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ABSTRACT

The current article is devoted to analysing the state budget expenditures of the Republic of Armenia regarding its impact
on economic growth rates. The object of the study is the expenditures of the state budget of the Republic of Armenia.
The study aims to analyze and assess the impact of the state budget expenditures on the economic growth rate in the
country. The main hypothesis of the study is that inefficient spending of budgetary funds not only does not stimulate
but, in many ways, is a significant factor of the slowdown in economic growth in Armenia. The methodological bases
of the study are the provisions of modern economic theory regarding the impact of government spending on economic
growth rates. The study used methods of qualitative, statistical and econometric analysis of indicators, followed by the
identification of cause-and-effect relationships and impact assessment. Data on the expenditures of the state budget
of Armenia was taken as the informative basis of the study. The study of the scientific literature allowed to identify key
theoretical approaches regarding the impact of the state budget expenditures on the economic growth rates in the
country. The study examined in detail the expenditure articles of the state budget of Armenia, highlighting positive and
negative factors influencing economic growth. In this regard, a vector autoregression model was built to identify the
impact of spending on economic growth in the country. The result of the study was the conclusion that the impact of
the state budget expenditures on the economic growth rates has a long-term negative nature in Armenia. The analysis
of both the structure of state budget expenditures and the constructed vector autoregression model proves that the lack
of an expenditure policy regarding the development of human capital, infrastructure and other components of public
spending is one of the significant factors of the slowdown in economic growth in Armenia.
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INTRODUCTION
The expansion of government spending in times
of crisis leads to an increase in aggregate demand,
and this tool is used by most countries. However,
in the scientific literature considering the specific
experience of countries, one can find quite
contradictory conclusions [1-5].

Since the problem of ensuring sustainable
and long-term economic growth in developing
countries is very acute, the relevance of using
fiscal methods in solving this problem comes to
the fore. At the same time, the spending policies of
developing countries are aimed at ensuring primary
objectives and often ignore strategic and long-term
goals to achieve a high level of well-being of the
population. In this regard, it is relevant to consider
Armenia’s experience in the field of the expenditure
policy of the country’s state budget in order to
analyze and assess its impact on economic growth.
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The key objective of the study was to determine
the impact of the expenditure side of the state
budget on the pace of economic growth in the
country.

LITERATURE REVIEW
Considering the impact of spending policy
on the economy, it is impossible to single out
unambiguous conclusions that certain authors
come to [6]. Some studies have shown positive
effects [7-9], while others have shown negative
effects [10-12]. There are also some studies
that conclude that government spending does
not have a significant impact on economic
growth [13-15]. Slemrod et al. Using data from
advanced economies as an example [16], they
concluded that there is no convincing evidence
that government spending has either a positive
or negative impact on growth due to the
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shortcomings of the assessment models used in
these studies.

Berg and Hankerson [17] explain the
contradictory results of their research by the
difference in the structures of the state budget in
different countries, as well as the structures of the
economies themselves. On the other hand, Wu,
Tang, and Lin [18] found that government spending
contributed to economic growth even with varying
degrees of economic development in the countries
studied. The exception is low-income countries,
which, according to the authors, is most likely due
to poor institutions and high levels of corruption.

Boz et al. [19] found in their work that the size
of government capital expenditures in relation
to GDP has a significant positive correlation with
economic growth, but this does not apply to
current government budget expenditures. The
authors also found a strong positive relationship
between investment and spending on education
and economic growth. Islam and Nazemzade [20]
in their work examined the US state budget and
its impact on economic growth and came to the
conclusion that the volume of the state budget is
of great importance.

The same relationship was discovered by Alam
et al. [21], who proved in their work that an increase
in social spending on education, healthcare, and
social security increases productivity, thereby
contributing to economic growth.

