europe, tens of thousands of

youth enter the labor market each year finding

Figure 21. Unemployment rate
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CHAPTER-FIVE: KOSOVO'’S FDI PROFILE

5.1 Trend of FDI inflows, their origin
and structure (2015-2019)

According to the Central Bank of Kosovo, Foreign
Direct Investment (FDI) in 2018 in Kosovo
amounted to 213.7 million euros, which
represents a decline of 16.3 per cent compared
to 2017. Within the FDI structure, the capital and
fund of investments in shares, but also invest-
ments in debt instruments marked a decrease

(figure 23). Capital and the fund of investment in
shares amounted to 217.4 million euros, which is
6.6 per cent less compared to the previous year.
FDIs in the form of debt instruments amounted
to -3.6 million euros (22.7 million euros in 2017).
FDI growth was mainly evidenced in the real
estate sector, mining sector, electricity and
trade, while financial services and constructions
sector marked a decrease.

Figure 23. Structure of Foreign Direct Investment by components
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In terms of the origin of FDI, most of FDIs came from Switzerland, Germany, Turkey, United King-

dom, Albania.

Figure 24. FDI statistics in 2019 per month until August 2019
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This data shows a flow of foreign direct invest-
ment covering nine-month period in 2019, show-
ing an increase in FDI compared to 2018, espe-
cially in the second part of the year 2019.

5.2 The Legal Framework of FDI in
Kosovo

5.2.1 Law on Foreign Investment

Foreign direct investment in Kosovo is primarily
regulated by the Law No. 04/L-220? on Foreign
Investment, whose purpose is to promote,
protect, and attract foreign investment in
Kosovo, primarily by providing fundamental
rights, protection measures and guarantees for
foreign investors. The main aim of this law,
which repealed the Law No. 02/L-333 is to
improve the business climate and conditions in
order to attract foreign investments and ensure
fair treatment of investors in accordance with
international standards. The law regulates all
aspects of foreign investments, addressing
non-discrimination, expropriation, compliance
with obligations/standards and laws, and,
among others, mechanisms for the resolution of
investment disputes. The inclusion of all these
guarantees in this Law is in accordance with the
best international practices and in full compli-
ance with EU legislation. The current Law on
Foreign Direct Investment contains 26 articles
and the Ministry of Trade and Industry (MTI) is
the responsibly authority, through its mecha-
nisms, to develop-create and monitor develop-
ment policy for foreign investment.

The Law No. 02/L-33 on Investment stipulates
that foreign investments include but are not
limited to:

* Movable and immovable property, including
rights in and to such property such as a mort-
gage, lien, pledge, lease or servitude;

Intangible and intellectual property, includ-
ing rights in such property, as well as goodwill,
technical processes and knowledge;

+ Cash, securities, commercial paper, guaran-
tees, shares of stock or other types of ownership
interests in the Republic of Kosovo or foreign
business organization; bonds, debentures, other
debt instruments;

Claims or rights to money, goods, services,
and performance under contract;

Concessions or licenses conferred by law,
administrative act, or contract; and

Returns yielded by an investment in the

Republic of Kosovo or an investment elsewhere”.

2https://gzk.rks-gov.net/ActDocumentDetail.aspx?ActID=8982
3Law No. 04/L-220 on Foreign Investment, Official Monitor No. 1/09 January 2014.
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Foreign investors, in theory, enjoy treatment
guaranteed by the law which gives them the
same rights and responsibilities as domestic
investors®. The law on foreign investment also
provides assurance regarding the repatriation of
capital and profit, and, contrary to the previous
law, the definition of foreign investor includes
also Kosovar citizens of diaspora®. It should be
noted that foreign investors enjoy the right to
settle investment disputes according to the
requirements agreed upon between the foreign
investors and the Republic of Kosovo. In the case
that an agreement does not exist, foreign inves-
tors can request to settle the investment dispute
through a court of competent jurisdiction in
Kosovo or through local and/or international
arbitration®.

5.2.2 The Law on Strategic Invest-
ments

Alongside with the Law on Foreign Investment,
Kosovo's Parliament recently adopted one of the
most important Laws in its entire history, namely
the Law No. 05/L-079 on Strategic Investments in
the Republic of Kosovo. The aim of this Law is to
stimulate, attract and create conditions for
implementation of strategic investments in the
Republic of Kosovo, to establish administrative
procedures and criteria for evaluation, selection,
implementation and monitoring of strategic
projects, as well as determining the procedures
for granting the use of the property of the
Republic of Kosovo, for the purpose of imple-
mentation of strategic investments projects (Law
No. 05/L-079 on Strategic Investments in the
Republic of Kosovo). The law covers different
sectors such as Energy with infrastructure and
Mining, Transport and Telecommunication,
Tourism etc. The definitions are relatively the
same as in the Law on Foreign Investment. The
Law further establishes the Inter-Ministerial
Committee for strategic investments. There is a
slight description of the responsibilities of each
Institution, namely, the Investment and Enter-
prise Support Agency serves as a Secretariat,
whereas the Committee, based upon each indi-
vidual case, issues a recommendation of grant-
ing the status of a strategic investor. The recom-
mendation is basically given after the recom-
mendation of KIESA, respectively the profession-
al advices from the Operational Group on the
preparation and implementation of strategic
investment. The Government of Kosovo, on the

“Law No. 02/L-33 on Foreign Investment; The rights vested on this law are: constant
protection and security, nondiscriminatory treatment, compensation in case of
nationalization, expropriation, violation of the legislation, and protection against
retroactive application of laws.

Defined in the law as: ‘any physical person who is a citizen of the Republic of Kosovo, but
has residence abroad'. For more see Law on Foreign Investment, Article 1.3.2

SLaw No. 04/L-220 on Foreign Investment Article 16: Mechanisms for the Resolution of
Investment Disputes



other hand, reserves the exclusivity of deciding
about each and individual case.

The Law further regulates the Agreement for the
implementation of the strategic project, the use
of Kosovo's immovable property when imple-
menting strategic projects, the list of projects
prepared by public authorities, transfer of the
right to use the publicly-owned enterprise’s
property to the investment entity and other
important legal provisions.

5.2.3 Platform for Dialogue between
Government and Investors

Kosovo Government has established the Nation-
al Council for Economic Development (NCED),
whose role is to organize and harmonize activi-
ties of state institutions in order to eliminate
barriers and address the challenges of doing
business in the Republic of Kosovo.

