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Adisa Omerbegovic Arapovic (Bosnia and Herzegovina),
Amer Kurtovic (Bosnia and Herzegovina)

IMPACT OF RECURRENT
AND NON-RECURRENT
GOVERNMENT EXPENDITURE
ON BOSNIA AND HERZEGOVINA'S
ECONOMIC GROWTH: AN
EMPIRICAL ANALYSIS (1996-2022)

Abstract

This study aims to investigate the differential impacts of recurrent and non-recur-
rent government expenditures on the gross domestic product (GDP) of Bosnia and
Herzegovina from 1996 to 2022. Aggregating data from various government levels, it
employs ordinary least squares (OLS) regression techniques to analyze the relation-
ship between these types of expenditures and economic growth. The findings reveal
a significant positive correlation between recurrent expenditure and GDP, indicat-
ing that spending on health, education, and security contributes to economic growth.
Conversely, non-recurrent expenditure, encompassing capital and development in-
vestments, does not show a statistically significant impact on GDP in the short term.
This suggests that while recurrent spending is crucial for immediate economic perfor-
mance, non-recurrent investments require strategic planning and efficiency to realize
their growth potential. The study underscores the importance of efficient expenditure
allocation in transitioning economies like Bosnia and Herzegovina, highlighting the
need for a balanced fiscal strategy that supports both immediate economic stability
and long-term development.

Keywords government expenditure, economic growth, Bosnia
and Herzegovina, recurrent expenditure, non-recurrent
expenditure

JEL Classification H50, O11, H11, E62

INTRODUCTION

The dynamic interplay between government expenditure and econom-
ic growth remains a cornerstone of fiscal policy analysis, particularly
in transition economies grappling with the challenges of economic
restructuring and development. Bosnia and Herzegovina is a coun-
try whose post-war economic landscape has been markedly shaped by
its transition from a centrally planned to a market-oriented economy.
Within this context, understanding the impact of different types of
government spending — recurrent and non-recurrent — on economic
growth is not only of academic interest but crucial for policy formula-
tion and implementation.

Recurrent expenditure, typically associated with government con-
sumption and operational costs, and non-recurrent expenditure,
largely encapsulating capital investments, are pivotal in shaping the
trajectory of economic growth. However, the efficacy and impact
of these expenditures in a transitioning economic remain underex-
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plored. The distinctions between these types of spending and their respective contributions to GDP
growth warrant a thorough investigation, given their implications for fiscal stability, economic develop-
ment, and public welfare.

Amidst the backdrop of Bosnia and Herzegovina’s complex political and economic structure, it is vital
to dissect the relationship between government expenditure types and GDP growth. By delineating be-
tween recurrent and non-recurrent expenditures, it is interesting to unveil how each contributes to the
overarching goal of economic development in a post-conflict transition economy. Such an endeavor can
not only fill a critical gap in the existing literature on Bosnia and Herzegovina’s economy but also con-

tribute to the broader understanding of fiscal policy’s role in transition economies worldwide.

1. LITERATURE REVIEW
AND HYPOTHESES

The relationship between government expenditure
and economic growth has been the subject of ex-
tensive research and debate in economic literature.
Historically, the Keynesian school of thought pos-
ited that government spending plays a crucial role
in stimulating economic growth, especially dur-
ing times of economic downturn (Keynes, 1936).
Over the years, this perspective has evolved, with
numerous studies examining the impact of differ-
ent types of government expenditures, such as re-
current (operational) and non-recurrent (capital
or developmental) expenditures, on the econom-
ic growth of countries. Particularly in transition
economies, where governmental structures and
economic policies undergo significant changes,
the role of government spending becomes even
more critical to understand (Nworji et al., 2012).

1.1. Historical context and theoretical
background

The understanding of the relationship between
government expenditure and economic growth
has evolved significantly over the years. While
early theories underscored the importance of gov-
ernment spending in economic management, later
theories brought in more complexities, emphasiz-
ing efficiency, expectations, and the structural as-
pects of government expenditure.

