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Abstract

Analyzing the chronological economic development of Kosovo at the beginning, meanwhile 
the state of Kosovo has a liberal trade regime which is characterized with simplicity and 
neutrality. This has decrease a great extent to the development of the private sector and the
creation of conditions for export. And therefore this has aff ected negatively in improving the
competitiveness of local production sectors of the newly established, where Kosovo is facing
high trade defi cit. This kind of situation created will prevent the macroeconomic stability
and growth. The purpose of the paper made a detailed overview on the overall economic
development - GDP, components and the main factors aff ecting this growth, techniques
and approaches for the assessment of the economic system and its development. Analyzing
the role of exports  and foreign direct investments in economic growth in the case of 
Kosovo.  Theoretical research concerning the role of export and foreign direct investments in
GDP, have shown a positive relation among themselves.
The data used in this paper were provided by the Statistical Offi  ce of Kosovo and Kosovo 
Customs on long stretches of diff erent empirical analysis we have included the period 2018-
2019.In the framework of empirical analysis defi ned dependent variables "GDP Growth", as
well as independent variables: FDI growth and export growth.

Keywords: gross domestic product, export, foreign direct investment, economic development,
trade policy.

Introduction

Globalization has its own step brings liberalization as an integral part of the economic
reform agenda that characterized from developing countries. Economic development
of our country in general is infl uenced mostly by internal factors and external policies
such as fi scal, monetary and industrial.In addition, foreign direct investment and the
export sector are factors that aff ect economic development and employment, among
other things. The business expansion ever happens as a result of the pressure of foreign
competition increasing, which comes because of technological and institutional
developments. Knowledge of the product and services provided at length and very
fast due to unprecedented advances in communication technology and transport.
Benefi ts from the development of export and foreign direct investment are of a varied
nature ranging from the diversity of products in the country, the effi  ciency of local
producers and the free movement of international will be on the loose. To promote
foreign direct investment and to develop export sector in our country generally
Kosovo tried to create an environment more suitable and more favorable. Moreover,
the international community it has played a key role in fi nancing and co-funding
of various projects related to create the basis for the implementation of European
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standards of production in Kosovo.

Literature Review

Gross Domestic Product GDP is an aggregate measure of the value of all fi nal 
products produced in an economy. Growth rates of GDP are a direct indicator of 
economic growth rhythm that is the basis for meeting the growing needs of people. 
(Manqelari.A, Hadëri. S, Kule. Dh, Qirici. S. 2007).Gross Domestic Product by the 
production approach is equal to the value added under activities at basic prices, 
increased by taxes on products, and reduces the value of subsidies on products. In this 
way the Gross Domestic Product is equal to the sum of value added at basic prices of 
all production units of a country (residents) and net taxes on products that falls taxes 
less subsidies on products (Agency of Statistics, 2018).Export of goods means the 
transport of goods or materials from one place to another place, legitimately under 
the rules and standards of the countries participating in a super- or replacement of 
goods (Kristo. I 2004). Application of instruments and trade policies of other countries 
for exporters Kosovars were loads of tariff  and non-tariff , the lack of a strategy to 
make international business, lack of access to innovative production process and 
labor, limited number of connections with foreign partners, limited opportunities to 
access into business networks and other aspects contributed to the stagnation of the 
export sector to foreign investment. Therefore, the increase of foreign investments 
is a key target for the country's economic development and strategic priority of 
governments. Absorbtion of these investments requires well-defi ned policy and 
strategy, continuous improvements in the legal and institutional framework, stability 
and sustainable economic growth, improvement and modernization of infrastructure 
and improvement in the climate for business environment and investment.The 
positive impact of foreign direct investments noticed in the opening of new markets 
by increasing market competition, labor productivity based on the behavior of new 
technology, especially in development countries such as Kosovo, then their infl uence 
is observed in welfare social to the society by impacting positively on economic 
growth and development. 
Moreover,Foreign Direct Investment have become the aims and objectives of the 
government of Kosovo, by developing diff erent strategies and policies in encouraging 
or att racting foreign investors. However, on Foreign Direct Investment in Kosovo direct 
impact it has economy stability , law empowerment  and legislative institutions, the 
infrastructure as well the providing a more stable climate.Economic growth presents 
qualitative policy eff orts of technology, productivity, appropriation and bringing of 
innovations. And that kind of increase will appear growth of gross domestic product 
or GDP. Furthermore,the functioning of the capital market, opening of markets and 
trade has an eff ect positive on economic growth. Economic growth is an indicator of 
management performance period of economic resources by identifying a country's 
economy.If we have an economic growth means higher level of income, means more 
material goods and services consumed as a whole society.
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Date and methodology

