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Chapter 9
Enhancing the competitiveness  
of small and medium enterprises  
in rural areas of Kosovo

Abstract: A key issue for Kosovo’s economic future is how to provide the maxi-
mum benefit for local enterprises through the liberalization and globalization of 
product markets. Data from the Ministry of Trade and Industry clearly show that 
most enterprises in Kosovo are of micro, small and medium size and the problems 
they face fall into two categories: the first one is to determine if they can parti-
cipate in production for local and regional markets or do they remain excluded? 
And the second one is related to the fact that our economy is facing high levels 
of trade deficit, which continues to have a negative impact on economic growth, 
and because our SMEs are mainly based on trade and services, they have limited 
capacities to create added value to the economy and generate new jobs. 
In addition to addressing the questions, the paper tries to provide a thorough 
explanation of ways of enhancing the competitiveness of SMEs in rural areas of 
Kosovo based on the field study, research reports, country strategies and views of 
several scholars. Recent studies have proved the relation and impact of SMEs in 
the development of rural areas.
The paper is divided into three sections and ends with a conclusion. The first 
section reviews the different usage of the terms SMEs from different theories and 
dimensions.  
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The second section deals with the results of 308 interviews randomly conducted 
all around Kosovo. In addition the questionnaire was prepared and tested in ad-
vance in order to avoid any useless questions, and to provide information regar-
ding the types, reasons, and the problems that the SMEs are facing. 
The paper concludes with some personal reflections and conclusions drawn on 
this topic. 

Keywords: SME, enhancing, constrains, sustainability, rural development, eco-
nomic growth,  

Introduction

The Republic of Kosovo is one of the poorest countries in Balkans. The sec-
tor of small and medium-sized enterprises and the agriculture sector are the 
most important sectors for the economy of Kosovo in terms of employment 
and economic growth opportunities and represent a good potential to ensure 
the progress of Kosovo towards EU integration. Moreover, the sector of small 
and medium-sized enterprises has played an important role in increasing the 
income level and employment, following the end of hostilities.  Therefore, the 
further development of this sector has an important role in poverty alleviation 
in the country.

However, the effects of the global economic crisis have also been reflected 
in the economy of the country , mainly through the decline of exports and 
direct foreign investments. Also trade liberalization has put pressure in the 
production sector and competitiveness in order to compete with the local and 
international markets.  As a result, there is a low level of local production, 
and the export of goods is focused only on a limited range of products and as 
a consequence, the economy of the country has continued  to register a high 
trade deficit.

The SME sector in Kosovo is facing challenges which are reducing the compe-
titiveness and preventing it from fulfilling its production potential.  The main 
constraints on increasing the productivity and improving the competitiveness 
are the low use of modern techniques and technologies in both production and 
management of enterprises, lack of funds, the low use of inputs and the limi-
ted ability to meet international standards of food safety (MEI, 2013).

Because of the lack of investment funds or investments the Kosovar SMEs are 
not as productive as they otherwise might be, and as such they cannot be suf-
ficiently competitive at the international level and are characterized by weak 
performance and a negative export ratio (MTI, 2010).  Consequently the local 
economy suffers from an imbalance of trade payments where imports visibly 
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exceed exports. The lack of creative and innovative culture in entrepreneur-
ship also presents a problem itself for Kosovar SMEs.

Despite problems, challenges and difficulties faced by Kosovar small and 
medium-sized enterprises, they still represent a crucial factor of economic 
growth in the country and they play an important role in the economic  
development of Kosovo. They are the main source of new jobs and in -
come generation. Starting from this general objective, the argument of this 
study is the research of SMEs operating in the agri-rural sector in Kosovo   
(MTI, 2010). 

SMe definition

The term “Small and Medium Enterprises” encompasses a broad spectrum of 
definitions. Different organizations and countries set their own guidelines for 
defining SMEs, often based on the number of employees, sales or assets. SME 
are independent entities, the firms which count a certain number of emplo-
yees. This number varies from one country to another. In Kosovo the number 
of employees is the main criteria and single definition of SMEs is according to 
their size. This definition is defined by the Law No. 2005/02 – L5 and by the 
Law No. 03/L – 031 on the Support of Small and Medium Enterprises. The 
definition of SMEs used in our country is simpler in comparison to the defini-
tions used in many other countries, particularly in the EU member countries, 
where except the number of employees the annual turnover also is taken into 
account  (MTI, 2010).  