Devarajan et al. [22], on the contrary, found a
positive relationship between the share of current
expenditures and per capita income growth in
developing countries and a negative relationship
between capital government spending and
growth. According to this work, there are certain
conditions under which changes in the cost
structure lead to higher sustainable growth.
This includes the productivity of the various
expenditure components and the level of initial
shares in the total revenue structure of the State
budget.

On the other hand, Hakro [23] found that for a
group of Asian countries, investments in physical
capital positively correlate with GDP growth per
capita. The results of the Landau study [24] also
revealed a negative relationship between the
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growth rate of real GDP per capita and the share of
government spending on consumption in GDP.

In addition to the direct impact of various
government budget expenditures on economic
growth, research can be found in the scientific
literature that focuses more on the impact of
changes in the structure of government spending
or the redistribution of spending on long-term
economic growth and on determining which
elements of government spending have the most
significant impact on economic growth and
development [25-28]. Many authors point out the
importance of redistributing funds to education
[29-31] and infrastructure [32-34] for long-
term growth. Taiwo [35] also identified a positive
relationship between GDP and current and capital
expenditures by analyzing data on Nigeria. Saes
et al. [36] have identified a positive relationship
between government spending and economic
growth by analyzing the experience of 15 Euro area
countries. On the other hand, Romero-Avila and
Strauch [37], studying the same region, came to the
conclusion that the size of the budget in terms of
its expenditure side has a negative impact on the
growth rate of per capita income in 15 European
countries. These conclusions are consistent with
the theory of endogenous growth, according to
which the main factors of cross-country differences
in the level of development and growth are
investments in human capital, physical capital and
infrastructure, as well as the development of the
education and science system [38—-40].

Thus, the effect of increased government
spending can only be estimated in the long term.
Even the direct expansion of government budget
expenditures in times of crisis only serves as
an anticyclical measure, but it cannot ensure
sustainable economic growth in the long term. In
other words, expanding demand through expanding
spending on social needs cannot ensure sustainable
economic growth, while spending on education,
science, human capital, and infrastructure will
ensure growth only in the long term.

RESEARCH METHODOLOGY
The theoretical and methodological basis of the
research was classical and modern approaches
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in the field of studying government budget
expenditures and their impact on economic growth
rates.

The information base of the study was the
databases of the Ministry of Finance of the
Republic of Armenia and the World Bank, materials
from periodicals and news agencies, including
those distributed via the global Internet, as well as
calculations obtained by the authors themselves
during the research.

Methods of comparative and systematic analysis,
deduction and induction, graphical method,
mechanisms of econometric and statistical analysis
and other methods of information collection and
processing were used in the work. The ToolPak Ms
Excel 2016 application package and the EViews
10 econometric package were used as modern
information technologies.

The key objective of the study was to assess the
impact of the expenditure side of the Armenian
state budget on the country’s economic growth
in the medium and long term. In this regard, the
article examines the structure and direction
of government spending in Armenia, through
the analysis and evaluation of key items of the
expenditure side of the state budget, and the
impact of the expenditure side of the state budget
on the pace of economic growth in the country.

STATE BUDGET EXPENDITURES IN ARMENIA
The economic classification divides the state
budget into current and other expenditures, which
are shown in Fig. 1. As we can see, government
budget expenditures have been steadily increasing
over the past fourteen years. At the same time,
current expenditures occupy a dominant position
in the total budget expenditures. The actual
execution of both current and other expenses
differs slightly from the annual plan. On the other
hand, during periods of recession and stagnation
of the country’s GDP, there is no stimulation of
economic activity through spending policies. The
exception is the period 2020-2021, which can be
explained by a sharp increase in health and defense
spending.

From the point of view of the impact on
economic growth rates, it is not the dynamics
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of government budget expenditures themselves
that is of greater interest, but its structure. As it
was shown in the theoretical review of scientific
literature, stimulating economic growth through
government spending is possible both in terms of
demand and supply.

