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The budget represents the main instrument of public financing. The budget is one of the most important economic
instruments available to the Government of Kosovo. In the framework of government policies, the issue of
government spending is considered quite important. The purpose of the study is to analyze the progress of the
structure of public expenditures, as well as the effect of public expenditures on the economy in recent years. In order
to maintain fiscal stability, attention should be paid to how much the expenses burden the budget and where their
expenses are directed. In this aspect, the way of spending budget funds and the orientation of government spending
for productive purposes and investment projects remains important. Methodology: For the finalization of this paper,
the submitted material has the following support: local and foreign literature, as well as reports and publications from
the Ministry of Finance, which deals with the issues of public spending in the Republic of Kosovo. Likewise, the
local statistical source, the method of analysis and synthesis, tabular and graphic separately, comparative method, etc.
were used. Results: Special attention is paid to the comparison of public expenditures and public investments in
Kosovo over the years. Through this study, we aim for the given conclusions and recommendations to be taken into

consideration and serve actors in the field of public finance.
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Introduction

When we talk about public expenditures, we must keep in mind that their volume, structure, and use are not
the same in all countries. Public spending varies depending on the economic and financial situation of each
country. In the framework of government policies, the issue of government spending is considered quite
important. In this paper, the main objectives consist of:

* Analysis of the progress and structure of public expenditures in Kosovo in recent years.
* To analyze the financing and the impact of spending on the economy in recent years.

Until the last few years, the fiscal policy as an integral part of the economic policy was not sufficiently in
function of stimulating the private sector, but mainly oriented towards filling the budget coffers.

The research questions of this study include:

RQ1: How much does public spending affect the economy?

RQ2: What is the effect on the economy and the participation of public investments in GDP (Gross Domestic
Product)?
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The study is structured as follows. Section 1 presents the introduction, including the main purpose of the
paper, research questions, and hypotheses. In Section 2, the literature review is presented. Section 3 demonstrates
the methodology and methods. Section 4 of the paper provides the result and discussion, as well as the correlation

between public expenditure and gross domestic product (GDP). Section 5 concludes the study.

The Methodology Used

To achieve the objectives within this study, the analysis method and the comparative method are mainly
used, examining in dynamics the issue related to the progress of public expenditures in the Republic of Kosovo.

For the finalization of this paper, the presented material has the following support:

(a) Local and foreign literature, as well as reports and publications from the Ministry of Finance, which
deals with issues of public spending in the Republic of Kosovo.

(b) The local statistical source was used, the method of analysis and synthesis, tabular and graphic separately,

comparative method, etc.

Literature Review

According to D. Curtis and 1. Irvine (2021), macroeconomic theory and models emerged from an earlier
major financial collapse and crisis followed by the depression years of the 1930s. Although today’s economies
are larger and more complex, they still operate on the same basic principles. An important indicator in the
economy of a country is the Gross Domestic Product-GDP. The most important economic indicator in the System
of National Accounts is the Gross Domestic Product-GDP, which represents the performance of a country’s
economy in a certain period. Gross domestic product (GDP) is the market value of all final goods and services
produced within an economy in a given period of time (Mankiw & Mark, 2012). This definition has four parts
(Matthews, Parkin, & Powell, 2005):

¢ Market value.

* Final goods and services.

¢ Produced within a country.
* In a given time period.

This global macroeconomic indicator, in a more real and objective way, expresses the level of economic
development or non-development of each country. In economic theory, we still do not have a clear definition of
what we should understand by economic development. In other words, economic development expresses the
achieved level of productive forces of the national economy for a certain period of time (Limani, 2013). Economic
development has a dynamic, not static character; it always affects the quantitative and value changes of material
goods, services, i.e. the permanent increase of the Gross Domestic Product (GDP) and the living standard of the
population and the general standard of the country. Economic growth is considered one of the central
macroeconomic stabilizing objectives (Mancellari et al., 2002). Economic growth represents the overall increase
in the production of an economy (Case, Fair, & Oster, 2021). Economic growth is the increase in production,
production capacities, and all other components of an economy. Therefore, economic growth is considered as the
ability of a country’s economy to produce more goods and services for consumers (Mancellari et al., 2007).
Economic growth represents the growth of the real gross domestic product of a country and the change in the

production capacities of the country (Riinvest, 2005). This is due to the fact that economic growth is closely
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related to the standard of living of the population of a country. An important indicator of the standard of living
would be the output per capita of the population. It is considered an improvement in the standard of living of the
population of a country when each individual, over time, has at his disposal more goods and services to consume
than before.

