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EXECUTIVE SUMMARY

The purpose of the Kosovo Municipal Competitiveness Index
(MCI) study is to measure the competitiveness of municipal
governance in providing a favorable local business environ-
ment. This is the fifth year that USAID Kosovo implements
this study with the aim of guiding policy reforms which are
based on evidence.?

The MCl has started as a necessity to identify strengths and
barriers that business sector faces when interacting with
their municipalities and to identify areas for creating the
preconditions of a well-equipped private sector. As such,
the most significant contribution of the MCl is its local scope
of research and the policy relevant findings. The majority of
studies and policies related to the business environment are
focused on the national level, and MCI provides complemen-
tary information for more coherent policy reforms at both
the central and local level of governance.

The MCl has started as a necessity to identify strengths and
barriers that business sector faces when interacting with
their municipalities and to identify areas for creating the
preconditions of a well-equipped private sector. As such,
the most significant contribution of the MCl is its local scope
of research and the policy relevant findings. The majority of
studies and policies related to the business environment are
focused on the national level, and MCI provides complemen-
tary information for more coherent policy reforms at both
the central and local level of governance.

The Municipal Competitiveness Index (MCI) is an index that
is carried out in different countries individually or as part of
abroader region inside a country. The methodology used for
constructing the index is based on the standardized meth-
odology of Local Economic Governance Index (EGI) from
Asia Foundation. The MCl is a construct of 8 standardized
sub-indexes measuring key dimensions of the impact of lo-
cal governance on the business environment. The study is

1 MCI 2018 has been implemented after a 4 year gap, with the last MCl in
Kosovo implemented in 2014.
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based on primary data collected through the survey with
3350 firms in all of the 38 Kosovo municipalities employing
a stratified randomized sample.

Animportant feature of this year's MCl is the inclusion of fo-
cus group discussions. Seven focus groups were organized
in seven regions of Kosovo with the goal of highlighting the
output coming from experiences and suggestions of munic-
ipal officials, local NGOs and businesses in a supplementary
qualitative way to the conducted survey.

The composite MCl shows that municipalities can provide a
favourable business environment regardless of their size.
The 5 best ranked municipalities are Lipjan/Lipljan , Ra-
hovec/Orahovac, Viti/Vitina, Junik and Hani i Elezit/Elez Han,
while the rest of the best performing municipalities are of a
mixed size and include: Gjakové/Dakovica, Podujevé/Podu-
jevo, Obilig/Obili¢, Prishting/Pristina, Suhareké/Suva Reka

From an aggregate perspective, the findings show that the
index of Time Costs is the sub-index with the highest score,
showing that businesses, country-wide are not burdened
with time consuming bureaucracy. The Barriers to entry
sub-index is the following highest sub-index, confirming
a favorable environment for starting a business from the
perspective of the administrative barriers related with it.
On the other hand, Transparency sub-index has received
the lowest score, showing a limited accessibility to data
and information from the municipalities.

The report is organized in eight main sections. The first sec-
tion discusses the general business environment based on
existing literature. The second section is an overview of the
MCI. The third section presents the indexes at an aggregate
level. The fourth section is divided in 8 parts that discuss
the MCl sub-indexes. The fifth section gives an overview of
MClI policy weights. Focus groups are discussed in the sixth
section. The seventh section explains the methodology used
in constructing the indices. Finally, the eighth section sum-
marizes the report in a conclusion.
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The focus of this study is to analyze the role and impact
of local governance in creating a sound and healthy envi-
ronment for businesses and private sector at large. The
performance of businesses plays a major role in creating
the prerequisites for a sustainable and long-term economic
development. The private sector in Kosovo, which is domi-
nated by micro-enterprises, has been underperforming and
only recently become the main driver of growth. Despite the
positive trend of economic growth during the last decade,
Kosovo's economic growth rates were not transformation-
al, i.e. they were unable to tackle pressing development
challenges like high unemployment and high poverty. The
economic situation in Kosovo is still characterized by major
macroeconomic imbalances which are reflected with a high
unemployment rate (standing at around 30 percent) 2 high
levels of informality (standing at around 31 percent)® and
high trade deficit (standing at around 35 percent as share
of GDP).* The slow progress in raising productivity and sup-
porting production and exports, indicated that Kosovo lacks
an integrated framework of economic policies. This, in turn,
is reflected in low competitiveness and moderate growth
rates.

In the 2018 World Bank’s Doing Business ranking, Kosovo
has marked a remarkable leap, occupying 40* place com-
pared to 86™ place four years ago. This has put Kosovo's
economy among the top ten reformers in the world.® In par-

2 Kosovo Agency of Statistics (2017) Labor Force Survey.

3 Riinvest (2017). Business Environment in Kosovo. From SMEs perspec-
tive.

4 Riinvest (2017) — Forum 2015, “Pergjigje ndaj sfidave te rritjes ekono-
mike”.

5 http://www.worldbank.org/en/news/press-release/2017/10/31/doing-
business-2018-kosovo-among-top-ten-reformers-in-the-world.
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OVERVIEW OF THE
ECONOMIC BACKGROUND
AND BUSINESS
ENVIRONMENT

ticular, the establishment of one-stop shops in 26 munici-
palities has ameliorated some aspects of entry barriers and
this was picked up also by the Municipal Competitiveness
Index. While significant improvements were made in all
Doing Business indicators, Kosovo's business environment
still faces many obstacles. The Balkan Barometer Index
suggests that Kosovo has a long way ahead to achieve a
sustainable institutional environment for business support®

Domestically, the main risks are primarily associated with
policy uncertainty that could affect investment and growth.
Businesses are faced with many infrastructural barriers
(such as quality of roads and railways), institutional bar-
riers (such as corruption; tax evasion and informality; cost
of finance; quality of the judiciary system; quality of tax ad-
ministration, among others) and skill-internal barriers (such
as quality and availability of labor supply). All of them com-
bined show that the business environment does not foster
arapid private sector development. Therefore, actions that
address these obstacles and bottlenecks, at both local and
central level, are of paramount importance, especially in
Kosovo's current stage of development.

In doing so, this report seeks to understand what policy
adjustments need to be made to enable the private sector
to unlock its potential and increase competitiveness, both
internally at the municipal level and externally at a regional
and global level.

6 Regional Cooperation Council (2017). Business opinion survey - Balkan
Barometer.



TThe Municipal Competitiveness Index (MCI) is an index that
is carried out in different countries individually or as part of
a broader provincial region inside a country. The purpose of
this Index is to develop an indicator at the municipal level
which will show the performance of local governance while
attempting to capture different dimensions of local com-
petitiveness. Contrary to the methodology used for various
doing business indexes at the national level, the Municipal
Competitiveness Index uses a methodology developed spe-
cifically to be used at the municipal level. In this research,
eight sub-indexes are extracted and also a separate index
is created for each municipality.

The methodology used for extracting sub-indexes is dis-
cussed in a separate methodology section. MClintroduces a
new opportunity to understand the barriers that businesses
identified within their respective municipalities. These re-
sults give a clear picture of the main priorities where munic-
ipalities should focus on, increasing competitiveness and at
the same time creating better conditions for doing business.

A competitiveness index for municipal and provincial admin-
istrative units that rank cities, regions or provinces across
different topics is conducted by different organizations on
different regional level, namely, the Global Competitiveness
Report conducted by the World Economic Forum and the
EU Regional Competitiveness Index prepared by European
Commission, measuring different levels of competitiveness
related to the competencies of the central governments,
such as health, education, technology and innovation. The
used for Kosovo is based on the Economic Governance Index
(EGI) developed by the Asia Foundation. The methodology
of EGI has a prominent presence in the South East Asian
countries, and it has received widespread attention from
policymakers in Vietnam, Bangladesh, Indonesia, Cambodia,
Philippines, and Sri Lanka. These indexes were developed
based on the specifics of each country, where the focus of
research has been at the provincial or regional level of each

WHAT IS MCI?

country. Thus, the construction of indexes also reflect differ-
ences among these places. However, the common final goal
for each reviewed EGl is to inform policy makers about their
opportunities to improve the productivity and performance
of private sector by reducing barriers, eliminating redundant
administrative procedures, enhancing a fair legal environ-
ment and providing necessary infrastructure conditions. The
cornerstone of the EGl methodology used in all the surveyed
economies is to gather primary data through surveys with
business owners and entrepreneurs.

Given the need for improvements of local government
business competitiveness, United States Agency for Inter-
national Development (USAID) has started with a country
tailored EGlI methodology for Kosovo called MCI. MCl has
been conducted in Kosovo every year since 2010 except for
2014 and 2015. The research in the past years was well
received by policy makers in Kosovo. What differs from the
past MCl report is that this year the methodology includes
discussions with focus groups in a way that complements
the results from the quantitative data with the findings from
qualitative data.

The Kosovo case differs in that the sub-indexes are based on
extracting data on how much municipalities have the power
to create conditions for the development of economic com-
petitiveness in relation to businesses. Consequently, the
purpose of these reports to assesseconomic governance
at the municipal level and initiate discussions on the local
strategies that increase the level of interaction between
the needs of the private sector in providing products that
increase the productivity and competitiveness of each mu-
nicipality . Further analysis of the methodology used with
all the specifics to Kosovo is explained in the methodology
chapter.

MUNICIPAL COMPETITIVENESS INDEX 2018
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SUB-INDEXES SCORES




SIMPIEAVEra0e o the8'SUBSIREBXES! In section 8, the index is weighted

based on the policy relevance of the areas that the sub-indexes cover, yet

in the following discussion the index is still equally weighted.

Table 3.1 presents the sub-index scores at the national level.
From an aggregate perspective, the index of Time Costs is
the sub-index with the highest score (9.2), showing that
businesses, country-wide are not burdened with time con-
suming bureaucracy.

The Barriers to entry sub-index is the following highest
sub-index (7.9), confirming a favorable environment for
starting a business from the perspective of the bureaucra-
cy related with it.

On the other hand, Transparency sub-index has received the

lowest score (4.1), showing a limited accessibility to data
and information from the municipalities.
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Figure 3.1 shows the composite MCl index for each mu-
nicipality. The variation of the municipal index values is
not widespread, as the index provides a simple average of
sub-index values, and thus disregards the variation within
the indexes (presented in the following sections). The ten
best performing municipalities are listed in Table 5.2, with
Lipjan/Lipljan and Rahovec/Orahovac leading the list. The
same best municipalities also fall on the upper quartile of
the list, confirming the limit of the top 10 performers.

