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From previous studies, the effects of expenditure on economic growth appear to provide mixed results.
Despite this uncertainty, theory suggests that expenditure induce growth. In Kenya, economic growth
has been fluctuating despite the devolved expenditure increasing over time. It is against this
background that this study was carried out to investigate empirically the short-run and long-run effect
of components of county spending on growth in Kenya using panel data set over the period 2013 to
2017. Employing Harris-Tzavalis test, the study tested for the panel unit root and found that all variables
were non-stationary at their level except gross county product (GCP). To check if the variables have
long-run relationship, this study applied F bounds test. The result for this test revealed that there exists
a long-run relationship among the GCP growth and regressors in the model. Once co-integrating was
confirmed using F-bound, the long-run and ECM estimates of the ARDL model were obtained. The
ARDL results revealed that spending on recurrent expenditure exerts a positive and significant effect
on economic growth both in short-run and long-run hence confirming Keynesian theory in Kenya.
However, capital expenditure was insignificant during the study period. From a recommendation
standpoint, this study submits that the policymakers need to put in place policies that will improve
budget allocation and execution so as to improve expenditure increase to capital infrastructure. This is
necessary since counties lack infrastructures that help promote private capital accumulation and
consequently county GCP.

Keywords: Gross county product (GCP), counties, expenditure, panel, autoregressive distributed lag model
(ARDL), short-run, long-run.

INTRODUCTION

The universal drive towards devolution has been
increasingly justified on the basis that greater transfers of
resources to sub national governments are expected to
deliver greater efficiency in the provision of public
commodities and accelerate development (Martinez-
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Vasquez and McNab, 2005; IMF, 2016). Further, many
studies on the linkage between spending and economic
expansion have been conducted at the national and
international level, for instance, Kakar (2011) and Kimaro
et al. (2017). The causes of much of the disparity in
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county growth over time are not well understood. In
particular, the effect of county expenditure on economic
expansion has not been investigated exhaustively.
Several studies (Mutie, 2014; Nanjala, 2015; Maingi,
2017) have attempted to investigate the channels through
which different fiscal decentralization can affect growth in
Kenya. From these studies, the effects of expenditure on
growth appear to be inconclusive and other provides
mixed pictures.

Devolution is thus projected to make county spending
more efficient (ICPAK, 2014), create opportunities for
county regimes to mobilize resources around
development ambitions (Muriu, 2013) and encourage
better coordination between various stakeholders. In
addition, devolution is expected to provide each devolved
unit the autonomy to pursue a development strategy
tailored to its own economic advantage (KIPPRA, 2016),
thus contributing to greater county economic growth
(IMF, 2016).

Fiscal decentralization may influence county economic
expansion are as follows. First, county investment in
infrastructure is believed to have a direct effect on
economic expansion through increasing the county
capital stock. The second channel is the externality effect
of spending that alters growth indirectly by raising the
marginal productivity of private factors of production
through spending on education and health sectors, which
add to human capital accumulation. The third channel is
intersectoral productivity differentials which makes some
sectors to have more potential than others (Age'nor,
2007; Maingi, 2017). The final channel is spending on
commodities that increase the aggregate demand
(Age'nor, 2007; Kakar, 2011).

Table 1 shows the trend of growth and government size
growth in Kenya from 2012 to 2017. From the table, there
is evidence that the size of government has been rising,
both county and national, in Kenya. However, the growth
of government size is that of double digit while GCP is
growing at a single digit. Further, the increasing wage bill
accounts for the rapid growth in government size over the
years (OCOB, 2017). In the review period, the rate of
expansion of GCP was cyclical, depicting no clear pattern
and responsiveness to changes in both national and
county sizes (KIPPRA, 2016; KNBS, 2019). Despite the
widespread government strategies to foster economic
growth, increase in spending has tended to expand faster
than that of county GCP expansion. The trends in this
Table 1 reveal a widening gap between government size
and GCP growth and therefore a concern that this study
is interested in.