The current expenditures of the RA state budget
by their structure indicate the dominant role of
the state budget in stimulating consumer demand
(Fig. 2). The largest share in the cost structure is
formed by social benefits and pensions, as well as
by wages. At the same time, the largest growth is
observed in both items compared to other items
of current expenses. On average, current social
spending has increased 3—4 times since 2008, and
labor costs have increased 4-5 times. The latter
is reflected in the dynamics of final consumption
expenditures, especially in times of crisis. Interest
expenses are also showing a large increase, and
the share of these expenses is also showing a
significant increase, which is due to both the build-
up of government debt and the increasing debt
payments over time.

While the share of social spending in current
expenses has increased by about 10% over 13 years,
the share of labor costs has increased by only about
five percent (Fig. 3). The share of interest payments
has increased by about 7-8 times over the past five
to six years.

It is interesting to note a noticeable reduction
in the cost of purchasing goods and services since
2015, which indicates a significant reduction in
public procurement, which, as a rule, is a good
incentive for expanding supply and developing
the real sector in certain sectors of the economy.
Along with this, there is an increase in subsidies
both in absolute terms and as a share of current
expenses. The analysis of the structure of current
expenditures makes it possible to characterize the
spending policy of the state budget as stimulating
economic growth along the demand line.

However, against the background of a restrictive
tax policy that reduces consumption, the effect of
expanding demand for current spending offsets
the positive impact on economic growth. At the
same time, there is no incentive in terms of supply
expansion either in the tax or in the spending
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Source: Database of the Ministry of Finance of RA. URL: https://minfin.am (accessed on 15.01.2024).

policy of the state budget. The latter is reflected
in the dynamics of the country’s GDP (Fig. 1). After
the global financial crisis, the Armenian economy
stagnated for 10 years and regained its pre-crisis
GDP level only in 2019.

The functional classification of state budget
expenditures is of greater interest in terms of
its impact on economic growth (Fig. 4). Social
protection, general public services and defense
account for the largest share of expenditures,
which are also leading in terms of growth rates.
The rest of the expenditure items of the state
budget as a whole show a fairly stable picture, with
the exception of healthcare in 2020-2021, due to
the costs associated with the COVID-19 pandemic.
Considering the structure of expenditures in shares,
it can be noted that most of the budget items
retained their shares in the total expenditures of
the state budget (Fig. 5).

From the point of view of the impact of the
expenditure side of the state budget on the
formation of economic growth, the share of
expenditures in GDP, as well as the growth rate of
expenditures, is of great importance (Fig. 6). The
share of state budget expenditures in GDP shows
a slight increase. As of 2022, this figure was 26.4%
of GDP, and in 2007 it was 20.2%. It should be
noted that a moderate increase in spending was
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observed during the global financial crisis, when
the Armenian economy experienced a recession of
14.4%, which required drastic injections into the
economy from the state.

The first place in the overall structure of
expenditures of the state budget of Armenia
is occupied by expenditures on social needs
(see Fig. 7). About 75% of these expenses are
related to pension provision. Over the past two
years, there has been an increase in expenses
that are not related to social protection. This is
primarily due to various social programs of the
Government of the Republic of Armenia related
to the COVID-19 pandemic and the Second
Artsakh War in 2020.

It should also be noted that government
spending on social needs has increased over the
past 15 years. However, a key share of this growth
is accounted for by pension provision, which,
in particular, is due to the aging process of the
population in Armenia, which has been observed in
recent years. As for the impact on economic growth,
in the case of social expenditures of the state
budget, such an impact occurs through increased
consumption, which in this case is expressed in
pension costs. Given that social spending has
only tripled over the past 15 years, and taking into
account the average rate of inflation, the impact on
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economic growth under this expenditure item may
be significant.

This thesis is also confirmed by the share
of social expenditures in GDP, which as of
2022 amounted to 7.2% and remained almost
unchanged on average over the period under
review (Fig. 8). The share of social expenditures
in total government budget expenditures has also
not changed. If in 2007 it was 9.9%, and during the
crisis of 2008-20009 it increased to 26.2%, then in
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2022 it amounted to 27.4%. The average growth
rate of social spending is about 7.5%.