The National Investment Council (NIC) was
established by the government of Kosovo aiming
to coordinate the financing infrastructure proj-
ects in Kosovo and ensure synergy between
different sources on financing, i.e. budget, loans
and grants.

Additionally, there are several strategic docu-
ment developed by Government of Kosovo relat-
ed to economic development and attracting
foreign investors, as follows:

+ National Development Strategy as a key doc-
ument laying out the highest priorities of the
Government, which also includes measures
affecting trade;

Economic reform Agenda, a key reform
agenda agreed by the Kosovo Prime Minister
and EU commissioner.

Economic Reform Program- a document
providing 20 key measures to deepen the
economic dialogue between Kosovo and EU.

In Kosovo, The European Investor Counsel (EIC)
was established in 2014. The Council was estab-
lished for the following purposes.

a) To contribute to the improve the investment
climate in Kosovo with regard for better legisla-
tion and business practices at the technical level
that have a direct impact on your daily and
long-term business operation.

b) Support the alignment of the national legisla-

tion in Kosovo's EU integration process, by
providing inputs based on the experience of
different EU countries.

¢) Connect and cooperate with other relevant
stakeholders, including international organiza-
tions, other business organizations, diplomatic
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missions and similar foreign investor organiza-
tions to share the best practices and promote
the common interests, etc.

.;;.DZIA Other important Laws related to

Other important Laws related FDI interlinked
with foreign direct investment are: The Law on
Business Organizations, 02/L-123, The Law on
Economic Zones 03/L-129, The Law on Arbitra-
tion (02/L-75), 2007, The Law on Chamber of
Commerce No. 2004/7, The Law on Standardiza-
tion (Regulation No0.2004/12), The Law No.
03/1008 on Executive Procedure, The Law No.
05/L -057 and The Law No. 05/| -057 on the
establishment of the Kosovo Credit Guarantee
Fund.

All the above-mentioned laws originated from
the Governmental strategy with the aim of filling
the gaps that existed in different laws. This was
necessary in order to complete the Legal Frame-
work for the Foreign Direct Investments. It was
irrational to think that only with a single Law on
Foreign Investment the Legal Framework would
be completed. Notably, there is no significant
lack of the specific provisions laid down in differ-
ent laws which protect the Foreign Investor. In
this respect the procedures relating to the
enforcement of contracts are regulated by the
Law on Contested Procedure and the Law on
Execution. In general, the basic courts have juris-
diction to enforce contracts, with the exception
of matters falling within the jurisdiction of the
Commercial Court, which is responsible for
enforcement (Economic Initiative for Kosovo,
2011, n.n).

5.3 The Stabilization and Association
Agreement (SAA)

Kosovo in 2015 signed onto the European
Unions' (EU) Stabilization and Association Agree-
ment (SAA). The agreement is focused on bring-
ing the EU and Kosovo closer together to
promote sustainable economic growth in
Kosovo. The SAA creates a free trade area
between Kosovo and the EU with EU standards
and laws being applied in the country (Council of
the EU, 2015). There are other provisions in the
agreement such as cooperation in employment,
energy and education. The agreement does not
only improve conditions on the ground but can
also improve perception of the country. If
foreign investors see Kosovo as a legitimate
country cooperating with the EU in various
sectors, businesses will be more comfortable
and confident in investing in the country (Council



of the EU, 2015).

5.3.1 Western Balkan Regional Eco-
nomic Area

In addition to signing the SAA, Kosovo is a partici-
pant in an EU initiative to create a Western
Balkan Regional Economic Area; other partici-
pants include Albania, Bosnia, Macedonia, Mon-
tenegro and Serbia. Its primary purpose is to
create a free movement area where goods and
services can move freely throughout, very simi-
lar to the EU common market. The aim is to
deepen economic integration in the region with
the ultimate hope of EU membership. While the
European Commission endorses the plan and
has said it is willing to assist it is ultimately up to
the countries themselves to implement and
regulate. For investment, participants have
agreed to create a regional investment agenda
focused on exchanging information and the best
practices on investment policies. Ideally this will
lead to a harmonization of investment policies
across the area. There is a focus to stimulate
private sector growth to maximize potential
gains from the economic agreement (European
Commission 2017).

More integration across the region will make it
more attractive and competitive. The Balkan
market would be 20 million consumers who
have remained untouched by current 10
economic activities. This will encourage more
FDI which will create jobs and economic growth.
EU and Balkan companies would be able to work
closer together and develop relationships or
supply chains. This integration would be incredi-
bly beneficial for the Balkans and Kosovo specifi-
cally as they reform their institutions and devel-
op their economies in hope of EU membership.
What the SAA and Regional Economic Area do
that will attract more foreign investment is it
makes the Kosovo economy bigger. Kosovo has
a smaller population which discourages invest-
ment due to a small consumer pool. With these
two agreements the Kosovo market becomes
much bigger and makes it a much more attrac-
tive place to invest due to its new market access.

5.3.2 Central Europe Free Trade Agree-
ment (CEFTA)

Complementary to the SAA is CEFTA 2006/, the
second EU instrument for trade integration and
economic development of the WB region. CEFTA
is a trade agreement between Non-EU countries
in Central and South-Eastern Europe, enabling
its producers to access the regional market com-

"https://www.rks-gov.net/EN/f133/foreign-economy/cefta
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prising of the 25 million customers, free of any
costumes duties®. The agreement aims at estab-
lishing a free trade zone in the region by 31
December 2010.

As of 1 May 2007, the parties of the CEFTA agree-
ment are: Kosovo, Albania, Bosnia and Herze-
govina, Macedonia, Moldova, Montenegro and
Serbia. Current membership criteria since
Zagreb meeting in 2005:

+ WTO membership or commitment to respect
all WTO regulations
* Having an European Union Association Agree-
ment
* Free Trade Agreements with the current
CEFTA member states

At the EU's recommendation, the future mem-
bers will be prepared for membership by estab-
lishing free trade areas. A large proportion of
CEFTA foreign trade is with EU countries.

Additionally, Kosovo has signed double taxation
treaties with Albania, Macedonia, Slovenia,
Austria, Turkey, the United Arab Emirates, and
the United Kingdom. Older treaties with Hunga-
ry, Netherlands, Germany, Finland, and Belgium
from the time of the former Yugoslavia still apply
for Kosovo.

Kosovo is member of the European Common
Aviation Area and member of the Athens
Process on Energy for the Southeastern Europe
Energy Community Treaty. More information on
Kosovo's trade agreements can be found on the
website of the Ministry of Trade and Industry.