The methodology used is analysis the documentation that refers to the specifi c
literature in the fi eld of macroeconomy in general and the factors that infl uence in
this development. We have used the comparative method to measure the relationship 
between export, FDI and GDP, in diff erent periods of time, as well as through
observations that deals with the analysis of the variables which aff ect in a positive
or negative. The data used in our empirical analysis were collected from relevant
institutions, published by the Central Bank of the Republic of Kosovo, Ministry of 
Trade and Industry - Agency for enterprunership and supporting exports in Kosovo
as well , the data from the Kosovo Customs and Kosovo Statistics agency, htt p://p //
www.bqk-kos.org , htt p://invest-ks.orgq g , p // g , htt p://dogana.rks-gov.netp // g g , , htt ps://ask.p //
rks-gov.netg .  Period which is involved in the paperwork is from January 2018 until
December 2019, off ering a total of 12 observations. In the paperwork of this study is
defi ned dependentvariables "GDP Gross Domestic Product", as well as independent
variables:exports and foreign direct investment (FDI).
The eff ect of foreign trade in economic growth has been a subject of debate for several
decades. Many previous studies have found a positive link between the growth rate
of foreign trade and production growth rate. 
Economic development is one of the main objectives of many companies in the world,
and the sector of export is considered as one of the most important contributors.In
2018, the July was the month with the higher value on export with 22,844,067 Euros
and the same month for the year 2019 with 25,758,219.41 Euros. In total value the
export of Kosovo for 2018 was 205,511,023.39 euros, we could notice that there is an
increase of 12.11 per cent in export in 2019where it was 207,598,847.93euros. 1
Export of Kosovo has been mostly determined in these countries: Albania takes the
fi rst place and then Serbia in second place, Macedonia in third place, India and Italy
in the fourth and fi ft h. Kosovo actually has a free trade in the context of deal with 
the Central European Free Trade Agreement - CEFTA, enabling its producers to reach
out to the regional market of 28 million consumers, without any obligation. The total
number of foreign businesses in Kosovo is 470 businesses, where Albania leads with
78 businesses then Turkey with 62 businesses, Germany with 43 businesses invest in
Kosovo. Switzerland is the country that has invested more in Kosovo during January-
November 2018with 70.3 million euro then Turkey with 54.1 million Euros, United
Kingdom with 34.8 million euros and Albania with 34.6 million euros. �

Descriptive Statistics
In the context of statistics descriptive we have analyzed the dependent variable  "GDP
Gross Domestic Product", and explanatory of independentvariableswhich are
included in the model.  Table below presented an overview of data that are used
in our analysis:number of observations, at a minimum, maximum, and average
deviation standard.

 1  Kosovo Customs.
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Table 1 Descriptive Statistics
Descriptive Statistics

N Minimum Maximum Average
Standard d d

deviationdeviation
Variance

GrGDP in % 12 .019 .131 .05774 .032487 .001

GrFDI/GrGDP 12 -.460 1.763 .39938 .747631 .559

GrEXP / GDP 12 -.567 .968 .20415 .413068 .171

Valid N (list) 12

Sources: Author’s calculation
As we can be seen from the table above, GDP growth has positive average 5.57 per 
cent, while minimum value is achieved in 1.9 per cent and 1.31 per cent maximum and 
with a standarddeviation 3.24 per cent. VariableGrFDI/GrGDP has average 3.99 per 
cent, minimum is negative showing that every decrease of foreign direct investments 
will have negatively impact in GrGDP, in our case it is -4.60 per cent, maximum value 
with 17.63 per cent and 74.76 per cent standard deviation. Export growth has average 
20.42 per cent; with a minimum value -5.67 per cent, maximum 9.68 per cent and 
Standard deviation 41.37 per cent. 

Correlation analysis

Table 2, shows the correlation, which presents a summary of mutual relationships 
between all the variables (Buyuksavarci and Abdioglu, 2011). Based correlation 
analysis there are positive correlation between growth GDP with growth of 
export. While negative ratio correlation have between the GDP growth and growth 
of FDI.

Table 2 Pearson Correlation analysis

Correlations
GrGDP GrFDI GrEXP

GrGDP Pearson Correlation 1
Sig. (2-tailed)
N 12

GrFDI Pearson Correlation -.532 1
Sig. (2-tailed) .075
N 12 12

GrEXP Pearson Correlation
N

.135 .382 1
Sig. (2-tailed) .676 .220
N 12 12 12

Sources: Author’s calculation
As can be seen from the table above GrGDP has positive correlation with GrEXP 
with .135 and sig. 676. While negative correlation with GrFDI with -532, which
means that any increase in this will impact in the reduction growing the GDP.
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Linear regression model

Linear regression model for the growth of GDP is presented in the equation below.
Based on research conducted by the authors of the above-mentioned, above the
intersection of foreign direct investments and increase of GDP as dependent variable,
was to assess the impact of the explanatory variables in economic growth in the
country. In our case, the purpose of this research is to explore how the foreign direct
investment (FDI) and increase of exports will aff ect the economic growth. Our study
is based on a model developed by the authors Balasubramanyam (1996); Borensztin
(1998); Carovic (2002) and Apergis (2008). This is a paradigm that can be realized by
using soft ware for econometrics SPSS.
Linear  regression model for capital adequacy is:

Where:
GrGDP - Growth of gross domestic product in the period t,
GrFDI -  Growth of foreign direct investments.
GrEXP – Growth of export
Where t=2018-2019, c=constant for each variable 
In the table below is presented a summary of the linear regression model presented
R, R Square, Adjusted R Square, Standard error of the estimate and Durbin-Watson
test.
Table 3 Model Summary