Economists and policymakers care not only about the economy’s total output of goods and services but also
about the allocation of this output among alternative uses. The national income accounts divide GDP into four
broad categories of spending (Mankiw & Mark, 2012):

¢ Consumption (C);

* Investment (I);

* Government purchases (QG);
* Net exports (NX).

Thus, let Y stand for GDP. Y=C+1+ G+ NX.

GDP is the sum of consumption, investment, government purchases, and net exports. This equation is an
identity—an equation that must hold because of the way the variables are defined. Public expenditures represent
the expenditure of financial means to meet public needs, which were created by collecting public revenues
(Berisha, 2022). Expenditures can be classified in different ways, but the most important is considered according
to the economic criteria, as it provides opportunities for an analysis of the budget and the role that macro-fiscal
policies have had in the country’s economy (Berisha, 2024). In fact, it indicates the purpose of using budget
income.

According to the economic classification, expenses are divided into (Sharku, Leka & Enklava, 2013):

¢ Current expenses and,
¢ Capital expenditure.

Public operating expenses are those expenses which are created on the basis of the relevant authorizations
from the decision-making bodies, which have the character of exercising governmental and legislative
operational activities. Thus, current expenditures include expenditures for goods and services that are necessary
to carry out government operations. This category includes: expenditures for public administration salaries,
operating and maintenance expenses (goods and services), subsidies and transfers, interest payments for loans,
etc. Public capital expenditures are also called public investments. The very word investment means spending
public money on long-term material goods. This can be defined as public property either built or in the process
of being built. Capital expenditures include expenditures for infrastructure investments, construction of new
public facilities, restructuring of existing ones, investments for long-term projects, etc. Most of the expenses in
the state budget are current expenses.

The Results

The gross domestic product is taken as the most general macroeconomic indicator through which the
dynamics of economic development is expressed. The most important economic indicator in the System of
National Accounts is the gross domestic product (GDP), which represents the performance of a country’s
economy in a given period (Statistics Agency of Kosovo, 2020). According to D. Curtis and I. Irvine (2021), in
an economy with a growing population and labour force, growth in real GDP is necessary to maintain standards
of living. The following table reflects the real GDP rate in Kosovo in the period 2022-2024.
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Table 1
GDP—Real Growth Rate in Kosovo in the Period 2022-2024
2022 2023 2024
Years
I 11 11T v 1 11 III v 1 11 111 v

GDP real growthratein % 4.70 333 430 478 454 334 383 460 677 432 381 399

Sources: Kosovo Statistics Agency, 2023, p. 5. Kosovo Statistics Agency, p. 5. Author calculation.

6.77

I Il M v I I [ \Y | Il M IV
2022 2023 2024

Figure 1. GDP—Real growth rate in Kosovo in the period 2022-2024.

The growth rate of the economy represents the rate at which the real GDP grows (Dornbusch & Fischer,
2000). Economic growth is never achieved at a constant growth rate. The table and graph reflect the trend of the
real GDP growth rate in Kosovo during the period 2022-2023 and 2024. The real GDP growth in 2020 in Q4 was
0.10%, which is as a result of measures and restrictions in the economy with the beginning of the COVID-19
pandemic, while at the end of 2020 and in 2021 with the removal of measures and restrictions in the economy
(opening of the economy) it is also reflected in economic growth trends with an increase in 2021 in Q4 to 6.36%.
In 2022, the GDP growth rate in the fourth quarter was 3.55%. While in the fourth quarter of 2023 it was 4.60%,
and in the fourth quarter of 2024 it was 3.99%.

In the framework of government policies, the issue of government spending is considered quite important.
In order to maintain fiscal sustainability, attention should be paid to how much spending burdens the budget and
where their spending is directed. Based on the Law on the Management of Public Finances and Accountants
(2008), it is important to state that “Public money will be used only for approved public purposes”. In this aspect,
the method of spending budget funds and the orientation of government expenditures for productive purposes
remains important.
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Table 2

The Structure of Public Expenditures in the Republic of Kosovo—In Million Euros

Description 2022 2023 2024

1. Budgetary expenses 2,539.6 2,876.6 3,314.3
1.1 Current expenses 2,082.0 2,273.5 2,396.8
Wages and allowances 653.4 767.3 805.4
Goods and services 363.4 426.8 519.0
Subsidies and transfers 1,065.2 1,079.4 1,062.3
Current reserves 0.0 0.0 10.2
1.2 Capital expenditure 422.6 560.9 859.2

Source: Law No. 08/L-332, on budget allocations for the budget of the Republic of Kosovo for the year 2025, p. 20.
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Figure 2. Structure of public expenditures in the Republic of Kosovo.