Therefore the paper attempts:

1. To determine the long-run and short-run effect of
county government recurrent expenditure on county
economic growth in Kenya.

2. To investigate the long-run and short-run effect of
county government capital expenditure on county
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economic growth in Kenya.

LITERATURE REVIEW

Solow (1956) model concludes that the addition of
physical capital cannot account for either the vast
expansion over period in output per worker. The theory
forecasted technological progress typically assumed to
expand at a constant ‘steady state’- is what determines
permanent output expansion in long-run (Romer, 2001).

As pointed, in the neoclassical growth model, if the
incentive to save /invest in new capital is influenced by
fiscal policy, this alters the equilibrium capital output ratio
and therefore the level of output path, but not its slope.
The new feature of the public policy endogenous
expansion model of Barro and Sala-i (2003) and
Madhumita et al. (2019) is that fiscal policy instruments
can determine both the level of output path and the
steady state growth rate of county.

The Keynesian paradigm treats county spending as an
exogenous policy determined variable and economic
expansion as endogenous and explained by the
expenditure. A key factor in the Keynesian model is that
the expansion of aggregate effective demand should
accelerate to economic accumulation and pull the county
economy out of the recession (Romer, 2001). Keynesian
economics is an economic theory of total economy
spending and its effects on output and inflation.
Keynesian economics is considered a "demand-side"
theory that focuses on changes in the economy over the
short-run (Romer, 2001; Ntibagirirwa, 2014).

Linking theories: Government

economic expansion

expenditure and

Wagner’s law of “increasing public and state activities”
claims that the role of county expenditure is an
endogenous variable in the process of economic
expansion. Wagner’'s hypothesis asserts that economic
expansion leads to increase in income, which results in
increased demand for public goods and services. The
demand for such public utilities is due to industrialisation
and urbanisation, and it increases perpetually; to
continue to provide these services, the counties needs to
make huge budget allocation. The Keynesian framework
holds that county expenditure is an exogenous factor that
accelerates county growth, or expenditure can be used
as a policy measure to generate employment, and boost
economic activity at county level (Nanjala, 2015; Maingi,
2017; Madhumita et al., 2019). From the combination of
the above two economic views, this study develops a
circular flow as presented in Figure 1.

Empirical research gap

A criticism of previous empirical studies is that if data on
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Table 1. Government size in Kenya.

Year 2012 2013 2014 2015 2016 2017
Real GCP growth rate - (%) 4.6 5.9 54 5.7 5.9 4.9
National expenditure - (% GCP) 23.7 23.7 25.9 26.6 25.3 24.6
County expenditure - (% GCP) 1.0 4.3 5.4 5.4 5.3 5.3

Source: KIPPRA (2016), GoK (2018) and KNBS (2019).
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Figure 1. The combination of Wagner’'s Law and Keynesian views on circular flows. Source: Keynes’s (1936)

views; Wagner’s (1958) views.

the variables is not stationary it may be that, due to the
common trends in variables, there can be spurious
correlation which imposes upward bias of the estimated
coefficients. One way to correct the problem is to run
regressions model in the form of first differences.
However, such a remedy has its own limitations because
it generates only short-run effects, while the relationship
is predicted to be long-run. Such analysis can give wrong
conclusions. This study used the Error Correction Model
(ECM), which distinguishes between short-run and long-
run estimates of county fiscal variables on economic
expansion and determines the speed of adjustment to the
long-run. In addition, a number of the studies, Oguso
(2017) and Gebreegziabher (2018) made use of time-
series and OLS approach which are prone to many
econometrics limitations like multicolliniality. In addition,
panel diagnostic tests, stationarity test, and co integration
which are very crucial in modeling were glaringly absent.
This could put to question reliability of the results so
presented.

