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-

tation of public expenditures 

which competent state organs realize for the 

purpose of fulfilling obligations of general 

public interest. Funds that are used for these 

purposes are gathered from physical and ju-

ridical persons in the form of taxes, contri-

butions, fees, loans, customs, etc. Therefore, 

public revenues and public outlays are 

closely linked with each other and, hence 

their treatment should be seen as a causal 

inter-dependency.

Effects of public expenditures are mani-

fested in different forms and different social, 

economic and political fields, whose intensi-

ty depends on the conjectural courses and the 

economic structure of a country. 

-

ple effects in production, expressed in direct 

and indirect forms. D irect impact of public 

expenditures in production is the result of 

committing funds for production capacity 

building, investments in economy (modern-

ization of existing enterprises and building of 

new ones) and this will directly increase pro-

duction and consequently increase incomes. 

Indirect impact of public expenditures 

in production has to do with their engage-

ment in the area of education, in the area of 

health insurance, social welfare, health care, 

etc, and which will have positive effects in 

national economies. In one way, public ex-

penditures may have an expansionistic or

restrictive impact on the economic courses. 

Expansionistic impact will happen, for in-

stance, in investments in construction of 

modern road nets, which will positively im-

pact the development of car industry and 

income generation from a whole related pro-

ductive chain of this industry. 

restrictive character in production affecting 

reduction of production and consequently 

means that, in order to fulfill them, a larger 

This re-distribution means that, through tax-

es and other fiscal revenues, the economic 

and purchasing power of tax payers will be 

declined, and consequently with this, pur-

chasing of products will decrease. This then 

influences the decrease in production, which 

should adjust to the level of demand, but this 

also decreases self-financing possibilities of 

economic subjects respectively their ability to 

fund expanded reproduction. 

-

tion level in different ways as well. O ne of the 

effects, for instance, we can take the transfer 

of a certain type of expenditures to those cat-

egories of users where the purchasing power 

did not exist before, or partially existed, for 

example pensioners, unemployed, etc. A s 

their purchasing power increases, no matter 

how low their purchasing power may be, the 

consumption will increase, too. 

Effects of public expenditures consump-

tion may also have an impact on the level of 

prices (they may rise, go down or have a neu-

tral activity). C onstruction and equipment 

of health and education facilities, public ex-

penditures for military needs etc, may have 

an impact of increasing the price of products 

and related necessary services. These effects 

may change depending on conjectural cours-

es for certain products. For example, if the 

need for certain military products increases, 

the production capacities will broaden and 

we will have an expansion of those products. 

This will enhance possibilities of new em-

ployments by which the consumption will be 



122 Current Economic Crisis

No. 9 ~ 2009

increased, as well as productions and general 

incomes and vice versa. 

The conjecture has also an impact on the 

type and highness of public expenditures, 

which either adjust or do not adjust to these 

conjectural cycles. Therefore, we differentiate 

three types of adjustments:

a)

at the same time with the productive 

conjecture (cyclic public expendi-

tures), for example, expenditures for 

goods and services go down along 

with productive conjecture due to 

fall of prices and salaries. 

b) -

tral in relation with the conjecture 

(non-cyclic public expenditures, for 

instance, public expenditures for the 

service of public loans, contracted 

obligations, pensions and salaries of 

state officials etc. 

c)

in an anti-cyclic manner, that is, they 

behave contrary to the productive 

conjecture, for example transferable 

data (compensation for unemployed, 

expenditures for maintaining the ex-

istential minimum and similar).

 Economic and social effects may be 

reached by the policy of public expendi-

tures as well, and not only by the policy of 

public revenues. As the main instruments for 

achieving these effects are the following: a) 

economic subsidies and b) social subsidies. 

a) Economic subsidies may be direct and in-

direct and their impact is reflected in prices 

by subsidizing production (where subsidized 

products would be more competitive in the 

market and the producer would be more in-

terested in the production), however, the con-

sumption may be subsidized in a manner that 

the state would be in charge of compensating 

the price for certain products dedicated to 

consumption. b) Social subsidies, which are 

often called social expenditures, are expen-

ditures in the form of social assistance, schol-

arships etc dedicated to those who can not 

afford to cover certain expenditures. These 

types of expenditures impact production and 

consumption. An important role in social sub-

sidies play expenditures dedicated to perma-

nent education and perfection, which have 

positive return effects in production and na-

tional revenues. Therefore, it is thought that 

investments in human resources are the most 

profitable investments. H owever, it must be 

pointed out that social expenditures may 

have negative effects in saving, investments 

in employment, productivity, etc.