The following table shows the participation of public expenditures in gross domestic product-GDP in
Kosovo.

Table 3

Participation of Public Expenditures in BPV—In Million Euros

Years GDP Public expenditures Public expenditure report/GDP (%)
2022 8,895.7 2,539.6 28.5%

2023 9,680.1 2,876.6 29.7%

2024 11,083.6 3,607.5 32.5%

Source: Law No. 08/L-193, on budget allocations for the budget of the Republic of Kosovo for the year 2023, p. 23.
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Figure 3. Participation of public expenditures in GDP.
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Figure 4. Public expenditure ratio in BPV.

The financing of the public sector and the provision of public services is conditioned by the level of
development of the economic sector of the respective country, which depends on the level of provision of

financial means for financing public needs.

Results—Korrelation Between Gross Domestic Product and Public Expenditures

Public expenditures are a key issue in economic discussions and at the same time an extremely intensive
area of research. Correlational analyses were used in this article to measure the strength of the relationship
between the independent variable public expenditures (X) and the GDP dependent variable (Y). The result of the
correlational study is obtained by the correlation coefficient. The correlation coefficient values are between -1
and +1. Its + 1 value indicates that both variables are in complete linear relation and in the same direction which

means that all points lie in a straight line with coefficient positive angle. Whereas the value -1 of the correlation
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coefficient indicates that the variables are in complete linear relation and in the opposite direction. For correlation
analyses, it has been argued that the correlation coefficient is a summary measure describing the degree of the
statistical relationship between two variables: the dependent variables and the independent variables (Leroux,
2009). Indicators of the correlation analysis of public expenditures and GDP are presented by the Correlation
Coefficient (1), the Determination Coefficient (2) and Alliance/the Contingency Coefficient (ka). On the basis
of correlational analyses we analyze the impact of public expenditures on GDP. For Public expenditures and
GDP, the correlation analysis covers the period from 2022 to 2024.

Table 4

Data Are Expressed in EUR Millions Over the Period 2022-2024

Years ;‘ib"c expenditures g?P X1-X (X1-X)? Y1-¥ (Y-9) (X1-X) * (Y1-V)
2022 2,539.6 8,895.7 -468.3 219,304.89 -990.8 981,684.64 463,991.64

2023 2,876.6 9,680.1 -131.3 17,239.69 -206.4 42,600.96 27,100.32

2024 3,607.5 11,083.6 599.6 359,520.16 1,197.1 1,433,048.41 717,781.16
Total 3,007.9 9,886.5 0.00 596,064.74 -0.01 2,457,334.01 1,208,873.12

YX1-X)*(y1-9¥)
r= =
VI(X1-X)2 % 2(Y1 - )
1,208,873.12 _ 1,208,873.12 082
\/596,064.74 x 2,457,334.01  1,464,730.12

Covariance—The covariance of choice is defined as follow:

Xl -x)*(y1 - )
B n—1

S xy

Sxy= w = 1,208,873.12 / 3 = 402,957.70.

Correlation Coefficient

The correlation coefficient is r = 0.82. From this we see that we have a positive average correlation, and that
there is a positive average correlation between public expenditures and GDP.

Determination coefficient:

12 =(0.82)? = 0.67. From here it results that 67.00% of the public expenditures variation is explained by the
variation of GDP.

Alliance coefficient:

Ka=1-7r2=1-0.67 = 0.33. It results that 33.00% are other unexplained factors affecting public
expenditures.

Conclusions and Recommendations

General government expenditures as a category represent public expenditures for the provision of goods and
services to citizens. The level of public expenditures is closely related to public revenues. This means that the
state accepts public money for collective purposes and for meeting public needs.

For the period 2022-2024, a positive dependence between GDP and public expenditure is evident. The
results of the analysis show that public spending remains one of the important factors for the economy as a whole.
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In the framework of the work related to public expenditures in the Republic of Kosovo, we present some of

the conclusions and recommendations as follows:

Conclusions

General public expenditures in Kosovo continue to grow, where in the structure of public expenditures,

current expenditures have the largest increase.
Recommendations

* To improve the structure of public expenditures by reducing current expenditures and increasing the
category of capital expenditures.

¢ Public expenditures should be mainly oriented towards the financing of public investments and development
projects.
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