METHODOLOGY

This study employed historical research design so as to capture the

trend of county GCP accumulation and county spending. Historical
research design leads to understanding of the past and its
relevance to the present and the future. This was carried out in the
period 2013 to 2017 using annual series secondary data for 47
counties and panel ARDL technique, resulting in 235 county-year
observations. This study was carried out in Kenya. This is because
in the study period, there has been a significant transfer of funds to
47 county governments by the national government in order to
address disparities in country economic growth. The secondary
data was from previous publications which could only be sourced
from secondary sources. The study utilized annual panel data from
Statistical abstracts, Economic surveys, Gross County Product
report and County Budget Implementation Review Reports -Kenya.

Following studies of M’amanja and Morrissey (2005) and
Facchini and Melki (2013), logs (In) of the variables were taken for
the estimation of the panel model so as to allow for regression
coefficients to be treated as elasticities. An advantage of
expressing the variables in natural logarithmic form is to reduce the
problem of heteroskedasticity and also achieve stationarity in the
lower order of integration (M’amanja and Morrissey, 2005; Greene,
2012). Thus, panel regression to be estimated was:

y = f(rg,cg,ng,ar, hc,cr,tc,ec),Iny;—1 = fo + prinrg;r—1 +
Balncgic—1 + Bslnng;c—q + Balnary_ 1 + Bslnhc;q + Belncrie—q +
Brlntc;r—q + Pglnecie—y + &

@

Where, In y -County real Gross County Product (GCP) per Capita,



Incg - County capital expenditure, Inrg- County recurrent
expenditure, Inar - Absorption rate of County government
expenditure, Inhc - County Human capital, Incr - County
Corruption rate, Intc - County Total Crime rate, [n ec -Electricity
Consumption.

GCP is the total value of output - goods and services - produced
in the county economy. The accurate measurement of growth is
real GCP. It removes the effect of inflation. The GCP growth
variables data were obtained from World Bank report and Gross
County Product (GCP) report. County expenditure on capital goods
was supposed to add a country’s physical capital which, in turn,
could complement private sector productivity and increase
economic growth in the process. The sign of the variable was
therefore expected to be positive. But recurrent expenditure was
expected to give a negative result, since most recurrent expenditure
is for consumption purposes. Consumption expenditure is
ineffective on the grounds of well - known crowding - out
phenomenon that is, as public goods are substituted for private
goods, thus causing lower private spending. The fiscal variables
were obtained from Statistical Abstract and annual county Budget
Implementation Review Report.

Building on previous empirical researches (M’amanja and
Morrissey, 2005; Facchini and Melki, 2013), a simple growth
equation was formulated from Equation (1).

lnYi't,1 = [:‘:lnXi’t,1 + yln Gi’t,1 + W+ ve + gt )

Where, InY; 1 - the dependent variable - County GCp growth;
InXi+1 - set of explanatory variables apart from components of
county expenditure; InGj.1 - the county expenditure variables; 8
and y - are parameters to be estimated; ;- county fixed effects; v; -
time fixed effects; & — the error term and the subscripts i and t
represent county and time period respectively.

Panel unit root test

The panel unit root tests allow investigating mean-reversion
(stationarity) in the group (panel) of series. Most time series data
are mostly characterized by stochastic trend which can be removed
by differencing (Greene, 2012), because the variables should be
integrated of the same order. This study adopted HT (1999)
techniques to verify the presence of unit root. These tests allows for
heterogeneous serially correlated errors, and suitable for data sets
with small number of panels like in this study (Greene, 2012). The
following equation has been considered by HT (1999) to test unit
root.

AXjeoq = @i +BiXiemr + 25 Vij AXieoj + €i¢ )

Where A is first difference operator, X;, is dependent variable,
& is the white-noise disturbance with a variance o%of ,1,..., N
indexes county and 1,...,T indexes time.