MUNICIPAL COMPETITIVENESS INDEX 2018



TABLE 3.1 MCI- sub-indexes, national aggregates

NATIONAL SCORE

Barriers to entry

Transparency

=0

Predictability and Participation

=
=h

Time Costs

@ Taxes and Fees

Municipal Administration

009 Labor and Business Support Services

ﬁ? Municipal Infrastructure
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MCI - BEST PERFORMING
MUNICIPALITIES

MUNICIPALITY MCI

B
o

1 Lipjan / Lipljan

2 Rahovec / Orahovac

3 Viti / Vitina

4 Junik

5 Hani i Elezit / Elez Han

6 Gjakové / Dakovica

7 Podujevé / Podujevo

8  Obilig/ Obili¢

9 Prishtiné / Pristina

10 Suhareké / Suva Reka

0.0-1.0 1.0-2.0 2.0-3.0 3.0-4.0 4.0-5.0 5.0-6.0 6.0-7.0 7.0-8.0 8.0-9.0 9.0-10.0




MUNICIPALITY MCI
Lipjan/Lipljan

Rahovec/Orahovac
Viti/Vitina

Junik

Hani i Elezit/Elez Han

Gjakové/Dakovica

Podujevé/Podujevo
Obilig/Obili¢
Prishtiné/Pristina
Suhareké/Suva Reka
Parte$/Partesh

Istog/Istok
Klokot/Kllokot
Pejé/Peé

Kaganik/Kacanik
Novobérdé/Novo Brdo

Zubin Potok

Mamushé/Mamusa

Shtime/Stimlje

Prizren

Skenderaj/Srbica

Malishevé/Malidevo

Mitrovicé/Mitrovica

Gllogovc/Glogovac
Vushtrri/Vugitrn

Ferizaj/UroSevac

Gratanica/Graganicé

Ranilluk/Ranillug

Kamenicé/Kamenica

Dragash/Draga$

Degan/Decani

Gjilan/Gnijilane

Fushé Kosovo/ Kosovo Polje

Strpce/Shtérpcé

Severna Mitrovica/Mitrovica e Veriut

Zvetan/Zvegan

Leposavi¢/Leposaviqg

Kliné/Klina

Source: Survey 2018, authors’ calculations









SUB-INDEX 1:
BARRIERS TO ENTRY

Barriers to entry for businesses is an important indicator
of the business environment that depicts the fairness of
the competition in the local market as well as the costs
related to entering the market. In World Bank’s Doing Busi-
ness report, Kosovo has climbed to the 40" position globally,
showing a substantial improvement on the conditions for
starting a business and operation of a local firm. The na-
tional government has been working with the World Bank to
facilitate new measures that reduce barriers to entry. One
of the biggest policies implemented was the delegation of
registration services from the national registration at the
Kosovo Business Registration Agency (KBRA) to KBRA of-
fices at the municipal administration. The new model has
helped businesses complete the registration procedures in
fewer days and with less costs involved. Other measures
have focused on reducing the number of documents, per-
mits and taxes required for registration.

MCI sub-index of barriers to entry evaluates the barriers
from businesses by focusing particularly on barriers that
appear at the local level. The variation in barriers among
municipalities is evaluated from two main perspectives:
time and documents required to register a business and
barriers to entry.
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Figure 4.1.1 shows the barriers to entry sub-index results
for all municipalities in Kosovo. While interpreting the re-
sults, it should be kept in mind that businesses in smaller
municipalities have access to more abundant and flexible
services from the municipality compared to municipalities
with greater density of businesses.

The MCI —Barriers to entry sub-index shows that the munic-
ipality with the best rank is Klokot/Kllokot, with an almost
perfectindex of 9.9 out of a maximum of 10. The following top
performing municipalities are Mamushé/Mamusa (9.5), No-
vobérdé/Novo Brdo (9.0), Pejé/Pec¢ (9.0), Podujevé/Podujevo
(8.8), GraGanica/Graganicé (8.5), and Prishtiné/Pristina (8.5).

On the opposite side of the figure, the municipalities that ap-
pear more difficult for new businesses to enter Malishevé/
Maligevo, Degan/Decani, Kliné/Klina, Gllogovc/Glogovac,
Ferizaj/UroSevac.

MUNICIPAL COMPETITIVENESS INDEX 2018
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PERFORMING

8.0-9.0

9.0-10.0

SUB-INDEX 1:
MUNICIPALITY BARRIERS TO
ENTRY
Klokot/Kllokot 9.9
Mamushé/Mamusa 9.5
Novobérdé/Novo Brdo 9.0
Pejé/Pet 9.0
Podujevé/Podujevo 8.8
Gradanica/Graganicé 8.5
- Prishtiné/Pristina 8.5
0o Junik 8.5
Rahovec/Orahovac 8.4
Gjakové/Dakovica 8.3
(2] Shtime/Stimlje 8.2
o Suhareké/Suva Reka 8.1
Hani i Elezit/Elez Han 8.1
Lipjan/Lipljan 8.1
Leposavié¢/Leposaviq 8.0
SUB-INDEX 1: Kamenicé/Kamenica 7.9
MUNICIPALITY BARRIERS TO ;at“::si F;a/;:e:rz — ;Z
| VI | VI .

ENTRY Ranilluk/Ranillug 7.9
Skenderaj/Srbica 7.8
G Klokot/Kllokot 9.9 Dragash/Draga$ 7.8
Viti/Vitina 7.7
e Mamushé/Mamusa 95 Fushé Kosovo/ Kosovo Polje 7.7
Obilig/Obili¢ 7.7
Severna Mitrovica/Mitrovica e Veriut 7.7
e Novobérdé/Novo Brdo 9.0 Zvedan/Zvegan 7.6
Istog/Istok 7D
, Kaganik/Kacanik 7.5
° Pejé/Pec 9.0 Gjilan/Gnjilane 7.4
Zubin Potok 7.3
a Podujevé/Podujevo 8.8 Strpce/Shtérpcé 7.1
Prizren 7.1
) ) Vushtrri/Vugitrn 7.1
e Gradanica/Graganicé 8.5 Ferizaj/UroSevac 70
Gllogove/Glogovac 6.9
@ rishin/Priziing 8.5 Kiiné/Rlina 1
Degan/Degani 6.4
Malishevé/MaliSevo 6.3

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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The Barriers to Entry sub-index presents the time and docu-
ments required for businesses to join the market, the extent
to which they see these costs as barriers and the extent to
which they consider that they are dealing with competition
engaged in the informal economy.

At the national level, the number of days businesses take to
collect all the documents required and to complete the pro-
cesses related to the registration of the business is 7 days,
whereas the number of documents required, regardless of
the type of the business legal entity is 4. So, on average,
setting up a business is fairly fast and efficient. Table 5.1.2
and the discussion that follows shows that there are many
municipalities where the process takes longer (for instance
in Podujevé/Podujevo, the process lasts up to an average of
83 days per year).

Informal economy, on the other hand, as discussed in the
background section, poses a major obstacle to a fair compe-
tition in Kosovo. As such, in order to maintain their compet-
itiveness, businesses, in an environment where informality
is up to an estimated 35 percent of the GDP, businesses are
pushed to engage in some type of informal economy. On
average, 62.4 percent of businesses think that their com-
petitors are engaged in the informal economy.

At a disaggregated level presented in Table 5.1.3, the vari-
ation of the results of the components of MCI sub-index 2,
Barriers to Entry, is greater. The number of days to open a
business ranges from 2 days in Novobérdé/Novo Brdo to 88
in Podujevé/Podujevo. The number of documents required
for the registration of the business varies from between 1-2
documents on average in Novobérdé/Novo Brdo, Partes/
Partesh and Mamushé/Mamusa, to an average of 14 docu-
ments in Hani i Elezit/Elez Han.

TABLE 4.1.2 Barriers to entry sub-index components at the national level

SUB-INDEX: BARRIERS TO ENTRY

NATIONAL AVERAGE

How many did it take to start the business? (number of days)

SOURCE:

SURVEY 2018,
AUTHORS'
CALCULATIONS.

How many documents were required for the business registration?

(number)

Do you think your competitors are engaged in informal economy?

62.4%

Do you consider the number of documents required for opening the

business as a barrier? (% yes)

18
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To see if there is any pattern in terms of barriers to entry at different size level of municipalities,
we have split municipalities into three groups: (i) those that have with less than 50 thousand
inhabitants, (ii) 50-80 thousands inhabitants, and (iii) municipalities with more than 80 thousand
inhabitants. According to this classification, municipalities with more than 80000 inhabitants
are associated with less barriers to entry.

TABLE 4.1.4 Barriers to entry sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants 7.9

50 000 — 80 0000 inhabitants 7.6

Above 80 000 inhabitants 8.1 SOURCE:

SURVEY 2018,
AUTHORS'
CALCULATIONS.
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SUB-INDEX 2:
TRANSPARENCY

Transparency is an essential component of democratic gov-
ernance at both national and local levels. Transparent gov-
ernment institutions where external accountability mecha-
nisms are present, provide solid grounds for socio-economic
development of a country. Moreover, dissemination of public
information is a prerequisite for citizens to exercise their in-
dividual rights. Kosovo is still struggling to build transparent
and accountable institutions which would ensure higher lev-
el of accountability towards its citizens. However, accord-
ing to a recent report published by watchdog organization
Transparency International, Kosovo improved ranking on the
corruption index jumping three points or 10 places in the
world ranking since 2016.7 This improvement may be at-
tributed to the joint efforts of the governmental institutions,
international donors and civil society. Currently, there are
several ongoing initiatives aiming to improve transparency
in public institutions, mainly in the judicial system.®

7 Transparency International (2017). Corruption Perception Index. Kosovo.
Available online. https://www.transparency.org/news/feature/corruption_
perceptions_index_2017

8 USAID. Justice System Strengthening Program. News and information.
Available online. https://www.usaid.gov/kosovo/fact-sheets/justice-sys-
tem-strengthening-program

22

The MCI sub-index on transparency captures the overall
business access to information and different public docu-
ments at the local level. This sub-index consist of several
indicators regarding business’ perception about access to
municipal budget, public tenders, information about licens-
es, and regulations pertaining to business-related operating
procedures.

The following table ranks the top performing municipalities
as far as transparency is concerned. Municipality of Lipjan/
Lipljan received the highest index score of 7.1 out of 10, fol-
lowed by Gjakové/Dakovica (6.9), Prishtiné/Pristina (6.9),
Hani i Elezit/Elez Han (6.7), Zubin Potok (6.4) and so on.

On the other hand, as the figure 4.2.1 below shows, at the

bottom of the list are ranked Ferizaj/Uro$evac (3.6), Dra-
gash/Dragas (3.7) and and Kliné/Klina (4.1).

MUNICIPAL COMPETITIVENESS INDEX 2018
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Figure 4.2.1

SUB-INDEX 2:

MUNICIPALITY TRANSPARENCY

Lipjan/Lipljan 7.1
Gjakové/Dakovica
Prishtiné/Pristina
Hani i Elezit/Elez Han
Zubin Potok
Malishevé/Maligevo
Kaganik/Kacanik
Junik

Viti/Vitina

Istog/Istok
Shtime/Stimlje
Podujevé/Podujevo
Obilig/Obili¢
Gllogove/Glogovac
Parte$/Partesh

SUB-INDEX 2: Rahovec/Orahovac
MUNICIPALITY TRANSPARENCY Prizren

Mitrovicé/Mitrovica
Degan/Decani
Vushtrri/Vugitrn
GraCanica/Graganicé
Novobérdé/Novo Brdo

=
|

Lipjan/Lipljan

Gjakové/Dakovica

Leposavi¢/Leposaviq
Suhareké/Suva Reka
Strpce/Shtérpcé
Skenderaj/Srbica

Severna Mitrovica/Mitrovica e Veriut
Pejé/Pec

Ranilluk/Ranillug
Gjilan/Gnjilane
Klokot/Kllokot

Fushé Kosovo/ Kosovo Polje
Mamushé/Mamusa

Prishtiné/Pristina

Hani i Elezit/Elez Han

Zubin Potok

Malishevé/MaliSevo

Kamenicé/Kamenica

Zvetan/Zvegan
Kliné/Klina

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS. Dragash/Draga$
Ferizaj/UroSevac

Kacganik/Kacanik
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Information on transparency related indicators were col-
lected through four different questions (see table 4.2.2)
about perception of businesses related to transparency
of local governments. More specifically, businesses were
asked to rate each indicator on a scale of 1 to 5, where 1
indicates no access and 5 easy access to information. At
the aggregate level, the average score of access to infor-
mation on municipal budget was 2.9 while access to infor-
mation about local business related regulations was 3.1.
Somewhat more satisfactory is the level of transparency
when it comes to information on local business licenses;
the average score at national level was 3.2 intensity points.
On the other hand, the lowest score, as far as transparency
indicators are concerned, received perception of business-
es in Kosovo regarding the access to information on public
tenders at the local level (table 4.2.3).