Effects of public expenditures, in par-

ticular, have an impact on conjectural econ-

omies, where functions the mechanism of 

multiplicators which are used in circum-

stances when the economy is in the condi-

tion of economic stagnation and recession 

appears as a hindrance to development. In 

these cases, the so called conjectural-political 

investments appear by applying 

where the mechanism of multiplicators with 

its direct and indirect effects may appear as 

in Figure 1.

A lot of public works are implemented 

in order to eliminate depression and unem-

ployment, a situation which enables higher 

employment of workers. W ith this, more in-

dividual incomes are created and therefore, 

the total of revenues is increased (primary 

effect of multiplicators) and also a new de-

mand for goods and services is created. This 

has an impact on re-increasing the revenues 

again (secondary effect of multiplicators) and 

re-increasing the demand (see Figure 1). 
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In the economic and financial litera-

ture, the difference between the so-called ac-

tive public expenditures and neutral public 

expenditures can be found, depending on 

their relation with the socio-economic struc-

ture of a country. If public expenditures have 

changed that structure, they are called active 

public expenditures and vice versa, if they 

do not change that structure, they are called 

neutral public expenditures. 

In the classical financial theory, we find 

demands for neutral role of public expendi-

tures in the socio-economic life of a country 

and the reasons for such demands are sup-

ported by the essence itself (character) of 

liberal capitalism, according to which, any 

initiative which is not a private initiative, en-

dangers the development of relations in the 

liberal capitalism. However, modern finan-

cial theory supports the need of an active role 

of the state in orienting the socio-economic 

courses of the country as regards public ex-

penditures which, along with other financial 

instruments, should achieve this goal. 1

1 , ,

2. Budgetary Sustainability

After the war, K osovo built a new fiscal 

system based on the best western experiences. 

-

in U N M IK  operated with the budget, where-

as with the establishment of the M inistry of 

Economy and Finance, the situation changes 

since the ministry starts to exercise a part of 

competencies from the area of finances. 

The tax system in K osovo has continu-

ously advanced and with the application of 

VAT and taxes on personal incomes, taxes 

start to be displaced on consumers. 2

The tax base has continuously been 

broadened and now it includes the largest 

part of direct and indirect taxes, which is also 

2 In K osovo, some forms of taxes have been appli-

ed, some of which now are not being applied. Tax 

-

Figure 1.
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a practice of other countries in transition, but 

businesses  still have suggestions to change 

the  tax rates (taxes on earnings, on salaries, 

etc) and on their linearity. At the beginning 

tax system of Kosovo, especially in taxes on 

personal incomes, taxes on VAT and taxes on 

corporations for the purpose of stimulating 

economic development of the country.3

Collection of budgetary revenues in 

Kosovo has marked an improvement since 

G eneral budgetary revenues have 

-

sonal incomes (salaries) have been reduced from 

they marked an absolute increase during this 

year.

Meanwhile, budgetary consump-

tion showed variations from year to year 

4

High budgetary expenditures in Kosovo 

the trend of expenditures which were cov-

ered by budgetary accumulation of previous 

years imposed the need for a better control of 

 In some countries in transition, participation of 

-

-

each country.

Table 1.

2000 2001 2002 2003 2004 2005 2006 2007

Budgetary rev-

enues without 

grants

Budgetary

consumption

Total balance 229.52

Incomes/

Consumption/ 29.15

Total balance/ 1.2
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to cause high deficit and long term budgetary 

unsustainability.5

Also, the highest negative general bal-

6

Currently, the Kosovo Consolidated 

Budget is entirely fulfilled by domestic rev-

internal taxes. The intention of institutions 

is to change this relation for the purpose 

of long term consolidation of budgetary 

sustainability.