Referring to the IFC studies (2011) and their definition of SMEs, it is 
clearly stated that the enterprises are usually defined as registered business 
with less than 250 employees, which plays an important role in employ-
ment and increase of GDP, in the direction of formalization of economy, 
but they often face huge difficulties concerning accessibility to financi-
al services and development or enlargement of trade  (IFC, 2011). Small 
enterprises are one of the most powerful economic forces of the develo-
ping countries; they include the largest share of employment and GDP. 
However, it is important to stress the fact that the small enterprises must  
not be seen as isolated entities within the general economy. In the real si-
tuation, they may be the main part of development of an industrial global  
competiveness, creating a large number of jobs needed in order to reduce  
the poverty (IFC, 2011).

In a proper business environment, SMEs may eventually develop into large 
firms, changing the game and passing from local level to global level. And 
even though the companies might remain small and medium sized, they still 
may create a considerable opportunity of income generation for the owners 
and their workers and new income generation through collection of taxes. All 
this is achieved through the increase of productivity in enterprises and selling 
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and/or supplying goods and services which are always valuable. It is impor-
tant to emphasize that it doesn’t matter how successful is an enterprise; it still 
cannot remain competitive, if it is alone. Based on this principal, the country’s 
government and other releva nt institutions must work together to create fa-
vorable conditions for the active and productive development of SMEs.   
On the other hand, SMEs are a part of dynamic chain values and increase the 
opportunity for employment with what they also contribute to the increase  
of income, increase of living standards, and improvement of life in general   
(IFC, 2011).

Therefore, as in most other countries of the world, SMEs make a special con-
tribution to the Kosovo economy . Their contribution is multi-dimensional, 
generating new jobs and thereby contributing positively to employment ge-
neration and poverty reduction. Furthermore, SMEs require relatively low in-
vestments compared to large enterprises and corporations therefore they are of 
special importance for the economy of the countries which suffer from a lack 
of sufficient financial resources.

The European Union definition of SMEs is useful to discuss here: The cate-
gory of micro, small and medium-sized enterprises is made up of enterprises 
which employ fewer than 250 persons and which have an annual turno-
ver not exceeding 50 million euro, and/or an annual balance sheet total not 
exceeding 43 million euro. And in addition, within this general definition, 
small and medium enterprises are further defined as firms with 10 to 250 em-
ployees, and more than 10 million euro turnover or annual balance sheet to-
tal. This definition is more encompassing, and much larger, especially with 
regards to turnover , than some others. In most cases, and in most member  
countries of the European Union, the highest and more frequently threshold 
of the definition of SMEs according to the number of employees is 250 em-
ployees. Although some other countries decided the limit at 200 employees, 
whereas in the United States, SMEs are considered as firms which have less 
than 500 employees (OECD, 2005).  When these data are compared, it is 
clearly noticed that SMEs in the USA have higher threshold then European 
countries.  

Whereas small enterprises are generally those enterprises which account less 
than 50 employees, micro-enterprises are those enterprises employing less 
than 10 workers, and there are cases where the number of employees is 5 wor-
kers or less. However, in literature and in practice, there are also new criteria 
which define the size of SMEs, such as annual turnover/circulation (OECD, 
2000). In the following table a statement of registered enterprises in Kosovo 
was given on the basis of number of employees as well as a statement of the 
EU enterprises according to the number of employees, annual turnover and 
the balance - sheet. 
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Table 1. Classification of SMEs in Kosovo 

Source; ARBK January 2013

As mentioned above and presented in Table 1 it is clearly defined that the main 
criteria for the definition of SMEs in Kosovo handles only the number of em-
ployees, while in terms of annual turnover we do not have any clear criteria 
which will classify the enterprises.

Table 2. Classification of SME s in the EU member’s countries

Source: OECD 2005

The criteria presented in table 1 and 2 indicate that there are differences in 
the classification of enterprises in the EU countries (except for the number of 
employees), the annual turnover in the enterprises is also used as a criteria, 
as well as the autonomous of establishment in enterprise with the capital not 
higher than 25% of a large enterprise. 

