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DEFINITION OF TERMS 

Concessionary idebts: iThese iare iloans ithat iare iextended ion iterms isubstantially imore igenerous 

ithan imarket iloans. iThe iconcessionality iis iachieved ieither ithrough iinterest irates ibelow ithose 

iavailable ion ithe imarket ior iby igrace iperiods, ior ia icombination iof ithese. 

 

Commercial debts: This is debt owed by a commercial entity and used to fund expenditures. 

It can be secured or unsecured 
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ABSTRACT  

The imain iobjective iof ithis istudy iwas ito iinvestigate ithe iimpact iof iforeign iaid ion ipublic 

iexpenditure iin iKenya iin ithe iperiod i1970-2018. iSpecifically, ithe istudy isought ito iestablish ithe 

iimpact iof iforeign iaid ion igovernment idevelopment, irecurrent iand itotal iexpenditure. i iTo 

iachieve ithe ispecific iobjectives, ithis istudy iemployed ia itime iseries idata ifor ithe iperiod i1970 ito 

i2018 iof itargeted ivalues irather ithan iactual ivalues iand iestimated iusing iOLS iestimation 

itechniques. iThe istudy ifindings iindicates ithat iour imain ivariable iof iinterest, iforeign iaid iwas 

istatistically isignificant iin iinfluencing itotal igovernment iexpenditure iand idevelopment 

iexpenditure ibut iwas inot isignificant iin iinfluencing irecurrent iexpenditure iin ithe iperiod iunder 

istudy. iEqually, ithe istudy irevealed ithat ithe itargeted iconsumption iin ithe ipublic iSector 

i(recurrent iexpenditure), itargeted itax irevenue ias iwell ias itargeted iflow iof ipublic iborrowing 

ifrom iboth idomestic iand iforeign isource iwere istatistically isignificant iin iinfluencing 

igovernment iexpenditure iin ithe iperiod iunder istudy. i i iWe ithus irecommend ithat ithe igovernment 

ishould istrengthen itax icollection iexercise iso ias ito iachieve ithe itargeted itax ias iit iimproved 

igovernment iexpenditure. iIn iaccordance ito ithe istudy ifindings, ithe istudy irecommended ithat 

igovernment ishould ireduce iborrowing iespecially ifrom idomestic isources idue ito ithe 

isignificance inegative iimplication ion istate iexpenditure. 

 i 
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CHAPTER ONE: INTRODUCTION 

1.1. Background of the study 

Foreign iaid idescribes ithe igrants iand iloans ithat iare iadvanced ito ideveloping icountries iby 

ideveloped inations iand imultilateral iorganizations ipurposefully ifor ithe idevelopment iof ithe 

ieconomy iand ithe ienhancement iof ithe iwelfare iof iit icitizenry. iGrants iare igiven iby idonor 

icountries ipurely ion itechnical ibases isuch ias itechnical iassistance iand ithey ioften ilack iobligatory 

irepayments i(Fowler, i2013; iWhite, i1992; iBeerier iet ial., i2015). iOn ithe iother ihand, iloans iare 

igiven iby idonor inations iwith iobligations ifor irepayment iat imaturity iat ithe iagreed iinterest. iThe 

iloans ican ibe icategorized iinto ihard iloans iand isoft iloans. iSoft iloans iare ifunds ithat iare igiven iat 

iconcessionary iinterest irates i(at ibelow imarket irate), iwhile ihard iloans iare igiven iat icurrent 

imarket irate iof iinterest iand imostly irepaid iin iforeign icurrency i(Barone i& iSpratt, i2015; iAli iet ial, 

i1999). i 

Kenya, ilike iother ideveloping inations iof ithe iworld, ihas iconsistently ifaced ibudget ideficits 

ioccasioned iby iunmet irevenue itargets iand ipersistent ishocks i(internal iand iexternal). iAt ia itime 

iof imarket iliberalization, ifiscal ipolicy ithat iis isupported iby iforeign iaid ihas iremained ione iof ithe 

imain itools ifor ibridging ithe ifiscal igap iand itargeting ieconomic igrowth ifor imany ideveloping 

ieconomies. iThis icould ihave ibeen ithe imain ireason iwhy imajority iof ithe ideveloping inations 

iused ito ireceive ihuge iexternal ifinancing ifrom ithe itraditional idonor icommunities. iThe irecent 

imassive ifinancial icommitments iby iinternational idonors ito ifight iextreme ipoverty iin ithe iworld 

ithrough ieconomic iaid iin ithe i2016 iAnnual iWorld iBank iand iIMF iconvention iin iIndonesia iand 

iother iglobal ieconomic isummits idemonstrate ithe irising ipledges iand ipayments iof idevelopment 

iaid ito ideveloping inations iin irecent iyears. i 

On ia itheoretical ibasis, iit iis iassumed ithat ias iaid iincreases ito ideveloping icountries, ipublic 

ispending iand ieconomic iactivities irises, ihence ileading ito idevelopment iand ipoverty ialleviation. 

iHowever, ithe ievidence isuggests ithat idespite ithe ivast iforeign iaid ifinancing iprojects iand 
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iprograms iin ithe ipast, ithere ihas ibeen ia iminimal ireduction iin ithe ilevels iof ipoverty iand ilittle ito 

ino ieconomic igrowth. iConsequently, iboth ithe idonors iand ithe irecipients iof ifinancial iaid iare 

ihighly iinterested iin idetermining iwhether ithe iimmense iaid ithat ideveloping inations ihave ibeen 

ireceiving iover ithe iyears iis ihaving ithe iintended ieconomic iconsequences iin iorder ito ishape ithe 

iinternational iaid ipolicy. i 

1.2. Contextual View of the External Aid in Kenya 

Kenya, ilike iother ideveloping inations iin iAfrica, ihas ibeen ia isignificant ibeneficiary iof i i iexternal 

iaid ifrom iother icountries isince ithe iattainment iof iindependence. iThe iimmense ivalue iof iforeign 

iaid ito ithe ibudgetary iprocess iin ithe icountry ihas ibeen iexplored iextensively iin ithe ipast, 

iespecially igiven ithe icountry’s ifrequent istruggles iwith ibudget ideficits. iThe itrend ianalysis ifor 

ithe idonor iaid igrowth iand igovernment ispending iis iillustrated iin ifigure i1. i 

Figure 1: Public Expenditure and Foreign aid inflows in Kenya (US$ Millions) 

 

Sources: i(World iDevelopment iIndicator, i2018) 
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Njeru i(2003) icontends ithat ithe iearliest isums iof iexternal iaid iat ithe itime iof iindependence iwere 

iadvanced iby ithe iBritish igovernment ito ithe istate iin isupport iof iland isettlement ischemes iand 

iaddressing ithe ipre-independence irecession. iFurthermore, iLagat i(2010) inotes ithe iremarkable 

iincreases iin ithe ilevels iof iforeign iaid iinflows iduring ithe itwo idecades ifollowing iindependence. 

iKenya ireceived ia ihigh iforeign iaid ibetween i1988 iand i1990 ibefore iit istarted ideclining iall 

ithrough ito iearly i2000’s. iMarkedly, ithe ispiraling igovernment iexpenditure ifueled iby i ihigh 

ilevels iof iaid iinflows iand ia istable imacroeconomic ienvironment iin ithe icountry iin ithe i“60s iand 

i‘70s i iwas ifollowed iby ithe i1980s iplacement iof ithe icountry iunder ia istructural iadjustment 

iprogram i(SAP) ias imultilateral idonors, iespecially ithe iWorld iBank, ibecame ihighly iconcerned 

iwith ithe ideteriorating ieconomic iconditions iduring ithe iperiod. iConsequently, ithe ilevel iof iaid iin 

ithe i1980s iremained ihigh isimilar ito ithe ipreceding idecade. i 

Figure 2: Government Expenditure and Foreign aid inflows to Kenya (% of GDP) 

 

Sources: i(World iDevelopment iIndicator, i2018) 



4 

 