The second place in state budget expenditures
is for general public services (Fig. 9). As we can see,
the dynamics of expenditures on public services
shows a significant increase. At the same time, the
key expenditure item in this block is operations
on government debt, the costs of which have
increased more than twenty times since 2007. This
fact is due to a significant increase in Armenia’s
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public debt on both external borrowings and
domestic debts.

It can be noted that, starting in 2015,
expenditures on legislative bodies, etc., which
occupy the first place in the structure of
expenditures on public services, are decreasing
every year and are replaced by expenditures on
public debt. The burden of public debt actually
changes the spending policy for this item.

On the other hand, from the point of view
of economic growth, expenditures on various
scientific and research developments are of
greater interest, which are also represented to a
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certain extent in the structure of expenditures
on public services. However, it should be noted
here that the extremely small amounts allocated
through research and development cannot
positively affect the pace of economic growth in
the long term.

Nevertheless, considering the share of
expenditures on public services in the total
structure of state budget expenditures, one can
see a significant increase, which is due to the
costs of servicing Armenia’s public debt (Fig. 10). If
in 2007 this figure was 9.8%, then in 2022 it will
be 18.2%. The share of these expenditures in the
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country’s GDP is also growing. In 2007, the share of
expenditures on general public services in GDP was
2%, compared with 4.8% in 2022. The growth rate
of spending on public services is upward.

Defense expenditures occupy the third place
in the structure of expenditures of the Armenian
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state budget (Fig. 11). Spending on the military-
industrial sector can affect the expansion of GDP if
this block is focused on the production of weapons
and various types of military goods, including
research and development. However, in the case
of Armenia, defense spending is not of this nature,
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which means that it cannot be significant in terms
of economic growth.

The increase in expenses can be observed
during the periods of escalation of the military
conflict with Azerbaijan in 2016 and 2020. At
the same time, 99% of defense spending is on
military defense, while spending on research
and development in this area accounts for a
negligible share. As for the share of defense
expenditures in total government budget
expenditures, it ranges from 15-17% and has
shown a slight increase since 2016 (Fig. 12). The
share of defense spending in the country’s GDP
in 2022 was 5.7% and has almost doubled over
the past fifteen years.
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From the point of view of human capital
development, spending on healthcare and
education is of strategic importance. At the same
time, considering the dynamics and structure of
healthcare costs in Armenia, we can see only a
slight increase in the period 2008-2019 (Fig. 13).
A sharp increase in spending on public health
services can be observed in 2020-2021, which was
caused by the COVID-19 pandemic, as well as the
Second Artsakh War. Already in 2022, there is a
decrease in the level of expenses for this item.

It should be noted that there is an insignificant
share of expenses on medical products, devices
and equipment, which could improve the quality
of medical services provided and, as a result,
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improve the quality of human capital. Thus, in the
long term, one cannot expect a positive impact
of healthcare spending on economic growth.
This is also evidenced by the share of healthcare
expenditures in the country’s GDP (Fig. 14).
With the exception of 2020-2021, this indicator
has hardly increased. In 2007 the share of state
budget expenditures on healthcare in GDP was
1.5%, and in 2022-1.7%. On average, healthcare
expenditures in the total expenditures of the RA
state budget range from about 6%.

A fairly large item in the structure of state
budget expenditures is the expenditure item on
public order, security and judicial activities (Fig. 15).
The largest share (about 70% on average) is spent
on public order and security, that is, on the police
and internal troops. A noticeably smaller share is
spent on judicial activities, which are of strategic
importance from the point of view of the formation
of the institutional environment. This, in turn, is
one of the most necessary components for the
formation of sustainable economic growth rates.

As for the share of these expenditures in total
expenditures and in the country’s GDP, it should
be noted that it maintains its position throughout
the period under review (Fig. 16). As of 2022, the
share of these expenditures amounted to 8.8% of
the total expenditures of the state budget, and the
share in Armenia’s GDP was 2.3%.