Based on the argument that in our country the only criteria for the classifica-
tion of the enterprises is the number of employees, then this research takes 
into consideration all enterpr ises which include the owner and at least one 
employed salary worker . This selection criteria is taken as a fact that data 
(ASK, 2011) presented in table 1 shows that more than 98 percent are small 
enterprises registered in Kosovo with less than ten employees.   

Methodology 

The research is focused on the analysis of the impact of SMEs in the economic 
development of a country and the problems related to economic development. 
The measures used in this research include measures related to the research 
of profitability indicators and return of investments in the company, as well 
as productivity multi-factors. Regarding the geographical coverage of the re-
search, 92% of the territory of the Republic of Kosovo was covered, including 
308 small, micro and medium-sized enterprises. The sampling was random 
with special focus in rural areas. Special attention during the research was 
paid to the enterprise activity, administrative as well as ethnic coverage.

Classification  No. of Employees Turnover  Percentage  
Medium  50 up to  249 221 0.22 
Small  10 up to  49 1,406 1.35 
Micro Less than 10 102,070 98.43 
Total :  103,697 100.00 
 

Classification  No. of Employees Turnover  Balance sheet 
Medium  50 up to  249 up to  50 million € up to  43 million € 
Small  10 up to  49  up to  10 million € up to  10 million € 
Micro Less than 10 up to  2 million € up to  2 million € 
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In addition, a standardized questionnaire was drawn up to cover all income 
sources, in order to be more accurate and get detailed information and other 
features in the companies. The analyses of all factors and data was conducted 
with the SPSS Program (Statistical Package for Social Sciences) and the pro-
gram on statist ics, R.  Results of the research show that the main reasons to 
start-up a business varies from life improvement, efficient use of capacities, 
increase of independence and free capital investment.  The main difficulties 
the businesses face are related to unfair competition, finding consumers and 
loans, limited access to capital, and unfavorable fiscal policies. 

The main activities in the sample are trade; milk processing, trade inputs and 
cereal processing. The higher income generation activities are businesses of 
communication, paper processing, cereal and meat processing. 

Among the analytical research methods used in this study are workshops with 
focus groups, followed by PRA, RRA, interviews with key policy makers, etc. 

Focus group discussions 

In order to further identify problems, obstacles and opportunities which the 
enterprise faces, “world café” workshops were organized with representatives 
of association of farmers, producers and processors and municipal officers 
from directorates of economy. Workshops were organized separately. 

PRa

The use of this research method has provided the information, identified pro-
blems and needs in the development of SMEs in rural areas of the country .  
This approach was developed in early 1990s with the aim to change research 
perspective and switch from the top-down approach to the bottom-up ap-
proach. Chambers (1992) defined PRA as a method and approach to learn 
about the living conditions of people in rural areas.  He further stated that 
PRA creates a dynamic sequence of analysis, planning and action (Chambers,  
1992) as he points out in his later studies (Chambers, 1994). PRA presents  
a combination of approaches and methods and enables the local people to 
exchange, increase their knowledge, to analyse their living conditions, to plan 
and act in accordance with their needs  (Chambers, 1994).

RRa

The RRA is a qualitative method of study which appeared in the late 1970s as 
an approach in social sciences research (Cavestro, 2003).  The basic idea of 
the RRA method is the fast collection and analyses of information to and from 
the members of community (Regina and Donovan, 2003) and its main purpose 
is the use of simple questionnaires in most countries, with signs/symbols ea-
sily evident. The use of this method is based on a quick approach and with an 
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effective cost. This method is used to collect only the basic information that 
is needed, and then the use of a “triage” approach to focus on the information 
is most important and valuable. This method may be considered very similar 
to the method called “World Cafe” where simply the same information is re-
quired by many persons, and then the similar principal of observation and the 
structure of the team are used to analyse the information . 

interview with main persons 

A part of this study is also the series of interviews with key people in SMEs 
and related institutions, for the purpose of gathering the best information and 
the completion  of the research cycle which is seen as necessary to design  
a questionnaire composed of 17 questions. The interviews were conducted 
with key persons in different institutions which are directly or indirectly invol-
ved in making policies, legislation, conditions and suitable facilities for SMEs. 
This questionnaire was administered in direct meetings and interviews with 
representatives of the line ministries; MAFRD, MF, MZHE, MeD, MAPL, 
then from OEK, AKA, AZHR etc.   