The theoretical foundation for understanding
the role of government expenditure in economic
growth was laid by John Maynard Keynes in the
mid-20th century. Keynes (1936) challenged the
classical economics notion that markets are al-
ways clear and posited that government interven-
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tion, especially fiscal policy, is crucial in times
of economic downturns. He argued that during
periods of low private investment and consumer
spending, government expenditure can stimu-
late demand, create employment, and lead to eco-
nomic growth. This theory formed the basis of
what came to be known as Keynesian economics
and has profoundly influenced economic policies
worldwide.

The post-World War II era saw significant appli-
cation of Keynesian principles, with governments
actively using fiscal policy to manage economic
cycles. However, by the 1970s, the limitations of
Keynesian economics began to surface, particu-
larly in addressing stagflation - simultaneous high
inflation and unemployment. This period saw the
emergence of monetarism led by Milton Friedman,
who emphasized the role of monetary policy over
fiscal policy (Friedman, 1968). Monetarists argued
that excessive government expenditure could lead
to inflation without necessarily improving eco-
nomic growth.

The late 20th century witnessed the rise of supply-
side economics, which argued that reducing taxes
and government spending could stimulate invest-
ment, increase productivity, and lead to econom-
ic growth (Laffer, 1981). This period also saw the
development of the rational expectations theory,
which posited that people’s expectations about the
future could influence current economic behavior,
thus affecting the effectiveness of government pol-
icies (Lucas, 1972).

New Keynesian economics, emerging in the 1980s,
sought to merge Keynesian concepts with micro-
economic foundations. It acknowledged the role of
government spending in stabilizing the economy
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but with a more nuanced understanding of market
imperfections (Mankiw, 1985). Parallelly, endoge-
nous growth theories developed, emphasizing the
role of government expenditure in areas like edu-
cation, research, and infrastructure in fostering
an environment conducive to economic growth
(Romer, 1986).

In the contemporary context, especially in tran-
sition economies, the role of government expen-
diture has been reassessed. Transition economies,
shifting from planned to market economies, face
unique challenges where the government’s role in
economic restructuring is critical. Studies in these
contexts often focus on the efficiency and alloca-
tion of government spending, recognizing its po-
tential to influence long-term economic growth
trajectories (Kornai, 1992).

1.2. Government expenditure
and economic growth

Empirical studies on the impact of government
expenditure on economic growth have yielded
varied results globally. These studies often reflect
the economic, political, and social contexts of
different regions. Many studies focusing on de-
veloping countries have found a positive correla-
tion between government spending and economic
growth. For instance, Afonso and Sousa (2012) an-
alyzed data from several developing countries and
found that government spending, particularly in
infrastructure and education, positively impacts
economic growth. This supports the Keynesian
view of government expenditure as a tool for eco-
nomic stimulation. In contrast, research in devel-
oped economies often shows a more complex re-
lationship. Gemmell et al. (2008) studied OECD
countries and reported that not all types of gov-
ernment expenditure positively affect growth.
Their findings suggest that while spending on edu-
cation and infrastructure can be growth-enhanc-
ing, excessive public spending can have diminish-
ing returns.

Several studies have dissected government expen-
diture into various components, examining their
individual impacts on economic growth. Baldacci
et al. (2008) conducted a cross-country analysis
and found that government spending on health-
care and education significantly contributes to
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economic growth, particularly in lower-income
countries. On the other hand, Dunne and Tian
(2015) indicate that spending in areas like defense
does not have a clear positive impact on economic
growth and can sometimes reduce growth.

Empirical research in transition economies pro-
vides insightful perspectives on the role of gov-
ernment expenditure in economies shifting from
planned to market systems. Devarajan et al. (1996)
suggest that the efficiency of government spending
is crucial in the context of the former Soviet Union
and Eastern European countries. They found that
while increased government expenditure can sup-
port transition, inefficiencies, and misallocation
can hinder growth. Research in rapidly growing
economies like China and the Asian Tigers often
highlights the positive role of government spend-
ing in supporting economic transformation and
growth, as found by Zhang and Zou (1998).

More recent studies continue to explore this rela-
tionship with advanced econometric techniques
and broader datasets. Lozano-Vivas and Pasiouras
(2010) have employed advanced econometric
methods to understand the nonlinearities and
conditional factors affecting the relationship be-
tween government spending and growth. Afonso
and Jalles (2011) reassessed the role of government
expenditure in the context of economic recovery
and austerity measures.