The iaverage iflow iof iforeign iaid ito iKenya isince iindependence iin i1963 ihas ibeen iabout i6% ias ia 

ipercentage iof iGDP ias ishown iin ifigure i2. iThe iflow iof iincoming idonations ibetween i1970 iand 

i1999 iaveraged iapproximately i9% iof ithe iGDP, i20% iof ithe itotal ibudget, iand ifour ififths iof ithe 

icountry’s itotal idevelopment iexpenditure. iParticularly, ithere iwas ia iremarked iincrease iin iaid 

iflow ito ian iaverage iof i12 ipercent ibetween i1988 iand i1993 idue ito ithe iearlier iexplanation iowing 

ito ithe iintroduction iof istructural iadjustment iprograms. i iHowever, ithe itrend ichanged igradually 

idue ito ithe iprofound ireductions iin ithe iamounts iof idonor iinflows ia idecade ibefore iand iafter i2000 

idue ito ithe ifreezing iof iexternal idonor ifunding. iDuring ithis iperiod, idonors iwere inot ionly 

iconcerned iwith ithe islow ieconomic ireform, ibut ialso iwith iworsening ipolitical iconditions iin ithe 

icountry. iNotably, ithe ishow iof ifiscal idiscipline iand isatisfactory idelivery ipolicies, ias iwell ias ithe 

ichange iin ithe ipolitical ifocus iof ithe icountry idue ito ia iregime ichange iin i2002 isaw ithe iresumption 

iof iforeign iaid iinflows ito iKenya. iSince ithen, ithe icountry ihas ihad ia iconsistent imarginal irise iin 

iexternal iaid. i i i 

1.3. Statement of the Problem 

The iODA iinflows ito iKenya isince iindependence ihave inot ibeen ivery iconsistent i(Veledinah, 

i2014). iThough ithere ihas ibeen ian ioverall igrowth iin ithe iinflows iover ithe iyears, ithe iobserved 

itrend ihas inot ibeen iconstant. i iThe isignificant iincreases iwitnessed iin ithe imid-years ifrom i1963 

ito i2018 iODA ihave inot imissed icontroversy ieither iespecially iin irecent itime. iThis iis ibecause 

imost iof ithe irecipient ieconomies iof ithe iODA ihave inot iattained isubstantial ieconomic igrowth 

iand ipoverty ieradication ias ienvisioned i(Anyanwu, i2014) 

Similar ito iother iAfrican inations, ithe islowdown iin iforeign iaid iinflows iexperienced iin iKenya iin 

ithe i2000s ihas ibeen ireplaced iby ithe igrowth iin inon-domestic iaid ias ithe ibase iof iforeign idonors 

igradually iexpands ito iinclude itraditionally inon-donor ieconomies i(Veledinah, i2014). iEvidence 

ishows ithat ithe iinflows iof iconcessionary iand icommercial idebt ifrom iChina ito iKenya ihave 

iexpanded itremendously iin ithe irecent iyears, iaccompanied iby iunprecedented igrowth iin ipublic 
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idebt. iNew isources iof iexternal iaid ihave iparticularly icontributed ito ithe igrowth iin ibilateral iaid 

ithat ihas itremendously iincreased ithe ipublic idebt. iAccording ito iTreasury idata, iChina’s iaid 

iaccounted ifor iapproximately i62% iof ithe itotal ibilateral iaid ito iKenya iin i2015, iexceeding ithe 

icombined iamounts iof iaid ifrom ithe itraditional idonors i(Clapp, i2015). iFurthermore, ithe inominal 

iforeign idebt iconsistently iincreased ifrom i$9.65 ibillion iin i2012 ito i$16.49 ibillion iin i2015, 

imaking iup i26.4% iof ithe iGDP i(IMF iand iIDA, i2016). i 

The itrend iin iaid iinflows ito iKenya iover ithe iyears ihas inot ibeen iin isync iwith ithe itrend iof 

igovernment iexpenditure ias ican ibe iobserved ifrom ithe iprevious istatistics ipresented. iFor 

iinstance, ithe iperiod ibetween i1965 iand i1977 iexperienced ia idecline iin iflow iof iODA iwhereas 

ithe isame iperiod iwitnessed iconsistent igrowth iin igovernment iexpenditure imore iso ithe icapital 

iexpenditure. iIn iaddition, iwhereas ithe iperiod ifrom i1980s ito iearly i1990s isaw ia iremarkable ileap 

iin iflow iof iODA, ithe itotal igovernment iexpenditure idid inot iexhibit iany iconsistent itrend iduring 

ithe iperiod. iIn ithe ipast, ithe idebate iregarding ithe ieconomic iimpacts iof ithe iforeign iaid iin iKenya 

ihas ibeen imarred iby ithe ivast iinconsistencies i(Njeru, i2003). i 

Despite, ithe irenewed idonor icommitments iand iincrease iin iforeign iaid iinflows ito ithe ieconomy, 

ithere ihas ibeen ino isubstantial iinfluence ion ithe itotal igovernment iexpenditure. iThis iraises 

iquestions ion iwhether igovernment ispending iand iexternal iaid iare irelated. i 

1.4. Research questions 

The following are the primary questions guiding the study:  

I. What is the impact of foreign aid on public development spending in Kenya? 

II. What is the impact of foreign aid on public recurrent spending in the Kenya? 

III. What is the impact of foreign aid on total public spending in Kenya? 

1.5. Research Objectives 

The main objective of the study is to investigate the impact of foreign aid on government 

expenditure in Kenya. 
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1.5.1 Specific objectives 

I. To investigate the impact of foreign aid on public development spending in Kenya. 

II. To investigate the impact of foreign aid on public recurrent spending in the Kenya. 

III. To examine the impact of foreign aid on total public spending in Kenya. 

1.6. Significance 

The icurrent istudy iunveils ithe iimpact ithat iexternal iaid ihas ion istate ispending. iBeing ian 

iimportant isource iof ifinancing iKenya’s ibudgetary ideficit, iit iis ifundamental ito ianalyze iits 

iimpact ion ipublic iexpenditure. iWhile imost iof ithe iliterature ihas istudied ithe ieffects iof ifinancial 

iaid ion igovernment ispending, ilittle ihas ibeen idone ito isystematically ianalyze ithe iimpact iof 

iforeign ion istate ispending iby iseparating idevelopment iand irecurrent ielements iof ithe 

iexpenditure iespecially iin ithe icase iof iKenya. The iresearch iwill ienrich ithe iliterature iand idata ion 

ithis itopic ispecifically ifilling ithe igap iexisting iwhen ithe iexpenditures iare idisintegrated iinto ithe 

itwo icomponents inamely idevelopment iand irecurrent iexpenditures. iThe istudy iwill ialso ibenefit 

ithe ipolicy imakers ion ihow ito ibudget ifor iKenyan ibudget ithat iseems ito ibe ideeply irooted iin ia 

ivicious icycle iof ideficits. iIt iwill ialso ibenefit iinvestors iwho ihave iinterest iin iputting iresources iin 

ithe ivarious isectors iin ithe icountry. iThe istudy iwill ialso iidentify ipossible igaps ithat ican ibe 

iexplored iin ifuture iwithin ithe iacademic ibody ifor irecommended iresearch iin ithe ifuture. 

1.7. Structure of the paper  

Chapter i2 ifollows ithis iintroduction iand iprovides ihighlights iof ithe itheoretical iand iempirical 

iliterature ireview ias iwell ias ithe ioverview iof ithe itwo. iChapter ithree ipresents ithe imethodology 

ithat idiscusses ithe itheoretical iand iempirical imodels, ithe ivariables iand iexpected isigns, ithe ipre-

estimation itests. iChapter iFour ipresents iresults ifrom ithe iempirical iestimation iand itheir 

iinterpretations iwhile ichapter iFive idiscusses ithe isummary iand iconclusion ias iwell ias ipolicy 

irelevance iof ithe ifindings. 
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CHAPTER TWO: LITERATURE REVIEW 

2.1 Introduction  

This ichapter idiscusses ithe itheoretical iand iempirical iliterature ireviews iof ipast istudies ion ithe 

iimpact iof iforeign iaid ion ipublic iexpenditure iin iKenya. iThe itheoretical iliterature ifocuses ion 

imain itheories iused iin ithe istudy. iThe iempirical iliterature ishall ifocus ion irelating ior iarguing 

ipositively iwith ithe istudy ihypothesis. iThe ichapter ifinally iprovides ithe ioverview iof ithe itwo, 

ipointing iout iclearly ithe igap ithat ithe istudy iseeks ito ifill. 