Panel ARDL specification and co-integration tests

ARDL F-bounds test co integration was used to estimate this study.
These tests allow diverse cross-sectional interdependences along
with other different individual effects to ascertain the co integration
(Pedroni, 2004). Estimation of co integrating relationship requires
that all panel data series variables in the model to be integrated
order of one. However, panel ARDL model overcomes this problem
by introducing F-bounds testing procedure to establish long-run
relationship among variables. It does not require, as such, that
variables of interest have the same order of integration to model
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long-run relationship (Pesaran et al.,, 2001; Mamanja and
Morrissey, 2005). The error correction framework of the series can
be represented as follows

Alny;e_q = Bo+ Xl rdInrg ey + o Bollncgie—q +
21":0 Bsdlnng;1 + Z;‘:o BiAlnar;y + Zi'(:o BsAlnhc;, 1 +
21":0 Bedlncryp_q Z;‘:o BsAlneciy1 +
Ko Bsdlntcp_y + YECM;y_q + & ) )
5

In this equation 1y, is the effect multiplier that measures the
immediate effect that a change in G; will have on change in Y On

the other hand ECM ,_, is the feedback effect, and shows how

much of the disequilibrium is being corrected, that is, the extent to
which any disequilibrium in the previous period effects any

adjustment. Theoretically, the coefficient of ECM_; variable is
supposed to have negative sign for convergence. The variable
ECM, , is the ECT which captures the long-run effect between

variables. ECM has the strength of retaining both short-run and
long-run information.

The estimation results can be biased and inconsistent if
econometric problems such as heteroscedasticity, serial correlation
and correlation of error term occur in the model. Therefore,
diagnostic checking was essential to ensure the model was free
from econometric limitations.

RESULTS AND DISCUSSION
Panel unit root tests

Accordingly, HT (Harris—Tzavalis, 1999), unit root test
was applied at level and at first difference and result is
presented in Table 4.

The results in Table 2 indicate that all variables were
stationary at all level except GCP per capita at 4% level
of significance. Thus the null hypothesis of non-stationary
for all cannot be rejected and hence the series contains a
unit root. However, they become stationary after the first
difference implying that the variables are integrated of
order one, | (1). However, differencing of a non-stationary
series solves the problem of spurious regression results;
it leads to a loss of important information about long-run
properties of the study variables.

Panel co integration test

This study applied panel autoregressive distributed lag
model (ARDL) approach introduced in Pesaran et al.
(2001). Given the relatively small sample size in the
present study, this study extracted the appropriate critical
values from Narayan (2004). In this study, ARDL F-
bounds test for panel co integration was applied and the
result for co integration analysis between county real
GCP per capita and the regressors is shown in Table 3.
From the result in the table, the computed F-statistic of
the model was 6.26 which is higher than the upper bound
critical value (3.39) at 5% level of significance. This
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Table 2. Panel unit root tests using HT.

Variable Statistic Z P-Value Variable Statistic Z P-Value  Order of integration
Iny 0.5352 0.495 0.6896 Alny -0.6761  -12.758***  0.0000 1(1)
Incg 0.1754 -4.568*** 0.0000 1(0)
Inrg 0.1627 -4.745%** 0.0000 1(0)

The null hypothesis is that the series is non-stationary or the series has a unit root. ***, **: 1, and 5% significance level; A symbol indicates that the

first difference of the variable was taken.

Table 3. F-Bounds test result for panel co integration relationship.

Test statistics Value Lag Significance Bounds critical values
level (%) 1(0) 1(1)

F-Statistics 6.261707** 4 1 2.79 4.10
K 8 5 2.22 3.39
10 1.95 3.06

Null hypothesis: No level relationship; ***, **: 1 and 5% significance level; Critical values were obtained from Narayan (2004) case I,
restricted trend intercept and no trend for 47 observations, pp. 26-28. The number of regressors is 8.

implies that there exists a long-run relationship among
the real GCP per capita and regressors in the model. To
determine the long-term elasticities, this study employed
the panel ARDL model technique. The main strength of
ARDL test is that it is more robust and performs better for
small sample size like in the current study.

Long-run effect of government recurrent expenditure
on growth

Table 4 presents the result on effect of county recurrent
government expenditure (Rg) on county GCP growth in
the long-run.