One of the unstable items of expenditure of the
state budget from the point of view of dynamics

FINANCE: THEORY AND PRACTICE 4 Vol. 29, No.2°2025 ¢ FINANCETP.FA.RU @

is expenditure on economic relations (Fig. 17).
In their structure, the key places are occupied by
expenditures on agriculture and transport. It is
important to note that the dynamics of spending
on economic relations is very volatile. There is a
feeling that this article is formed more according
to the residual principle, which indicates the lack
of a strategy in this area.

From the point of view of the share in total
budget expenditures, we can observe a noticeable
decline, while the share in GDP fluctuates on
average within 2% (Fig. 18).

One of the most significant budget items,
which have a direct impact on the economic
development of the country in the long term, is
the item of expenditure on education (Fig. 19).

The first thing to note is the lack of significant
growth in absolute indicators in this block
throughout the period under review. In total,
over the past 13 years, the volume of education
expenditures in the state budget has increased by
about 20%. General secondary education occupies
a dominant position in the structure of education
costs, with preschool and primary education
taking the second place. Higher education
accounts for about 7%. It should be noted
that there is a slight increase in expenditures
on primary vocational (craft) and secondary
vocational education, which generates human
capital with secondary specialized education.
However, most of these educational institutions
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focus on the same specialties as higher education,
and functionally the task of building up a
workforce with a highly focused education is not
fulfilled.

In the period 2007-2022, the share of
education expenditures in the State budget
decreased by almost half and amounted to 7.4%.
The share of education expenditures in GDP also
decreased and amounted to 1.9%.

Thus, summarizing the above analysis of the
structure of state budget expenditures, it can
be concluded that among the priority areas
of expenditures, there were no significant
government investments in industries that affect
economic growth in the long term (education,
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science, infrastructure, institutional environment).
In this sense, the analysis of statistics did not
reveal any significant impact of government
budget expenditures on maintaining or ensuring
aggregate demand. However, this thesis can
be shown more reasonably on the basis of an
econometric analysis.

GOVERNMENT BUDGET EXPENDITURES
IN ARMENIA AND ECONOMIC GROWTH
(MODEL)
One of the most popular methods for analyzing
the impact of spending policies on economic
growth is the estimation of impact coefficients
using a vector autoregressive model (VAR). In
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Fig. 15. Public Order and Safety, Structure, Billion AMD
Source: Database of the Ministry of Finance of RA. URL: https://minfin.am (accessed on 17.01.2024).

this regard, a vector autoregression model was
developed to identify the impact of spending
policy on Armenia’s economic growth. The study
used quarterly data on Armenia’s GDP and data
on all types of expenditures from 2008 to 2018.
The source of expenditure data is the Database
of the Ministry of Finance of the Republic of
Armenia and the National Statistical Service of
the Republic of Armenia. Starting in 2019, the
Ministry of Finance does not publish quarterly
expenditure statistics on functional classification.

The following variables were used as
endogenous factors influencing economic growth:

« Education expenses (EDU), million drams,
2008Q1-201804;

« Expenses on economic relations (ER), million
drams, 2008Q1-20180Q4;

o Healthcare costs (HC), million drams,
2008Q1-20180Q4;

« Expenses for public order, security and
judicial activities (SEC), million drams, 2008Q1-
20180Q4;

« Defense expenditures (DEF), million drams,
2008Q1-201804;

« Expenses for general public services (PS),
million drams, 2008Q1-201804.

As an exogenous variable, it is customary to
include the largest trading partner in the GDP
model, which makes it possible to display external
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shocks to the country’s economy. According to
statistics, Russia is Armenia’s largest trading
partner (Fig. 21). In this regard, we have selected
the GDP of the Russian Federation (GDP_RF) as
an exogenous factor. We also included the inflow
of cash transfers (REM) in the model as a factor
reflecting external shocks.