5.4 Tax system in Kosovo

The tax policy in Kosovo is oriented towards
simple regulations that ensure broad tax basis
and prevent tax evasion. Taxes differ based on
type of business and annual turnover.

The tax administration applies three main taxes
plus Pension Contribution main tax regimens?:
Value Added Tax (VAT); Corporate Income Tax
(CIT); Personal Income Tax (PIT) and Pension
Contribution.

5.4.1 Value Added Tax (VAT)

The main tax in Kosovo is the Value Added Tax
(VAT), which is paid for goods and services. The
tax rate is 18% and reduced rate is 8% and'°.
Businesses that have annual turnover of 30.000

8https://www.rks-gov.net/EN/f133/foreign-economy/cefta
°http://www.atk-ks.org/




€ and above must register for VAT. In terms of
import the period for VAT payment is 6 months
and it is collected at administrative borders of
Kosovo.

5.4.2 Corporate Income Tax

This tax is paid every three months depending
on the annual turnover. The corporate tax rate
for annual turnover over 50,000€ is 10%.

5.4.3 Personal Income Tax

This type of tax is applied on incomes from
wages, business, rent, interest, real estate, etc.
Tax rates for personal income wages are normal-
ly progressive, based on the level of earned
salary and lower rates in the region and coun-
tries of EU.

The tax rates are:

0% up to 80 euros/monthly
4% 80-250 euros/monthly
8% 250-450 euros/monthly
10% over 450 euros/monthly

5.4.4 Pension Contribution

Kosovo Pension Savings Fund is responsible for
administering and managing the individual pen-
sion saving accounts. This tax obliges the
employee and the employer to contribute in
financing the employee’s pension at the rate of
5% from the employee’s salary and 5% from the
employer™.

5.5 Customs

The Customs Service gives its contribution in
economic and security matters. The collected
customs taxes such as Duty Taxes, Value Added
Taxes, and Duty of Excise go to the Consolidated
Budget of Kosovo thus helping the economic
development of the country. The Customs
Service also checks the import and export by
ensuring the protection of economy and protec-
tion of trademarks as well as accurate statistics

°The standard VAT rate is 18%. A reduced rate of 8% applies to the following supplies:
Supply of water, except bottled water. Supply of electricity, including transmission and
distribution services, with central heating, waste collection and other waste treatment.
Grains such as barley, corn, maize varieties, oats, rye, rice and wheat. Products made
from grain for human consumption, such as flour, pasta, bread and similar products.
Cooking oils made from grains or oilseeds for use in cooking for human consumption.
Dairy and dairy products intended for human consumption. Salt used for human
consumption. Eggs for consumption. Textbooks and serial publications. Supply including
lending of books from libraries, including brochures, leaflets and similar printed
materials, children's picture books, drawing and coloring books, music printed texts or
manuscripts, maps and hydrographic charts and similar. Information technology
equipment. Supply of medicines, pharmaceutical products, instruments, medical and
surgical devices. Medical equipment, ambulances, aids and other medical devices to
facilitate or treat inability for exclusive use by the disabled, including the repair of such
goods and supply of children’s vehicle seats.
Thttps://www.rks-gov.net/EN/f134/finance-taxes-customs/taxes)

29

about external trade.

Customs tariffs in Kosovo regarding import
are:
Costumes tariffs in Kosovo regarding imports
are:

+ 0% for goods imported from CEFTA countries
except Serbia and B&H.
100% for goods imported from Serbia and
B&H to 100%'2.
Progressive tariff for goods imported from
EU countries, according to SAA.

* 10% for gods imported from third countries.

5.6 Economic Zones

Kosovo Investment and Enterprise Support
Agency (KIESA), operating under the Ministry Of
Trade and Industry, is also responsible for the
development of the private sector, including the
development of economic zones. Economic
Zones are regulated by the Law on Economic
Zones.

The GOK has established 3 economic zones (EZs)
that are compliant with European Union and
World Customs Organization standards: They
are: Free Economic Zone in Mitrovica Cadastral
area; Free Economic Zone in Gjakova cadastral
area, and Free Economic Zone in Prizren cadas-
tral area, which are compliant with European
Union and World Customs Organization stan-
dards.

And other economic zones such as: Drenas Busi-
ness Park, Shtime Technology Park, Suhareka
Agro Industrial Zone, Lipjan Industrial Zone and
Economic Zones, in Gjakova, where the Ministry
of Trade and Industry with their municipalities
continues to co-invest in order to complete phys-
ical infrastructure.

5.7 Investment Guarantees

The Multilateral Investment Guarantee Agency
(MIGA) (@ member of the World Bank Group)
guarantees Investment in Kosovo up to the value
of EUR 20 million.

The US Overseas Private Investment Corpora-
tion (OPIC) Also provides political risk insurance
for foreign investors in Kosovo.

2During the November in 2018, the Government has decided to increase the customs
duty on products imported from Serbia and Bosnia to 100 per cent. In addition, the
Government forced the Kosovo Customs to prohibit the entrance into Kosovo with
inscriptions that are not compliant with the official description in the Constitution of the
Republic of Kosovo. This decision was taken one day after Kosovo's failure to ensure
Interpol membership, which according to Kosovo Government came as a result of
Serbia’s campaign. The reason behind this decision was the continuous violation of the
Central Europe Free Trade Agreement (CEFTA) by Serbia and Bosnia and Herzegovina
against Kosovo. Office of the Prime Minister of Kosovo. Decision 76. Source:
https://bit.ly/2FJHLMH



The investment and credit guarantees from
Austria - the Austrian Kontrollnamk (OeKN) and
for Germany, the Euler Hermes Kreditversi-
cherung.

5.8 Privatization

Privatization Agency of Kosovo is an indepen-
dent body established by the Assembly of the
Republic of Kosovo and is spread and operates
throughout the territory of the country. The
Agency has the mandate and authority to sell or
transfer the enterprises and/or assets to private
investor-buyers, or to liquidate them. For chart
results of sells or transfer assets please visit the
KPA website’:

The GoK (Government of Kosovo) has been
attempting to privatize publicly owned assets
since the early 2000's. State owned assets are
diverse and include ownership in the agricultural
sector, mining, minerals, and hospitality
services. Potential investors whether foreign or
domestic are all treated the same, in the bidding
process. In 2016 the Kosovo government adopt-
ed the “Law on Strategic Investment” in hopes of
attracting foreign investment. The primary focus
of the law is to transfer ownership of SOEs to
strategic investors. What makes the law unique
from other privatization schemes is that the law
allows GoK to directly negotiate with potential
investors without going through traditional
bidding procedures in special cases.