Findings

The level of education of the founders of enterprises is assumed to be an 
important determinant of the growth and development of SMEs. Inadequa-
te professional preparation may affect sustainable development, without this 
preparation, SMEs operate with a low productivity. From Table 3 we can see 
that over 70% of SMEs in Kosovo are established by owners with educational 
backgrounds of less than high school, while 12% of owners do have a high 
school education, and only 10% of them have higher educational attainment 
(they are with Academic (Faculty) degrees). Such a structure, dominated by 
secondary school owners, makes us realize that most of the founders of SMEs 
in Kosovo have no specific educational training to manage their enterprises 
and based more in the "seeing - making". Conversely, secondary education in 
most cases does not provide the necessary knowledge to start-up and manage-
ment of enterprises and as a result of this level of education, low productivity 
enterprises are in the majority.

Table 3. The level of education in SMEs

Source: own compilation

Level of Education No. Of SME No. of employees % 
Without education 2 3 0 
Primary school 52 240 7 
Secondary school 288 2,370 70 
Agricultural high school 13 220 6 
Non Agricultural high school 57 207 6 
University/agricultural faculty 99 353 10 
 511 3,393 100% 
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Furthermore, education is one of the key elements in caring out the activities 
at the SMEs level. In this regard, the idea is that the more knowledge skills 
that the SMEs have, the higher is the probability of being more efficient. 

Regarding the number of years of experience of people observed in SMEs, 47% 
of the SMEs members attained more than five years of experience (see table 4 
below), while having 1-5 years of employment experience was found in 49% of 
members. The rate of less than one year of experience is very low, 4%. 

Table 4. the level of experience

Source: own compilation

In addition to increasing the productivity , production and processing capa -
city, special attention was given to the internal organization and marketing 
of products that the enterprises are selling. The results of the survey show 
that about 50% of the surveyed companies have developed new products or 
services which have contributed to significant growth in revenue. Also, 49% 
of enterprises surveyed have used new ways of selling products or services, 
and which have led directly to increased revenue in the enterprise. Also the 
organization and use of new methods in management and in the use of new 
means of production were present during the last 12 months in the enterprise. 
A detailed overview is presented in the chart below.

Figura 1. The new way of the developments of SMEs
Source: own compilation

Increased capacity is the desire of every business enterprise but not all of them  
have the same goals and concrete plans to increase capacity . Increasing the ca-
pacity of the enterprise brings with it certain risks, so not all companies want 
growth. However, it is very important follow the trend of increasing capacity to 

  SMEs 
reporting Employees Share of 

employees 
Less than one year of experience 34 128 4% 
From 1 – 3 years of experience  103 583 17% 
From 3 – 5 years of experience 104 1,120 32% 
More than 5 years of experience 207 1,627 47% 
  448 3,458 100% 

 

 



139enterprises of all activities. In the following table we can see that from a total of 
308 companies surveyed, 87% have realized investments in the last five years, 
and only 11% of them said that they had no investments during this period.

Table 5. fields of investments in SMEs

Source: own compilation

Financial resources are very important to support the growth and develop -
ment of MSMEs. Of these, about 90% have used their own funds to invest 
and somewhere around 50% of enterprises are utilizing commercial loans for 
investment. Another source of funding are also families and friends, and only 
a small fraction of them have been beneficiaries of public support, namely 
the Ministry of Agriculture grant and the European Commission have jointly 
offered as grants funding for agri processing.

Table 6. Financial resources

Source: own compilation

Table 7. the average growth of SMEs in the past three years

Source: own compilation

 Code Count Share 
Invested C2.1 269 0.87 
did not invest C2.2 35 0.11 
a) Machinery % C2.a 226 0.73 
b) Buildings % C2.b 179 0.58 
c) Technical equipment’s % C2.c 177 0.57 
d) New product % C2.d 80 0.26 
e) New brand % C2.e 22 0.07 
f) Orchards % C2.f 24 0.08 
g) Cows/livestock % C2.g 25 0.08 
h) Land % C2.h 82 0.27 
i) Other % C2.i 38 0.12 

 

  Count Share 
a) Own founds % C3.a 284 0.92 
b) Privately borrowed founds % C3.b 54 0.18 
c) Commercial loan % C3.d 145 0.47 
d) Public/state support % C3.e 35 0.11 
e) other % C3.f 12 0.04 