Overall, empirical studies on the impact of gov-
ernment expenditure on economic growth pres-
ent a complex and nuanced picture. While there is
consensus on the potential of government spend-
ing to influence economic growth, the nature and
extent of this impact vary significantly across dif-
ferent types of expenditures, economic sectors,
and country contexts. This diversity in findings
underscores the importance of context-specific
analysis in understanding the role of government
expenditure in economic development.

1.3. Recurrent vs. non-recurrent
expenditure

Recurrent expenditure, often referred to as opera-

tional expenditure, includes spending on govern-

ment salaries, subsidies, and social services like
healthcare and education. Recurrent expenditures
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are typically regular and predictable, forming
a significant part of government budgets. Non-
recurrent expenditure is usually associated with
capital expenditure on infrastructure, develop-
ment projects, and long-term investments. These
expenditures are often seen as investments in a
country’s future economic capacity.

Gupta et al. (2004) found that recurrent expendi-
tures, especially in social sectors like health and
education, can have a significant positive impact
on economic growth. They argue that these ex-
penditures improve human capital, which is a
key driver of growth. In contrast, capital expen-
ditures have been found to have a varied impact.
According to Aschauer (1989), public investment
in infrastructure can be a critical determinant of
economic growth. However, this relationship is
complex and dependent on the efficiency of in-
vestment and the context of the economy. For ex-
ample, in developing countries with underdevel-
oped infrastructure, non-recurrent expenditures
can have a substantial positive impact on growth
(Easterly & Rebelo, 1993). In advanced economies,
however, the marginal impact of additional infra-
structure investment may be lower, as noted by
Fernald (1999).

A key concern in the literature is the sustainability
and efliciency of these expenditures. High recur-
rent expenditures, particularly on wages and sub-
sidies, can strain fiscal budgets and lead to ineffi-
ciencies (Rajkumar & Swaroop, 2008). Capital ex-
penditures, while potentially growth-enhancing,
require effective project selection and implemen-
tation to avoid waste and ensure long-term ben-
efits (Flyvbjerg, 2008).

Several studies have attempted to directly compare
the impacts of these two types of expenditures.
For instance, Devarajan et al. (1996) found that
the composition of expenditure is crucial across
various countries. They noted that while too much
recurrent spending can crowd out productive in-
vestment, under-investing in capital projects can
stifle growth prospects.

The literature suggests that the optimal mix of re-
current and non-recurrent expenditures is crucial
and context-dependent. Policymakers are advised
to consider the long-term growth implications
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and fiscal sustainability when allocating resources
between these two types of expenditures.

In summary, both recurrent and non-recurrent
government expenditures have significant but dis-
tinct impacts on economic growth. The effective-
ness of these expenditures in stimulating growth
is highly contingent on the economic structure,
fiscal health, and specific needs of a country.
Understanding the balance and efficiency of these
expenditures is essential for formulating effective
fiscal policies.

1.4. Government expenditure
in transition economies

Transition economies are those that have moved
from a centrally planned economic system toward
a more market-oriented economy. This includes
countries in Eastern Europe, the former Soviet
Union, and parts of Asia and Africa that have un-
dergone significant structural changes since the
late 20th century (Kornai, 1992). These economies
face unique challenges, such as restructuring their
industrial sectors, establishing functioning mar-
ket institutions, dealing with legacies of state own-
ership, and managing social and political changes
(Lavigne, 1999).

Government expenditure in transition economies
plays a crucial role in stabilizing the economy and
fostering growth. Roland (2002) highlighted the
importance of government spending in areas like
infrastructure development, social safety nets, and
institution building during the transition phase.

The efficiency of government expenditure is par-
ticularly crucial in these economies. As noted by
Easterly (2001), inefficient allocation of resourc-
es can lead to economic distortions and impede
growth. Thus, how government funds are al-
located between recurrent and capital expendi-
tures has significant implications for economic
performance.