At a more disaggregated level as depicted in Table 4.2.3,°
we can see that businesses in Prishtiné/Pritina and Gja-
kové/Dakovica regions rated transparency indicators on
average higher as opposed to other regions. Lower level
of transparency is more evident in Prizren, Gjilan/Gnijilane,
and Pejé/Pe¢ regions. Information on local public procure-
ment activity seems to be the most common concern of
businesses regarding transparency at the local level. This is
particularly evident in Pejé/Pec¢ region, namely municipality
of Pejé/Pe¢, Degan/Decani, Kliné/Klina and Istog/Istok.

TABLE 4.2.2 Transparency sub-index components at the national level

SUB- INDEX: TRANSPARENCY

NATIONAL AVERAGE

C

[ How do you rate the access to information on municipal budget?

SOURCE:

SURVEY 2018,
AUTHORS'
CALCULATIONS.

How do you rate the access on information about local regulations?

How do you rate the access on information regarding local business

licenses for business operation?

How would you rate the access on information regarding the upcoming
tenders to be announced by your municipality?

24

9 Cells highlighted in red indicate low transparency level (intensity score
less than first 2.75 or first quartile) while cells in green indicate higher level
of transparency (intensity score higher than 3.25 or third quartile).
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Finally, in order to see if there is any pattern in terms of transparency level at different size
level of municipalities, we have split municipalities into three groups: (i) those that have with
less than 50 thousands inhabitants, (i) 50-80 thousands inhabitants, and (iii) municipalities
with more than 80 thousand inhabitants. According to this classification mid-size municipalities
between 50 and 80 thousands inhabitants are associated with higher level of transparency.

TABLE 4.2.4 Transparency entry sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants

50 000 - 80 0000 inhabitants

Above 80 000 inhabitants SOURCE:
SURVEY 2018,
AUTHORS’
CALCULATIONS.
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SUB-INDEX 3:
PARTICIPATION AND
PREDICTABILITY

Sub-index 3 covers the extent to which businesses in Kosovo
are participating in local decision making and the extent to
which they consider that the government is opened to coop-
erating with them towards achieving mutual goals. An ordi-
nary form of interaction between institutions of governance
and businesses at the local level are public debates. Munic-
ipalities are required by law to meet with businesses twice
ayear® to discuss about the occurring regulation changes,
strategic plans and governance. This is a measure that not
only promotes the interests of both parties, but also levels
the expectations of each side and facilitates smoother busi-
ness cycles. In this regard, expectations are important from
the business perspective in order to allow them to build and
implement longer term strategies for growth.

MCI sub-index 3 of Participation and Predictability focuses
on deriving a measure that estimates the degree of munic-
ipal administration cooperation with businesses. The two
dimensions assessed within this index are the (1) extent to
which municipalities involve businesses in public debates
and decision making, and (2) how confident businesses feel
about predicting policy changes or regulations.

10 Assembly of Kosovo (2008). Law on local self-government, Law Nr.
03/L-040.
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Figure 4.3.1 shows the sub-index 3 results for all munici-
palities in Kosovo. In general, this is one of the sub-index-
es that reflects a more critical situation from the overall
sub-indexes. In a scale of 1-10, none of the municipalities
reaches an index greater than 6.6 (Junik). Lipjan/Lipljan is
the next best performer with a score of 6.0. The rest of the
municipalities that are ranked the highest are: Zubin Potok,
Prishting/Pristina, Obilig/Obili¢, Viti/Vitina, Hani i Elezit/Elez
Han, and Ferizaj/Uro$evac. Although, still, most of them
receive a very low score (from 5.5 for Zubin Potok to 4.7 for
Hani i Elezit/Elez Han and Ferizaj/Uro$evac). The remaining
30 municipalities reach even lower scores, with 20 of them
having a score of 4.0 or below. .

Thus, we can conclude that the Participation and Predict-
ability sub-index reflects an environment of local gover-
nance where businesses are not engaged, or participant
in guiding policy making. This is also manifested with busi-
nesses not being able to predict the potential shifts in reg-
ulations or policies, or the degree of their implementation.

MUNICIPAL COMPETITIVENESS INDEX 2018
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PARTICIPATION
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Junik
Lipjan/Lipljan/ Lipljan
Zubin Potok
Prishtiné/Pristina
Obilig/Obili¢
Viti/Viti/Vitina

Hani i Elezit/Hani i Elezit/Elez Han
Ferizaj/Uro$evac/UroSevac
Parte$/Parte$/Parteshh
Strpce/Shtérpcé
Degan/Decani/Decani
Shtime/Stimlje
Istog/Istog/Istok

SUB-INDEX 3: Rahovec/Rahovec/Orahovac
MUNICIPALITY PARTICIPATION AND Prizren

PREDICTABILITY Skenderaj/Srbica/Srbica
Suhareké/Suhareké/Suva Reka

° . Novobérdé/Novobérdé/Novo Brdo
Junik ——
Pejé/Peé
Podujevé/Podujevé/Podujevo
° Lipjan/Lipljan ‘ Gjilan/Gnjilane
Kaganik/Kacanik
) Gracanica/Graganicé
e Zubin Potok Malishevé/Maligevo
Kamenicé/Kaminca
@ rishing/pristing ‘ Ranilluk/Ranillug
Mamushé/Mamusa
Gjakové/Dakovica
e Obilig/Obilic Vushtrri/Vugitrn
Gllogovc/Gllogove/Glogovac
° Viti/Vitina Mitrovicé/Mitrovicé/Mitrovica
Kling/Klin&/Klina
. . Klokot/Klokot/Kllokot
Hani i Elezit/ _,/ / .
Fushé Kosové / Kosovo Polje
Elez Han
Severna Mitrovica / Mitrovicé e Veriut
e Ferizaj/ Zvetan/Zvegan
UroSevac Dragash/Draga$

Leposavié/Leposaviq

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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The average ranking of the component questions of sub-in-
dex 3 are presented in table 5.3.2. The national averages
present the survey responses, on a scale of 1 to 5, explaining
frequency, where 1 is never and 5 is always.

On average, at the national level, businesses have scored
the timelines of information from institutions 2.5 out of a
maximum of 5. Whereas the actual participation in public
debates from businesses has received the lowest score of
1.8. The rest of the Sub-index 3 component questions also
score low in arange between 2.2 and 2.9.

So, there is a nation-wide low performance of municipal
administrations in cooperating with businesses and having
their interests actively aligned with municipal activity that
affect businesses.

At a disaggregated level pictured in Table 4.3.3, the varia-
tion of the results of the components of MCI sub-index 2,
Participation and Predictability is presented for each region
and municipality. The performance scores are low across
the board and signal a unified result for the index regardless
of the region.

TABLE 4.3.2 Participation and predictability sub-index components at the national level

SUB- INDEX: PARTICIPATION AND PREDICTABILITY

NATIONAL AVERAGE
SCALE OF 1T0 5

[

Are you informed on time about the changes in administrative regulations
and instructions from the municipality? (1- never, 5- always)

SOURCE:
SURVEY 2018,
AUTHORS'
CALCULATIONS. How often have your participated in public debates that are organized by
the municipality? (1- never, 5- always)
How often do you think the new municipal regulations and administrative
instructions raised during public debates, defend the interests of
businesses? (1- never, 5- always)
How often do you expect municipal regulations to be implemented?
(1- never, 5- always)
Are you informed on time about municipal public debates related to
changes on municipal policies, rules and regulations?
(1- never, 5- always)
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When classified based on the size of the municipalities, municipalities with more than 80000
inhabitants are associated with slightly better participation and predictability.

TABLE 4.3.4 Participation and Predictability sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants

50 000 - 80 0000 inhabitants

Above 80 000 inhabitants SOURCE:
SURVEY 2018,

AUTHORS'
CALCULATIONS.
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SUB-INDEX 4:
TIME COST

Local governments play a crucial role in delivering services
to the public and businesses in particular. Extensive bu-
reaucratic procedures except hinder efficient operations of
businesses . Furthermore, frequent contacts between busi-
nesses and public officials nurture familiarity among them
which then may promote corrupt behaviors. However, as the
data from the MCI survey shows, in general businesses in
Kosovo have relatively infrequent formal visits and contacts
with public officials. Moreover, according to the World Bank
Doing Business Report for the year 2018, Kosovo is among
the top 10 reformers in the world. Currently, Kosovo ranks
40th (compared to the 60th place for the year 2017) out of
190 economies for the ease of doing business.™

The sub-index related to time cost that business face, was
calculated using the data on the time they spend during
the year with local government officials for fulfilling their
obligations toward local authorities. More specifically, in-
formation on the number of offices that businesses have to
visit as well as the number of days that businesses spend
with public officials during the year, and the number of visits
from relevant local inspectors, have been used to construct
this sub-index.

11 World Bank (2018). Doing Business 2018.Economy profile-Kosovo
http://www.doingbusiness.org/~/media/wbg/doingbusiness/documents/

profiles/country/ksv.pdf

34

Table no. 4.4.1 below lists top seven performing municipali-
ties as perceived by businesses for time cost related indica-
tors. As expected, the score is higher for small municipali-
ties which serve low number of businesses as opposed to
large municipalities. Municipality of Novobérdé/Novo Brdo
is ranked as a top performer with the score of 7.1 out of 10,
followed by Viti/Vitina and five other municipalities which
received the same score (9.5).

There is no big difference in terms of the sub-index score
between top performers and those ranked at the bottom of
the list. As the figure 4.4.1 shows, the lowest performing
municipalities, albeit with relatively high score, are Gracan-
ica/Graganicé (8.4), Prishtiné/ Pristina (8.5) and Degan/
Decani (8.7).
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MUNICIPALITY sgﬁ;LNggé(Tm
Novobérdé/Novo Brdo 9.6
2:@“3 Viti/Vitina 9.5
ﬁ@f\} Malishevé/Maligevo 9.5
% Junik 9.5
Pejé/Pet 9.5
Dragash/Draga$ 9.5
Fushé Kosovo/ Kosovo Polje 9.5
Rahovec/Orahovac 9.4
Mamushé/Mamusa 9.4
Leposavié¢/Leposaviq 9.4
Prizren 9.4
Gllogovc/Glogovac 9.4
Ranilluk/Ranillug 9.4
Gjakové/Dakovica 9.4
Severna Mitrovica/Mitrovica e Veriut 9.4
_ . Parte&/Partesh 9.3
MUNICIPALITY S%B M:ENES')S(T‘L Podujevé/Podujevo 9.3
Vushtrri/Vugitrn 9.3
Zvetan/Zvegan 9.3
G Novobérdé/Novo Brdo 9.6 Istog/Istok 93
Lipjan/Lipljan 9.2
e Viti/Vitina 95 Hani i Elezit/Elez Han 9.2
Skenderaj/Srbica 9.2
Suhareké/Suva Reka 9.2
e Malishevé/Malisevo 9.5 Kaganik/Kaganik 9.2
Shtime/Stimlje 9.1
° Junik 95 Zubin Potok 9.0
Mitrovicé/Mitrovica 9.0
Gjilan/Gnjilane 9.0
a Pejé/Pet 95 Kling/Klina 9.0
Klokot/Kllokot 8.9
. Obilig/Obili¢ 8.9
o Dragash/Dragas 9.5 Strpce/Shtérpcé 8.9
Kamenicé/Kamenica 8.7
a Fushé KOSQVé/ 95 Ferizaj/Urosevac 8.7
Kosovo Polje . Degan/Decani 8.7
SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS. Prishtiné/Pristina 8.5
Gracanica/Graganicé 8.4
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At the national level, the average score is the average of
actual number of days (or number of times in the case of
visits from local inspectors) that businesses spend during
one year for each indicator that was used to calculate this
sub-index. Businesses in Kosovo spend on average 3.9 days
during the year for formal meetings and contacts with local
officials. On the other hand, they are visited by local in-
spectors on average 4.4 times per year. The low number of
offices that businesses need to visit in order to comply with
local government regulations and obligations (i.e. taxes), is
an indication that bureaucratic procedures in local public
institutions are not being perceived as impediment to busi-
ness operations in Kosovo (table 4.4.2).

