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	Abstract

Historically, industrialization has been the driving force of development and economic growth. Industry has shown to be an important sector in social transformation and hence it is a priority
 or many developing countries. The manufacturing sector in Kosovo is still visibly well below the level, from which it could contribute more to economic growth. While it is supposed to have an important role in the state’s economic revival and in overcoming macroeconomic imbalances, such as the trade deficit, labour market, economic growth and sectorial disparities. In this paper we outline development specificities of Kosovo, which within four decades passed through the industrialization and deindustrialization and currently it faces the needs for reindustrialization process. We then focus on competitiveness capacities of the different industrial sectors. And, finally we conclude with an evaluation of industrial policies to be tackled, and recommendations for appropriate policy instruments and approaches.  

The paper has been prepared through desk research, consultation of secondary sources and especially based on a survey of around 1200 manufacturing enterprises, which was conducted in October 2009.  

Keywords: Industrial policies, economic development, manufacturing sectors, competitiveness capacities, policy instruments. 



1. INTRODUCTION
Industry has been shown to be an important sector in social transformation and driving force of economic growth, and hence it is still a priority for many developing countries. Whereas developed countries attempt to drive development through increasing service sectors, global changes show that, for developing countries, industry remains a very important priority. The speed and quality of industrialization is dependent on the number and quality of production factors, as well as the size of a country. Long-term trend analysis has shown that industrialization in countries with a large population is faster than in those with a small population. Typically, for a developing country in the process of industrialization, growth of industrial production is faster than growth of GDP. According to Shafaedin
, no country has developed its industrial base without prior infant industry protection. In the process of industrialization and export expansion functional and selective government intervention in trade has been an important factor. Moreover, government intervention for capital accumulation, infrastructural and institutional development, has also played a significant role in the industrialization.

Since the 90's, industrial policy raised doubts among academics, the policy-makers and international financial institutions. More specifically, the wave of opinions against industrial policies criticized the government for their rightness to pick up the winners and losers without any hindrance and consequently for increasing government influence on the market. The opinion of this wing was that policymakers and development economists had to defend policies aimed at improving the investment climate through deregulation of product markets and labor market. This would be achieved through the legal framework that protects private property and the rights and eventually through a macroeconomic stabilization. This opinion was recognized as the "Washington Consensus" as it was supported and promoted primarily by the IMF and World Bank
. 
Despite neoliberal orthodox views (Washington Consensus) against policy in developing countries, industrial policies still remain important in promoting industrial development (Rodrik, 2007). The context of this policy design has changed significantly as a result of new government regulations on international trade, value-chain growth in global markets and other aspects of globalization. Due to significant political, economic and social differences of countries, there is no unique practice that can be implemented as such. Their adoption, in light of the characteristics of each country is essential for a potential success. 


Traditional view on selective industry policy (the practice of Latin American countries) that unlike the pro-liberalization policies support the targeting and selection of some sectors of industry, was born as a result of "market failures" that occur from a lack of market competitiveness, the asymmetric information or as a result of externalities. Market failures have initiated the delivery of target policies towards the critical weaknesses of developing economies, in other words improvement of education, infrastructure and programs to improve the skills of the workforce. Failures have also initiated the strengthening of contractual relations, protection of private property and in ensuring intellectual property rights. However, it should be taken into account that these market failures are hard localized, and in the cases where they are localized there is no clear direction of what should government do.

Also, these market failures make the public policy to focus only on the offering of the inputs (capital, skills, technology etc.) but it is important to note that developing countries also suffer from lack of demand for these inputs. High unemployment rates of skilled and educated workforce in addition to the presence of excess industrial capacity may be common practice in many developing countries. Migration of brain from developing countries is a global challenge.

Despite these challenges, the industrial policies remain important as never before (Rodrik, 2010). The question is not whether they should exist or not, but rather how to implement them. Above all, industrial policies should be considered as general state policy instead of specific list of policies. In other words, it is important to initiate a friendly climate between state and private sector that would enhance the overall cooperation within the agents, while keeping the separation of roles evident. Rodrik (2010) further argues that industrial policies should be considered as policies of “carrots and sticks”. Governments should be encouraged for innovation but limited on the power that sole possession of innovation causes. Last but not least, transparency is a key factor on implementing successful industrial policies on a global environment.
Today, different countries choose selections from the two extremes, but the practices of mixtures of two opinions are quite evident. One of the main aims of industrial policies is the improvement of efficiency of individual firms and sectors. This improvement involves two processes: restructuring and investment. Another aim is oriented towards achieving the structural change while using those policies that favor more dynamic and productive activities. In this vein, the industrial policies targeting above aims can either be horizontal or vertical.