The individual panel ARDL result revealed that the
effect of county recurrent expenditure on economic
expansion was positive and statistically significant in the
long-run. Thus, one percentage point increase in recurrent
spending would cause an increase in real GCP per capita
by 0.17%. The result confirmed the fact that most
functions of counties are on recurrent spending like
health, education and pre-primary service (OCOB, 2019).
Also, the significant relationship in counties can be
attributed to high recurrent expenditure, for example, the
approved budget allocation on recurrent and development
spending was 62.0 and 38.0%, respectively, in 2014/15
(OCOB, 2017). Further, Kenya’s private consumption
spending recorded the highest growth since 2013, of
7.0% in 2017, accelerating further GCP growth (GokK,
2019; KNBS, 2019). The expansionary expenditure, as
explained, can accelerate growth of the output in long-run
until resources are fully employed in counties. The result
is consistent with other studies (Mudaki and Masaviru,
2012; Gebreegziabher, 2018) on positive effect of

recurrent expenditure on economy in long-run. In contrast,
Mutie (2014), Oguso (2017) and Maingi (2017), found a
negative relationship between recurrent expenditure and
growth.

From the results on Table 4, the effect of county capital
spending on real GCP growth was positive but
insignificant at any conventional level of significance in
long-run. The result generally revealed that county
government capital expenditure did not add significantly
to economic expansion in 47 counties during the period
under review. This can be justified since most functions
of counties are on recurrent expenditure like health and
education sectors. Usually, there is always a lag between
capital allocation, disbursement and spending. Most
often, the actual capital amount disbursed relative to
recurrent expenditure is very small and may not have
been enough to have a significant effect on economy
(OCOB, 2017). The above finding is consistent with the
conclusions of other studies like, Nanjala (2015) and
Muguro (2017), which point to insignificant relationship in
Kenya in the long-run. In contrast, other studies (Oguso,
2017; Gebreegziabher, 2018), concluded that a positive
relationship exists in the long-run.

The coefficient of human capital was positive and
insignificant at the 5% level in the long-run. The
estimated coefficient of human capital of the county
economy has a positive sign but not significant at any
conventional level. A possible explanation for insignificant
result is the low level of county spending in capital
expenditure (infrastructure on education), probably
because effects from education sector would have very
long lags, cost of education and inequity in access,
market failure, under-enrollment, school drop-out, low
education expenditure absorption rate and corruption
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Table 4. Long-run regression result based on AIC-ARDL (0, 1, 0, 3,1, 1, 1).

Variable Coefficient Standard error t- Statistics P-value
Inrg 0.172109** 0.074648 2.305608 0.0221
Incg 0.039798 0.044916 0.886040 0.3766
Inar 0.737254** 0.357025 2.064994 0.0401
Incr 0.326320*** 0.083228 3.920807 0.0001
Inec 0.217309*** 0.050008 4.345518 0.0000
In he 0.069975 0.167153 0.418631 0.6759
Intc -0.203137* 0.113608 -1.788058 0.0752
Cons 0.298654 0.190859 1.564786 0.1191
Goodness of fit test R® = 0.836753 Adjusted R> = 0.826221
LM Test F(4,210) = 0.864524 Prob>F = 0.4861
Breusch - Pagan test F(17,214) = 10.03735*** Prob>F = 0.0000
Pesaran CD (z) = -1.290885 Pr = 0.1967
Ramsey-reset test F(1,214) 0.662835 Pr = 0.4165
F statistics = 83.58966*** P-value(F) = 0.0000
Goodness of fit test R2 = 0.869115 Adjusted R2 = 0.858718

*x ok %1, 5 and 10% significance level; Iny -County real Gross County Product (GCP) per Capita,
recurrent expenditure, In ar - Absorption rate of County expenditure, In hc - County Human capital, In cr - County Corruption rate,

Crime rate, In ec -Electricity Consumption.

(Adawo, 2011; OCOB, 2017). This result is consistent
with several studies (Kweka and Morrissey, 2000;
Cardenas, 2007; Adawo, 2011) in that it found human
capital to be insignificant. In contrast, Hushain et al.
(2011); Gebrehiwot (2015); Kartal et al. (2017); and
Mohsin et al. (2017) point a positive relationship.