Model Summary

Model R R Square Adjusted RSquare Standard error of 
the estimate

D u r b i n -
Watson

1 .646a .417 .287 .027425 2.139

a. Predictors: (constant), Growth of EXP, Growth of FDI

b. Dependent variable: GDP Growth
Source: Author’s calculations

R is equal .646a, which shows that the dependent variables has 64.6 per cent correlation
with independent variables, while R Square is .417, which shows that 41.7 per cent of 
dependent variables explained by independent variables. Adjusted R Square is .287,
which shows that 28.7 per cent of the variety of dependent variables  explained by the
variation of the independent variables. Our analysis to verify the sustainability of the
model was used serial correlation. 
The value of the correlation Durbin-Watson test can be at intervals of 0 to 4. If the
value of Durbin-Watson is close to zero then the serialcorrelation shows that the dates
on the model has positive impact between residual value. If the correlation Durbin-
Watson is close to  four (4), shows that the dates have negative on serial correlation
model. Model can be considered stable when results Durbin-Watson are close to
the value two (2). Test Durbin-Watson considered that there is no serial correlation
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within the interval from 1.5 to 2.5, that shows us that there is no serial correlation on 
residual value or there is autocorrelation within residual value. Therefore, based on 
this interval, fi ndings in our study show that Durbin-Watson is in amount in  2.139, 
within the value that the model is stable.

The results of the linear regression Anova:
Table 4 Results of linear regression ANOVA

ANOVAa

Model Sum of Squares Diff erence Mean Square F Sig.

1
Regression .005 2 .002 3.217 .088b
Residual .007 9 .001
Total .012 11

a. Dependent variable:GDP Growth

b. Predictors: (constant), Growth of EXP, Growth of FDI
Source:Author’s calculation

F-test is equal with 0.88 shows that all statistics coeffi  cients are signifi cant and
diff erent from zero.
Coeffi  cients of linear regression
Table 5 Coeffi  cients linear regression

Coeffi  cientsa

Model
Unstandardized
Coeffi  cients 

Standardized
Coeffi  cients T Sig.

B Std. Error Beta

1

(Constant) .063 .009 6.705 .000

Growth of FDI .030 .012 .683 2.481 .035

Growth of EXP .031 .022 .396 2,438 .044

a. Dependent variable: GDP Growth
Source:Author’s calculation
Based on the model presented as well as the computation of coeffi  cients through 
linear regression, model with coeffi  cients will be:

The results presented in the table above show that variables growth of FDI is positive
with 97.9%  signifi cance level  with positive sign (P=0.035). Econometric results
indicate that increasing 1 per cent of the FDI  aff ects the growth of GDP for  3.0 per
cent, when all other model factors held constant.
Econometric results show that export growth has a positive impact on the level of 
credibility of 95.0% with positive sign (P=0.044). Econometric results indicate that 
increasing 1 per cent of the export growth infl uences the increase to 3.10 per cent 
in growth of GDP, when all other model factors held constant.
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Conclusions and Recommendations

The development of the export sector in Kosovo in competition will require
investments in infrastructure, improvement and strengthening of the institutional
capacity including:investment in infrastructure, increase institutional effi  ciency and
standardization of product that will be able to comply with the requirements of 
international standards and the European Union. Market globalization has made that 
success in markets for export aff ected more and more by the ability of governments
to support an environment that helps free trade services and logistics effi  cient.
Governmentsand supporting institutions empowers the economy should have
focused on increasing businessesproduction, increasing competitiveness and the
promotion of exports. Implementation of the integrated strategy export promotion
requires coordination of activities by the Government, business associations and
other actors in several key areas. The foreign direct investment (FDI) is playing a 
key role in the process of global economic integration. They can be considered as
a fundamental determinant of economic growth, begin at a micro and macro level
completed, especially for the developing countries, a phase in which is located
the Kosovo as well.  From the econometric aspect, based on the linear regression
analysis we conclude the position of exports and foreign direct investments and their
interrelation with other components which aff ects the increase / decrease of gross
domestic product (GDP). These conclusions are as follows:
• Econometric analysis indicates that any of the foreign direct investment in relation

to GDP has a positive impact on the growth of gross domestic production and this
is confi rmed by the level of credibility of 97.00 per cent.

• Econometric results showed that any increase in the level of exports in relation to
GDP has a positive impact on the growth of the gross domestic product. This is
also the econometric analysis verifi ed through the level of credibility of 95.0 per
cent.

Recommendations : Based on empirical fi ndings of this paper, some recommendations 
are  implementation  of  legal regulatory aspects onthe trade agreements as well as in
the aspect of the tax system in accordance with European Union legislation, should
be given an incentive this sector through specifi c policies and concrete incentives to 
increase the interest of investors. The unstable political environments increase the
risk, which tend to avoid investors. In addition, political factors such as corruption, 
bureaucracy and law, are not only att ribute investment risks, but direct additional
costs.
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