PAK officials point out that up to 50 per cent of

property or social assets have been privatized so
far.

*www.pak-ks.org
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CHAPTER-SIX: REASONS TO INVEST IN KOSOVO

Some of the benefits from investing in Kosovo
are as follow:

6.1 Young population

Kosovo has the youngest population in Europe,
70% of its population are under 35 years. Alba-
nian and Serbian are both official languages in
Kosovo, while due to the high international pres-
ence English has been established as the third
official language. Accordingly, the number of
English-speaking Kosovars is far above the
regional average. About 25% of Kosovars live in
the European Union, mostly in the Ger-
man-speaking countries.

6.2 Competitive operating costs

High taxes burden the creation of countries
work and the incentive to invest in one place.
Regarding this issue Kosovo compared to coun-
tries of the region has a low tax burden (all taxes
Value Added Tax (VAT); tax in Personal Income
(TAP) and Tax on it corporate income (CIT) where
rates taxes are the lowest in the region).

IETL through this study provides worth informa-
tion’s comparing tax burdens of Kosovo with the
countries of the region, namely: Northern Mace-
donia, Serbia; Bosnia and Herzegovina; Albania
and Montenegro, which can serve the govern-
ment at the local level and central for promoting
investment attraction.

Value Added Tax (VAT) Tax Rate between the
Kosovo and region countries

Recently there are three VAT rates in Kosovo:
(0%) for exports, (8%) for essential products and
(8%) for luxury products. By comparing with
other countries in the region Kosovo ranks as
one of the countries with the lowest VAT rate in
the region (for more detailed information, see
Table 1)

Corporate Income Tax between the Kosovo
and region countries

As for the income tax rate, Kosovo has (10%) and
followed by Montenegro (9%), while Serbia
(15%), Albania (15%) while Croatia (18%) has the
highest rate of this tax in the region (for for more
detailed information, see Table 1).

Personal Income Tax Rate between the
Kosovo and region countries

Regarding the income tax rate personal, Kosovo
applies the favorable rate compared to other
region countries. Kosovo applies progressive
norm monthly taxes which start as follows: the
tax rate of (0%) applies to salaries 0 to 80 Euro /
month; the tax rate of (4%) applies to salary 80 to
250 euros/month; tax rate of (8%) applies for
salaries 250 to 450 euros/month; and the tax
rate of (10%) applies to salaries over 450 euros/
month. The following table shows taxes in the
countries of the region: and the tax rate of (10%)
applies to salaries over 450 euros / month. The
following table shows taxes in the countries of
the region:

Table 1. The comparison of the taxation rates between the Kosovo and region countries

Country

VAT

Personal
Income Tax

Corporate
Income Tax

The standard VAT rate is 18% 0%- 4%
Kosovo i 10% 8%
The lowest VAT rate is 8% 10%
. The standard VAT rate is 18%
North Macedonia 10% 10%
The lowest VAT rate is 5%
. The standard VAT rate is 20%
Serbia 15% 10%
The lowest VAT rate is 10%
i The standard VAT rate is 17%
Bosnia an.d b 10% 10%
Herzegovina There is no reducet VAT rate
. The standard VAT rate is 25%
Croatia 18% 36%'
The lowest VAT rate is 13%'>
. The standard VAT rate is 20%
Albania 15% 230416
The lowest VAT rate is 10%
The standard VAT rate is 19-21%"7 99 9%
0 0
Montenegro The lowest VAT rate is 7%'®
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Source: Tax Administrations/Public Revenue Offices in the countries of the region mentioned in the table

Social Security Contributors

The data (see Table 2) show that Kosovo has the
simplest and most favorable system compared
to other countries in the region. In Kosovo at
present only the Pension Contribution is obliga-
tory, which is the simplest and the lowest com-
pared to other countries in the region, with the
current rate of (10%) divided in payments of (5%)
paid by the employer and (5%) paid by the
employee. Despite the existence of the Law on
Health Insurance that provides for a rate of (7%)

in total again divided into payments of (3.5%)
paid by the employer and (3.5%) paid by the
employee, however its implementation is impos-
sible due to the lack of budget.

Other countries in the region apply other obliga-
tory social security contributions, including:
health insurance, employment and unemploy-
ment insurance, which affect business operating
costs. Table 2 below shows the rates for social
security contributions in the Republic of Kosovo
and the countries of the region.

Table 2: The comparison of the obligatory Social Securities (Insurances) rates between the Republic

of Kosovo and region countries

Social security contributions

Paid by employer Paid by employee

Kosovo 5.0% 5.0% 10.0%
Pension contribution 5.0% 5.0% 10.0%

Health insurance* Law is still not implemented N/A N/A N/A
North Macedonia 8.3% 24.0% 32.3%
Pension and Disability Insurance 5.5% 15.0% 20.5%
Health Insurance 2.3% 8.5% 10.8%

Unemployment Insurance 0.5% 0.5% 1.0%
Serbia 17.7% 20.3% 38.2%
Pensions 12.0% 14.0% 26.0%
Health Insurance 5.2% 5.5% 10.7%

Unemployment Insurance 0.8% 0.8% 1.5%

Bosnia and Herzegovina 10.5% 31.0% 41.5%
Pension and Invalid Insurance 6.0% 17.0% 23.0%

Health Insurance 4.0% 12.5% 16.5%

Unemployment Insurance 0.5% 1.5% 2.0%

"In Croatia, the Personal Income Tax Rate is a tax collected from individuals and is
imposed on different sources of income like labor, pensions, interest and dividends.
5The standard VAT rate is 25% and the lower rate is 13% for accommodation, food and
newspapers.

'®In Albania, the Personal Income Tax Rate is a tax collected from individuals and is
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imposed on different sources of income like labor, pensions, interest and dividends.
"The VAT law in Montenegro has been updated by the parliament to include a rise in the
VAT rate from 19% to 21%. The change will come into effect on 1 January 2018.

®The reduced VAT rate of 7% applies for basic foods, medicines, hotel and tourist
accommodation, among others.