Table 4.4.3 below presents the scores for each indicator at
the local as well as regional level. Businesses in Ferizaj/
UroSevac region are visited by local inspectors through-
out the year on average two times more than the national
average while businesses operating in the municipalities
ofMitrovica and Gjilan/Gnijilane region spend more time with
local officials (4.3 days on average). Prishting/Pristina re-
gion and the municipality of Prishtiné/Pristina in particular,
seem to be more bureaucratic as business operating in this
region on average visit at least three offices when fulfilling
their obligations toward local administration.

TABLE 4.4.2 Time cost sub-index components at the national level

SUB- INDEX: TIME COSTS

NATIONAL AVERAGE

How many days within a year do you have contacts with municipal
officials, regarding fulfilment of obligations towards the municipality?

SOURCE:
SURVEY 2018,
AUTHORS’
CALCULATIONS. How many times during the year have you been visited from different
inspectors?
On average, how many offices do you need to visit within a year to fulfil
your obligations towards the municipality?
36 MUNICIPAL COMPETITIVENESS INDEX 2018



¢ 6T 87 Yoy BANS/avaleyns
4 9¢ 0¢ JeAoyeIQ/98n0yey
4 8¢ 4 uaJzild
4 6¢ 6T esSnwiepy/aysnwepy
4 A 6T sebeiq/ysebeug
14 6T T uaJsziig

(0h4

0's

e

goluedeIg/EOlURQRI]

euiglid/eunystid
onslnpod/anslnpod

2n190/bN190
uefidr/uefdr

aljod 0A0S0Y

¢ oe ST /ONOSOY 8ysn4
1 Te 8¢ oenoboig/onobong
v'e e ee eunsild/aunysid
14 ¥'e v uedanz/ueganz
4 §'¢ LT UWIHQNA/LIIYSNA
4 4% 0¢ eolqJs/letspuays
0 0's oy INIIBA 8 BOINOIU

/BIINOIYIIN BUISASS

BOINOIYIN

T o1 binesoda/91nesode]

194 Ve 194 BOINOIN
éiAmediolunw
éiAmediolunw ay3 spiemoy
ay} spiemoy suonebnqo
suonebnqo ¢sdoyoadsul Jo Juawny)ny
anoA 1yjny o3 wasayip buipsebai
Jeaf e uiypm wouy paysia ‘sjelayjo
1SIA 0] paau uaaq noA 1edidiunw ym

noA op sasyjo
Auew moy
‘abelane ug

aney Jeak ayj
burinp sawrny
Auew moy

$3983U02 aAey noA
op Jeaf e ulyum
sAep Auew moy

T ge T 9ad/aled
¢ ¥'g (084 BUIM/guUNY
14 6T 9'¢ o1s|/Bois|
[ 1uegaq/uedsq

Ve 34 L'e 9ad/aled
T 6T 0¢C BULIA/IUA
T S¢ ¢ Brmueysnniuey
4 e T¢ yseried/geried

. . op.g
! e e OAON/8PJ8GqoAON

1040)1M/30401Y
aoluswey
aueyifug/uenly

14
oe onsglen/aAsuse
ov Aunp
e eOINOYE@/3N0MEl9
v'e
L1 43 afjung/awnys
4 vy godiglys/e0dng
[4 09 6¢ Hiuegey/Hiuedey

ueH
z913/11z813 | 1uey

9C oensgoln/leziiay

(4 v'9 8¢ senasoun/leziiay
écAmediolunw éAmedpunw
ay} spiemoy ay} spiemoy
suonebiqo unok suonebiqo jo
1y 03 Jeaf e ¢sdoyoadsur  quauwnyiny buipiebai

Urypm 3Isin o3
paau noA op
saoyjo Auew
Moy ‘abelane ug

Anediolunw pue uoibal yoes Joj xapul-gns 1s09 dWl| ¢ 3)qe|

JuBIBYIp Woly
PpajIsiA uaaq noA

aney Jeaf ayy burinp

sawiy Auew moy

‘sjelayyo jedojunuw
Y1IM S3983U09 aAeY
noA op Jeaf e ulym
sAep Auew moy

37

MUNICIPAL COMPETITIVENESS INDEX 2018



When disaggregating data based on the size of municipalities, we see that the overall sub-index
score related to time cost is high regardless of the size. Although the difference is negligible,
there is a positive correlation of time related costs sub-index score and the size of municipalities.

TABLE 4.4.4 Time cost sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE
0-50 000 inhabitants 9.1
50 000 — 80 0000 inhabitants 9.3
Above 80 000 inhabitants 9.3 SOURCE:

SURVEY 2018,
AUTHORS’
CALCULATIONS.
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SUB-INDEX 5:
TAXES AND FEES

Sub-index 5 presents the ease of complying with taxes
and the informality of negotiating taxes with institutions.
In Kosovo, the only municipal tax that is paid by business
in all municipalities is property tax. Share of property tax is
specified and collected by municipalities, but the specifica-
tion must fall within the range determined by the Kosovo
Law on Property Tax. In addition, municipalities are also the
competent institutions for municipality fees such as city
fees, fees for certainindustries, environment, etc..

The rest of the taxes are organized and collected from the
central level — the Tax Administration of Kosovo. Generally,
taxation in Kosovo is not considered a major barrier for busi-
ness development. The World Bank’s Doing Business Report
(2017) ranks Kosovo as the 45th economy in the world on
the ease of paying taxes. At the national level, the number
of tax payments that is completed each year is 10, placing
Kosovo in the same level with the OECD countries.

40

The MCI sub-index 5 for taxes and fees looks at how busi-
nesses perceive the overall burden of levied taxes and
charged fees. Additionally, the sub-index assesses the ex-
tent to which businesses consider acceptable the informal-
ity of negotiating taxes.

Figure 4.5.1 shows sub-index 5 results for all municipalities
and regions in Kosovo. In a scale of 1-10, the maximum
score of 7.9 for the sub-index of Taxes and Fees is achieved
by the municipality of Lipjan/Lipljan, followed by Viti/Vitina,
Podujevé/Podujevo, and Pejé/Pe¢.
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SUB-INDEX 5:
TAXES AND FEES

Lipjan/Lipljan 7.9
Viti/Vitina 7.7
Podujevé/Podujevo 7.5
Pejé/Pec 7.4
Mamushé&/Mamusa 7.2
Dragash/Dragas 7.1
Rahovec/Orahovac

Gjakové/Dakovica

Klokot/Kllokot

Istog/Istok

Novobérdé/Novo Brdo

Ranilluk/Ranillug

Parte$/Partesh

Prizren

Suhareké/Suva Reka

Decgan/Decani

Fushé Kosovo/ Kosovo Polje

MUNICIPALITY TAXES AND —
Ferizaj/Uro%evac
FEES Malishevé/Maligevo
Kaganik/Katanik
° Lipjan/Lipljan 7.9 Mitrovicé/Mitrovica
Gllogovc/Glogovac
a Viti/Vitina 77 Graganica/Graganicé
Skenderaj/Srbica
Gjilan/Gnjilane
e Podujevé/Podujevo 7.5 Vushtrri/Vugitrn
Kamenicé/Kamenica
Junik
° Pejé/Pet 7.4 Obilig/Obili¢
Shtime/Stimlje
e Mamushé/Mamusa 7.2 Hani i Elezit/Elez Han
Prishtiné/Pristina
Zvecan/Zvegan
° Dragash/Dragag 7.1 Kliné/Klina
Leposavi¢/Leposaviq
0 Rahovec/Orahovac ‘ Strpoe/Shtérpcé
Severna Mitrovica/Mitrovica e Veriut

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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The average rankings of the component questions of sub-in-
dex 5 are presented in table 4.5.2. The national averages
present the survey responses. First, firms believe that in
their respective industries, firms declare 77 percent of sales
for taxation purposes.

The following sub-index component measures the extent to
which firms consider informal communication with munici-
pal officials as acceptable. On a score of 1 to 5, where 1is ‘do
not agree’ and 5 is ‘agree fully’, at the national level, firms
have evaluated with an average of 2.9 the acceptability of
informal communication with officials.

The remaining two sub-index components directly measure
if the local taxes and fees are considered significant barriers
in doing business. The aggregate results are in line with
the overall consent that taxes do not impede the market
functionality in the current situation in Kosovo. Firms have
shown a neutral attitude towards claims of taxes being bar-
riers for their business, or municipal fines being too high.

TABLE 4.5.2 Taxes and Fees sub-index components at the national level

INDICATOR: TAXES AND FEES

NATIONAL AVERAGE

What percentage of annual sales, an enterprise on your business sector

declares for taxation purposes? (Avg.)

SOURCE:
SURVEY 2018,
AUTHORS'
CALCULATIONS. Informal communication with municipal officials is accepted.
(1 - do not agree at all, 5 - agree fully)
Taxation and municipal taxes are a huge barrier for the business.
(1 - do not agree at all, 5 - agree fully)
How do you evaluate the level of municipal fines?
(1 - Very low, 5 - Very high)
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When classified based on the size of the municipalities, municipalities with more than 50000
inhabitants are associated with slightly better taxes and fees.

TABLE 4.5.4 Taxes and fees sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants 6.0

50 000 - 80 0000 inhabitants 6.2

Above 80 000 inhabitants 6.2 SOURCE:

SURVEY 2018,
AUTHORS’
CALCULATIONS.
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SUB-INDEX 6:
LOCAL ADMINISTRATION

Local government has increasingly been playing a vital role
in local economic development. Capability of local gov-
ernment’s administration in creating an enabling business
environment, is an essential factor for business activities
in a local economy. A professional and efficient local ad-
ministration is an imperative to ensure the quality of life
for the citizens.

Local administration’s efficiency and professionalism was
assessed through several indicators aiming to capture the
impact that it has on business activities. Businesses were
asked to rate the professional level of local officials, provide
information about potential engagement in corrupt prac-
tices with local officials as well as their perception about
the importance of connections with regard to local public
procurement activities. In addition, businesses provided in-
formation about subsidies received from local government
and also whether the municipality where they operate have
a business support office for promoting investment oppor-
tunities in that municipality.

46

Based on the information from the above indicators, in gen-
eral, local administration in Kosovo is not being perceived
as highly professional. Small size municipalities in Kosovo,
most of them with less than 50 thousand inhabitants, are
ranked at the top of the list. The highest index score is 5.8
and belongs to the municipality of Rahovec/Orahovac fol-
lowed by Lipjan/Lipljan (5.5) and Dragash/Draga$ (5.4). The
list of top seven performers is provided in the table 4.6.1.