The estimated coefficient of county expenditure
absorption rate is positive and statistically significant in
the long-run at 5% level. The significant relationship can
be attributed to improved spending rate in counties of
over 65% (OCOB, 2017). Further, this demonstrates that
economic growth is often tied to public expenditure, that
is, failure to spend budgeted money directly affects the
rate at which the county economy expands in the long-
run. The conclusions are in agreement with Becker et al.
(2012) study in Europe but contrast Claudia and Goyeau
(2013) study in Europe, and lonica et al. (2017) study in
Romania.

The results of the regression analysis sustain the
hypothesis that total crime has a 10% statistical
significant negative effect on county growth. The effects
of crime on county businesses can be particularly
damaging because they can involve both short-period
costs and long-term consequences for economic
development by diverting resources to crime prevention
measures and otherwise discouraging private investment
and thus decelerating county economic growth in long-
run. A number of studies report that crime decelerates
growth in the economy (Cardenas, 2007; McCollister et
al., 2010), whereas other holds that the effect is
ambiguous or even absent (Chatterjee and Ray, 2009;
Goulas and Zervoyianni, 2013).

In cg - County capital expenditure, In rg- County
Intc - County Total

Corruption was positive and statistically significant at 5%
level in counties. The result was against prior expectation
that corruption perceptions rate has significance and
negative effect when linked to economic growth.
However, this result can be attributed to the data on the
number of reported cases to EACC which under-estimate
considering that not many corruption cases are actually
reported in Kenya. Further, numerous studies (Mo, 2001;
Pellegrini, 2011) had demonstrated that the negative
relationship between corruption and economic growth
was likely to fade away when other specific variables are
included in the analysis. In addition, Mo (2001) and
Pellegrini (2011) argued that the effect of corruption on
economic expansion becomes positive after adding
human capital and other macroeconomic variables. Other
studies support ambiguous results between variables
(Mo, 2001; Hanousek and Kocenda, 2011; Pellegrini,
2011).

The effect of electricity consumption on real GCP is
positively related and significant at 5% in long-run.
Almost all consumption and investment activities in
county level use electricity. Empirical results support the
findings, for example, Odhiambo (2015), Shaari et al.
(2012) and Hammed (2016) but Javid et al. (2013)
contrasted the result.

Short-run impact of county recurrent expenditure on
economic growth

After the long-run co-integrating analysis, the next step is
to estimate the short-run dynamic parameters within the
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Table 5. Short-run regression result based on AIC-ARDL (1,0, 1,1, 3,1, 1, 1).

Variable Coefficient Standard error t- Statistics P-value

Alny 0.121080* 0.064295 1.883196 0.0613
Alnrg 0.041532** 0.017191 2.415894 0.0165
Aln cg 0.012064 0.010664 1.131342 0.2595
Aln ar 0.146693*** 0.052704 2.783324 0.0059
Aln cr -0.022315%** 0.008413 -2.652314 0.0086
Aln he 0.077260*** 0.025301 3.053665 0.0025
Aln ec 0.200397*** 0.014893 13.45537 0.0000
Aln tc -0.105820*** 0.021968 -4.816972 0.0000
ecty_q -0.241310*** 0.031560 -7.646052 0.0000
Cons 0.069422*** 0.009716 7.145338 0.0000

LM test F(4,205) = 0.354537 Prob>F = 0.8407

Breusch - Pagan test F(20,209) = 7.176797*** Prob>F = 0.0000

Pesaran CD (z) = -0.891176 Pr = 0.3728

Ramsey-reset test F(1,209) = 1.053198 Pr = 0.3060

F statistics = 44.15612*** P-value(F) = 0.0000

Goodness of fit test R’ = 0.641592 Adjusted R = 0.627062

wkoxx %01, 5 and 10% significance level; A - First difference operator, ect,_,- representing the error -correction term.