Studies focusing on countries like Poland and
Hungary have shown that strategic government
expenditures, especially in infrastructure and
human capital development, have positively con-
tributed to their economic transition and growth
(Gomulka, 2000). Conversely, other studies in-
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dicate that excessive or misdirected government
spending can exacerbate fiscal deficits, fuel infla-
tion, and hinder economic reforms, as observed in
some of the former Soviet states (Aslund, 2007).

Research focusing on specific sectors like health-
care, education, and welfare in transition econo-
mies suggests that how government expenditure
is distributed across these sectors can significantly
impact their effectiveness in contributing to eco-
nomic growth (Milanovic, 1998).

The experiences of different transition economies
provide valuable insights. For instance, the rapid
transition approach of the Baltic countries con-
trasts with the more gradual approach of coun-
tries like Slovenia, with varying implications for
government expenditure and economic growth
(Bohle & Greskovits, 2007).

The influence of international financial institu-
tions and aid on government expenditure in these
economies is also a critical area of study. For ex-
ample, the conditionality associated with IMF
loans has impacted the fiscal policies of many
transition economies (Pop-Eleches, 2009).

In summary, government expenditure in transi-
tion economies is a complex and multifaceted sub-
ject. The literature reveals that while strategic and
efficient government spending can aid in success-
ful economic transition and growth, challenges
such as inefficient allocation, corruption, and ex-
ternal dependencies can hinder these processes.
Understanding the nuances of government expen-
diture in these contexts is crucial for policymakers
and international agencies involved in supporting
economic transitions.

1.5. Recent trends and current
understanding

Recent studies have leveraged advanced econo-
metric techniques to gain deeper insights into
the relationship between government expendi-
ture and economic growth. For instance, pan-
el data analysis and vector autoregression have
provided more nuanced understandings of
this relationship, accounting for country-spe-
cific factors and temporal dynamics (Kleis &
Moessinger, 2016).
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Recent research has increasingly focused on the
non-linear aspects of government expenditure.
Afonso and Jalles (2013) explored threshold effects,
indicating that the impact of government spend-
ing on growth may vary at different levels of ex-
penditure, economic development, and institu-
tional quality.

The global financial crisis of 2008 and subsequent
economic downturns have led to a reevaluation of
fiscal policies. Research in this period has focused
on the effectiveness of government spending as
a tool for economic recovery and stabilization
(Blanchard & Leigh, 2013).

A significant body of research has emerged analyz-
ing the impact of austerity measures on economic
growth. Guajardo et al. (2014) found that, in many
cases, these measures have had a contractionary
effect on economies, challenging the notion that
cutting government spending invariably leads to
growth.

The recent literature emphasizes the importance
of not just the size, but the efficiency and effective-
ness of government spending. Studies have shown
that targeted expenditures, particularly in sectors
like technology, education, and green infrastruc-
ture, can have significant growth-enhancing ef-
fects (Mazzucato, 2015).

There is a growing consensus on the importance
of government expenditure in research and de-
velopment (R&D) and innovation. Acemoglu et
al. (2014) highlighted how public investment in
these areas can spur long-term economic growth
by driving technological advancements and pro-
ductivity improvements.

Recent studies have also focused on the impact of
fiscal decentralization and the role of local gov-
ernment spending. Research indicates that em-
powering local governments to allocate and spend
resources can lead to more efficient and effective
use of public funds tailored to local needs and
conditions (Baskaran & Feld, 2013).

The contemporary literature on government ex-
penditure and economic growth reflects a nu-
anced understanding that goes beyond the tra-
ditional dichotomies of pro- or anti-spending. It
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emphasizes the importance of the composition,
efficiency, and targeting of government expen-
diture, as well as the economic and institutional
context in which such spending occurs. The latest
research indicates that the relationship between
government spending and economic growth is
complex and multifaceted, contingent on various
factors, including economic cycles, sectoral needs,
and fiscal policies.

1.6. Hypotheses

The literature review underscores that the impact
of government expenditure on economic growth
varies significantly across different economic con-
texts. While Keynesian principles highlighting
the positive effects of government spending hold
in certain scenarios, especially in times of eco-
nomic downturns, the relationship is far more nu-
anced in different country contexts and economic
conditions.