The bottom five municipalities regarding public administra-
tion, received a score of less than 4 points. Among those five
are two large municipalities, namely Mitrovica and Gjilan/
Gnjilane with 3.7 respectively 3.9 average score (figure
4.6.1).
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Figure 4.6.1

SUB-INDEX 6:
MUNICIPALITY LOCAL
ADMINISTRATION

Rahovec/Orahovac

” Lipjan/Lipljan
Dragash/Draga$
‘ Zubin Potok
(5]

Mamushé/Mamusa
Viti/Vitina
Ranilluk/Ranillug
Suhareké/Suva Reka
Gjakové/Dakovica

Gllogove/Glogovac
Obilig/Obili¢
Malishevé/Malisevo
Strpce/Shtérpcé
Istog/Istok

Hani i Elezit/Elez Han

SUB-INDEX 6: Prizren
MUNICIPALITY LOCAL :f;a;:‘;rosevac
ADMINISTRATION d

Kamenicé/Kamenica
Prishting/Pristina
Kaganik/Kacanik
Junik

Fushé Kosovo/ Kosovo Polje
Shtime/Stimlje
Novobérdé/Novo Brdo
Vushtrri/Vugitrn
Leposavi¢/Leposaviq
Degan/Decani
Podujevé/Podujevo
Skenderaj/Srbica
Zvetan/Zvegan

Rahovec/Orahovac

Lipjan/Lipljan

Dragash/Draga$

Zubin Potok

Mamushé/Mamusa

Severna Mitrovica/Mitrovica e Veriut
Gracanica/Graganicé

Gjilan/Gnjilane

Klokot/Kllokot

Parte$/Partesh

Mitrovicé/Mitrovica

Kliné/Klina

Viti/Vitina

Ranilluk/Ranillug

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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At the national level, local administration was one of the two
lowest-rated sub-indexes. This can be seen also when looking
at the data on each individual indicator. The professional level
of local officials on a scale from 1 to 5 (where 1 is low and
5 high), on average was rated with a score of 3.2, indicating
moderate level of professionalism. However, only 2.4% of all
surveyed businesses admitted that they have bribed local of-
ficials in the past. In addition, businesses indicated that bribing
local officials is not efficient as the average score on this issues
was 2.4 on a scale from 1 to 5, with 1 being very inefficient
and 5 very efficient. Number of firms that benefited from local
subsidies is relatively small (4.2%), while 19% of them de-
clared that they are aware that in their municipalities there are
special offices for promoting business and investment oppor-

tunities. Connections seem to be perceived, to some extent,
as important for getting public tenders as the average score
at the national levelis 3.6 on a scale from 1to 5, where 1is ‘do
not agree at all and 5 is ‘fully agree’ (table 4.6.2).

At the regional level, the least professional local officials
are in Mitrovica region, according to businesses operation in
that region. Local corruption is more prevalent in Gjilan/Gn-
jilane region, mainly in the two largest municipalities, Gjilan/
Gnjilane and Kamenica. Businesses in Ferizaj/Uro$evac re-
gion seem to have benefited, on average, more than other
regions as 4.7% of business (15% in municipality of Ferizaj/
Urosevac) had access to local subsidies during the last three
years (table 4.6.3).%?

TABLE 4.6.2 Local administration sub-index components at the national level

SUB- INDEX: LOCAL ADMINISTRATION

NATIONAL AVERAGE

100

4 How do you rate the professional level of local officials?

SOURCE:

SURVEY 2018,
AUTHORS'

CALCULATIONS. i -
How your ever bribed local officials?

>
o

How efficient is bribing of local officials to obtain public services?

Did your company benefited from local subsidies during the last 3 years?

o
(7]

Does your municipality have a special office for promoting investment

opportunities?

o
)

Connections are important to get public tenders at local level.

48

12 Cells highlighted in red indicate unsatisfactory score (the score less
than the first quartile) while cells in green indicate acceptable score (the
score higher than the third quartile).
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The perception of businesses does not differ significantly when controlling for the size of
municipalities (figure 4.6.2). However, as we have also seen from the list above, mid-size
municipalities were ranked higher.

TABLE 4.6.4 Local administration sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants

50 000 — 80 0000 inhabitants

Above 80 000 inhabitants SOURCE:
SURVEY 2018,
AUTHORS'
CALCULATIONS.
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SUB-INDEX 7:
LABOUR MARKET
AND SUPPORT FOR
BUSINESSES

Sub-index 7 depicts the quality of labor available to busi-
nesses in each municipality, as well as the support services
that municipal administrations offer to them.

The labor market in Kosovo is characterized with a high in-
activity rate of 56.5 percent of the working age population®.
Overall unemployment rate is 30 percent, while the rates
are higher within the female and youth share of the working
age population.

Problems exist both in the demand and supply side of the
market. A frequently identified issue is the mismatch of the
existing skills and their quality demanded by employers and
the gap with the skills offered by the market. MCl survey
data (MCI 2018) show that on a national level, 40 percent of
the firms have had problems hiring new employees in the
last two years because of the lack of skilled job seekers.

13 Kosovo Agency of Statistics (2017). Labour Market Survey. http://ask.
rks-gov.net/media/3815/labour-force-survey-q3-2
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MCI sub-index 7 explores these phenomena by assessing
the satisfaction of businesses with the level of education
and professional skills offered in the market. The indicator
also evaluates the extent to which municipalities are en-
gaged in supporting a better interaction between labor and
businesses such as consulting and support services.

Figure 4.7.1 shows the sub-index 7 results for all municipal-
ities in Kosovo. The overall performance of municipalities in
this indicator is unsatisfactory. The sub-index score at the
national levelis 4.7, signaling a poor match of labor demand
from businesses, and insufficient business support.

At the municipal level, the top performers are Parte$/Par-

tesh, Klokot/Kllokot, Ferizaj/UroSevac, Rahovec/Orahovac,
Skenderaj/Srbica and Vushtrri/Vugitrn.
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SUB-INDEX 7:
LABOUR MARKET
AND SUPPORT
SERVICES

MUNICIPALITY

Parte$/Partesh
Klokot/Kllokot
Ferizaj/UroSevac
Rahovec/Orahovac
Skenderaj/Srbica
Vushtrri/Vugitrn

Hani i Elezit/Elez Han
Obilig/Obili¢
Kaganik/Kaganik

Mitrovicé/Mitrovica
Gllogovc/Glogovac
Kamenicé/Kamenica
Gjakové/Dakovica
Lipjan/Lipljan
Suhareké/Suva Reka
Decgan/Decani
Podujevé/Podujevo
Viti/Vitina
Gjilan/Gnjilane

Parte$/Partesh

Klokot/Kllokot

Ferizaj/UroSevac

Rahovec/Orahovac

Skenderaj/Srbica

Vushtrri/Vucitrn

Prishtiné/Pristina
Junik

Istog/Istok

Zubin Potok
Novobérdé/Novo Brdo

Malishevé/MaliSevo

GraCanica/Graganicé
Strpce/Shtérpcé

Fushé Kosovo/ Kosovo Polje
Zvetan/Zvegan

Dragash/Draga$
Shtime/Stimlje
Prizren

Severna Mitrovica/Mitrovica e Veriut

Pejée/Peé

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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Leposavi¢/Leposaviq

Ranilluk/Ranillug

Kling/Klina

Mamushé/Mamusa
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Table 4.7.2 reports the average scores of the component
questions of sub-index 7. The national averages present the
survey responses.

On a scale of 1 to 5, where 1 is very low and 5 is excellent,
on average, businesses rate the quality of education of the
local labor market at the national level at 3.3. Similarly, they
rate the quality of vocational training of the workers in the
local market at 3.2.

The remaining two sub-index components assess the ex-
isting support service from municipalities for business
operations, including support in recruitment services. This
indicator shows that only 40 percent of the businesses
interviewed said that the municipalities in which they are
based offer business support services.

TABLE 4.7.2 Labor market and support services sub-index components -national level

INDICATOR: BUSINESS SUPPORT SERVICES

NATIONAL AVERAGE

009

How do you rate the quality of education of workers that the local labor
market offers? (1- very low, 5- excellent)

SOURCE: @
SURVEY 2018,
AUTHORS'
CALCULATIONS. How do you rate the quality of vocational training of the workers that the
local market offers? (1- very low, 5- excellent)
Does your municipality offers supporting services for businesses? (% yes) 40.3%
If yes, did you ever rely on these services that the municipality offers? (%
yes)
o4 MUNICIPAL COMPETITIVENESS INDEX 2018
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When classified based on the size of the municipalities, mid-size municipalities with 50000-
80000 inhabitants are associated with better Labor Market and Support Services.

TABLE 4.7.4 Labor Market and Support Services sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants

50 000 - 80 0000 inhabitants

Above 80 000 inhabitants SOURCE:
SURVEY 2018,

AUTHORS'
CALCULATIONS.
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SUB-INDEX 8:
LOCAL INFRASTRUCTURE

The final sub-index presents the perception of businesses
related to different aspects of local infrastructure. A decent
physical infrastructure enables businesses connecting sup-
ply chains and efficiently move goods and services across
regions. Infrastructure affects, directly or indirectly, the
local social - economic activities. The lack of physical infra-
structure can be a difficult and costly obstacle to overcome
for businesses. The territory of Kosovo has a relatively good
road infrastructure; the road network consist of around 630
km of main roads.*

Except for the quality of roads, the MCI sub-index on infra-
structure assesses also the quality of the sewage system,
maintenance and collection of waste and garbage, access to
the public water supply network, as well as regular supply
of energy and water. It also provides information on the
collection rate from water utility business consumers.

14 Government of Kosovo. Bizneset/Infrastruktura/Rrugét. Available in
Albanian. https://www.rks-gov.net/en-US/Bizneset/Infrastruktura/Pages/

Rruget.aspx

58

Based on the perception of businesses, the table below
shows the ranking of the top seven performing municipal-
ities in terms of local infrastructure. The municipality of
Rahovec/Orahovac tops the list with an average sub-index
score of 7.6 points, followed by Suhareké/Suva Reka (7.5)
and Lipjan/Lipljan (7.3)

The full ranking will all 38 municipalities is provided in the
figure 4.8.1. Municipalities that received the lowest score
are Leposavi¢/Leposaviq (5.2), Degan/Decani (5.6) and
Kling/Klina (5.6).
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Rahovec/Orahovac 7.6
Suhareké/Suva Reka 7.5
Lipjan/Lipljan 7.3
Hani i Elezit/Elez Han 7.2
Podujevé/Podujevo 7.1
Viti/Vitina
Prizren

GraGanica/Graganicé

Mitrovicé/Mitrovica
Shtime/Stimlje
Istog/Istok
Pejé/Pe¢

Zubin Potok
Prishtiné/Pristina
Obilig/Obili¢
Kamenicé/Kamenica
Junik
Gjakové/Dakovica
Mamushé/Mamusa

Rahovec/Orahovac 7.6

Suhareké&/Suva
Reka 7.5

Lipjan/Lipljan 7

Hani i Elezit/Elez
Han

7.2

Podujevé/Podujevo 7.1

Viti/Vitina

Prizren

Gjilan/Gnjilane
Strpce/Shtérpcé
Kaganik/Kacanik
Malishevé/Malidevo

Fushé Kosovo/ Kosovo Polje
Ranilluk/Ranillug
Klokot/Kllokot
Skenderaj/Srbica
Dragash/Draga$

Severna Mitrovica/Mitrovica e Veriut

Zvetan/Zvegan
Novobérdé/Novo Brdo
Vushtrri/Vugitrn
Ferizaj/UroSevac
Parte$/Partesh
Gllogovc/Glogovac
Klingé/Klina

Degan/Decani

SOURCE: SURVEY 2018, AUTHORS' CALCULATIONS.
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The aggregated data at the national level shows that 21%
of businesses in Kosovo do not have access to the public
water supply network. Moreover, businesses in Kosovo in
general are not satisfied with the maintenance of sewage
system by local authorities. On a scale from 1 to 5, where 1
being ‘very low’ and 5 ‘excellent’, the average score at the
national level regarding maintenance of sewage system is
2.8 intensity points. Electricity and water supply are also
an issue that businesses in Kosovo face on a regular basis;
on average, businesses in Kosovo face 20 hours of power
outages and 13 hours of water outages monthly. On the

other hand, the average score on collection rate from water
utility consumers seems satisfactory with a score of 4.2 on
a scale from 1 to 5 (table 4.8.2).1°

Water outages are more evident in the northern part of
Kosovo, namely Mitrovica region while municipalities in the
region of Gjilan/Gnjilane and Prizren have the lowest access
rate as far as public water supply network is concerned.
Municipalities in Pejé/Pe¢ region received the lowest score
regarding maintenance of waste and the sewage system
(table 4.8.3).