Horizontal Policies - These policies provide the framework in which firms and industries operate and where market mechanisms ultimately determine survival and prosperity (EBRD Transition Report, 2008). These policies mainly include the property rights protection and improvement of the transparency of commercial and other transactions within a market. Some of the horizontal policies can be more specific and include for instance promoting FDI or developing national research strategies

Vertical Policies - These policies target specific firms or specific sectors and were very common on developed and developing world. They mainly include loans for working capital or fixed assets, or even provided selective subsidies to various sectors. Another practice is provision for infrastructure or tax incentives for sectors. These interventions have been designed to help either falling or promising sectors within the industry. Some other practices included establishment of export promoting zones, or provision of specific incentives for foreign investors. These policies support the beliefs of export-growth relations or economic development through foreign investment. 
It is clear that no unique formula for industrial development exists or policies that need to be implemented in this area. However, a number of economic policies need to be tuned to specific conditions in a country (its resources and level of development) and its historical experience. Modern policies of industrial development mainly include national programmes defined as local actions and that include all stakeholders-businesses, governmental and academic institutions. Hence, modern industrial policies are no longer specific actions aimed at correcting distortions created by market failures because the latter are usually difficult to identify and resolve. Modern industrial policies mainly aim at favoring the development of certain sectors and the dynamic change of business by developing rules and capacities. 

2. INDSUTRIALIZATION, DEINDUSTRIALIZATION AND REINDUSTRIALIZATION 
Meaningful Industrialization in Kosovo started in early sixties of last century, to late in terms of EU or even Western Balkans practices
. However during this period and especially during 1960-1986 industry share at GDP increased sharply due to an intensive investment in different industrial sectors and especially in non ferrous metallurgy and energy/ electricity generation.
 This model of industrialization increased the share of industrial sectors in GDP to 25% in 1960, to 38% in 1980 and to 47% in 1988.  Since 1990 the reversible trend has taken place due to huge disinvestment, impact of the policy imposed by Serbian regime overall conflict in Kosovo and around Kosovo.  The sharpest decreases of industrial output was experienced in the electricity generation (57%), metal processing (86.5%), production of electrical tools (89.5%) and food processing (67.6%). This was an example of forceful deindustrialization and industry share at GDP was from 47% in 1988 to 21% in 1994 and  about 12-15% in  1998 (Riinvest 2010). Deindustrialization was not successfully repaired even after 1999, as a result of long hesitation to start the privatization process of industrial enterprises.
Table 1: Industry structure comparison, 1988 – 2008 
	SECTOR
	Year 1988 (in %)
	Year 2008 (in %)

	Nonferrous metals and metal processing 
	45
	16

	Textile, leather and rubber 
	21
	1.4

	Food
	13
	21.4

	Non metals (Construction materials)
	6
	32.3

	Wood and letter processing 
	5
	8.1

	Graphic industry 
	1
	4.4

	Chemistry 
	5
	NA

	Other 
	4
	16

	Total 
	100
	100


Source: Post-war Reconstruction of Kosova, Riinvest Institute publication, 2001 and Survey of 1,167 businesses in Kosovo; Riinvest, September 2009 

Due to this situation, the industry profile and the composition of the industrial output have changed radically (see table 1). While prior to conflict the industry was heavily dominated by nonferrous metals and metal processing sector, and textile, the latest survey shows that two former important sectors like textile and chemical industry, lost almost entirely their role, while the main sectors currently appear to be construction materials, food processing, wood processing and some other sectors. 
Table 2: Main industrial sectors in Kosovo (2008)
	Sector
	Businesses (%)
	Sales (%)
	Exports (%)
	Employment (%)

	Food and tobacco
	38
	21.4
	15
	28.2

	Wood processing
	20
	8.1
	3.5
	11.6

	Construction materials
	14
	32.3
	13.2
	22.1

	Metallurgy and metal processing
	7
	16.4
	52
	13.0

	Plastics and rubber
	3
	4.7
	12
	4.8

	Paper, graphics and publishing
	3
	4.4
	0.3
	3.7

	Textile, leather and shoes
	2
	1.4
	1
	2.4

	Other
	13
	11.3
	3
	14.2

	Total
	100
	100
	100
	100


Source: Survey of 1,167 businesses in Kosovo; Riinvest, September 2009
One third of manufacturing companies operating in Kosovo are in the food processing industry, followed by wood processing industry (20% of companies) and the construction materials industry (at least 19%). On the other side, according to the data on turnover, the construction materials sector leads with a 33% share in total sales, followed by the food processing sector with 22%, and the metal processing industry with 16% of industrial production. Contrary to this, metal processing sector is contributing to the level of exports with more than 50%, followed by food processing sector 15% and construction materials 13%. It seems that the majority of jobs are created by food processing sector and construction materials sector (table 2). 
Table 3: Industry/manufacturing and other macroeconomic indicators
 (2009)
	Indicator
	Industry share in % 