panel ARDL framework. Here, the lagged value of all
level variables (a linear combination is denoted by
CointEq) was retained in the panel ARDL model.
Consistent with the long-run findings, the estimated short-
run regression results revealed similar results, as
presented in Table 5. From the table, in the short-run
recurrent expenditure was positive and statistically
significant at five percent level of significance. Since this
result was contrary to economic theory, the study posits
that the result should cautiously be interpreted as a
special case for the 47 county’s economy in the short-
run, which is not only characterized by poor institutional
quality but also weak infrastructural base. This finding
can be attributed to a high recurrent allocation being
experienced in most counties and hence increasing
purchasing power of the population in the short-run
(Romer, 2001; OCOB, 2019). Higher recurrent allocation
of the county accelerate demand for commodities, which
in turn allows suppliers to increase use of their productive
capacities by hiring new factor of production thus grow
output. This study was consistent with the findings
obtained by Age'nor (2007); Mudaki and Masaviru (2012);
Claudia and Goyeau (2013) and Gebreegziabher (2018).
In contrast, Mutie (2014), Maingi (2017) and Gupta
(2018) found a negative relationship.

From the result in Table 5, the impact of county capital
spending on real GCP per capita was insignificant in the
short-run. Capital allocation is typically seen as spending
creating future benefits, as there could be some lags
between when it is incurred and when it takes effect on
the county. They are more discretionary and are made of
new programs that are yet to reach their stage of
completion (Age'nor, 2007). Most often, the capital

budget relative to recurrent expenditure is very small and
may not have been enough to have impact on county
growth in short-run (OCOB, 2019). The above findings
agree with the results of Muguro (2017) and Oguso
(2017) in Kenya; however this finding contrasts other
studies (Maingi, 2017; Gebreegziabher, 2018), that
shows that positive relationships exist in the short-run.

The coefficient of human capital was positive and
significant at the 5% level. This result can be attributed to
increase in county and national government education
sector budget, thus stimulating productivity for private
factors of production and the accumulation of private and
public capital, thus economic growth (OCOB, 2019). In
addition, the government of Kenya offers secondary
education to population at no cost or at subsidised level.
The result is similar with the results of Husnain et al.
(2011), Gebrehiwot (2015), Kartal et al. (2017) and
Gebreegziabher (2018). In contrast, Adawo (2011) found
that that the relationship is negative.

From the result in Table 5, county expenditure
absorption rate was positive and significant to at 5% level
in short-run. This result is consistent with the long-run
result. If absorption rate is lower there will be deterioration
of the economy. The finding agrees with those of Becker
et al. (2012) study on Europe but contrast Claudia and
Goyeau (2013) study in Europe, and lonica et al. (2017)
study in Romania on effect of fund utilization on growth.

County Crime rate was negative and significant at 5%
level of significance in relation to county economic
growth. Crime increase imposes large costs to both
government and private sectors which have a negative
impact on investment and growth in short-run. Other
studies report that crime decelerates county growth



(Cardenas, 2007; McCollister et al., 2010), whereas other
concludes that the impact is insignificant (Chatterjee and
Ray, 2009; Goulas and Zervoyianni, 2013).

Corruption was negative and statistically significant at
5% level in the short-run. Thus, corruption impedes
county economic growth by distorting other macro-
economic factors at county level in the short-run. County
corruption can result in fund misallocation when decisions
on how public resources will be invested are made by a
corrupt county agency (Rodden, 2004). This result is
similar to those of Murphy et al. (1991). Also, other
studies find ambiguous effects of corruption (Mo, 2001;
Hanousek and Kocenda, 2011; Pellegrini, 2011).

Effect of electricity consumption on real GCP per capita
is positively related and statistically significant at 5%.
Population access to affordable electricity is a key
condition to achieving county economy growth and
poverty reduction in Kenya. Empirical results agree with
the conclusions of Odhiambo (2015), Shaari et al. (2012)
and Hammed (2016), but Javid et al. (2013) contrasted
the result.