Social security contributions

Paid by employer Paid by employee

Country Total
Croatia 17.0% 20.0% 27.0%
Health Insurance 16.50% 20.0% 36.50%

Albania 16.7% 11.2% 27.9%
Social Insurance Contribution 15.0% 9.5% 24.5%

Health Insurance Contribution 1.7% 1.7% 3.4%
Montenegro 10.3% 24.0% 34.3%
Pensions 5.5% 15.0% 20.5%

Health Insurance 4.3% 8.5% 12.8%

Unemployment Insurance 0.5% 0.5% 1.0%

Source: Tax Administrations/Public Revenue Offices in the countries of the region mentioned in the table

6.3 Business Environment in Kosovo

According to the Kosovo Investment Enterprise
Support Agency (KIESA), the business environ-
ment in Kosovo is becoming one of the most
competitive in the region. Advantages such as an
excellent tax system (taxes in Kosovo are very
low compared to neighboring countries) ; the tax
system is kept extremely simple, abundant natu-
ral resources, quick and easy business registra-
tion, and transparent laws on foreign invest-
ment, make Kosovo an attractive and friendly
environment for foreign investors. For compa-
nies looking to invest in a low-cost location with
easy access to the EU, Central European and
Balkan markets, Kosovo represents a highly
attractive option. For the first time in Kosovo, an
investor can register a business in 2 days, free of
charge with zero chartered capital (for LLCs). In
the World Bank Doing Business indicator report,
Kosovo is ranked in the 60th position in the
world, by confirming a huge progress made by
Kosovo in applying reforms and improvement
country’s doing business environment.

Regarding foreign investment there is a Foreign
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Investment Law, which protects foreign inves-
tors and treats them as equals to domestic
investors. To operate as a legitimate business,
foreign and domestic enterprises must be regis-
tered in the Business Registration Agency, at the
Ministry of Trade and Industry™.

6.4 Central geographic location

Located in the heart of the Balkans, Kosovo
serves as a connecting bridge between the South
Eastern European countries, through air, road,
railway transport and three see ports, such as:

“To operate as a legitimate business, foreign and domestic enterprises must be
registered in the Business Registration Agency, at the Ministry of Trade and Industry as
one of the following business categories: 1. Individual Business, 2. General Partnership,
3. Limited Partnership, 4. Limited Liability Company 5. Joint Stock Company, 6. Foreign
Company, 7. Socially Owned Enterprise, 8. Publicly Owned Enterprise, 9. Agricultural
Cooperative, 10. Other enterprises under the jurisdiction of KTA In accordance with the
provisions of the Foreign Investment Law, foreign companies are allowed to engage in
any business activity which is open to local businesses, and there is no restriction in
terms of capital that these companies may have. Foreign investors can establish their
branches in the same way as local businesses.



Figure 25. Travel distance from Prishtina to Regional Centers in kilometers (km)

Skopje 86
Sofia 279
Thessaloniki 329
Tirana 256
Belgrade 355

m

Durres 262
Sarajevo 390
Bari - Italy 531
Zagreb 741
Budapest 747

Source: Kosovo Investment Enterprise Support Agency

6.5 Liberal Trade Regime

Kosovo is part of CEFTA since 2007, and also
benefits from Autonomous Trade Preferences
(ATP) with EU and duty-free trade with US, and
trade connections with Japan, Norway and
Turkey. Free access to European Union market
and neighboring markets Modern institutions in
support of businesses - Stabilization and Associ-
ation Agreement (SAA) with European Union (EU)
-is signed in October 2015 and is in power from
1st April 2016. (For more details on SAA you can
find in: www//mti.rks-gov.net)

* Free Trade Agreement with EU (28 countries),
a market above 500 million - third largest in the
world with population, after China and India.

* The Central European Free Trade Agreement-
CEFTA (2006) that includes 7 non-EU member
states: Albania, Bosnia and Herzegovina, Kosovo,
Macedonia, Moldova, Montenegro and Serbia,
population: 21 million.

* Generalized System of Preferences (GSP)
Program with US, Japan and Norway.

+ Free Trade Agreement with Turkey.

6.6 Economic Stability

The real development of the country, measured
by the gross domestic product (GDP), has been
favorable the past years, showing a positive and
continuously increasing trends, despite the
effects of the international crisis. The private
sector consumption and investments are the
most important factors behind economic
growth. These investments are mainly being
driven by the quickly expanding financial sector.
Moreover, Kosovo's Government runs a stable
and forward-looking policy. The tax revenue
base has been widened, thus enabling Govern-
ment expenditures to increase and, in turn, sup-
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port economic growth. Kosovo runs a very stable
monetary policy. Kosovo is one of the few coun-
tries outside the EU-zone that has introduced
the Euro as its official currency. By eliminating
the exchange rate risk, transaction costs have
been reduced, facilitating the promotion of trade
and investment. Due to the absence of monetary
instruments resulting from the use of the Euro,
Kosovo dose not run any monetary policy risk
either. Prixes are expected to remain stable in
the future.

6.7 Stable currency (Euro) and low
inflation

The EURO became the official currency used in
Kosovo from January 1st 2002, eliminating this
way the currency and exchange rate risk. In
particular, the euro gave Kosovo a considerable
advantage over its competitors in the region by
making it more attractive to foreign investment
and by bringing financial and macroeconomic
stability that many countries in the region lack.
In addition, it enabled Kosovo to offer the lowest
transaction costs in the region.

6.8 Modern Telecommunications

Kosovo offers modern telecommunication
systems, just like you are used to in the devel-
oped EU countries. There are 3 fixed telephony
operators and 2 mobile telephony operators,
offering the latest and most modern technolo-
gies, including VolP, GPRS, etc. Three main inter-
net service providers offer stable and broad-
band Internet, including DSL, Wireless, and
Cable, with lower prices than in any other Euro-
pean. Country. According to Eurostat's publica-
tion "Basic figures on Enlargement countries" -
Edition 2019, in 2018, Kosovo had the highest



percentage of households with home-based
Internet access in the region (93%)%.

6.9 Secure banking system

Over the recent years Kosovo's financial sector
has been built on completely new foundations.
The Banking and Payments Authority of Kosovo
(BPK), established in November 1999, is an inde-
pendent body which acts as a Central Bank of
Kosovo and successfully regulates the banking
and insurance sectors. There are ten registered
banks, ten Savings and Credit Associations,
twelve micro-finance institutions, four other
non-banking financial institutions and nine
insurance companies in Kosovo, including the
Austrian Uniga and Wiener Stadtische. The
banks that operating in Kosovo are: Banka Pér
Biznes, Banka Kombetare Tregtare, Banka
Ekonomike, Komercijalna Banka, NLB Prishtina,
Procredit Bank, Raiffeisen Bank Kosovo, Turkiye
Is Bankasi, T.C. Ziraat Bankasi Kosova and TEB
SH.A. Foreign banks dominate the banking
market.