 

  Count Share 
Yes C5.1 266 0.86 
No C.5.2 41 0.13 
In terms of employment regarding the number of full time or full-
time equivalent employees C5.a 178 0.58 
And in terms of turnover? C5.b 228 0.74 
Grow substantially – over 20% per year C5.3 126 0.41 
Grow moderately – below 20% per year C5.4 130 0.42 
Stay the same size  C5.5 9 0.03 
Become smaller C5.6 3 0.01 
Not applicable, the enterprise established recently C5.7 1 0.00 
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140 Increased annual turnover of the company and increasing the number of em-
ployees is the goal of any enterprise which seeks to have steady development, 
by implementing projects that help expand the activities and income. Based 
on this principle, a similar situation is seen in the enterprises included in the 
survey, table 7. However, it is closely related to economic development activi-
ty. Certainly, by analyzing the circumstances of business development, a large 
part of the respondents, or 86%, stated that in the past three years, they have 
increased the number of employees, as well as the amount of annual turnover, 
i.e., about 60% of SMEs had increased the number of employees and 41% of 
SMEs have an annual turnover of over 42%. The following statement presents 
results regarding productivity indicators, and the data shows that SMEs surve-
yed have had annual turnover increases of about 90%, and 95% have a profit!

Table 8. the trends

Source: own compilation

Conclusions

Important goals that would be used for the benefit of SME are as follows:  
A significant number of SMEs should bewell organized and should have good 
experience in the local and foreign markets. There are also natural and human 
resources that may be used for SME development.

However, there are gaps which are hindering the use of resources mentioned 
above such as: poor organization of the use of natural resources, insufficient 
working experience in the industry, the lack of infrastructure from the indus-
tries which have been developed before the war , poor implementation of the 
current legislat ion, the widespread existence of the black market, the trade 
imbalance, and the lack of free competition.

Others difficulties in the functioning of SMEs are; the economic situation, 
unfavorable economic policies, lack of policies which favor exports and the 
lack of a sufficiently entrepreneurial culture. 

    Count Share 
Increased (4) C6.4 212 0.69 
Remained unchanged (3) C6.3 76 0.25 
Decreased (2) C6.2 13 0.04 
no answer (1) C6.1 7 0.02 
a) Turnover   C6.a 305 0.99 
b) Labour cost (including social contributions) C6.b 192 0.62 
c) Other cost (materials, energy, other) C6.c 187 0.61 
d) Net interest expenses [= interest expenses minus interest 
income]   C6.d 165 0.54 
e) Profit [= net income after taxes] C6.e 293 0.95 
f)  Mark up [= selling price minus production cost per unit] C6.f 223 0.72 
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141In order to improve the situation and to increase the prevalence and access 
to these good opportunities, joint meetings among municipalities have to be 
arranged, including the presence of Ministry and SME representatives, where 
all sides can discuss the issues they face and can examine possible changes in 
unfavorable policies affecting local SMEs, and after these meetings, it could 
be possible to perform an assessment regarding the resources that municipali-
ties need in order to stimulate the start-up of new industries. 

Finally, the preparation of plans/policies for the use of natural resources is 
needed in municipalities possessing such natural resources, regarding the 
starting-up of SMEs which have potential and which are of an economic im-
portance for those municipalities. 

SMEs can also benefit from of opportunities to become familiar with new, 
modern and innovative production methods and with some industrial sectors, 
and this could be achieved through seminars and different courses for entre -
preneurs.

Another important component in the research is the education background 
where results show that intel lectual businesses, inputs traiders and commu-
nication have the highest education level, whilst the lowest education level 
is found among businesses of wood processing, transport, construction, etc.   

Regarding the number of employees, the results indicate that the processing 
industry and the production of eggs have more employees , in comparison to 
the producers of fruits and vegetables, fridges, repair of machinery, etc.  Most 
respondents expressed that the increase of the general turnover and of the 
profit have been the most dynamic factors for strengthening their businesses.   

Meanwhile, the cost of labor force and interest rates are seen as challenges to 
business.  Most of respondents expressed that information and advice as well 
as more favorable loans would be the most important factors to encourage the 
start-up of new businesses.
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