The estimated coefficient of the error correction term
(ECT) has the appropriate negative sign (-0.24) and
statistically significant at 1%. However, ECT; is quite
low, that of -0.24, implying that equilibrium slowly
converge to long-run equilibrium in counties. This implies
the speed of adjustment is 0.24% which is relatively low
where 24% of disequilibrium is corrected in the first year.
The implication is that disequilibrium can persist for a
long period of time, hence explaining the significance of
the lagged effects on county growth in Kenya.

Adjusted R? and p-values for both models showed that
the overall goodness of fit of the models was satisfactory.
The F-statistics measuring the joint significance of all
regressors was significant at 1% for the model. Further,
the regression model passed all diagnostic tests except
heteroscedasticity, which was corrected by the use of
panel robust standard error.

Conclusion

The individual panel ARDL finding showed the effect of
county recurrent spending on county economic growth
was significant and positive in counties. This was true on
both long-run and short-run regression findings. As a
result, county spending augments the aggregate
demand, which stimulates an increased output depending
on county spending multipliers. The county governments
stimulate spending through increasing purchasing power
of the population through demand for raw materials,
which ultimately creates new jobs. The significant
relationship in counties can be attributed to high recurrent
expenditure budget allocation over the vyears.
Furthermore, most functions of counties are on recurrent
spending like health, education and pre-primary service.
The panel ARDL regression model results revealed that
capital expenditure was positive but insignificant both in
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the long-run and short-run. Implying, the positive effect of
higher public investment is offset by the negative results
of higher taxes. In addition, most functions of counties
are on recurrent expenditure like health and education.
Further, it could be due to a failure of government
spending; that is lack of prioritization of government
projects, weak budget preparation, crowding out effect,
ineffective monitoring and evaluation units to check the
quality of capital expenditure, and inefficient financial
planning processing. Also, it could be that these public
investments need a longer period to flourish.

The findings on control variables used in this study
confirm the importance of absorption rate of expenditure,
human capital and electricity consumption as key
accelerators of economic expansion in counties.
However, corruption and crime rate in counties were
identified as factors that impede GCP growth in Kenya.

The estimated coefficient of the error correction term in
short-run panel ARDL regressions models was low,
implying that the adjustment process towards equilibrium
was fairly low, hence explaining the significance of
lagged terms. This means that disequilibrium can exist for
a long period in Kenyan counties.

Recommendations

From a recommendation standpoint, this study submits
that for a robust economic growth, recurrent expenditure
is necessary as it stimulates output depending on county
expenditure multipliers. However from past results,
government recurrent spending, despite its significant
role in welfare advancements has been detrimental to
economic growth; for it to enhance growth there is the
need for policy makers in counties to examine its
composition. Even though recurrent spending currently
consumes on average over 63% of county budget, by this
study results, it should be noted that its positive
contribution to county economy is very negligible. It is
likely that the multiplier effect of capital allocation could
outweigh that of recurrent in the long-run.

The results also showed that capital public expenditure
has positive but insignificant effect on economic growth in
Kenya. This suggests that there is need for the county
authorities to reduce government recurrent expenditure
so as to free resources which can be used for
development purposes. The county government needs to
increase its investments and introduce such policies that
would protect and enhance private investments. There is
also the need for policies that will help control those
investments that compete with private investments. Also,
enhance budgetary control to ensure that exchequer
issues are utilized for the approved purpose.

Since the county allocation and economic expansion
co-move towards long-run equilibrium, the county authority
should constitute strong monitoring and evaluation
mechanisms to evaluate county public financed projects
in to get value for budget on those county projects.
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Areas of further research

The empirical work in this study was done on the
macroeconomic level, while the analysis of mechanisms
through which county spending become more effective
should involve mostly microeconomic investigation. Also,
macroeconomic analysis should be extended to include
the source of funds (tax revenue and budget deficit) used
to finance county public expenditure, need to be identified
and taken into account in the regression analysis.
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