2°http://ask.rks-gov.net/en/kosovo-agency-of-statistics/add-news/kosovos-internet-access
-is-higher-than-the-eu-average
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CHAPTER-SEVEN: INVESTMENT OPPORTUNITIES

Kosovo has a number of sectors that provide
good business opportunities, such as:

7.1 Energy and Mines

Kosovo has abundant underground resources,
with 14,700 million tons of lignite reserves, it has
the fifth place in the world. The reserves of this
mineral, which are used as the main source of
the energy production in Kosovo, are estimated
to last for the next 650 years, with the rhythm of
current extraction. The reserves of lignite are
also scattered in the basins of Dukagjini and
Drenica but the extraction of the mineral is
currently limited only in the basin of Kosovo.
Besides lignite, Kosovo is also rich with of other
minerals such as: aluminum, gold, lead, zinc,
copper, bauxite, magnesium, asbestos, chro-
mite, limestone, marble and quartz. zing, steel,
gold, cadmium, and bismuth. As estimated by
the World Bank While, the majority of Kosovo's
natural resources remain unused, its huge
reserves are a great potential for future growth.

Trepca Mines: about 23,000 employees, at a time
it was one of the largest companies in Yugosla-
via. Kosovo's government is working on a new
strategy for Trepca. For more, please visit the
Kosovo's Ministry for Economic Development
webpage?'.

7.2 Agriculture and Farming

Kosovo is rich with agricultural land; 53 percent
of the total surface is arable land. Currently, the
agricultural sector contributes with only 19
percent of total Annual Work Unit (AWU) and 15
percent of export value. Food processing in
Kosovo has been traditionally managed by the
socially owned enterprises, whereas today they
are inactive; new private companies have begun
operating in this field. Most of these companies
are small and are not capable of meeting the
largest part of demands in the market. Invest-
ment in these companies, securing of new man-
agement techniques could rejuvenate the indus-
try of agro processing in Kosovo to the extent
where it could be competitive in international
markets.

7.3 Energy

Much of Kosovo's energy supply is mainly based
on lignite?2. Currently two Kosovo A plants (5

21http://mzhe-ks.net/en/procedures-for-investment-241
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units with 800 MW installed) and Kosovo B (two
units with 678 MW installed) are in operation.
The actual capacity of these plants is around 915
MW entirely. They are notorious for their contri-
bution to air pollution and Kosovo A should be
closed by the end of 2017, according to an EU
commitment.

A new 500 MW lignite power plant - New Kosovo
- has been under development for many years
whttp://bankwatch.org/our-work/projects/koso-
va-e-re-lignite-power-plant-kosovo]. It was origi-
nally planned as a 2000 MW plant but failure to
find investors has gradually reduced ambitions.

Kosovo has a significant potential of Renewable
Energy Sources (RES), including hydro energy,
wind energy, solar energy, biomass, thermal
energy, etc. For more, please visit the Kosovo's
Ministry for Economic Development webpage?.

7.4 Information Technology and Commu-
nication - ITC

The Kosovo government has recognized the
strategic importance of the ICT industry for
economic development and structural transfor-
mation towards a knowledge-based economy.
Consequently, in 2013 the government of
Kosovo officially declared the ICT industry a high
priority sector for its economy. According to an
Information and Communication Technology
Survey published by the Kosovo Agency of Statis-
tics (KAS), the country's ICT sector is growing fast,
having been one of the priorities of the govern-
ment for the last five years.

Kosovo has the youngest population in Europe.
It is both skilled and multilingual, with English
being only just short of an official language to
high international presence. According to
Eurostat's publication "Basic figures on Enlarge-
ment countries" - Edition 2019, in 2018, Kosovo
had the highest percentage of households with
home-based Internet access in the region
(93%)*.

Kosovo has emerged as one of the Europe’s top
locations for global sourcing of IT services.
According to the Global Sourcing Association
(GSA) the Southeast Europe - Kosovo region has
become an attractive location for sourcing/out-
sourcing due to the low cost of qualified staff
2Kosovo has very large lignite resources, totaling 12.5 billion tones, which it claims are the
second largest in Europe and fifth largest in the world

2http://mzhe-ks.net/en/procedures-for-investment#.XfSxOYNK|G
2http://ask.rks-gov.net/en/kosovo-agency-of-statistics/add-news/kosovos-internet-acces

s-is-higher-than-the-eu-average



and a large number of highly educated, bilingual
and qualified IT professionals. Almost 1/3 of
Kosovo companies are engaged in export
services (Outsourcing possibilities and Kosovo
companies)®.

The International Association for Outsourcing
Professionals has chosen Kosbit (https://ww-
w.kosbit.net/) among the TOP 100 Global Out-
sourcing Providers. Kosbit is working with com-
panies such as AT&T, IBM and Cisco, and with
over a decade worth of experience it is providing
a wide range of services, IT outsourcing services,
global telecom solutions, system integration,
and software development services to reduce
ICT costs, improve service delivery and enable
business growth. Stellarion (https://stellarion.fi/)
is @ company established in Finland by Finnish
and Kosovan partners. It has been expanding
quickly and works with AR/VR projects including
the project in developing the tourism for the city
of Hdmeenlinna. The American company Kode
Labs, a company specialized in 10T for ‘commer-
cial real estate’, bought a Kosovan company Zag
Apps, an IT company developing software prod-
ucts. These are only some examples to show
how great the potential of this sector is in
Kosovo. For more, please visit the Kosovo's Min-
istry for Economic Development webpage?®.

7.5 Construction

In the recent years the construction industry has
become one of the most important sectors in
the economy of Kosovo. This sector continues to
be a great economic potential for Kosovo, taking
into account the need for the construction of
new settlements and road infrastructure. GDP
From Construction in Kosovo averaged 101.49
Euro Million from 2011 until 2019, reaching an
all-time high of 195.70 Euro Million in the second
quarter of 2019 and a record low of 34.10 Euro
Million in the first quarter of 2011.