Creation of participatory rapport of 

-

ity even in the case of the increase of budget-

budgetary control should be increased for 

the purpose of increasing the effectiveness of 

budgetary expenditures. 

 In Table 2 ,due to accuracy of the data, 

they have been presented as per the rate of 

realization of budgetary allocations for the 

category of wages and salaries had the high-

est coefficient of spending budgetary al-

coefficient of spending budgetary allocations 

was realized in the category of capital expen-

5

 It is worth mentioning that the data on the hi-

information. After calculations and analysis, we 

have estimated the presented data as more sustai-

nable.

or annual average coefficient of using bud-

from the aspect of the level of budgetary ex-

significant in the institutional building aspect 

-

ality was created in Kosovo, entirely new in 

the institutional, political, economical, finan-

cial aspect. Kosovo built its institutions, and 

today we have a consolidated fiscal and bud-

getary system, a consolidated education and 

health system, a social system administered 

and controlled, although there is a lot to be 

done in order to treat different categories of 

society in the aspect of social welfare; a pub-

lic administration almost completely new has 

been built, many economic, infrastructural, 

order and safety aspects have been taken into 

consideration etc. All budgetary requests in 

these areas have been covered by the Kosovo 

given these meaningful aspects of public 

funding, a higher level of using budgetary 

allocations is required, taking into consid-

eration developmental needs of the country 

and, particularly implementation of capital 

projects. Analyses show that many indicators 

have influenced the low level of using bud-

getary funds in the category of capital expen-

ditures and we will mention just few of them: 

budgetary planning;

managerial problems;

preparation of projects, especially 

capital projects;

public procurement procedures;

lack of necessary training of adminis-

tration (despite achieved results);

system of payment (cash payment, es-

pecially for larger projects);

insufficient capacities of economic 

operators;
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Table 2.

Wages 

and

salaries

Goods

and

Services

Subsidies

and

Transfers

Capital

Expenditures

Municipal

Expenditures
R eserve Total

2003

Allocated

Budget -

-R ealized

Budget 129,95 -

2004

-Allocated

Budget -

-R ealized ‘

Budget -

2005

-Allocated

Budget -

-R ealized

budget
- -

2006

-Allocated

Budget

-R ealized

Budget -

2007

-Allocated

Budget 221,19 19,21

-R ealized

Budget 159.21 -

Total

Budget :

-allocated

-realized

Coefficient of 

R ealization

of allocated 

Budget

 or

Annual

average  
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the lack of obey of law in cases of 

misuse of law by the budget organi-

zations and by contractual economic 

operators.

-

agem ent of public expenditures

Assessment of effectiveness of man-

agement of public expenditures in Kosovo 

is supported by the System of Finance 

Management in Kosovo (SFMK).

The System of Finance Management in 

Kosovo (SFMK) is quite advanced and it has 

been implemented for registration, manage-

ment and reporting on the budget, in all phas-

es of its execution. The financial management

system is uniform, fast, flexible, and compre-

hensive and allows access to the data of all 

budgetary agencies, as well as comparison 

of those data at all levels and institutions. 

According to World Bank Assessment of the 

main indicators of management of public fi-

nances in Kosovo, it results that the effective-

ness of management of public expenditures 

in Kosovo is relatively good. Below, we will 

present the assessment of financial manage-

based on the documents of the Government 

of Kosovo (MEF) and the World Bank, 

Government of Kosovo and the World Bank.

Table 3.