	GDP
	15

	Exports
	56

	Imports
	13

	total employment
	10–12

	investments 
	20


Source: Survey of 1,167 businesses in Kosovo; Riinvest, September 2009
However since year 2000 a new profile of Kosovo industry is featuring Kosovo’s economic realities, with a predominance of Small and Medium Enterprises (SMEs). Also the overall the contribution of manufacturing sectors in the composition of GDP account for services 60%, agriculture 25% and industry 15% (Riinvest 2006). Despite this, the Kosovo industry contributes much more to exports (import substitution) and new investments (table 3). 

In this regard, given current macroeconomic imbalances in Kosovo
, there is a need for further improvements in development policies. One of the biggest issues to be addressed within a need to activate sources of economic growth is the issue of the role of manufacturing sector/industry in further economic development. In this respect one of the critical issues is if there Kosovo needs active policies towards its reindustrialization. In the era of postindustrial revolution the combination of ICT with high value added services would be engine of economic growth rather than emerging and vulnerable manufacturing sectors, and Kosovo should not be an exception from this trend. However this orientation would require at least one decade or more investment in increasing the quality of education and business environment, and it seems that during the second decade of 21th century also high attention there should given to reindustrialization, in that way that it will not go against service sector and also competitive sectors in agriculture. As Singh argues, there is a need to reinvent the role of government policy in building national institutional arrangements for strengthening competitive capacities.
 The role of industrial development in Kosovo towards higher economic growth and job creation, import substitution, export promotion especially through FDI remains critical in given circumstances. This implies answering important questions, such as: (1) are there significant factors in place that would be necessary to support this orientation like urbanization and infrastructure (2) what are the competitive capacities of manufacturing sectors in Kosovo and (3) which are most appropriate policies to strengthen the competitiveness capacities.          
3. URBANIZATION AND INFRASTRUCTURE DEVELOPMENT
Urbanization and industrialisation develop in parallel. Large urban centers decrease employment costs for industry, while industrial development induces growth of an urban population and the development of cities. In Kosovo, this process was developed intensively between the 1960s and 1980s, but mechanical movement of the population took place following the war in 1999 because of the great damage to housing and poor living conditions in rural areas. In this respect we can state that urban areas, seven biggest cities and 23 other municipal centers, offer a large sources of workforce. 
The situation of infrastructure development and public services is different. Industrial zones, electricity, water, waste management, railroads, highway access, services related to health and education and other services, and development of the financial sector are always factors for agglomeration, specifically in focusing activities and industrial businesses around urban centers. Hence, dispersion of industrial activities has infrastructural and urban development costs. There have been some unsuccessful attempts to build business parks in Drenas, Mitrovica and Shtime, but these did not result in an increase of businesses, particularly of production businesses. It seems that it is more important first to create a friendly business and investment environment, and then to invest in business and technology parks that would stimulate manufacturing and high value added service businesses. Kosovo has stagnated with regard to expansion of public infrastructure over the past two decades, though an exception can be made in the last two years of the expansion of main highways between city centers of Mitrovica, Prishtina, Peja, Prizren and the new road to the Port of Durrës, Albania. This will improve transportation and as well as decrease its cost, which for now present a big competitive barrier for domestic producers. 
Meanwhile, the connections between regional centres and rural areas and municipal areas have improved in the last few years. This in turn is a positive point for the industrial sector, especially for the food industry producers since it assures domestic input supplies. Largely, the development problem of Kosovo is one of transportation. The majority of the population of Kosovo lies within a 25 km diameter in seven urban centers, so the development of roads and traffic would ensure a polycentric development of its industry, while the production businesses are mostly more than 60% are located near 7 largest cities and regional centers while  40% in 23 other municipal centers (Table 9). 
Table 4: Location of manufacturing businesses
	Region
	Percentage