7.6 Textile Industry

Textile was the second biggest sector in Kosovo.
At the peak of its development, 15 socially
owned enterprises for textile production
employed more than 1,000 people and sales
reached the amount of up to 35 million euros. In
spite of recent developments in the region that
resulted in the destruction of market connec-
tions, the analysis indicates that in case these
connections are reestablished between 55 and
65 million euros can be acquired from the
export. This sector is sufficiently attractive for

2https://www.marketopportunities.fi/home/2019/ict-sector-in-kosovo/
https://mzhe-ks.net/en/information-technology-telecommunications
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investors in order for Kosovo once again to
produce final clothing products from the textile
produced in the region. Kosovo offers three
major benefits for investors:

A cheap, well skilled and experienced work
force;

A solid base of technology that can be
acquired through the ongoing process
Numerous subcontracting and outsourcing
possibilities (with know-how, labour force and
other comparative advantages than the country
offers, including the friendly business and
investment environment); For more, please visit
the Kosovo Investment and Enterprise Support
Agency (KIESA) webpage. %7

7.7 Wood processing

Over 40% of Kosovo's land mass is covered by
forests, or an area of approximately 465,000
hectares. Woodwork is considered one of the
most strategic sectors with great potential for
growth. The total standing volume on public
forest is estimated at about 53 million m3. Statis-
tic data shows that 75% of wood processing
companies produces final products; 18% of
produces semi-final products; and 10% produce
row material. Most of wood processing compa-
nies has shown positive results during these
past years (turnover growth, value added
production, increase on employment number,
growth in export).

Main exporting destinations: Germany, Austria,
Switzerland, (mainly export of doors, windows,
kitchens and furniture), also other countries of
the region.

7.8 Tourism

The natural wealth of Kosovo represents high
quality tourism resources. The mountains south
of Kosovo has great potential for winter tourism.
One of the most interesting opportunities for
foreign investors in this region is Brezovica Ski
Resort in the Sharr Mountains. The resort situat-
ed between 1.700 and 2.500 m above sea level. It
offers excellent weather and snow conditions, as
well as long ski seasons from November to May.

Brezovica can be reached in an hour by car from
both airports, from international airports Pristi-
na (60 km) and from Skopje (70 km), and it locat-
ed in the National Park of Sharr in the Republic
of Kosovo, the chain of Brezovica mountains lies
in 39,000 hectares of ground alpine high moun-
tain and forest.

Also, in the Sharr Mountains in the very south of

2’https://kiesa.rks-gov.net/page.aspx?id=2,23



the country, bordering Macedonia and Albania,
Kosovo is offering about 22.000 hectares of
largely land in the mountains area, belonging to
the SOE "Sharrprodhimi" for privatization.

The region offers excellent tourism opportuni-
ties, such as skiing, eco-tourism, paragliding,
mountain biking, rock climbing, trekking, kayak-
ing, house riding, etc. The land of Dragash
municipality is stunningly beautiful. It is clearly a
remarkable property for eco-tourism. Other
investment opportunities are Sky Center in
Rugova Mountain, while Kosovo is generally rich
with mountains, artificial lakes and rivers and
therefore also offers possibilities for hunting
and fishing.

The widespread production of rare artisan crafts
in Kosovo, such as the Filigree (silver), represents
an attraction for foreign tourism.

In addition, Kosovo has the potential to develop
cultural tourism with numerous religious and
other sites with extraordinary cultural and
historical value.

The numerous thermal springs of Kosovo are
well known in the region for their healing effects.
Foreign investors in the field will find high
demand in the regional and domestic market.
For more, please visit the Kosovo Investment
and Enterprise Support Agency (KIESA) web-

page?.
7.9 Vineyards

The growth of grape and wine production is an
old tradition in Kosovo. During the golden years,
only in Rahovec the wine industry had a produc-
tion capacity of up to 50 million liters per year. In
1989, the export of Rahovec wine reached 40
million liters, which were mainly distributed to
the German market.

#https://kiesa.rks-gov.net/page.aspx?id=2,23
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RECOMMENDATIONS

Foreign direct investment in our country is of
strategic importance, it is a key factor for
increasing the competitiveness of Kosovar prod-
ucts in international markets, for supporting
economic growth and increasing competition
and productivity in domestic markets, but unfor-
tunately since the declaration of independence
in 2008 and so far we do not have the desired
level of FDI.

The purpose of this research was to analyze the
barriers facing foreign investors in Kosovo and
to provide recommendations on measures to be
taken by central and local government to over-
come them as well as recommendations for sub-
sequent precautionary measures for existing
investors with the aim of maintaining and
expanding their investment (re-investment).
These recommendations are the result of a
survey with 38 foreign companies through a
questionnaire containing 47 questions focusing
more on the barriers faced by foreign investors.

Also, through this study, the IETL Institute
provided valuable information on the potential
and reasons for investing in Kosovo to continue
a broad debate on the development of a new
national strategy for economic development
that would guide the reforms that are needed
for the overall economic development and
attraction of FDI.

In this context, the recommendations to the
government at local and central level have also
been divided into two groups:

1. Recommendations for Retaining Existing
Foreign Investors

2. Recommendations for attracting new foreign
businesses

Recommendations for retaining exist-
ing foreign investors

a) Recommendations for increasing credibili-
ty in institutions

Local government, other relevant municipal
institutions and agencies as well as central level
institutions in whose jurisdiction the foreign
business is located and operate play an import-
antrole in accommodating and creating a friend-
ly environment for foreign businesses. In this
regard, the study shows that there is little trust
among foreign businesses towards central
government as well as local authorities (over
28.6% stated that they do not trust local and
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central government) and lacks coordination
between these two levels of government. In this
regard, Kosovo has failed to provide a positive
example of institutional coordination of foreign
investment support policies and actions.
Although the Kosovo Investment and Enterprise
Support Agency (KIESA) has been established;
National Council for Economic Development
(NECD); Inter-Ministerial Committee on Strategic
Investments; The Council of European Investors
(CEl) to promote and support the investment
climate, yet Kosovo still lacks proper coordina-
tion where there are at least 5 (five) ministries of
economy aiming at enhancing the competitive-
ness of certain sectors and promoting foreign
investment in our country. An inter-institutional
coordination and focus on a common institu-
tional "message" is one of the key preconditions
for strengthening the promotion of investment
opportunities and increasing FDI. The govern-
ment should establish a common mechanism
within the Office of the Prime Minister, with ade-
quate budget and human resources, as well as
negotiating power, so that FDI promotion poli-
cies are coordinated with the municipalities, are
poweful and and substantial.