2.2 Theoretical literature review 

The itheoretical ipreposition iof iLeontief i(1965) iwas ivery icategorical ion ithe iimpact iof iflow iof 

icapital ito ileast ideveloped ieconomies ion itheir ilong irun ieconomic igrowth. iBased ion ihis istudy, 

ithe imain isource iof ithis icapital iflow iwas iforeign iaid, iand isince idomestic iinvestments iare ias ia 

iresult iof idomestic isavings, iLeontief iinterpreted iexternal iaid ias isupplementary ito idomestic 

iborrowing ias ia imeans iof iboosting idomestic iinvestment. iHis isuggestion ipointed iout ithat ithe 

iinflowing iaid iwould ifinance icapital iinvestments iand itherefore ithe ihigher ithe iforeign iaid ito ia 

ination, ithe ifaster ithe iinvestment iand ihence ifaster igrowth irate. iLeontief ihowever iwarns ithat 

idomestic iinvestments imay ihave ia ilimited iimpact iif ia iportion iof ithe iaid iis iput iforward ito 

ifinance iconsumption ior iany iother isector ithat iit iwas inot imeant ifor-what iis icommonly iknown ias 

ifungibility. iTheorist ischolars ilike iSakyi, i(2011) ihave iargued ithat iin imany iinstances, 

ifungibility iis ivery icommon ias iforeign iaid ihas iled ito ireduction iof idomestic isavings ithrough 

iincreased iconsumption iand ithus ileading ito iinsignificant iimpact ion idomestic iinvestment. i 

Kitano, i(2016) idiscuss ifungibility iin idetail. iConcerned iwith ithe iinfluence iof idonor iaid ion 

icompositions iof ipublic ispending, ithey idisaggregated igovernment iexpenditures iitem iand ithus 

iput iforward itwo imethodological iapproaches iof iexamining ithe iimpact iof iexternal iaid. iOne iof 

ithe imodels iprovides ia idozen iexpenditures iof ilinear iequations iobtained ifrom ia iutility 
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imaximizing iequation ithat iis isubject ito ibudget iconstraints ion igovernment ispending i(Liang iand 

iMirelman, i2014). iThe iother iapproach iestimates ia iset iof isimultaneous iwhere ithe igovernment iis 

iassumed ito ihave ia icommunity iindifference icurve iand ifaced iwith ia ibudget iconstraint. iDemand 

icurves iare ithen iobtained ifrom ithe ioptimization idecision i(Nunnenkamp iand iÖhler, i2012). iThe 

ibelief ithat iincreasing iaid ipromotes iinvestment iis ione iof ithe imost iprominent ifactors ibehind ithe 

iincreased ioutflows iof iaid ifrom ideveloped inations ito ithird iworld icountries iin ia ibid ito ialleviate 

ipoverty. i i 

2.3 Empirical literature review 

The ieffect iof iexternal iaid ion ithe ifiscal iaccount ihas idrawn imuch iattention ifrom ithe ipast ito ithe 

ipresent itime iwith iconclusion istill idivided iacross ithe iworld. iFor iinstance iAcht iet ial., i(2015) 

istudied idata ifrom isub-Sahara iAfrican icountries ion ithe iimpact iof iforeign iaid ion ithe ifiscal 

iaccounts iusing itax irevenue, igovernment iinvestment, igovernment iconsumption iand idomestic 

iborrowing ias ihis ivariables. iThe iresearch ifound iout ithat iexternal iaid ihad ia inegative iimpact ion 

itax irevenue iand ipublic iconsumption. iIt ialso iconcluded ithat ipublic iexpenditure ihad ia ipositive 

iconnection iwith iexternal iaid ibut iwas iinconclusive ion idomestic iborrowing 

Similar istudy iwas iconducted iby iAhmed, i(2012) iusing iIndia idata iwith ithe isame ivariables. 

iTheir ifindings iconfirmed ithat iforeign iaid iwas iinconclusive ito idomestic iborrowing ijust ilike 

iAcht iet ial., i i(2015) i ibut idiffered iwith ihim ion itax irevenue, igovernment iinvestment iand 

igovernment iconsumption iwhere ithey ifound ino isignificance iinfluence i(Brown, i2012). 

Asongu i(2015) icarried isame istudy ias iAcht iet ial., i(2015) ibut iused idata ifrom itwelve iAsian 

inations. iTheir ipaper ishowed ithat ithe iaid ihad ia igreater ipositive iimpact ion itax irevenues, 

iinvestment iby ithe igovernment iand iconsumption. iOn idomestic iborrowing, ithey iwere iunable ito 

iconclude ijust ilike ithe iprevious istudies. 

Asongu iand iNwachukwu, i(2016) ion itheir iresearch ithat ifocused ion ihow iexternal iaid iimpacts 

ion idomestic iborrowing, igovernment iinvestment iand itax irevenue iusing iIndonesia idata ireveals 
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ithat iexternal iaid ihad ia inegative iinfluence ion ithe iinvestments iby ithe igovernment, itax irevenue 

iand igovernment iconsumption ibut iwas ialso iunable ito iconclude ion ihow ithe iexternal iaid iimpacts 

ion idomestic iborrowing 

Bjørnskov, i(2010) iused ithe isame itest ion iPakistan idata ion ithe iimpact iof iforeign iaid ion 

idomestic iborrowing, igovernment iinvestment iand iconsumption ias iwell ias itax irevenue, itheir 

istudy ishowed ithat i i iexternal iaid ihad ia ipositive iinfluence ion idomestic iborrowing iand 

iinvestments iby ithe igovernment. iTheir istudy ipointed ito ithe ifact ithat iexternal iaid ihad ia inegative 

iimpact ion itax irevenue iand ipublic iconsumption. 

Botting iet ial., i(2010) iassessed ihow iforeign iaid iaffects igovernment ispending iin iIndia iusing 

iannual inumerical idata iwhich iis ipointing iin isuccessive iorder ifrom i1970 ito i1995. iThey 

iestablished ino ievidence ithat iforeign iaid iwhich iis imeasured ias itotal iannual idisbursement iof 

iconcessionary iloans iand igrants ifrom iall ibilateral iand isources ihas iled ito ia ireduction iin ithe itax 

iof irevenue iof ithe icentral igovernment. iAn iincrease iin iaid iby ione irupee idoes inot ihave iimpact ion 

idevelopment iexpenditure iwhile ia irupee iincrease iin iaid ihas iimpact ion inon-development 

iexpenditure iby iabout i0.9 irupee. iTherefore, iassistance ifrom iother icountries iis inot iused ifor 

ieconomic igrowth ipurpose imeaning iit iis ibeing iused ito iexpenditures inot iassociated iwith igrowth 

isuch ias irepayment iof idebt iboth iinternal iand iexternal, idefense, igeneral iservice iand 

iadministration iin ithe icountry. iHowever, ithe isame ifindings ishow ithat icentral igovernment 

itransfers ion iaccount iof iexternal iaid iare inot itruly isupplementary ias iit idoes inot ibenefit ion 

iaccount iof iexternally ifunded iprojects iwhich iimplies ithat istates iwhich iare iable ito iprocure iaid 

iend iup igetting iless iassistance ifrom ithe icentral igovernment. i 

Carter, i(2013) iusing iCoast iRica idata ito idetermine ihow iexternal iaid iimpacts ion ithe ifiscal 

iaccount ifound iout ithat iwhile iforeign iaid ihad iappositive iinfluence ion ithe itax irevenue iand 

igovernment iconsumption, iit ishowed ia inegative ieffect ion idomestic iborrowings iand 

igovernment iinvestment. 
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Dandan, i(2011) iused iCote id’Ivoire ito idetermine ihow iexternal iaid iimpacts ion itax irevenue, 

igovernment iconsumption, igovernment iinvestment iand idomestic iborrowing. iThe istudy ifound 

iout ithat iwhile ithe iimpact iof iexternal iaid ishowed ia inegative iimpact ion igovernment 

iinvestments, itax iincome iand igovernment iconsumption, ithere iwas ia ipositive iinfluence ion ithe 

idomestic iborrowings. 