	Prizren
	13.1

	Ferizaj
	10.5

	Prishtina
	10.2

	Gjilan
	7.4

	Peja
	6.5

	Gjakova
	6.3

	Mitrovica
	4.2


Source: Survey of 1,167 businesses in Kosovo; Riinvest, September 2009
4. COMPETITIVENESS CAPACITIES 

A large number of concepts of competitiveness have been addressed in the economic and business literature. Some authors use the term in a similar way as comparative advantage, others view it as an economy-wide characteristic. One of the concepts for competitiveness is that of “an economy is considered to be competitive if it contains a large number of internationally competitive enterprises and industries”. In other words, an economy is competitive if it performs strongly in exports. This concept was used by Dollar and Wolff (1993), who proposes to measure it in terms of productivity, both labour and total factor productivity. Similar approaches are the concepts proposed by Hatsopoulos, Krugman and Summers (1988) and by Markusen (1992). Krugman has also used the same concept, in an economy-wide sense as well as in the industry-specific sense (Krugman, Hatsopoulos, 1987). 

4.1. Performance of industrial sectors

Assessment of the competitiveness capacities of different sectors within Kosovan industry is quit problematic in absence of systematic data on trends regarding sector performance. However, based on mentioned survey (Riinvest, 2009), we got some basic data in order to look at indicators, such as: productivity (sales per employee), new entries in the sector (% of increase in number of businesses), net profit margin of the sector and share on total exports of the industry. The literature evidence shows that: 
· The profitability in a sector will determine its attractiveness for new firms to be established in the industry. 

· The amount of initial investment to be carried out in capital-intensive industries may act as a significant prevention to potential entrants. 

· Labour productivity at the sector level may signal the good performance of current firms in the sector and may discourage firms from entering the market, in order to avoid severe post-entry competition. 

Table 5: Competitiveness indicators 

	
	Productivity

(sales per employee) 

100 = average of industry 
	New Entries

2000 to 2009

(% increase in number of businesses) 
	Net Profit Margin

	Share of Exports to total sales 

	
	
	
	
	

	Food and tobacco
	76
	+ 97.1%
	14.7
	15

	Wood processing
	69
	+ 75.2%
	15.4
	3.5

	Construction materials
	1.46
	+ 86.1%
	12.5
	13.2

	Metallurgy and metal processing
	1.26
	+ 104.1%
	13.2
	52

	Plastics and rubber
	98
	+ 120.8%
	17.6
	12

	Paper, graphics and publishing
	1.20
	+ 107.1% 
	15.9
	0.3


Source: Survey of 1,167 businesses in Kosovo; Riinvest, September 2009
The table 5 shows very clearly the relation between net profit margin and new entries in the market (sector). As the theory suggests, the higher the profitability rate in a certain sector of the industry the higher the rate of new entries in that sector. This is particularly evident for the sector of plastics and rubber and paper, graphics and publishing sectors in Kosovo. The share of exports in total firm sales can be considered another important competitiveness indicator of the Kosovo industry. As far as the share of exports in total sales is concerned, the following sectors dominate: basic metals and metal processing, together with the food industry, rubber and plastics, construction and wood processing. In terms of productivity sector of construction materials is the leading sector, followed by metallurgy and metal processing and paper, graphics and publishing sector. 
Another indicator of competition is a firm’s assessment of the influence of imports on their products. Table below ranks the sectors by the level of competition faced from imports measured as the share of firms in each sector reporting a medium or strong level of competition. This indicator is showing that a great part of the difficulties facing Kosovo industry comes from imports. It should be pointed out, however, that the food industry ranks relatively low because bakeries, which represent a large part of this sector, report that possible competitive products (e.g. bread) are not typically imported.
Table 6: Influence of imports on firms’ products 

	Sector
	Firms reporting medium

or strong influence (%)

	Leather and leather products
	100

	Textiles and textile products
	86

	Electrical, electronic equipment
	86

	Wood and wood products
	82

	Chemicals, chemical products and man-made fibres
	80

	Rubber and plastic products
	79

	Basic metals and metal processing
	77

	Pulp, paper and paper products; publishing and printing
	70

	Non-metallic mineral products
	58

	Construction
	46

	Food products, beverages and tobacco
	43


Source: Survey of 1,167 businesses in Kosovo; Riinvest, September 2009
To sum up, there are six manufacturing sectors, presented in the tables above, that has shown better performance compared to other sectors, and amongst them food processing and construction materials have the biggest share on the industry output. However, the situation described in this study, would suggest creating more developed policy environment and conditions, in which these and other sectors of the industry can develop rather than to focus on narrow group of sectors. 