b) Recommendations for improving the legal
environment

Another important finding is the problems with
the legal environment, namely the rule of law.
Although Kosovo has made a lot of progress in
doing business as well as in completing the Legal
Framework for Foreign Direct Investment (legal
infrastructure regulated and harmonized with
EU standards); however, improving the legal
environment, namely strengthening the rule of
law and order, according to the research find-
ings is one of the issues for which the new
Kosovo government should take faster mea-
sures related to the strengthening of the rule of
law,greater efficiency not only in dealing with
commercial disputes of concern to businesses,
but also in the proper implementation of laws.
Courts must be effective and impartial. It is also
recommended that it is necessary to establish a
commercial court to deal with such litigation
where fair, transparent and timely decisions are
made and the empowerment of the arbitral
tribunal, which greatly facilitates the resolution
of business problems in domestic and interna-
tional business disputes. When talking about
strengthening the rule of law and order, con-
crete results must be seen in combating all
forms of corruption at all levels, in central
government and local government, as the



perception of corruption by foreign investors is
very high.

c) Administrative recommendations

Research shows that administrative barriers
(licensing, cost, time, obtaining building permits,
prolonged procedures for using municipal prop-
erty, lack of business premises (economic zones)
continue to create problems for foreign busi-
nesses and talk about a not-so-favorable
climate. The findings of the study correspond to
the World Bank Doing Business report for 2018,
according to which Kosovo ranks 122nd out of
190 countries. As a conclusion Kosovo should
improve in this indicator, as it is a major chal-
lenge and obstacle for foreign businesses when
setting up and starting a business in Kosovo.

d) Recommendations for fiscal incentives

According to the businesses interviewed, regard-
ing the main incentives needed, it is suggested
that the Government of the Republic of Kosovo
(GoK) take some measures, such as the estab-
lishment of tax holidays; full functionalization of
balanced economic zones, creation of free
customs zones; creating more space for busi-
ness parks. These measures are one of the key
elements of private sector development which
will affect investment retention, expansion
(re-investment or expansion by existing inves-
tors) and attraction of foreign investment.

e) Recommendations for reforming the edu-
cation system and developing human capital

Many firms report problems in hiring new
employees, mainly due to inadequate experi-
ence or qualifications. Developing skills is a
must, a long-term goal, and not at all easy.
Important attention by the new Government
should be devoted to the development of
human capital, starting with the reform of the
education system at all levels, with the aim of
fostering entrepreneurship among future gener-
ations, but also improving the relationship
between demand and labor market supply. A
separate study is needed to precisely determine
which programs should be introduced in univer-
sities and schools to provide a good basis for
skilled workers.

f) Others

When it comes to transport infrastructure, it
should be noted that there have been invest-
ments in road infrastructure, but the moderniza-
tion of the railway network has lagged behind,
and this is what should happen in the new
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government, so the continued investment in the
railway network would facilitate the operation of
many businesses as well as exports. Rail infra-
structure is out of date, and only the reactivation
/ rebuilding of the railway with Northern Mace-
donia and Greece / Thessaloniki which is linked
to the European and Asian market is considered
worth investing with the aim of reaching the
seaport much faster and less costs. Better
exploitation of the mining sector requires,
among other improvements, a modernization of
the railway system.

Energy infrastructure is important. Kosovo
needs to build new energy capacities to provide
stable and sustainable electricity and not
depend on imports. To do so, Kosovo must
diversify its energy sources, in addition to tradi-
tional coal-based sources, but also invest in
alternative sources.

Furthermore, the study shows that political
instability plays an important role in the decision
of foreign investors to invest their capital in the
country.

Recommendations for attracting new
foreign businesses

g) Recommendations for a sector-based
strategy

Also, the IETL Institute through this study
provides valuable information about the poten-
tial and reasons for investing in Kosovo, and
based on the official data elaborated in Chapter
6 we have made some recommendations.

ICT sector promotion

The Government of Kosovo has recognized the
strategic importance of the ICT industry for
economic development and structural transfor-
mation towards a knowledge-based economy.
According to the Global Sourcing Association
(GSA), Southeast Europe - the region of Kosovo
has become an attractive place to outsource
(the Business Process Outsourcing-BPO) due to
the low cost of staffing, as well as knowledge of
foreign languages. But on the other hand, based
on recent PISA test results that shows that more
than two-thirds of young people over the age of
15 lack basic knowledge in science, and over
three-quarters of them are below the level of
proper reading and math, whereby this phe-
nomenon underscores the fact that the govern-
ment needs to become more pro-active to
attract more FDI into the ICT sectors, which
would enable ICT companies to reach out to
larger contracts with external contracting. The
government should take some of the following



measures:

* Include specific extracurricular subjects in
higher education and primary school in order to
increase the competitiveness and attractiveness
of this sector.

* Designing school curricula according to market
needs and requirements.

* Mechanisms of cooperation between technical
schools, universities, and businesses.

Promotion of energy, mining and other strategic
sectors

Kosovo has great sectoral investment opportuni-
ties in specific sectors, such as: energy; renew-
able energy; mining; wood and metal process-
ing; agribusiness - food processing and packag-
ing; tourism; textiles etc. A sector-based strategy
enables central and local government to focus
resources on sectors that offer the greatest
investment opportunities and maximize FDI
benefits in the local economy.

In addition to the above, providing a variety of
incentives to key sectors would further influence
investor decisions to invest in these sectors. In
the long run, the government's focus should be
on persuading investors to invest in activities
that can bring tangible benefits to economic
development and create more employment
opportunities in Kosovo.

h) Stimulating Kosovo's diaspora to invest

The Government of Kosovo can initiate the
creation of effective business associations in the
countries where most of the Kosovar diaspora is
concentrated, namely Switzerland and Germany.
This would, among other things, help potential
investors from the diaspora by creating opportu-
nities for pooling and raising investment capital
as well as providing more information on sectors
with potential for export growth. The Law on
Strategic Investments regulates the tax exemp-
tion from 3 to 7 years for new investments,
depending on the value of the investments and
the number of employees. This is a good deci-
sion, but facilities should be created for all cate-
gories of businesses (even small and medi-
um-sized businesses), not necessarily for large
businesses, as this limits the ability of people
who want to, people who have the skills, have
the capacity to invest and especially the creation
of better conditions for Kosovo's migrants to
invest their capital in Kosovo.

i) Privatization of socially owned property
and assets

So far, Kosovo has made progress in the privat-
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ization of property or social assets. Potential
investors, foreign or domestic, are all treated
equally in the bidding process. By law, in special
cases, the Government of the Republic of
Kosovo (GoK) has the right to negotiate directly
with potential investors without going through
traditional tendering procedures. Challenge for
future government remains to review the legal
infrastructure for municipal property manage-
ment.
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