More irecent iempirical istudies ihave iattempted ito idisaggregate ithe iforeign iaids isince ithey 

ibelieve ithat itheir iinfluence ion ithe ifiscal iaccount imay ivary isignificantly. iFor iinstance, iFasanya 

iand i iOnakoya, i(2012). iwhile iinvestigating ithe iimpact iof iexternal iaid ion ifiscal iaccount iusing 

idata ifrom iUganda, idisaggregate iexternal iaid iinto idevelopment iaid, iaid iin iform iof isubsistence, 

iand itechnical iassistance. iHis ifindings ishowed idifferent iimpacts iof ithese iaids ion itax 

icollections, igovernment iinvestments, igovernment irevenue iand idomestic iborrowing. iTo istart 

iwith, idevelopment iassistance iimpacted inegatively ion iall ithe ifour ivariables iconsidered iin ithe 

istudy. iProgramme iaid ishowed ia inegative iinfluence ion itax iincome iand idomestic iborrowing ibut 

iwas inegative ito ipublic iinvestments iand ipublic iconsumption. iTechnical iassistance ihad ia 

inegative iinfluence ion itax irevenue iand idomestic iborrowing ibut irecorded ia inegative iinfluence 

ion ithe ipublic iinvestment iand iconsumption. iFinally, isubsistence iassistance ihad ia inegative 

iinfluence ion ipublic iinvestment, ipublic iconsumption ias iwell ias idomestic iborrowing ibut 

ishowed ia ipositive iinfluence ion ithe itax irevenue. 

Similar istudy iwas icarried iby iFeeny, iet ial., i(2014) iusing iCode id’Ivoire idata iin iwhich ithe ieffects 

iof iboth iaggregated iand idisaggregated iforeign iaid iwas iinvestigated ion ithe iimpact iof ithe ifiscal 

iaccount. iTheir istudy ipointed iout ithat iexternal iaid ishowed ia inegative iimpact iof iall ivariables 

iexcept ifor ithe ipublic iconsumption iin iwhich iit ihad ia ipositive iimpact. iProject iaid ishowed ia 

inegative iinfluence ion idomestic iborrowings, itax irevenue iand ipublic iinvestment ibut iwas 

ipositive ito ithe ipublic iconsumption ifrom ithe isame idata. iProgramme iaid ion ithe iother ihand iwas 

inegatively iaffecting idomestic iborrowing, ipublic iconsumption iand itax irevenue ibut ia ipositive 
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iinfluence ion ithe ipublic iinvestment. iAssistance iof itechnical inature iand isubsistence iaid ishowed 

ia ipositive iresult ito iall ivariables iunder iinvestigation iexcept ipublic iconsumption. 

Kaya, iet iall., i(2013) iinvestigated ithe ideterminants iof ifixed icapital iformation iin iKenya iusing 

idisaggregated idata icovering ithe iperiod i1973 ito i2007. iThe istudy iemployed itwo- istage imultiple 

iregression ianalysis iby iusing iOLS. iThe ioutcomes iaffirmed ithat igovernment iexpenditure iwas 

ithe imost isignificant. iForeign iinflows iboth imultilateral iand ibilateral iare iused iin ithe 

idevelopment iexpenditure ithereby ienhancing icapital iformation. iThis iimplies ithere iis ineed ito 

iencourage ithe iflow iof iforeign idirect iinvestments ito iaugment ito ithe ilow idomestic isavings iin ia 

istable imacroeconomic ienvironment. 

2.4 Overview of literature 

The idecision ito iuse iaid ifor iother ipurpose iother ithan iits iintended iuse iis icalled ifungibility. iIt iis 

ipart iof ithe iuntied iloan. iIn ithis istudy iwe iwill isimply ithe idefinition iof ifungibility iby isimply 

ireferring iit ito ithe idecision ito iuse ithe iaid ito ifinance iwhat icould iotherwise ibe ifinanced iby itax 

i(Tierney iet ial., i2011; iSwaroop iet ial, i2000; iVan ide iSijpe, i2013). iThe isignificant iamount iof ithe 

iprevious istudies iregarding iforeign iaid iand ithe iway iit iaffects idevelopment iin ithird iworld 

icountries ihas iaimed ito idetermine iconnection ibetween ifinancial iand ithe ieconomic igrowth 

ithrough iinternational icross-section istatistical iresearch iinstead iof iindividualized ienquiry 

i(Obasi, i2015). iEven iso, ithe iresults ivary iper ithe iindividual icountry, iwith ionce ipopular 

iassumptions ithat iincreases iin iaid iresult iin ireduced isavings idisproved ion iresearch. i 

The ievaluation iof ipanel iand itime iseries idata ishows ithat iincreases iin iforeign iaid iare irelated ito 

irising igovernment iexpenditure, ithus imaking iit ivital ito iinterrogate ichanges iin ithe iflow iof iaid ias 

imanifested iby ideclines iand isurges. iPrevious iresearch i(check iCorden i(1984), iKillick i(1991), 

iNyoni i(1997), iand iCassen, i1986)) iaffirms ithat ifor ideveloped inations, isurges iin iaid ihas iimpacts 

ion igrowth ithat iresemble ithose iexperienced iduring ithe idiscovery iof ivaluable inatural iresources, 

ithus iputting ithe icountries iat irisk iof ithe iDutch idisease. iBevan iet ial. i(1993), iargues inonetheless 
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ithat ithe iimpacts iof isurges iin ifinancial iresources iis ipegged ion ithe iexpenditures ithat ithe 

iresources iwill ibe iused ito ifund. iIn ithe icase ithe icountry’s ieconomy iis iable ito ihandle ithe iaid 

isurges iin iways ithat ipromote ieconomic igrowth, ithen ieconomists ihave ilittle ireasons ito iworry. 

iHowever, igiven ithe iimperfect inature iof ithe ifinancial imarkets iin ithe icountry, ithe irising iprice 

icaused iby iaid isurges ispurs ithe imovement iof iresources itowards itrade. iAs ia iresult, iwe iwould 

iexpect irising ieconomic igrowth isimilar ito ithe iexperiences iof ian ieconomic iboom inarrowing 

idown ito iour iareas iof iinterest. iIs ithere iany isubstantial ilevel iof icorrelation ibetween ithe 

itremendous iincreases iin iaid ispurred iby ia iballooning iexternal idebt iand igovernment ispending? 

iThe icurrent iresearch itakes iinterest iin ianswering ithe iquestion iusing ia iutility imaximization 

iapproach ias ithe ibasis ifor iassessing ithe iKenyan isituation. i 
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CHAPTER THREE: METHODOLOGY 

3.1 Theoretical Framework 

From ithe iseminary iwork iby iHeller i(1975) ion iconsumer ibehaviour, ithe ifiscal iresponse iassumes 

ithat ipublic isector idecision-makers itried ito imaximize iutility ifrom ivarious itypes iof iexpenditures 

i(whether iat irecurrent iexpenditure ior icapital iexpenditure) isubject ito ia ibudget iconstraint. iThat 

iis, ipublic iofficials iare ifaced iwith ithe itask iof iproviding iresources iamong ithe itwo itypes iof 

iexpenditure i(public isector iinvestment iand irecurrent iexpenditure) isubject ito iassumed ibudget 

iconstraints. iFurther, iwe iassume ithat ithese ipublic idecision-makers iare itreated ias isingle ipersons 

iwith ihomothetic ipreference imap iand iutility ifunction igiven ias i 

……………………………………….. i(1) 

Where i 

= irepresents ipublic iinvestment i(capital iexpenditure) iin iperiod it; i  i= iconsumption iin ithe 

ipublic iSector i(recurrent iexpenditure) iin iperiod it; i  i= iis ithe iborrowing ifrom ipublic isources 

i(both iforeign iand idomestic) iin iperiod it iwhile i = iis iforeign iaid iin iperiod it 

From ithe itheoretical ipoint iof iview, itwo istrands iof imodelling iexist: iincluding iforeign iaid iinto 

iutility ifunction ias ian iexogenous ivariable i(Heller, i1975) ior ias ian iendogenous ivariable i(Franco-