Budget Credibility

1 Total of expenditures’ flow as compared with the approved budget C

2 Content of  expenditures’ flow as compared with the approved budget A

Total of revenues’ flow as compared with the approved budget A A

Fund and monitoring of debt payment expenditures D+ B

5 Classification of Budget D+ A

Inclusion of information in the budgetary document D B

Dissemination of governmental reported activities including donors’ 
funding

A A

Transparency and inter-governmental fiscal relations A B+

9 Supervision of fiscal risk C+ C+

A B

Policy based budget 

11 The rule and participation in the annual budgetary process B+ B

12 Long term perspective in the fiscal policy, planning and budgeting D+ B

Transparency of obligations and commitments of taxpayers B+ B

Effectiveness in registration of tax payers and tax assessment C D+

15 Effectiveness in collection of taxes B D+
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The letters A,B,B+,C,C+,D,D+ ,indicate 

the level of assessment of the quality of as-

sessed indicator beginning from A-that indi-

cates the highest assessment of the quality of 

indicator’s performance to D-which indicates 

the lowest assessment of the quality of the 

indicator’s performance. The letters with the 

sign + show that the indicator has substantial 

improvement, aiming to be categorized in 

the assessment with the letter in front of the 

sign. For example, if the indicator has been 

assessed with B+ then this indicator is very 

close to reaching the assessment level of the 

letter A and similarly. 

By analyzing all these indicators, ac-

cording to the established criteria and 

standards on budgetary policies and bud-

getary credibility, budgetary transparency, 

control on execution of expenditures, ac-

counting, registration and reporting, internal 

and external audit of public expenditures, it 

can be concluded that the management of 

public expenditures in Kosovo in the post 

war period is quite credible and transparent, 

however, it requires annual evaluation of indica

.

Moreover, the management of public 

expenditures is a financial category and ex-

tremely sensitive managerial activity that is 

threatened by mismanagement and misuse 

of budget.    

Effectiveness of cash flow planning, management and monitoring B+ A

Registration and management of cash debt and guaranty A A

Effectiveness and control of the payroll D+ D

19 Competitiveness, value of money and controls in procurement D+ B

Effectiveness in internal controls C+ B

21 Internal Audit Effectiveness C C+

Accounting, registration and reporting 

22 Deadlines and regularity of calculated balances B B+

Reliability of the source of information obtained from units that provid-
ed services

D D

Deadlines, quality and distribution of executive reports during the year B+ A

25 Deadlines of audit financial statements, submitted to the Assembly A A

D+ B

B+ B

D C+

Source:

and the W orld Bank.
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GDP

 – United Nations Mission in Kosovo 

 – Value Added Tax 

4. Results

-

duce one of the m ost im portant com ponents 

of financing public consum ption, stim ulating 

econom ic developm ent and functioning of 

the institutions of the country.

The fiscal system  has been built ac-

cording to the best international practices, 

but the fiscal policy, although it has un-

dertaken som e reform s recently, still has a 

character w hich is m ainly fiscal and not suf-

ficiently developm ental.

The coefficient of im plem entation of 

the budget, still low , especially in capital ex-

Budgetary consum ption is w ithin the 

perm issible lim its and, for the m om ent, is not 

endangering the budgetary sustainability 

(See Table1) 

K osovo has budgetary surplus (Table1).

Assessm ent of m anagem ent of public 

expenditures in K osovo-relatively on satis-

factory level.  

5. Conclusions 

The successful m anagem ent of public 

expenditures in K osovo w ill have a trem en-

dous im pact on econom ic grow th. K osovo is 

currently facing w ith the situation of over-

com ing the transitional phase of econom ic 

developm ent. The use of internal funds for 

building the econom ic, education, health in-

frastructure w ill have an im pact on the de-

crease of the unem ploym ent as w ell, w hich 

force, decrease of the poverty and extrem e 

of the total population in K osovo. 

C om petent institutions in K osovo 

should im prove even m ore their perfor-

m ance especially as regards collection of fis-

cal revenues, fight against fiscal evasion, fair 

allocation of public funds and successful im -

plem entation of investm ent projects, financed 

by these funds. M oreover, the increase of the 

level of transparency through the m echa-

nism  of control and oversight over the gov-

in the im provem ent of the quality of budget-

ary indicators by w hich is m ade the assess-

m ent of the effectiveness of the m anagem ent 

of public expenditures in K osovo. According 

the m anagem ent of public expenditures in 

K osovo is relatively good. This assessm ent 

m arked im provem ents in the perform ance of 

indicators m easuring the quality of m anage-

m ent of public expenditures. 
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