A critical insight from the literature is the differ-
entiation between the impacts of recurrent and
non-recurrent expenditures. While both types of
spending have roles to play, their effectiveness is
highly contingent on how efficiently and strategi-
cally they are deployed. In transition economies,
the role of government expenditure is particu-
larly complex, with strategic spending being key
to successful economic transformation. However,
inefficiencies and corruption can significant-
ly hamper the growth-inducing effects of such
expenditure.

Recent studies using advanced econometric mod-
els have provided a more granular understanding
of the relationship between government spending
and economic growth. These studies emphasize
nonlinearities, threshold effects, and the impor-
tance of targeted and efficient spending. A recur-
ring theme in the literature is the absence of a
one-size-fits-all approach regarding government
expenditure. The impact of government spend-
ing on economic growth is highly context-depen-
dent, influenced by the economy’s developmental
stage, institutional quality, and the specific sectors
where spending is directed.

Achieving a balance between recurrent and capital
expenditures is crucial for sustainable economic
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growth. This balance is dependent on the specific
needs and fiscal capacities of individual econo-
mies. The policy environment and institutional
frameworks, within which such spending occurs,
also significantly influence the effectiveness of
government expenditure. This includes fiscal dis-
cipline, transparency, and accountability in gov-
ernment spending.

There is a need for more longitudinal studies that
examine the impacts of government expendi-
ture over extended periods, especially in rapidly
changing economic environments. Future re-
search could explore how digital transformation
and technological advancements are altering the
efficiency and impact of government expenditure.
The COVID-19 pandemic has introduced new dy-
namics in fiscal policy and government spending.
Studies focusing on the post-pandemic era could
provide valuable insights into the evolving role
of government expenditure in economic recovery
and growth. Another area for future research is
the role of government expenditure in promoting
environmental sustainability and addressing cli-
mate change, particularly in the context of green
fiscal policies.

In conclusion, while the literature provides exten-
sive insights into the relationship between govern-
ment expenditure and economic growth, it also
highlights the complexity and context-specific na-
ture of this relationship.

The purpose of this study is to empirically in-
vestigate the impact of government expenditure
types on the economic growth of Bosnia and
Herzegovina, a post-transition economy.

Based on the insights gleaned from the reviewed
literature, this study proposes the following
hypotheses:

HI: There is a significant positive relationship
between recurrent government expendi-
ture and economic growth in Bosnia and
Herzegovina.

H2: There is a significant positive relationship

between non-recurrent government expendi-
ture and the economic growth of Bosnia and
Herzegovina.
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2. METHOD

The study aggregates and utilizes secondary data
collected from published government budget doc-
uments across different levels of government in
Bosnia and Herzegovina. This includes both na-
tional and local government data.! The collected
data are processed to categorize expenditures into
two main types: recurrent (operational) and non-
recurrent (development or capital) expenditures.
This categorization is essential for analyzing their
distinct impacts on the gross domestic product
(GDP) of Bosnia and Herzegovina. The study em-
ploys ordinary least squares (OLS) regression tech-
niques to analyze the relationship between these
types of government expenditures and GDP while
taking into account potential structural breaks in
data and stationary properties of data. To account
for external factors that might influence the GDP,
the study includes control variables such as struc-
tural breaks identified using the Chow test. These
breaks correspond to periods of economic crisis or
significant policy changes.

Data sources are as follows:

1) Government budget documents: The prima-
ry source of data is the budget documents
published by various levels of government in
Bosnia and Herzegovina. These documents
provide detailed information on the types and
amounts of government expenditures.

2) Economic indicators: Additional data on GDP
and other relevant economic indicators are
sourced from official publications of Bosnia
and Herzegovina’s national statistics office
and international financial institutions like
the IMF and World Bank.

The primary dependent variable in this study is
the Gross Domestic Product (GDP) of Bosnia
and Herzegovina. Independent variables include
recurrent expenditure (REC; government spend-
ing on salaries, social services, healthcare, educa-
tion, and security) and non-recurrent expenditure
(DEV; government spending on capital projects
and development initiatives). The control variable

is broad money (M2; included as a proxy for mon-
etary expansion and its impact on GDP growth),
and dummy variables are used to account for
structural breaks in the data corresponding to sig-
nificant economic events or policy shifts.