Rodriguez iand icolleagues, i1998) imodified ithe ioriginal iutility ifunction iof iby iincluding iaid. 

iWhichever ithe icase, ithe iutility ifunction iin iequation i1 iconverges ito ia iquadratic iloss ifunction iin 

iboth icases ito i 

 i………(2) 

Where, i  iwhile i  iis ithe itax irevenue iin iperiod it. 

iThe iasterisks idenote iexogenous itarget ilevels iof ithe iendogenous ivariables. iAnd i  i> i0 ifor iall 

ivalues iof ii i= i0, i1,….. iThis iassumption imakes isure ithat iprinciple iof idiminishing imarginal 
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iutility iis iensured ifor iall ilevels iof  i, i and ithat i  i iis ithe imaximum 

iunconstrained ivalue. i 

Equation i2 igives isome ieconomic iintuition: ithat ithe ieconomy iwill imaximize iits iutility iwhen iall 

itargets iare iachieved, iotherwise, iit iwill inot. iHeller i(1975) imodel iis ifounded iin itwo imajor 

iassumes: ithat i is iendogenously idetermined iwhile iforeign iaid iis iexogenously idetermined. 

iAnd ithat iforeign iaid iis inot idirectly iused iin ipublic iexpenditure ibut irather iused ito ifinance 

igovernment iinvestments. iThus iaccording ito ithe imodel iby iHeller i(1975), ithe igovernment 

idecision imaker iwill itry ito imaximize iequation itwo isubject ito i 

……………………(3) 

We ishould inote ithat iequation i3 i(government irevenue iequals ito igovernment iexpenditure) imust 

ihold ifor ithe igovernment iin iquestion ito ibe ioptimizing iher iobjectives, iotherwise iit iwill inot. 

iFrom iequation i3, iboth i and i can ibe igotten ias i 

 

And i 

 

Note ithat i  iand ithat i  imeasures ithe iproportion iof itax irevenue iand iforeign iaid 

ithat igoes ito igovernment iconsumption irespectively. i 

According ito iFranco-Rodriguez iet ial. i(1998), iforeign iaid ilargely iremain ia igovernment ipolicy 

iand ias isuch, iit iis imore iof iendogenous ivariable ithat ican ibe iincluded iin ithe iutility ifunction ias i 

 

i+  i……………………………(4) 

Where iA iis ithe iactual iforeign iaid idisbursements iand ithe itarget iA* iis ithe icommitment iof 

iforeign iaid iby idonors. iTheoretically, iany irational isocial iplanner iwill itry ito imaximize ithe 

iutility igiven iin iequation i4 
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Subject ito i 

……………..(5) 

And 

 i  i……………(6) 

 

3.2 Empirical model specification  

The itheoretical iframework iin isection i3.1 ienables ius ito idevelop itwo istructural iequations ito ibe 

iused iin iaccessing iboth ithe iindirect iand idirect ieffect iof iexternal iaid ion igovernment ispending 

ibehavior iin ithe icountry. iThis iis idone iby iuse iof iLagrangian iequation igiven ias i 

L i= i[  i+ 

i ( )…………(8) 

Where i and i are ithe iLagrangian imultiplier. iTaking ithe ifirst iderivative iof iequation i8 iwith 

irespect ito i  i, i  i, iA, iM1and iM2 iwill ihave ithe ifollowing isystems iof iequations i 
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From iequations i9 ito i14, ithe ifollowing isimultaneous iequations ican ibe igenerated i 

………………………………(16) 

-

………

………………………(17) 

-

…………….(18) 

…………….(19) 

- …………….(20) 

Since iour imain iobjective iwas ito idetermine ithe iinfluence iof iforeign iaid ion igovernment 

iexpenditure iin iKenya. iTo icapture ithe ithree ispecific iobjectives iof ithe istudy, ithree iequations iare 

iestimated ibased ion iequation i6 ias ishown ibelow: 

-

 i+ 

i ………………………………(21) 

Where i are ithe idependent ivariables ithat iinclude ithe irecurrent iexpenditure, ithe itotal 

igovernment iexpenditure iand idevelopment ispending? iThe icoefficients iof iinterest iare i 

i  iin iall ithe ithree imodels. 
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3.3 Data Sources, Measures, and Variables  

Table 1: Data Sources, Measures, and Variables 

Variable i Sign i/ 

iproxy 

Measurement i Expected 

isign 

Source i 

Government 

iexpenditure 
 

Is ithe iactual iRecurrent iExpenditure Dependent 

ivariable 

WDI 

Target ifor 

iRecurrent 

iExpenditure 

 

This iis ifitted ivalues iform ia ilinear 

iregression ion iits ivalue iin ithe iprevious 

iyear. i 

 

 

Reason i 

The irationale iis ithat, ias iargued iin imuch 

iof ithe iliterature iof ithe ifiscal iresponse 

imodel, ilarge ishare iof ithe irecurrent 

iexpenditure iis iaccounted ifor icivil 

iconsumption iexpenditures, iwhich iare 

ifundamental iand icontinuous iactivities 

iin ithe ibudget 

+ Partly 

ifrom 

iWDI 

iand 

iComput

ed iby 

iauthor i 

Target ifor 

iCapital 

iExpenditure 

 

This iis ithe ifitted ivalues iof iregressing i 

 

Reason 

Usually, ifrom itheory, iit i 

is irelated ipositively ito ithe ilevel iof 

ioutput iin ithe ieconomy iin ithe iprevious 

iperiod iand inegatively ito ithe iprivate 

isector iinvestment 

+ Partly 

ifrom 

iWDI 

iand 

iComput

ed iby 

iauthor 

Target ifor 

itaxation iand 

iother irecurrent 

irevenue 

 

This iis ithe ifitted ivalues iof ithe iequation i 

Tt i= iYt i+ iMt-1 

Reason i 

This iis ibecause, iin iKenya, itrade ipolicy 

iis itowards iencouraging iexport, iand iit iis 

+ Partly 

ifrom 

iWDI 

iand 

iComput
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iexpected ithat itax ifrom ithis isector ihas 

ilittle icontribution ito igovernment 

irevenue. iRather, itax ifrom iimport iof 

igoods iand iservices iaccounts ifor ithe 

ilargest ishare iof itax irevenue. i 

 

ed iby 

iauthor 

Total 

iExpenditure 

ToT_E

XP 

This irepresents iall ithe iexpenditures 

iinclusive iof ithose iof ian ioperating iand 

icapital inature. iIt iis ibelieved, itherefore, 

ithat ithe igovernment’s iexpenditure iplan 

isignificantly iimpacts ithe idegree iand 

iconstitution iof iimports 

+ WDI 

Development 

ispending 

Dev_E

XP 

This iis ithe iamount idirected ito 

icreativity iworks iwith ithe iaim iof 

iincreasing iknowledge iand idevising 

inew iapplications. i 

+ WDI 

 

3.4 Pre-estimation Tests 

3.4.1 Autocorrelation 

Autocorrelation iis ian ieconometric iproblem ithat iis icommonly ipresent iin itime iseries. 

iAutocorrelation ioccurs iwhen ithe icurrent ierror iterm iis irelated ito ipreceding ierror iterm. iDespite 

ithe ifact ithat ithis ieconometric iproblem idoesn’t iaffect iunbiasedness iof ithe iestimates iit iaffects 

ithe ivariance-covariance imatrix irendering iinference itesting iinapplicable. iThe istudy iadopted 

iBreusch iGodfrey itest ito icheck ifor ipresence iof iautocorrelation. 

3.4.2 Multicollinearity 

Multicollinearity iis ianother ieconometric iproblem. iIt iis ia icase iwhere isome ior iall iof ithe 

iexplanatory ivariables iare irelated. i iIf iit iis ipresent, ithe iexpected isign iof ithe iexplanatory ivariable 

imay inot ibe iobtained. iIt ialso iinflates ivariance iof ithe icoefficients iresulting iinto ismall it iratios. 
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iThis imay itranslate iinto iwrong iconclusion. i iThe istudy iadopted iVariance iinflation ifactors i(VIF) 

itest iin itesting ifor ipresence iof imulticollinearity. 