4.2. Analysis of business environment in Kosovo

In the survey undertaken by Riinvest Institute, 1,167 industrial enterprises in Kosovo were asked to share their opinions on the factors impeding their business activities. The results suggest that the electricity supply creates their greatest obstacle (Figure 3). 
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Lack of electricity increases the cost of production for Kosovar enterprises and, as a result, increases the prices of their products. This increase ultimately results in a lower competitiveness of Kosovar enterprises, both in the local and foreign markets. Therefore, improvement of the electricity supply seems to be an issue of high priority. Next urgent issue according to manufacturing businesses perceptions is the informal economy and unfair competition. These two obstacles also directly influence the competitiveness of industrial enterprises. First, the existence of an informal economy favours enterprises that do not truthfully report their activities to the state. As a result of tax evasion, these enterprises lower their production costs and discourage other enterprises from continuing operations in such a market. It may also discourage foreign investors. Some measures have been undertaken recently to reduce the informal economy, through tax policy reform and introduction of fiscal cash registers. Widespread corruption continues to be one of the greatest challenges facing Kosovan society in general. This phenomenon is constantly declared as one of the major obstacles to the operation of local businesses
. Payment delays are becoming more widespread and are impeding the activity of industrial enterprises, which, in Kosovo, usually prepay for inputs and at the same time sell their products on credit, having to service their expensive bank loans in the meantime. These problems arise as a result of poor planning by the enterprises themselves, but also because of the shortage of cash in the Kosovo market. 
5. INDUSTRIAL POLICIES FOR KOSOVO 
In developing recommendations for policies that would result in increasing productivity, competitiveness and exports and, ultimately, economic growth in Kosovo, it is important to have in mind current policy environment and current industrial policies. As the table below shows, currently Kosovo deals with poor policy instruments to overcome constraints in regard to development. A short overview of general policies shows that Kosovo now has a tax policy which is very similar to that of other countries in the region. Corporate profit tax has been decreased from 20% to 10%, while personal income tax has been decreased from a (progressive) range of 0–5–10–20% to one of 0–4–8–10%. On the other hand, Value Added Tax (VAT) has been increased from 15% to 16%. Overall tax burden is low, but VAT payment on capital goods and inputs paid at the border, is seen as an obstacle to investors and manufacturers.  
Kosovo has a liberal trade policy characterized by simplicity and neutrality, but given that the trade liberalization has not been accompanied by an improvement in competitiveness of local manufacturing, Kosovo faces a very high trade deficit. In 2006, after the signing of some bilateral Foreign Trade Agreements (FTAs), Kosovo (represented by UNMIK) signed a multilateral Central European Free Trade Agreement (CEFTA) but there are serious problem with the implementation of CEFTA with regard to Kosovar exports has faced many problems and this agreement was often not respected, especially by Serbia and Bosnia and Herzegovina. Lately, there have been improvements with regard to the legal framework for industrial property rights, but there have been problems in the implementation of the laws. Industrial property rights are a priority for Kosovo’s partnership with the EU, which is stressed in the latest EU progress report on Kosovo. Within MTI operates the Office for Industrial Property, an independent body responsible for implementing the law on patents, trademark and industrial design. On the other hand, there are no functional legal mechanisms for protection of these rights. Lack of such mechanisms can discourage foreign investors from operating in Kosovo.

The performance of government institutions is of crucial importance also regarding the development of the agencies responsible for ensuring product standards and quality are of crucial importance. In Kosovo, these agencies include the Kosovar Agency of Standardization, which operates within the MTI and has the responsibility of standardizing the products produced in Kosovo. These agencies, as well as the Accreditation Department of Kosovo, are expected to join relevant international mechanisms soon. The development of such institutions that have responsibility for checking and standardizing product quality is also important for Kosovo to gain membership to the World Trade Organization (WTO). This department is already member of the European Corporation for Accreditation.
5.1 Industrial Policy Constraints and Policy Instruments Evaluation

Macroeconomic policies discussed above if implemented successfully represent initial base for activating sources of economic growth. But in terms of more active industrial policies government and other stakeholders should look for other large spectrum of policy instruments to overcome constraints in industrial development. These instruments have been used in different developing countries and transition economies.

Following analysis of the Transition Report (EBRD 20080), authors did an initial inventory and evaluation of the intensity of implementation of various policy instruments to tackle constraints in building Kosovo’s industrial competitive capacities.