The OLS regression model is used to estimate the
relationship between government expenditure
and GDP. The model is tested for stationarity us-
ing the Augmented Dickey-Fuller (ADF) test to
ensure the reliability of the results. The study uti-
lizes ordinary least squares (OLS) techniques (test-
ed in EViews), in the form of equation 1.

GDP =bl+b2DEV +b3REC +b4M?2 1)
+b5 Dummyl + b6 Dummy?2 +u,

where bl: intercept of the regression line. It implies
any level of economy at zero state budget expendi-
ture. b2, b3, b4, b5, b6: coeflicients to be estimated,
measuring the effects of the non-recurrent develop-
ment (capital) expenditure and recurrent expendi-
ture on GDP, M2, and Dummy variables, respective-
ly. DEV: Development (non-recurrent, capital) ex-
penditure. REC: Recurrent expenditure (health, edu-
cation, social security, public administration salaries,
security); M2: Measure of broad money; Dummyl
and Dummy2: Structural breaks in data associated
with economic crisis as indicated by Chow test for
structural breaks in data; u: stochastic variables to
accommodate the influence of other determinants of
economy not included in the model.

3. RESULTS

The analysis reveals that government expenditures
in Bosnia and Herzegovina, both recurrent and
non-recurrent, have distinct impacts on the coun-
try’s gross domestic product (GDP). The results
from the ordinary least squares (OLS) regression
model reported in Table 2 provide insight into
how these different types of expenditures influ-
ence economic performance.

Table 1 presents the unit root properties of the da-
ta series. The GDP series shows a transformation
from 1(2) to I(1) after the first difference, indicat-

1 Time series data on budgets available from statistical agencies are extended and aggregated across all levels of the government for an addi-
tional time period under the project of Socially Responsible Budgeting (funding no.: 27-02-35-35137-55/22), Ministry of Science, Higher

Education, and Youth of Canton Sarajevo.
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ing non-stationarity in the series. The time series
data are initially tested for unit root to confirm
that the assumption on stationarity is not violated.
The results of the ADF test are performed using
the data at levels. Transformations of variables are
performed, and the first difference of the data se-
ries is used to make the time series of the same or-
der of integration where indicated before perform-
ing the OLS analysis.

Table 1. Adjusted Dickey-Fuller test, unit root
properties of data

Data : ADFat ! ADF at the first . Decision
series | level : difference of data series : 1(0) or (1)
_GDP | -13588 e

(
M2 35923 (

(1)

Note: Test critical value 1%: —3.7378, 5%: —2.9918; 10%:
—2.6355.

Table 2 shows the estimated coefficients of the OLS
model. The recurrent expenditure’s positive coeffi-
cient and the non-recurrent expenditure’s negative,
albeit insignificant, coefficient are key highlights.
The results of estimation of (1) using the transformed
data series are reported in Column 2 of Table 2.

Table 2. OLS model estimation results

Public and Municipal Finance, Volume 13, Issue 1, 2024

The findings indicate that in Bosnia and
Herzegovina, recurrent government expenditures,
especially those directed toward social services,
positively impact economic growth. In contrast,
non-recurrent expenditures, while essential for
long-term development, do not show a significant
short-term impact on GDP. These results provide
valuable insights into the efficiency and effective-
ness of different types of government spending in
the context of Bosnia and Herzegovina’s economy.

Next, the analysis used the first difference of da-
ta series to make them into stationary time se-
ries. That is, it cured for unit root and made the
series of order I(0). The estimated regression co-
efficients on recurrent (REC) and non-recurrent
(DEV) public expenditure are not significant, as
indicated by the joint F statistic being insignificant
in Column 2 of Table 2. In this model, growth in
money supply (M2) significantly and positively af-
fects GDP. This suggests that public expenditure
may not have an important influence on GDP in
Bosnia and Herzegovina overall. Moreover, the re-
sults at the level of variables are sensitive to the
transformation of data series to make the series of
order 1(0). This suggests the need for further ex-