3.4.3 Unit Root Test 

Following ifrom iour iregression iequation i17 iw isort ito idetermine iwhether iall ivariables iwere 

istationary ior inot ii.e. itheir imean iand ivariance iare ifinite iand ichanges inot iover itime 

i(Wooldridge, i2009). iHowever, iwhen ivariables ido inot imeet ithe iassumption iof icovariance 

istationarity, ithe icointegration imethodology ipresents ia iframework iinterpretation iand iinference 

ifrom ithe iestimations. iThe ipreceding istep iis itherefore ito itest istationarity iproperties iof ithe 

ivariables, iusing ia iunit iroot itest iin ithe ianalysis. iA iunit iroot iin ithe itime iseries imeans ithe 

iindependence iassumption iof ithe iordinary ileast isquares imethodology iwill ibe iviolated ithus 

iinvalidating ithe iresults, ii.e. ino ispurious iregression iproblem iand ithe iresults imight ibe iincorrect 

iand imisleading. i 

The istudy iadopted iADF iin iascertaining ithe ilevel iof iintegration iamong ithe iunits. iPhillips 

iPerron i(PP) itest iis ithe ibest isubstitute ito iADF isince iit’s inon-parametric. iIt idoes inot irequire ia 

imodel ispecification iand ilagged iparameter iin ithe iregression imodel ifor ithe itest. iHowever, iPP 

imay inot ibe ithe ibest iunit iroot itest isince iit’s ibased ion iasymptotic itheory. iThe iliterature idoes inot 

ishow iconsensus ion ithe ibest iunit iroot itest. iIn ifact, ithe ivarious iunit iroot itest imay igive idifferent 

iresults iregarding ithe istationarity istatus iof ithe ivariables. i 

The iestimates iof iOLS ishown iin iequation i24 iand i25 ihave ibeen iused ito icarry iout ithe iADF iand 

iPP itests irespectively i i 

……………………………………..……24 

 i ……………………………….…………………………..25 
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Where i  i, i is ithe ivariable iof iinterest isubjected ito iunit iroot itest, i is ithe 

iintercept, iT iis ia ilinear itime itrend. i  iis ithe ierror iterm ithat iis iidentical iand iindependently 

idistributed ihaving ia imean iof izero. iThe i  ialso ihas ia iconstant ivariance. i 

Lags iare iintroduced ias ia iremedy ifor iserial icorrelation. iA iproblem ihowever iarises ion ideciding 

ilag ilength. i i iOn ione ihand, ichoosing imany ilags iaffects ithe isample ipower iof ithe itest. iOn ithe 

iother ihand, ichoice iof ifew ilags inot ionly irenders ithe itest iincorrect ibut ialso iasymptotical. iThe 

ilag ilength iis iusually idictated iby ithe ifrequency iof ithe itime iseries. iIf iit’s iquarterly, ithen i4 ilags 

iare iappropriate ibut iif iit iis imonthly ithen i12 ilags iare iappropriate. iHowever, ithere iis ino irule ito 

ifollow iin iany iof ithese icases i(Wooldridge, i2009). iSaid iand iDickey i(1984) isuggest ichoice iof 

ione ithird iof iobservations ias ithe ilag ilength. iGiven ilack iof iconsensus ion isuitable ilag ilength 

iselection icriterion, ithis istudy iselect ilag ilength ibased ion iAIC. 

3.4.4 Johansen Cointegration Test 

There iare itwo ipopular icointegration itests iused iin iempirical iworks. iThese itests iinclude iEngel 

iGranger iand iJohansen itest. iThis istudy iadopted iJohansen icointegration itest ibecause iof iits imerit 

iover iEngel iGranger. iUnlike iEngel iGranger itest, iJohansen icointegration itest idoes inot ineed 

iprior iassumption iof ivariable iexogeneity iand iendogeneity i(Ender, i2003). iThe imathematical 

ifunction iof ithe iJohansen iCointegration itest iis ias ishown iin iequation i12. 

……………………………………………………26 

Where i represents ia ivector iof iendogenous ivariables, i  i iis ia ivector iof iparameters, i i is ithe 

ierror iterm iand i - are isets iof imatrices iof iparameters. iEquation i12 ican ibe irewritten iin 

iVECM ias ishown iin iequation i13. 

…………………………………...…………27 

Where i i  i-  i(  iis ia iK i  ik iidentity imatrix) iand i i . i 
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION 

4.1 Introduction 

This ichapter ioutlines ithe iresults/estimation ias iwell ias iinterpretations. i iIt iincludes ithe 

idescriptive istatistics, ithe inormality itest, iautocorrelation itest, iunit iroot itest, imulticollinearity 

itest iand ilastly, ithe iestimation imodel ithat iis iused ito ianswer ithe istudy iobjectives. i 

4.2 Descriptive statistics  

This iwas icarried iout ito iconfirm ithe istatistical icharacteristics iof ithe imodel-specific idata. iTime-

series idata ifor ithe iyears i1970 i-2018 iwas iused ifor ithe iresearch. iThe idependent ivariable i iis ithe 

inatural ilogarithm iof igovernment iexpenditure iwhile ithe iindependent ivariables iincludes ithe 

inatural ilogs iof itargeted ivalues iof iconsumption iin ithe ipublic iSector i(recurrent iexpenditure); itax 

irevenue; ipublic iinvestment i(capital iexpenditure); iforeign iaid iand ipublic iborrowing i(domestic 

iand iforeign). iSee iTable i2. 

Table 2: Descriptive statistics 

Variable Obs Mean Std. iDev. Min Max 

Recurrent iExpenditure 48 25.47487 1.016483 24.31232 27.58183 

Total iExpenditure 49 .3701879 .0444915 .3018439 .4930406 

Development iExpenditure 49 .20634 .0335258 .1500382 .2978929 

Foreign iAid 48 .0569858 .0304628 .0241354 .1591904 

Tax iRevenue 37 21.16949 1.783781 16.38812 23.34066 

Public iInvestment 43 17.72092 2.397784 14.16529 22.18188 

Public iBorrowing 43 22.32441 1.226504 19.08878 24.70409 

 

4.3 Diagnostic tests 

4.3.1  Normality Test  

Shapiro-Wilk itest iwas iused ito iascertain ithe inormality iof ivariables. iEqual imean, imode iand 

imedian idepict ia inormal ivariable. iFour ioptions, inamely iW, iV, iZ iand ithe iP-value iare igiven iby 

ithe itest. iNormality iis iinferred ithrough ithe iP-value. iThe ip-value iis icompared iagainst ithe 

icritical ivalue. iThe iresults iof ithe itests iare ishown iin iTable i3. iFrom ithe iresults, ithree ivariables 
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iwere ifound ito ibe inormally idistributed iwhile ithe irest iof ithe ivariables iin iour idata iset iwas inon-

normally idistributed. i iSince inormality itest igives ia iclue ion ithe itype iof imodel ito iadopt ithis istudy 

iutilizes ithe ilog-log i(or idouble ilog). 