All time series were adjusted for seasonality
using the Census X-13 procedure, which allowed
the time series to be cleared of seasonality while
maintaining the dynamics structure. To obtain
stationary time series, the following standard
procedure was applied: logarithmization of
time series using the natural logarithm (e),
calculation of the first differences relative to
the corresponding quarter of the previous year.
The final time series were tested for stationarity
(ADF unit root test) and distribution normality
(Histogram and Jarque-Bera test). Descriptive
statistics of variables are presented in Table 1.

As a result of the initial statistical data
processing, stationary time series with a normal
distribution from 2009Q1 to 2018Q4 were
obtained. As a result of the analysis, it turned out
that defense spending and general public services
are not significant variables for Armenia’s GDP
and were excluded from the model. Table 2 shows
the results of the vector autoregression model. We
selected a model with 4 lags based on an analysis
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of the quality of the model according to the
criteria of Akaike and Schwartz.

We have performed all the necessary tests
to verify the reliability of the coefficient
estimation results using the VAR(4) model.
Table 2 demonstrates that, according to Darbin-
Watson statistics, there is no problem with the

220

autocorrelation of the residuals of the regression
model in the model. We also conducted a test
for the heteroscedasticity and normality of
the residue distribution (Table 3). The results
show that the random errors of the model are
homoscedastic and the residue distribution is
normal.
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The VAR(4) model with estimated coefficients is presented below:

GDP= —0,1757*GDP(~1)+ 0,0019* GDP(~2)—-0,3344* GDP(-3)~

—~0,2614*GDP(~4)—-0,0564* EDU (—1)—0,3986* EDU (~2) +

+0,2161* EDU (~3)~0,0459* EDU (—4)-0,0223* ER(~1)—
—0,0917* ER(~2)+0,0164* ER(~3)—0,0713* ER(~4)+
+0,1705% HC (~1)-0,2665* HC(~2)-0,1852* HC(-3) -

—0,2426* HC(~4)+0,1037* SEC (~1)-0,0598 * SEC (-2) +

+0,2938* SEC (~3)+0,0604 * SEC (—4)+0,1538*
*GDP_RF —0,044* REM +0,114

The results of the econometric analysis show a negative impact on GDP for almost all expenditures,
except for expenditures on public order, security and judicial activities. The results also show that
education spending affects economic growth with a time lag of 2 quarters. On the other hand, spending
on economic relations affects the country’s economic growth after the 2"and 4" quarters. Healthcare
costs have the longest impact, starting in the second quarter after the changes.

The negative impact of spending on economic growth contradicts theory, while a review of empirical
research shows that many authors find a negative relationship between government spending and
economic growth. The reasons for these results are underdeveloped institutions, corruption, and
inefficient cost allocation, as spending on education, science, human capital, and infrastructure, which
can ensure sustained economic growth, has too small a share.

CONCLUSIONS
The effectiveness of the impact of the expenditure side of the state budget depends both on the
capabilities of the budget itself and on the cost structure of the state, not to mention the economy itself,
the degree of its development and many other factors.
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Descriptive Statistics of Variables

Table 1

Mean 0.0594 | 0.0176 | 0.0335 | 0.0469 | 0.0694 0.062 0.09745 | -0.0051 0.0923
Median 0.0636 | 0.0123 | 0.0374 | 0.0597 | 0.0685 | 0.0617 | 0.06796 | 0.0665 0.0775
Maximum 0.1689 | 0.2311 | 1,1167 | 0.3317 | 0.2436 | 0.4825 0.4133 0.2088 0.2755
Minimum -0.097 | -0.154 | -0.858 | -0.1629 | -0.075 | -0.3257 | -0.1705 | -0.335 -0.1022
Std. Dev. 0.0583 | 0.0856 | 0.3665 | 0.0981 0.084 0.1481 0.1479 0.1699 0.0862
Skewness -0.686 | 0.2636 | 0.3323 | 0.1242 0.223 0.0542 | 042253 | -0.7068 0.1007
Kurtosis 3.6381 | 33746 | 3.9846 | 3.5957 | 21814 | 3.9843 2.5565 2.0694 3.4324
Jarque-Bera 3.8199 | 0.6973 2.352 0.6943 | 1.4484 | 1.6344 1.5179 4.7743 0.3792
Probability 0.1481 | 0.7057 | 0.3085 | 0.7067 | 0.4847 | 0.4417 0.4681 0.0919 0.8273
Observations 40 40 40 40 40 40 40 40 40
Source: Calculated by the authors using the EViews 10 econometric package.
Table 2