Table 7: Policy constraints and instruments 
	Constraint
	Instrument
	Scale of presence

	Finance
	
	

	Direct loans and grants
	0

	Restructuring funds
	0

	Credit line to banks/credit institutions
	0

	Tax incentives
	1

	Venture capital funds
	0

	
	
	

	Infrastructure
	
	

	Public investment and infrastructure
	3

	Mixed finance PPP
	1

	Tax incentive to invest in communal resources
	0

	Technology/ Business Park
	1

	Special economic zones
	0

	
	
	

	Information
	
	

	Advisory and business services for domestic firm and potential foreign investors
	2

	Export/trade promotion and marketing with the aim of improving access to foreign markets
	2

	
	

	Innovation
	
	

	Public funding for Research and development
	0

	Tax incentives for research and development
	0

	Legal protection intellectual property
	1

	Raising the level of innovation
	0

	Venture capital finance on management
	0

	Presence of business schools
	0

	Presence of business incubators
	1

	
	
	

	Human Capital
	
	

	Direct training programmes
	2

	Subsidies for skills acquisition
	0

	Investment in education through private initiatives
	3

	Investment in education for specific sectors
	0

	Bursaries for foreign studies 
	1


Source: Authors have provided evaluation for Kosovo in scale 0-5, where 0 is not-present while 5 is largely present.

The finance constraint seems to be less tackled in Kosovo. There are no direct loans or grants so far nor are restructuring funds. So far, Kosovo has not practiced any special credit lines through banks or directly. There are only some minor tax incentives for manufacturing firms, yet much is left to be done. Kosovo has no venture capital funds.

Situation regarding, infrastructure seems to be more positive. During past tow years, there were significant infrastructural investments on national level for the last two years which amount around 600 million euros. On the other side PPP’s are new practices for Kosovo, as the law was produced by kosovar government for less than a year. There is no tax incentive for investment sin communal services while business parks are weak and mostly intuitional.

Also, on information constraint, evaluation seems to be more positive. The government has established the Agency for Investment Promotion, which is yet weak and inconsistent. On the other side the Regional Development Agencies are recently established and are not yet functional. The major contribution comes from business associations and economic chambers. Promotion and marketing for access to foreign markets is supported by foreign agencies, mainly by USAID. The practices were similar to organizing international fares and visits.

What concerns more is that instruments to support innovation remain completely untackled. There are no public funds for research or development. Only from the next year, Kosovo will start with provision of general funds for science, yet there are no specific funds for industrial sectors. Legal protection and property rights are not imposed, but there are some minor improvements towards licensing and property registration at the Ministry of Trade and Industry. All the efforts towards innovation are symbolic or inexistent.

As for human capital the only notable feature is the investment on education from private sector. There are several higher educational institutions that provide programmes mainly in economics for industry needs, yet the quality of majority of these private providers is far from European standards. 
CONCLUSION

Having in mind challenges that Kosovo face in ameliorating its macroeconomic imbalances and in activating sources of economic growth, it is obvious that at least during the following decade of 21st century, industrial development and more active industrial policies are necessary. However, faster growth of different industrial sectors should be designed in that way that does not create obstacles for development of high value added services and competitive agricultural sectors.

In terms of policy instruments to address constraints towards strengthening competitiveness capacities of manufacturing businesses and sectors, it is clear that many obstacles came from unfair competition and they are sourced mainly due to the weak institutions and difficulties to exercise the rule of law. In addition to improving effectiveness in tax policies, ensuring equal position of kosovar businesses in the trade relations with other countries (CEFTA), strengthening institutional capacities, there is a necessity that Kosovo Government, respective ministries and agencies address more successfully elimination of constraints in the area of financing, infrastructure, especially innovation and human capital. Policy instruments that we would suggest are:
a) In the area of finance, we would recommend credit lines for manufacturing and export businesses as well as support in introducing venture capital funds and other instructional investors including also Diaspora participation.

b) In the area of infrastructure, we would recommend facilitation of PPP’s.

c) In the area of innovation we would recommend public funding and tax incentives for research and development as well as legal protection of intellectual property.

d) Last but not least, no the human capital area, we would recommend subsidies for skills acquisition and stimulate investment on private education.

We consider that improvements in general policy areas, and the specific instruments that address competitiveness constraints should have horizontal approach as in that situation the risk of market competitive distortions is smaller. On the other side, especially due to the weak institutional capacities for implementation we would not suggest vertical approach in implementation on these instruments, expect with the approach to ICT sector development. 
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