4.3.2 Unit root test 

Variable istationarity iis itested iusing ithe iADF itest. iIn ithis itest, ia it-calculated ismaller ithan it-

critical iindicates ia istationery ivariable. iFrom iboth ithe iADF itest i(Table i4), ithe iresult ireveals ithat 

ionly idevelopment iexpenditure iand itax irevenues iwere istationary iat ilevels, iwhile ithe irest iof ithe 

ivariables iwere inon-stationary. iTo iachieve istationarity iof iall ithe ivariables, ithey iwere 

idifferenced iat irespective iorder iof idifferencing ias ishown iin itable i4 i 

4.3.3 Lag selection criteria 

To idetermine ihow imany ilags iwe ishould iuse iin iour iVECM, iseveral icriteria’s iare iemployed: 

iLL, iLR, iHQIC, iFPE, iAIC ias iwell ias iSBIC. iForm ithe iresult iin iTable i5 iin iappendix iA, imost iof 

ithe icriteria iused iwere iin iagreeing ithat ilag ithree iwas ithe ibest. i 

4.3.4 Vector ranks  

To itest iwhether ithere iwas icointegration iin ithe idataset iused iin iour iregression, iwe itested ifor 

ipresence iof icointegration ivectors. iAccording ito ithis itest, ialternative iusing ithe itrace istatistic 

iand ithe icritical ivalues. iAt irank izero 

H0: iThere iis ino icointegrating ivector iin ithe idataset 

Ha: iThere iis iat ileast ione icointegrating ivector iin ithe idataset 

The iresult ishowed ithat ithere iwere igaps iin iour idata iset iand ithus icould inot ibe iable ito iget ithe 

ivector iranks. iThis imeans ithat iVECM iwas inot iappropriate imodel iin iour istudy iand ithus iused ithe 

iOLS imodel ion ithe istationary ivariables. i 
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4.4 Estimation Tests 

4.4.1 Multicollinearity Test 

A imulticollinearity itest iis iimportant iwhen ithere iexists ia ihigh icorrelation ibetween iindependent 

ivariables. iAccording ito iGujarati i(2012), icollinearity ibetween itwo ivariables ioccur iwhen ithey 

ihave ia icorrelation iof i0.8 iand iabove. iIn itesting ifor imulticollinearity, ithis ipaper iuses ithe iVIF 

iand iTolerance i(1/VIF). iWhen iusing ithe itest iin iStata, iit iis icrucial ito iperform ia iregression iand 

ithen ia iVIF icommand. iAn iinference iis ithen imade ibased ion ithe imagnitude iof ithe iVIF ivalue. 

iVariable imulticollinearity iexists iif ithe iVIF ivalue iis imore ithan i10, iotherwise inon- 

imulticollinearity iis iinferred. iFrom itable i6, ithe imean iVIF iof i5.58 ireveals ithat imulticollinearity 

iis inot ia iserious iproblem iin ithe idata iset. i 

4.4.2 Autocorrelation test 

To itest ifor ithe ipresence iof iautocorrelation, iour istudy iutilized iBreusch-Godfrey itest. iThe iresult 

iin iTable i7, iin iAppendix i ishows ithat iautocorrelation iis iabsent iin ithe idataset. i 

4.5 Regression results  

4.5.1 Objective one:  Recurrent Expenditure and Foreign Aid 

Table 3: Objective One: Regression result of Recurrent Expenditure 

                                                                              

       _cons    -1.006306   8.120325    -0.12   0.902    -17.69787    15.68526

      ln_A_t     .1847305   .3169294     0.58   0.565    -.4667273    .8361882

      ln_B_t    -2.008001   .7489983    -2.68   0.013    -3.547589   -.4684134

 ln_I_target    -.0337196   .1162604    -0.29   0.774    -.2726964    .2052572

 ln_T_target     .4905689   .1667172     2.94   0.007     .1478767    .8332611

 ln_C_target     2.267251   .7698037     2.95   0.007     .6848964    3.849605

                                                                              

     ln_C_gt        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    50.9183964        31  1.64252892   Root MSE        =    .61753

                                                   Adj R-squared   =    0.7678

    Residual    9.91494589        26  .381344073   R-squared       =    0.8053

       Model    41.0034505         5  8.20069011   Prob > F        =    0.0000

                                                   F(5, 26)        =     21.50

      Source         SS           df       MS      Number of obs   =        32
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From iTable i8 ithe istudy ireveals ithat i80.53% iof ithe ivariation iof ithe idependent ivariable 

i(government iexpenditure) iis iexplained iby ithe iexplanatory ivariables iin ithe imodel ias iindicated 

iby ian iR2
 iof i0.8053. iFurther, ian iF istatistic iwith ip_value iof i0.000 iimplies ithat ithe icoefficients iin 

iour iregression iare ijointly isignificant iand ican ibe itrusted. iThe iresult ialso ireveals ithat iour 

ivariable iof iinterest, iforeign iaid iwas inot istatistically isignificant iin iexplaining ithe igovernment 

iexpenditure iin ithe iperiod iunder istudy. iHowever, ithe itargeted iconsumption iin ithe ipublic iSector 

i(recurrent iexpenditure), itargeted itax irevenue ias iwell ias itargeted ipublic iborrowing iflow ifrom 

iboth iforeign iand idomestic isource iwere istatistically isignificant iin iinfluencing igovernment 

iexpenditure iin ithe iperiod iunder istudy. i iFor iinstance, ia iunit ipercentage iincrease iin itargeted 

iconsumption iin ithe ipublic iSector i(recurrent iexpenditure) iled ito i2.27% iincrease iin igovernment 

iexpenditure iwhen iall iother ifactors iwere iheld iconstant. iFurther, iholding iall iother ifactors 

iconstant, ia ione ipercentage iincrease iin itargeted itax irevenue iled ito ia i0.49% iincrease iin ithe 

igovernment iexpenditure. iLastly, iwhen iall iother ifactors iwere iheld iconstant, ia ione ipercentage 

iincrease iin ithe iflow iof ipublic iborrowing ifrom iboth idomestic iand iforeign isource iled ito ia 

idecline iin igovernment iexpenditure iby i2.00%. i 

4.5.2 Objective two: Development Spending and Foreign Aid 

Table 4: Objective Two: Regression result of Development Spending 

                                                                              

       _cons     .8192429   .0961769     8.52   0.000     .6305123    1.007973

      ln_BOR    -.0682411   .0074006    -9.22   0.000    -.0827636   -.0537187

      ln_INV     .0335832    .001848    18.17   0.000     .0299568    .0372095

      ln_Tax    -.0423546   .0040531   -10.45   0.000     -.050308   -.0344012

  ln_FOR_Aid     .0067254   .0029739     2.26   0.024     .0008897    .0125611

                                                                              

  ln_Tot_Exp        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    8.84262129     1,009  .008763748   Root MSE        =    .06925

                                                   Adj R-squared   =    0.4529

    Residual    4.81887771     1,005  .004794903   R-squared       =    0.4550

       Model    4.02374358         4  1.00593589   Prob > F        =    0.0000

                                                   F(4, 1005)      =    209.79

      Source         SS           df       MS      Number of obs   =     1,010
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Table i9 ishows ithe iregression iresults iof ithe iobjective iwhich isought ito iestablish ithe iimpact iof 

iforeign iaid ion idevelopment ispending iin iKenya. iThe istudy irevealed ithat i45.5 i% iof ithe 

ivariation iof ithe idependent ivariable i(Development ispending) iis iexplained ithe iexplanatory 

ivariables iin ithe imodel ias iindicated iby ian iR2
 iof i0.4550. iFurther, ian iF istatistic iwith ip_value iof 

i0.000 iimplies ithat ithe icoefficients iin iour iregression iare ijointly isignificant iand ican ibe itrusted. 

Consequently, ithe iresult ialso ireveals ithat iour ivariable iof iinterest, iforeign iaid iwas istatistically 

isignificant i(10% ilevel iof isignificance) iin iexplaining ithe idevelopment ispending iin iKenya. 

igovernment iexpenditure iin ithe iperiod iunder istudy. iFurthermore, iall ithe iother iindependent 

ivariables iwere istatistically isignificant iacross ithe ithree ilevels i(1%, i5% iand i10%) iin iexplaining 

ithe idependent ivariable. iFor iinstance, ia iunit ipercentage iincrease iin iforeign iAid iled ito i0.67% 

iincrease iin idevelopment ispending iwhen iall iother ifactors iwere iheld iconstant. i 

4.5.3 Objective three: Total Government Expenditure and Foreign Aid 

Table 5: Objective Three: Regression result of Total Government Expenditure 

                                                                              

       _cons     .3853583   .1475142     2.61   0.009     .0958873    .6748294

      ln_BOR    -.0847648   .0113509    -7.47   0.000    -.1070391   -.0624906

      ln_INV     .0668708   .0028344    23.59   0.000     .0613089    .0724328

      ln_Tax    -.0582655   .0062165    -9.37   0.000    -.0704643   -.0460667

  ln_FOR_Aid     .0234937   .0045613     5.15   0.000      .014543    .0324444

                                                                              

  ln_DEV_Exp        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    19.3361635     1,009   .01916369   Root MSE        =    .10621

                                                   Adj R-squared   =    0.4114

    Residual    11.3363149     1,005  .011279915   R-squared       =    0.4137

       Model    7.99984861         4  1.99996215   Prob > F        =    0.0000

                                                   F(4, 1005)      =    177.30

      Source         SS           df       MS      Number of obs   =     1,010

 

Table i10 ishows ithe iregression iresults iof ithe iobjective iwhich isought ito iestablish ithe iimpact iof 

iforeign iaid ion iTotal igovernment iexpenditure iin iKenya. iThe istudy irevealed ithat i41.37 i% iof ithe 

ivariation iof ithe idependent ivariable i(Total igovernment iexpenditure) iis iexplained ithe 

iexplanatory ivariables iin ithe imodel ias iindicated iby ian iR2
 iof i0.4137. iFurther, ian iF istatistic iwith 
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ip_value iof i0.000 iimplies ithat ithe icoefficients iin iour iregression iare ijointly isignificant iand ican 

ibe itrusted. 