i OLS model using the
OLS model - . : -
. - i first difference of data ! Probability
Estimated Coefficient . : - . .
GDP as a dependent series. t-statistic associated with
Variable X P D(GDP) as dependent t-statistic
variable .
variable
(1) (2) (3) (4)
Coefficient 5.86E+09 - 8.2562
Coefficient - 45564853
Dev. —0.7491'“‘ - -1.0378
REC 2.8403 - 41344
M2 0.9423 - 107743
D(DEV) - 0.0887 0.1655 ‘ 0.8704
D(REC) o - -0.3410 —04541 A
D(M2) ‘ - 0.9278
Dummy1 W9.75E+O8W """""
Dummy2 W4.56E+O9W """""
Durbian\/ats'g'r)H ) 1.3943
Rsquared 0.9788
Adjusted R SHqHL'J‘qred """" ) 0.9733
F statistic on joint test that 355

coefficient on DEV and REC =0

Joint F statistic that coefficients on
D(DEV) and D(REC) =0

Note: Sample includes annual data from 1996 to 2022.
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amination into the impact of government expen-
diture types on gross domestic product in Bosnia
and Herzegovina using longer time series of data
and more robust models, which allow for different
orders of integration of data series.

The coeflicient for recurrent expenditure (REC) is
positive and statistically significant (Coeflicient =
2.8403, t-statistic = 4.1344, p-value = 0.0006), in-
dicating a strong positive impact on GDP. This
suggests that increased recurrent spending, par-
ticularly on services like health, education, and se-
curity, positively correlates with economic growth.

In contrast, non-recurrent expenditure (DEV)
shows a negative coefficient (Coefficient =
-0.7491, t-statistic = -1.0378, p-value = 0.3124),
though it is not statistically significant. This im-
plies that capital and development expenditures
do not have a significant impact on GDP growth
in the short term.

The broad money supply (M2) is positively cor-
related with GDP (Coeflicient = 0.9423, t-statis-
tic = 10.7743, p-value = 0.0000), indicating that
monetary expansion is associated with economic
growth.

Dummy variables for structural breaks show
varied significance, with Dummy 2 being sta-
tistically significant (Coefficient = 4.56E+09, t-
statistic = 2.7459, p-value = 0.0128), suggesting
the impact of specific economic events or policy
changes on GDP.

The positive and significant impact of recurrent
expenditure on GDP supports hypothesis 1 (op-
erational spending by the government boosts eco-
nomic growth). The lack of significant impact of
non-recurrent expenditure on GDP in the short
term provides evidence to reject hypothesis 2 (cap-
ital and development expenditures translate into
economic growth).

4. DISCUSSION

The finding that recurrent government expendi-
ture positively aftects GDP growth aligns with
the Keynesian economic theory, which empha-
sizes the role of government spending in stimu-
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lating economic demand (Keynes, 1936). This is
consistent with Gupta et al. (2004), who found a
positive correlation between recurrent spending
and economic growth, particularly in develop-
ing countries.

The positive impact of recurrent expenditure in
Bosnia and Herzegovina can be attributed to its
focus on essential services like healthcare and
education, which enhance human capital, a key
driver of economic growth.

The finding that non-recurrent expenditure
does not have a significant short-term impact on
GDP, as indicated by probability associated with
the t-statistic of the respective regression coefhi-
cient, is in line with the literature that suggests
the benefits of capital expenditure that are often
realized over the long term (Aschauer, 1989).
This could explain why a lack of immediate im-
pact on GDP growth is observed.

Figure 1 illustrates the trends in total recurrent
and non-recurrent expenditures over the study
period. A notable increase in non-recurrent ex-
penditure post-2012 is observed, aligning with
increased capital projects, although this does
not translate into a significant impact on GDP
growth. An increase in the level of non-recur-
rent expenditure was observed after 2012, which
is associated with an increased level of capital
expenditure. This expenditure is mainly in in-
frastructure projects associated with a posi-
tive yet insignificant effect on the GDP growth
rate in the OLS model presented in column 2 of
Table 2. However, a measure of the growth lev-
el of broad money (M2) has a much more pro-
found and significant impact on the growth rate,
leading to the conclusion that there is no signifi-
cant positive impact of non-recurrent (develop-
ment) expenditure on the economic growth rate
in Bosnia and Herzegovina.