TABLE 4.8.2 Local infrastructure sub-index components at the national level

INDICATOR: BUSINESS SUPPORT SERVICES

NATIONAL AVERAGE

How do you rate the quality of local roads?

SOURCE: @
SURVEY 2018,
AUTHORS'
CALCULATIONS. How do you rate the maintenance and collection of garbage at the local
level?
How do you rate the maintenance of sewage system in your municipality? a
Do you have access on the public water supply network? @
How many hours a months do you have water outages/cuts?
(Number of hours)
How many hours per month do you have electricity outages/cuts?
(Number of hours)
Regional water supplier collects 100% of water payments/bills from your
business.
15 Collection rate of water bills was rated by businesses on a scale from 1
to 5, where 1 being ‘never’ and 5 ‘always’.
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Finally, size of municipalities to some extent seem to be positively correlated with the quality of
local infrastructure. When splitting municipalities in three sub-groups according to their size,
the average score on local infrastructure is slightly higher in municipalities with more than 50
thousand inhabitants compared to those with less than 50 thousand (figure 4.8.2).

TABLE 4.8.4 Local infrastructure sub-index score by municipalities’ size

MUNICIPALITY SIZE SCORE

0-50 000 inhabitants 6.4

50 000 — 80 0000 inhabitants 6.7

Above 80 000 inhabitants 6.7 SOURCE:

SURVEY 2018,
AUTHORS'
CALCULATIONS.
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The MCI policy weights applied a greater weight to four of
the sub-indexes which are found as more relevant policy
wise on the analysis explained in the Methodology section
of the report. The four more important indexes in Kosovo
are: (1) Transparency, (2) Participation and Predictability,
(3) Time Costs and (4) Taxes. Compared to the unweighted
MCI where each of the sub-indexes has an equal weight on
the overall score, the weighted MCl has 15 percent rounded
weights of each of these four sub-indexes, compared to the
less important sub-indexes which have a 10 percent weight.

POLICY WEIGHTED MCI

Table 5.1 shows the weights outputted from the data anal-
ysis for each of the sub-indexes, and also the rounded
weights used for generating the policy relevant MCI.

The usage of policy weights alters slightly the ranking of
the top performers. Tables 5.2 and 6.3 show that except
for Lipjan/Lipljan, the position of the rest of the municipal-
ities is changed. Suhareké/Suva Reka is also no longer on
the list, while Parte$/Partesh is a new entrant. The top ten
performers are also the third or upper quartile of the full list
of municipalities. Graph 1 shows the weighted policy index
for each municipality.

TABLE 5.1 MCI- sub-indexes, national aggregates

v oo
01 Barriers to entry 10.2% 10%
02 Predictability and Participation 13.3% 15%
03 Transparency 16.9% 15%
04 Time Costs 15.2% 15%
05 Taxes and Fees 15.2% 15%
06 Municipal Administration 11.4% 10%
07 Labor and Business Support Services 9.9% 10%
08 Municipal Infrastructure 7.9% 10%
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TABLE 5.2 MCI- unweighted

MUNICIPALITY

Lipjan/Lipljan

Rahovec/Orahovac

Viti/Vitina

Junik

Hani i Elezit/Elez Han

Gjakové/Dakovica

Podujevé/Podujevo

Obilig/Obili¢

Prishtiné/Pristina

Suhareké/Suva Reka

MCI

TABLE 5.3 MCI- policy weighted

MUNICIPALITY

Lipjan/Lipljan

Rahovec/Orahovac

Viti/Vitina

Junik

Hani i Elezit/Elez Han

Gjakové/Dakovica

Podujevé/Podujevo

Obilig/Obili¢

Prishtiné/Pridtina

Suhareké/Suva Reka
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MUNICIPAL COMPETITIVENESS
INDEX 2018 - WEIGHTED FOR
POLICY RELEVANCE

Lipjan/Lipljan

Junik

Rahovec/Orahovac

Viti/Vitina

Fushé Kosovo/ Kosovo Polje

Podujevé/Podujevo

Parte$/Partesh

GraGanica/Graganicé

Prishtiné/Pristina

Obilig/Obili¢

Istog/Istok

Novobérdé/Novo Brdo

Kaganik/Kaganik

Pejé/Peé

Suhareké/Suva Reka

Klokot/Kllokot

Zubin Potok

Mamushé&/Mamusa

Prizren

Shtime/Stimlje

Malishevé/Malidevo

Gllogovc/Glogovac

Skenderaj/Srbica

Vushtrri/Vugitrn

Mitrovicé/Mitrovica

Decgan/Decani

Ranilluk/Ranillug

Hani i Elezit/Elez Han

Gjilan/Gnjilane

Kamenicé/Kamenica

Dragash/Draga$

Gjakové/Dakovica

Ferizaj/UroSevac

Strpce/Shtérpcé

Leposavi¢/Leposaviq

Severna Mitrovica/Mitrovica e Veriut

Zvedan/Zvegan

Kling/Klina
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The findings from focus group discussions have been
grouped into thematic observations organized according
to the topics covered by sub-indexes, making a summary
of the discussions and categorizing findings in the form of
recommendations for municipalities. The general outcome
of the discussions of these focus groups was that the cur-
rent situation in the private sector in Kosovo has improved
compared to previous years. Participants in the focus group
stated that many improvements were made in relation to
the barriers to entry, as supported also by the findings from
our survey conducted with businesses. However, partici-
pants’ stated that Kosovo is behind other countries in the
region and they were not satisfied with the business oppor-
tunities at present where a lot should be achieved in order
to improve the local governance competitiveness of each
municipality.

The current situation is discouraging mainly when it comes
to assessing the state of local infrastructure (roads, water
supply, sewage system, and waste management). Munici-
palities’ especially small and medium ones have to be able to
attract projects from the central government and compete
for foreign loans and grants by international institutions and

66

FINDINGS FROM THE
FOCUS GROUPS

organizations. In most municipalities in Kosovo, business
registration is done at one-stop-shop centers established
by KBRA with offices located in 29 municipalities in Kosovo.
This was rated by municipal officials, NGO representatives,
but also by businesses themselves as a positive thing that
has expedited business registration time. One of the main
findings and in particular a major problem identified was the
shortage of skilled workers. Another issue raised was insuf-
ficient number of skilled municipal officials. Furthermore,
improving business support services was another measure
which needs immediate attention. Establishing an office
within one of the municipality directorates would improve
the transparency of municipalities. This was highlighted by
businesses as a problem when contacted by municipal offi-
cials. Regarding obtaining permits and licenses, NGO repre-
sentatives stated that complaints from businesses mainly
occur in the construction sector where permits are delayed
and there are numerous irregularities in obtaining such per-
mits. Another issue that has been mentioned is the need to
amend the Law on Land Use and Exchange of Communal Im-
movable Property. This is one of the many issues that needs
to be address in cooperation with the central government
as it involves drafting or amending new and existing laws.
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FINDINGS FROM FOCUS GROUP DISCUSSIONS CAN ALSO BE SUMMARIZED
BASED ON SEVEN REGIONS OF KOSOVO AND ANALYZE THEM ACCORDING TO
SUB-INDEXES USED IN THE MCI SURVEY.

REGION

FINDINGS

Prishtiné /
Pristina

e One-stop-shops in small municipalities in Prishtiné/Pristina region such as Obilig/Obili¢
and Fushé Kosové/Kosovo Polje have reduced the business registration time and this has
been claimed by municipal representatives to have had quite a positive impact on business
performance.

e Municipality of Prishting/Pristina has identified the inadequate legal framework as a barrier
which limits the competencies of municipalities and especially municipality of Prishtingé/
PriStina as the biggest city in the country and also as the administrative, economic, cultural
and political center of Kosovo.

e Another important challenge identified by municipalities of Prishtiné/Pritina region has
to do with bureaucratic administrative procedures. Municipalities in this region claimed to
have taken action on simplification of administrative procedures, with particular emphasis
on issuing permits and licenses.

e Businesses representatives in this region have stated that it would be beneficial for
businesses to have a special office that deals only with addressing business demands.
Additionally, steps should be taken in improving transparency for business information.
NGO representatives stressed that following the example of Prishtiné/Pristina and Gjakové/
Dakovica, it would be useful to set-up parallel municipal websites with updated information
and publications would be the first step in improving transparency.

O Improving information on potential subsidies, municipal grants and upcoming public
debates was mentioned as an issue that requires immediate attention.

Gjakové /
Pakovica

e Also in this region it is emphasized the lack of transparency in information from
municipalities.

e In 2014-2015 in Gjakové/Dakovica and Malishevé/Malisevo municipal taxes were removed
for most businesses with the exception of certain categories of businesses (gambling, bars
and gas stations).

O Representatives of NGOs have said that employees in the municipal administration
have insufficient knowledge, do not provide advice or guidance for business or novice
entrepreneurs and do not know well the regulations.

e Pejé/Pet is one of the municipalities that has performed very well in the barriers to entry
sub-index, not only in the registration of businesses indicator but also in opportunities to
start and maintain a business.

e According to the focus group discussion for Pejé/Pe¢ region was that an initiative has been
discussed to form a local employment group, where actors in the economic development
and a significant number of businesses can participate. However, this has not been
achieved yet.

e There are significant improvements as 10 of the obligatory business procedures have fallen
into 3 procedures. This was attributed to the improved performance of KBRA offices.

O In the sub-index of municipal administration this region has not shown much improvement.
Participants agreed with this finding mentioning the lack of training and capacity building in
the municipalities as one of the reasons for poor performance in this sub-index.




REGION

FINDINGS

Gjilan /
Gnjilane

e One of the outcome of this focus group discussion was that in the municipality of Gjilan/
Gnjilane there has been improvement regarding transparency in information especially
attendance of public debates has increased in recent years.

e Businesses in the municipality of Kamenica are informed by telephone on upcoming bids
and grants. However, the municipality of Kamenica has not taken any measure in reducing
taxes and fees for businesses

e Shortage of skilled workers is one of the issues that businesses face in this region.
Professional schools or universities across Kosovo have not been able to deliver skilled
workers, thus creating difficulties for businesses.

Ferizaj /

Urosevac

e Participants in this focus group identified two main obstacles which hinder business
environment. Transparency in business information is lacking in this region and businesses
complain that the municipalities have not improved the access of businesses to public data
and information.

e Another topic raised concerns labor market. Businesses in Ferizaj/Uro$evac region stated
that since this region is one of the largest in terms of production capacity in Kosovo, more
often than not businesses struggle to find qualified labor force.

O In this region, discussions have shown that municipalities have improved relationship
with businesses in some of the sub-indexes, however there are many barriers which need
to be addresses such as transparency in business information and increasing business
supporting services.




BELOW WE HAVE PRESENTED SOME CONCRETE RECOMMENDATIONS THAT
MUNICIPALITIES COULD APPLY IN A SHORT TIME FRAME.