Pesynstatbl Mopenu VAR (4) / The Results of VAR (4) Model

GDP(-1) -0.175710 0.18339 0.3416 -0.95810
GDP(-2) 0.001943 0.23538 0.9934 0.00825
GDP
GDP(-3) ~0.334346 0.25348 0.1918 -1,31902
GDP(-4) -0.261385 0.18558 0.1638 -1,40849
EDU(-1) ~0.056390 0.11834 0.6353 ~0.47649
EDU(-2) -0.398578 0.17430 0.0255 -2,28675
Education
EDU(-3) 0.216098 0.14058 0.1291 1,53720
EDU(-4) -0.045892 0.14457 0.7519 -0.31744
ER(-1) -0.022273 0.02479 0.3723 -0.89847
ER(-2) -0.091686 0.02454 0.0004 -3,73647
Econonic relations
ER(-3) 0.016396 0.02847 0.5666 0.57598
ER(-4) -0.071313 0.03533 0.0477 -2,01842
HC(-1) 0.170536 0.15212 0.2664 1,12110
HC(-2) -0.266455 0.13119 0.0464 -2,03099
Healthcare
HC(-3) -0.185198 0.10441 0.0808 -1,77376
HC(-4) -0.242577 0.12945 0.0654 -1,87389
SEC(-1) 0.103698 0.13244 0.4365 0.78300
CIE] e E—— SEC(-2) -0.059806 0.12826 0.6426 -0.46627
and judicial activities SEC(-3) 0.293819 0.15551 0.0633 1,88937
SEC(-4) 0.060391 0.13517 0.6565 0.44679
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Table 2 (continued)

GDP_RF 0.153802 0.15035 0.3101 1,02295
REM -0.044286 0.07079 0.5338 -0.62557
C 0.113965 0.02815 0.0001 4,04841
R-square 0.82964
R-square adj, 0.541338
F-statistic 2.87768
Akaike AIC -3.975593
Schwarz SC -2.9639
Durbin-Watson stat 1.901465
Source: Calculated by the authors using the EViews 10 econometric package.
Table 3

Heteroskedasticity and Normal Distribution Tests

Heteroskedasticity

521.6169 510 0.3513

Normal Distribution
(Cholesky of covariance)

16.52684 10 0.0855

Source: Calculated by the authors using the EViews 10 econometric package.

The developed vector autoregression model
to identify the impact of spending on economic
growth showed a negative relationship in the case of
Armenia. The reason for this result is undeveloped
institutions, the presence of corruption, as well
as inefficient cost allocation, since expenditures
on education, science, human capital and
infrastructure, which can ensure sustainable
economic growth, have too small a share.

At the same time, considering the spending
policy of Armenia, it should be noted the
obviously social nature of the structure of state
budget expenditures. Most of the spending solves
various social problems, whether it is spending on

social needs or increasing spending on the state
apparatus. All this combined makes it possible
to maintain, but not increase, consumption in
the GDP structure, and at the same time does not
have a positive impact on economic growth rates.
At the same time, in terms of long-term positive
effects for the economy, it is necessary to increase
spending on infrastructure, the institutional
environment, as well as on all areas that affect the
development of technology and innovation in the
economy. Optimizing the expenditure side of the
state budget would free up additional financing for
more important budget items in terms of ensuring
sustainable economic growth.
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