Since government spending is financed either
by an increase in taxes or government borrow-
ing, this reduces the financial resources of the
private sector, which may undermine private
investment. Government spending on devel-
opment projects might be higher during eco-
nomic downturns to indicate expansionary fis-
cal policy during these periods, so findings of
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Public and Municipal Finance, Volume 13, Issue 1, 2024

Recurrent and non-recurrent government expenditure in Bosnia
and Herzegovina (in BAM)
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Figure 1. Total recurrent and non-recurrent expenditure of all levels of government
in Bosnia and Herzegovina

no positive relationship between gross domestic
product and development expenditure could be
explained by this fact. In fact, Figure 1 shows
a sharp decline in development expenditure in
2019 due to the COVID-19 pandemic and the
government budget crisis caused by the break in
economic activity that the pandemic has caused.

This finding of no short-term effect of non-recur-
rent expenditure on economic growth resonates
with Rajkumar and Swaroop (2008), who argue
that the eficiency of capital expenditure, partic-
ularly in countries with transition economies, is
crucial for its impact on economic growth.

The economic structure of Bosnia and
Herzegovina, characterized by its transition
economy, might explain the more pronounced
impact of recurrent expenditure. In economies
undergoing structural changes, immediate wel-
fare and stability often provided by recurrent
expenditures could be more critical for short-
term economic growth.

The inefliciency in capital expenditure manage-
ment and the long gestation period of develop-
ment projects could contribute to the lack of sig-
nificant impact of non-recurrent expenditure on
GDP in the short term. These findings suggest
that policymakers in Bosnia and Herzegovina
should consider prioritizing recurrent spending,
particularly in sectors that directly enhance hu-
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man capital, to stimulate short-term economic
growth. For non-recurrent expenditure, a focus
on improving the efficiency and effectiveness of
capital projects, as well as a strategic long-term
vision, is essential.

Future research should aim to explore the long-
term impact of non-recurrent government ex-
penditure, especially in infrastructure and de-
velopment projects, on economic growth in
Bosnia and Herzegovina. Longitudinal studies
that track the progress and impact of specific
capital projects could provide deeper insights
into how such expenditures contribute to sus-
tainable economic growth. Comparative analy-
ses with other transition economies experienc-
ing similar structural changes could offer valu-
able insights into the effectiveness of different
types of government expenditure in fostering
economic growth.

Such studies could also explore the role of ex-
ternal factors like international aid, geopoliti-
cal influences, and global economic trends on
government spending and economic growth.
Further research is needed to investigate the ef-
ficiency and allocation of government expendi-
tures in Bosnia and Herzegovina. Studies focus-
ing on fiscal policy, corruption, and adminis-
trative efficiency could provide critical insights
into optimizing government spending for eco-
nomic growth.
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CONCLUSION

The purpose of the study was to assess the impact of different types of government expenditure — recurrent
and non-recurrent — on the gross domestic product (GDP) of Bosnia and Herzegovina. The analysis using
ordinary least squares (OLS) regression techniques is performed to understand how these expenditures
influence the country’s economic performance, particularly during the period from 1996 to 2022.

The results demonstrate a clear and significant positive impact of recurrent government expenditure on
the GDP. This indicates that spending on services such as health, education, and security, which consti-
tute recurrent expenditure, positively correlates with economic growth in Bosnia and Herzegovina. On
the other hand, non-recurrent expenditure, which includes capital and development investments, does
not show a statistically significant impact on the GDP in the short term. This suggests that while essential
for long-term development, the immediate economic benefits of such expenditure are not as pronounced.

The conclusions drawn from these results are twofold. First, they highlight the crucial role of recur-
rent expenditure in driving short-term economic growth in a transitioning economy like Bosnia and
Herzegovina. Second, they point to the potential need for a strategic reassessment of non-recurrent
expenditure, emphasizing the importance of efficiency and long-term planning in capital and develop-
ment projects to ensure their eventual positive impact on economic growth.

In summary, the study provides valuable insights into the differentiated impacts of government spend-
ing types on economic growth, emphasizing the importance of strategic allocation and efliciency in
government expenditure for fostering economic development in Bosnia and Herzegovina.
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