The iresult ialso ireveals ithat iforeign iaid, iwhich iis iour ivariable iof iinterest iwas istatistically 

isignificant iacross iall ithe ithree ilevels i(1%, i5% iand i10% ilevels iof isignificance). i iAdditionally, 

iall ithe iindependent ivariables iwere istatistically isignificant iacross ithe ithree ilevels iof 

isignificance iin iexplaining ithe idependent ivariable. iFrom ithe iresults, ia iunit ipercentage iincrease 

iin iforeign iAid iled ito i2.34 i% iincrease iin idevelopment ispending iwhen iall iother ifactors iwere 

iheld iconstant. i 
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

This isections igive ithe isummary iand iconclusion, ipolicy irelevance iof ithe ifindings, ilimitations iof 

ithe istudy, iand iends iby iproposing ifurther iareas iof iresearch. 

5.2 Summary and Conclusion 

This iwork isought ito iinvestigate ithe ieffect iof iforeign iaid ion igovernment iexpenditure iin iKenya. 

iMore ispecifically, ithe istudy iaimed idetermining ithe iimpact iof iforeign iaid ion igovernment 

idevelopment iexpenditure, iforeign iaid iand itotal igovernment iexpenditure iin iKenya. iUsing idata 

ifrom i1970 ito i2018 iof itargeted ivalues irather ithan iactual ivalues iand iOLS iestimation itechniques, 

ithe iresult ireveals ithat ithat iour imain ivariable iof iinterest ihad ino istatistical isignificance iin 

iinfluencing iany iof ithe irecurrent igovernment iexpenditure iin ithe iperiod iunder istudy. iHowever, 

ithe itargeted iconsumption iin ithe ipublic iSector i(recurrent iexpenditure), itargeted itax irevenue ias 

iwell ias itargeted iflow iof igovernment iborrowing ifrom iboth idomestic iand iforeign isource iwere 

istatistically isignificant iin iinfluencing igovernment iexpenditure iin ithe iperiod iunder istudy. i iFor 

iinstance, ia iunit iincrease iin ipercentage iin itargeted iconsumption iin ithe ipublic iSector i(recurrent 

iexpenditure) iled ito i2.27% iincrease iin igovernment iexpenditure iwhen iall iother ifactors iwere 

iheld iconstant. iFurther, iholding iall iother ifactors iconstant, ia ione ipercentage iincrease iin itargeted 

itax irevenue iled ito ia i0.49% iincrease iin ithe igovernment iexpenditure. iLastly, iwhen iall iother 

ifactors iwere iheld iconstant, ia ione ipercentage iincrease iin ithe iflow iof ipublic iborrowing ifrom 

iboth idomestic iand iforeign isource iled ito ia idecline iin igovernment iexpenditure iby i2.00%. i 

Equally, ithe iresult ialso ireveals ithat iour ivariable iof iinterest, iforeign iaid iwas istatistically 

isignificant i(10% ilevel iof isignificance) iin iexplaining ithe idevelopment ispending iin iKenya. 

iGovernment iexpenditure iin ithe iperiod iunder istudy. iFor iinstance, ia iunit ipercentage iincrease iin 

iforeign iAid iled ito i0.67% iincrease iin idevelopment ispending iwhen iall iother ifactors iwere iheld 
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iconstant. iAnd ilastly, ithe iresults irevealed ithat iforeign iaid ihad ia istatistical isignificance iin 

iexplaining ithe ivariation iin itotal igovernment iexpenditure. iFor iinstance, ia iunit ipercentage 

iincrease iin iforeign iAid iled ito i2.34 i% iincrease iin idevelopment ispending iwhen iall iother ifactors 

iwere iheld iconstant. i 

5.3 Recommendations  

Based ion ithe istudy iresult, iwhere ithe istudy irevealed ia ipositive iassociation ibetween itargeted 

ivalues iof itax irevenue iand ivarious igovernment iexpenditures, ithe igovernment ishould 

istrengthen itax icollection iexercise iso ias ito iachieve ithe itargeted itax ias iit iimproved igovernment 

iexpenditure. iWe ialso irecommend ithat igovernment ishould ireduce iborrowing iespecially ifrom 

idomestic isources idue ito ithe inegative iassociation iwith igovernment ispending. i i 
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APPENDICES 

Appendix Table i6: iShapiro iSwilk iNormality iTest 

Variable Obs W V z Prob>z Commend i 

Recurrent iExpenditure 48 0.89950 4.577 3.236 0.00061 Not inormal 

Total iExpenditure 49 0.94781 2.416 1.879 0.03015 Normal i 

Development iExpenditure 49 0.97487 1.163 0.322 0.37362 Normal 

Foreign iAid 48 0.80016 9.102 4.698 0.00000 Not inormal 

Tax iRevenue 37 0.91888 3.020 2.315 0.01030 Normal 

Public iInvestment 43 0.88970 4.611 3.230 0.00062 Not inormal 

Public iBorrowing 43 0.98563 0.601 -1.077 0.85932 Normal 

 

Appendix Table i7: iADF iUnit iRoot iTest 

Variable i Levels  Order iof 

idifferencing 

Difference i  

Statistic P-Value Comment Statistic P-Value Comment 

Rec iExp 6.674 1.0000 Non- iStationary 1 -3.196 0.0202 Stationary 

Tot iExp -2.592 0.0947 Non- iStationary 1 -9.822 i i 0.0000 Stationary 

Dev iExp -3.633 0.0052 Stationary 0 -3.633 0.0052 Stationary 

For iAid -1.681 0.4410 Non- iStationary 2 -5.263 0.0000 Stationary 

Tax iRev -8.251 0.0000 Non- iStationary 0 -8.251 0.0000 Stationary 

Pub iInv -0.032 0.9558 Stationary 1 -5.116 0.0000 Stationary 

Pub iBor -3.113 0.0256 Non- iStationary 1 -8.253 0.0000 Stationary 

 

Appendix Table i8: iLag iselection icriteria 

                                                                               

     4   -860.497  .99098    1  0.320  2.5e+22   54.4061   54.5579   54.8641   

     3   -860.992  10.778*   1  0.001  2.4e+22*  54.3745*  54.5112*  54.7868*  

     2   -866.382  2.6997    1  0.100  3.2e+22   54.6488   54.7703   55.0153   

     1   -867.731  7.0361    1  0.008  3.3e+22   54.6707    54.777   54.9913   

     0   -871.249                      3.8e+22   54.8281   54.9192   55.1029   

                                                                               

   lag      LL      LR      df    p      FPE       AIC      HQIC      SBIC     

                                                                               

   Sample:  1982 - 2018, but with gaps          Number of obs      =        32

   Selection-order criteria
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Appendix Table i9: iMulticollinearity itest 

Variable VIF 1/VIF 

Public iBorrowing 10.76 0.092913 

Tax iRevenue 6.16 0.162294 

Public iInvestment 4.01 0.249402 

Foreign iAid 1.40 0.715549 

Mean iVIF 5.58 
 

 

Appendix Table i10: iAutocorrelation itest 

                        H0: no serial correlation

                                                                           

       1                0.065               1                   0.7985

                                                                           

    lags(p)             chi2               df                 Prob > chi2

                                                                           

Breusch-Godfrey LM test for autocorrelation

. estat bgodfrey

 

 