SUB-INDEXES RECOMMENDATIONS
O Establish business advisory offices in the form of Municipal Contact Points so that individuals
TIME COSTS with entrepreneurial skills can have access to assistance on how to develop new business
ideas.
BUSINESS Q For operating businesses it is of a paramount importance to provide them with all the
necessary guidance on filling administrative forms, paying fees and taxes and reduce
SUPPORTING unnecessary bureaucracy procedures. These contact points could further serve to provide
SERVICES assistance to businesses that are in difficulty in compiling different requests in relation to the
municipal administration.
MUNICIPAL O Offer capacity building for municipal officials in the form of trainings and workshops. This way

ADMINISTRATION

municipal officials would be more aware and knowledgeable about the importance of business-
municipality relationship.

e Prioritize the private sector and make municipal governance a bridge between citizens' and
business needs.

BUSINESS
SUPPORTING O Deeper engagement with the local private sector.
SERVICES
e Organize conferences of local donors or investors. Inclusion of businesses in public hearings
has been identified and continuously mentioned as necessary for municipalities to address
businesses’ needs and demands.
© Improve the methods of informing entrepreneurs about public debates organized by the
municipality.
TRANSPARENCY
O Improve access to information regarding various grants or changes to regulations affecting
businesses.
MUNICIPAL

ADMINISTRATION

© Draft local strategies after consultations with representatives from business sectors.

TAXES AND FEES

© Decrease or remove some municipal fees that do not bring large increases to the municipal
budget. This will be beneficial especially for newly established and small businesses.

OTHER

Q Identify comparative advantages in municipal or regional level in order to increase
competitiveness that can attract and maintain successful firms.
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TOP THREE SUB-INDEXES IDENTIFIED BY FOCUS GROUP DISCUSSIONS IN THE

SEVEN REGIONS OF KOSOVO THAT REQUIRE IMMEDIATE IMPROVEMENTS.

PRISHTINE/PRISTINA

Local infrastructure

Participation and
predictability

Business supporting
services

GJILAN/GNJILANE

70

Local infrastructure

Participation and
predictability

Business supporting
services

)

PRIZREN

%

MITROVICE /
MITROVICA

Transparency in
information

Business supporting
services

Local infrastructure

Transparency in
information

Business supporting
services

Local infrastructure

»

PEJE/PEC

Business supporting
services

Transparency in
information

Municipal
administration

L

GJAKOVE/PAKOVICA

Business supporting
services

Transparency in
information

Municipal
administration
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Transparency
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Participation and
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The MCl methodology is based on the standardized method-
ology of the Local Economic Governance Index (EGI) from the
Asia Foundation. The competitiveness indexes and sub-in-
dexes are created based on economic transition literature
and close consultations with key stakeholders inlocal eco-
nomic development. Although details of the methodologies
differ slightly among countries where indexes have been
created, all EGls involve the same core elements, which are:
Collection, Construction, and Calibration. This year’s Koso-
vo MClis anchored on USAID’s (2011) methodology for gover-
nance indexes which contextualizes the research framework
to the Kosovar setting® As such, the report allows transition
from the previous reports and indexes for the country.

MCI METHODOLOGY

A distinct contribution of this report is the assessment of
indexes in both a simple additive form, as well as in the
policy weighted version. The latter version addresses the
variation on the importance of each sub-index in explaining
the local governance (i.e. governance transparency is more
important than the number of days to register the business
in the overall governance competitiveness in competitive
business environment). To determine the index weights, a
three steps statistical approach including Factor Analysis
was used. The technique is explained in section 3 of the
methodology.

FIGURE 7.1. MCI Methodology framework

@ &

Sub-index

1

Sub-index

2

Sub-index

3

Sub-index ...

l

Sub-index

8

16 USAID Kosovo (2011). The Kosovo Municipal Competitiveness Index
Report 2011.
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7.1. Collection

Data collection is the first stage of research implementation
and involves the selection of governance indicators relevant
to private sector development at the municipal level. The
indicators are decided based on relevant theoretical and
country-specific literature, as well as input from economic
experts. The data used is primarily collected through the
survey conducted in 38 Kosovo municipalities. The main
instrument used for the collection of data was the survey
with businesses in Kosovo.

Survey Design

MCl is an aggregate indicator comprising of an established
set of 8 core primary sub-indexes to measure competitive-
ness. In order to design the 8 sub- indexes, 48 questions
were asked. This is the fifth year of implementation of MCI
in Kosovo from USAID, and the questionnaire used main-
tained coherence with the questions used to derive indexes
in the past.

The first 6 questions were general questions about the local
economic sentiment and general firm performance. These
questions were used to describe the characteristics of the
firm interviewed, and the local business environment as
perceived by the firms.

The rest of the questions were organized in groups of 5 to 7
questions, with each group specifying a sub- index includ-
ing: (1) Barriers to Entry, (2) Transparency, (3) Participation
and Predictability, (4) Time Costs, (5) Taxes, (6) Municipal
Administration, (7) Municipal Business Support, and (8) In-
frastructure. New questions were added to the indexes in
an attempt to update the context of the research. Questions
were articulated with the use of understandable words and
concepts which were also tested during the test stage.

MUNICIPAL COMPETITIVENESS INDEX 2018

Sample

The population from which a stratified randomized sample
of 3350 firms for 38 Kosovo municipalities was drawn, is
the list of active businesses from KBRA, with n=100 firms
for each applicable municipality. The randomized sampling
started with obtaining the database of active Kosovo busi-
nesses from the KBRA and filtering for active businesses
only, as there is a significant presence of ‘Ghost firms’. To do
this, the team compared the KBRA database to information
from the Kosovo Tax Administration.

Consequently, since the purpose of the research was to
compare governance between municipalities, 38 separate
samples of firms at the municipal level were randomly gen-
erated by controlling for differences on the industry, mu-
nicipality and type of legal status of the firms, based on the
practice of the Kosovo MCI design.

In general, the targeted sample of 100 interviews per mu-
nicipality was achieved in the majority of the municipalities.
The municipalities with a smaller sample are typically small
municipalities were the population of businesses is smaller
than 100. In these cases, all the population was surveyed
(i.e. HaniiElezit/Elez Han and Junik). Bigger municipalities
like Prishtiné/Pristina, Mitrovica, and Prizren, on the other
hand, have slightly larger survey samples of up to 190 re-
sponses.
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TABLE 7.1.1 MCI 2018 Sample distribution

# of
Municipality Surveys Municipality # of Sl:r\t/ezs
completed comptete
Degan/Decani Mitrovicé/Mitrovica
Dragash/Draga$ Severna Mitrovica/Mitrovica e Veriut

Gllogovc/Glogovac

Novobérdé/Novo Brdo

Ferizaj/UroSevac Obilig/Obili¢

Fushe Kosove/Kosovo Polje Parte$/Partesh
Gjakové/bakovica Pejé/Pec
Gjilan/Gnijilane Podujevé/Podujevo

Gracanica/Graganicé

Prishtiné/Pristina

Hani i Elezit/Elez Han Prizren

Istog/Istok Rahovec/Orahovac
Junik Ranilluk/Ranillug
Kaganik/Kac¢anik Strpce/Shtérpcé
Kamenice Shtime/Stimlje
Kling/Klina Skenderaj/Srbica

Klokot/Kllokot

Suhareké/Suva Reka

©6666066066060666666 606686

Leposavi¢/Leposaviq Viti/Vitina
Lipjan/Lipljan/Lipljan Vushtrri/Vugitrn
Malishevé/Malisevo Zubin Potok
Mamushé/Mamusa Zvetan/Zvegan

0066060606060 6066006060606
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Data Collection

Field work during the collection of primary data was im-
plemented through face to face interviews with represen-
tatives of businesses throughout Kosovo. Interviews were
arranged via telephone calls with the owners, or high level
managers of firms.

70 enumerators were engaged in conducting interviews
across Kosovo with an average of 50 interviews conducted
by a single enumerator. The larger number of staff involved
helped reduce the enumerator bias in terms of the individual
treatment of the interviewing process.

Following the research protocol, the enumerators’ team
was trained by first being introduced to the purpose of the
study, the process of data collection, and finally a group
review of each question.

15 percent of surveys were re-verified by the team to en-
sure that selected answers correspond to the ones filled
by enumerator. These questions included those considered
most crucial to the research effort, as well as any for which
the original responses suggested possible inconsistencies.
This activity was part of a field control which occurred
through telephone interviews and field visits.

A logical control was also conducted once the question-
naires were returned. Each questionnaire was verified by
researchers to check if there is any irrational answer or
non-fitting answers with previous claims. These helped de-
tect potential defects within each survey. Once the logical
failures were found, the team in cooperation with enumer-
ators called or re-visited the respondent. Logical control
served to identify false filled questionnaires by enumer-
ators. The number of revisited questionnaires because of
logical uncertainties was 20.
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7.2. Construction

Each of the 8 MCl sub-indexes have a maximum score of ten
points. The construction of the MClindex is first implement-
ed as an unweighted simple average of the sub-indexes, and
also as a weighted average using policy-weighted scores
estimated through additional econometric analysis.

Prior to conducting the analysis, the team tested the data-
base for outliers using interquartile range to avoid the risk of
skewing statistical analysis such as averages and standard
deviations. First, the first and third quartiles were computed
and then the difference between the two was found. The
data that fell beyond the upper and lower bound were tested
with the outlier functions, and finally outliers were removed.

Unweighted MCI

The sub-indexes were standardized using a ten point scale,
which removes the differences in measurement when as-
sessing the final MCl scores. To standardize the indexes, the
following formula was used:

[Municipalityi — Minimum
*

Maximum — Minimum
, Where Municipality, is the individual municipal value, Min-
imum is the smallest municipal value in any of the munici-
palities, and Maximum is the largest municipal value in any
of the municipalities.

For some sub-index components, a large number has nega-
tive interpretation. In these cases, the formula was reversed
by subtracting the entire quantity from eleven. An example
of a negative component would be the number of days that
it takes to register a business, as experienced by each firm:

Municipality; — Minimum
11 — [9 * - — ] + 1]
Maximum — Minimum

Finally, sub-index scores were calculated as a simple aver-
age of the standardized indicator components.
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7.3. Calibration
Weighted MCI

A significant contribution of this MCI report is
the estimation of policy relevant weights for the
weighting of the sub-indexes, which indicates the
areas with greater policy relevance for reform. In
order to estimate the contribution of each of the
sub-indexes on private sector performance, the
team followed a technique that includes three
steps of statistical analysis.

First, factor analysis was used to divide the
sub-indexes into two uncorrelated factors (bas-
kets of variables). In addition, this step generated
“factor loadings,” which are the bivariate correla-
tion between each sub-index and these uncor-
related factors. Second, the dependent variable
for private sector performance (firm growth
proxy) is regressed on the two factors estimated
in ‘Step 1". The regression is tested with controls
for firm size and legal status, and in each speci-
fication factor coefficients remain of high signif-
icance and an insignificant change in coefficient
magnitude. Third the regression coefficients are
multiplied with the factor loads of each sub-index
outputted in the first step in order to isolate the
effect of each sub- index in the dataset to the
dependent variable. The weights are then rounded
to create a total of 100 points for the index.

Table below briefly summarizes the main steps
generating the weights. The detailed output of
the generation of indexes is added to the report
appendix.

The support for the selected strategy to estimate
the sub-index weights is necessary because of
the high correlation between sub-indexes and the
threat of biased results due to multicollinearity.
To test the validity of factor analysis for our data,
the team also used the Kaiser-Meyer-Olkin (KMO)
Test which measures the covariance between
the variables. As a rule of thumb, a KMO larger
than 0.5 shows that the data is suited for factor
analysis and thus our KMO of 0.58 confirms that
the data are suited for factor analysis, thus vali-
dating our research strategy..
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TABLE 7.3.1 Procedures Used to Derive
the MCI Index Weights

Find the contribution of the factors to the proxy variable for
private sector performance

(1) (2) (3) (4)
Specification 1 Specification 2 Specification 3 Specification 4

VARIABLES

factorl -0.0641%* -0.0735%x -0.0656%x -0.0706%*
(0.0309) (0.0312) (0.0315) (0.0318)

factor2 -0.143%x* -0.141%xx -0.13 1%k -0.131%**
(0.0346) (0.0346) (0.0380) (0.0380)

legal_status 0.108%*x* 0.0681*
(0.0335) (0.0348)

empl 0.0295%x*x 0.0279*xx
(0.00606) (0.00614)

Constant 1.000%:** 0.867*xx 0.887*xx 0.809**x
(0.0263) (0.0484) (0.0343) (0.0523)

Observations 3,343 3,343 3,217 3,217

Standard errors in parentheses
*+x p<0.01, ** p< 0.05, * p<0.1

Multiply Derived Factor Scores (in Step 1, specification 1)
with Sub-index Loadings on the Factors and Divide by Total
contribution to derive weights

Rounded

Factor 1 Factor 2 Weights Weights

sub_1 0.08 0.21 10.2% 10
sub_2 0.20 0.18 13.3% 15
sub_3 0.19 0.29 16.9% 15
sub_4 0.05 0.38 15.2% 15
sub_5 0.15 0.28 15.2% 15
sub_6 0.17 0.15 11.4% 10
sub_7 0.08 0.21 9.9% 10
sub_8 0.22 0.01 7.9% 10
100.0% 100
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TABLE 7.3.2 Kaiser-Meyer-0lkin measure of
sampling adequacy

Variable KMO

sub_1  0.5035
sub_2  0.6064
sub_3 0.6552
sub_4  0.3743
sub 5 0.6020
sub_6 0.6294
sub_7 0.4950
sub_8 0.6683

Overall 0.5871

7.4. Focus Group Discussions-
Methodology

This year, the Municipal Competitiveness Index has added
a new aspect, collecting primary data in the form of focus
groups from discussions with municipal officials, various
local NGOs and businesses. This addition (introduction)
was intended to produce qualitative data, based on the re-
sults collected from surveys that where conducted with
businesses in all 38 municipalities of Kosovo. Focus groups
were conducted in seven regions of Kosovo with 6-10 par-
ticipants. Over the course of two weeks, our team visited
Ferizaj/Uro8evac, Prizren, Gjakové/Dakovica, Pejé/Pe¢, Mi-
trovica and organized the focus groups with municipalities
falling on the administrative borders of these seven regions.
Focus groups for the regions of Prishtiné/Pristina and Gjilan/
Gnjilane were organized in Prishting/Pristina at the prem-
ises of our Institute. The findings from these focus groups
will be discussed in section 7.

The guideline for organizing focus groups was developed
having in mind the need to collect additional data in terms
of qualitative research. The research process started with
qualitative analysis, where seven focus group discussions
took place. Participants in all focus group discussions
(FGDs) were representatives from local municipal admin-
istration mostly Heads of Economic Development Director-
ates. The average duration of Focus Group Discussion was
approximately 120 minutes. Focus Groups were moderated
and transcribed by the main researcher of our team, and
subsequently analyzed for the final report through a coding
procedure by another researcher to avoid any methodolog-
ical gaps.

The inquiry of questions asked during focus group discus-
sions stemmed from the topics covered in the survey’s
sub-indexes for 3350 businesses in the 38 municipalities of
Kosovo. Questions based on the sub-indexes were intend-
ed to avoid deviations from the discussion. The introduc-
tion of the opening questions was intended to inform the
participants about the nature of this project. Participants
were informed with the preliminary results from the sur-
vey in order to have a more accurate picture of what is
expected of this research. Questions were constructed in
such a way that participants were given the opportunity to
express their opinions from their professional perspective.
The largest group of participants were municipal officials
from the Directorates for Economic Development. Business
relations and the private sector development in most of the
Kosovo municipalities is within the responsibilities of the
Directorate for Economic Development. The second group
of participants consisted of representatives from NGOS or
foundations operating on a regional level or nation-wide.
Their expertise and experience has been indispensable and
has served as a catalyst between the public and private
sector. The last group was made up of businesses from
different industries operating in those regions where focus
groups were held. Since the core focus on which this report
was written comes from the opinions and experiences of
businesses, in focus groups participation rate of businesses
was smaller compared to other groups.

TABLE 7.4.1 Representation of the Focus Group Discussions; Structure of participants in all
seven focus groups




TABLE 7.4.2 Main questions for Focus Group Discussions

Type of Question

Leading Questions in FGDs

Opening Question

After the introduction of the participants an opening question for the MCI report was
asked:

What, to you, are the main advantages and disadvantages to doing business in your
municipality?

Introductory Question

What do you believe is the role of local (municipality) governance in improving the
business environment?

Transition Question

In your opinion, to what extent there is a cooperation between your municipality and
businesses?

Key Questions

QUESTIONS FOR MUNICIPAL OFFICIALS:
Which are the main barriers that businesses face in your municipality?
- Has your municipality identified these barriers?

- What are the means of information for new tenders, grants, public debates or
changes to the regulations?

- What were the measures that your municipality has undertaken to reduce
taxes?

- Does the municipality have any long-term strategies for revitalizing vocational
schools in your municipalities?

- Has the municipality ever conducted an evaluation of municipal officials? Does
your municipality have a legal advisory office and a business promotion office?

QUESTIONS FOR BUSINESSES:

Have you encountered problems in the municipality regarding procedures for registering
or obtaining permits and licenses?

- How many days are needed and how many documents were requested for
obtaining licenses?

- Are you aware of the public notices and debates? Do you participate?
- Is there a tax or fee that burdens your business operation?
- Do you always find skilled labor force?

- How are your experiences with municipal officials

Ending Questions

Finally, is there anything connected to the discussion today, that has not been discussed
and seems important to you, or you feel strongly about, and would like to bring up now?
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MCl is an aggregate indicator comprising of an established
set of 8 core primary sub-indexes to measure competitive-
ness. The standardized sub-indexes measure key dimen-
sions of the impact of local governance on the business
environment: (1) Barriers to Entry, (2) Transparency, (3)
Participation and Predictability, (4) Time Costs, (5) Taxes, (6)
Municipal Administration, (7) Municipal Business Support,
and (8) Infrastructure.

This is the fifth year of implementation of MCl in Kosovo from
USAID, and the questionnaire used maintained coherence
with the questions used to derive indexes in the past. The
methodology used is based on the Asia Foundation's meth-
odology for local governance economic indexes. In order to
construct the indexes the research process went through
three stages: collection, construction and calibration.

The Collection stage involved the selection of governance
sub-indexes relevant to private sector at the municipal lev-
el. Then, data were primarily collected through the survey.
3350 firms were interviewed in all of the 38 Kosovo munici-
palities using a stratified randomized sample. The construc-
tion of the MCl index is firstimplemented as an unweighted
simple average of the standardized sub-indexes. Whereas
the calibration stage constructs the indexes as a weighted
average using policy-weighted scores estimated through
additional econometric analysis.

The aggregate MClI variation of the index values is not too
widespread, as the index provides a simple average of
sub-index values, and thus disregards the variation within
the indexes (presented in detail in the sub-index sections).
The ten best performing municipalities include Lipjan,
Rahovec, Vitia, Junik, Elez Han, Gjakova, Podujevo, Obilic,
Pristina, Suhareke. The same best municipalities also fall
on the upper quartile of the list, confirming the limit of the
top 10 performers.
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CONCLUSIONS

The MCl is also constructed using weights. The usage of
policy weights alters slightly the ranking of the top per-
formers. Except for Lipjan, the position of the rest of the
municipalities is changed. Suhareka is also no longer on the
list, while Partesh is a new entrant.

Finally, the results derived from the focus group discus-
sions have complemented the study with qualitative find-
ings about the municipalities’ competitiveness in relation to
businesses. The key finding of the groups is the utmost need
of businesses and municipalities to deepen cooperation.
Furthermore, there are some similarities between munici-
palities based on their size. Small municipalities face mainly
financial problems due to small budgets, although budget
constraints are a problem affecting all municipalities, this is
particularly pronounced for small and medium municipali-
ties. Consequently, they do not perform well on local infra-
structure improvement due to lack of investments. Officials
from small municipalities also have problems in providing
business advice due to inadequate human resources, while
the main problems expressed by businesses in large and
medium-sized municipalities are poor transparency, lack
of skilled labor force and limited competencies.
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APPENDIX

. * Factor analysis Number of obs = 38
. factor $xlist, mineigen (0.9) Retained factors = 2
(obs=38)
Number of params = 15
Factor analysis/correlation
Method: principal factors

Rotation: (unrotated)

Factor Eigenvalue Difference Proportion Comulative
Factorl 2.01986 1.06053 0.6724 0.6724
Factor2 0.95933 0.45964 0.3193 0.9917
Factor3 0.49968 0.29457 0.1663 1.1581
Factord 0.20512 0.16390 0.0683 1.2263
Factorb 0.04122 0.18024 0.0137 1.2401
Factoré -0.13902 0.13148 -0.0463 1.1938
Factor7 -0.27050 0.04112 -0.0900 1.1037
Factor8 -0.31162 -0.1037 1.0000

LR test: independent vs. saturated: chi2 (28) = 70.69 Prob>chi2 = 0.0000
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SCREE PLOT OF EIGENVALUES AFTER FACTOR

EIGENVALUES
2
1.5
1
0.5
0
-0.5
0 2 4 6 8 NUMEBER

Factor loading (pattern matrix) and unique variances

Variable Factor 1 Factor 2 Uniqueness
sub_1 0.2500 0.3108 0.8409
sub_2 0.6454 -0.2624 0.5146
sub_3 0.6188 -0.4238 0.4375
sub_4 0.1683 0.5546 0.6641
sub_5 0.4930 0.4101 0.5885
sub_é 0.5633 0.2222 0.6333
sub_7 0.2537 -0.2980 0.8468
sub_8 0.7106 0.0121 0.4949
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(1) (2) (3) (4)
VARIABLES Specification 1 Specification 2 Specification 3 Specification 4
factorl -0.0641** -0.0735** -0.0656%* -0.0706%*
(0.0309) (0.0312) (0.0315) (0.0318)
factor2 -0.143%x*x -0.141%*x -0.131%*x -0.131%%x
(0.0346) (0.0346) (0.0380) (0.0380)
legal_status 0.108**x 0.0681%*
(0.0335) (0.0348)
empl 0.0295x%xx 0.0279xx
(0.00606) (0.00614)
Constant 1.000%** 0.867**x 0.887**x 0.809**x*
(0.0263) (0.0484) (0.0343) (0.0523)
Observations 3,343 3,343 3,217 3,217

Standard errors in parentheses
#*x p<0.01, ** p< 0.05, * p<0.1

. * Scores of the components
. predict f1 f2
(regression scoring assumed

Scoring coefficients (method = regression)

Variable Factor 1 Factor 2
sub_1 0.06865 0.16112
sub_2 0.25585 -0.17898
sub_3 0.24873 -0.31166
sub_4 0.06462 0.34496
sub_5 0.19663 0.26187
sub_6 0.18742 0.15137
sub_7 0.06742 -0.14871
sub_8 0.30268 0.03365
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