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Abstract
[bookmark: _GoBack]This study examined how economic growth, tax revenue, government expenditure, and corruption levels affect the indebtedness of county governments in post-COVID-19 Kenya. It was based on the theory of debt accumulation and employed a fixed effects regression model. The model's results revealed that government expenditure (coefficient = 0.1724, p < 0.01) and the corruption rate (coefficient = 0.2611, p < 0.01) had significant positive effects on indebtedness. Tax revenue also had a significant positive impact (coefficient = 0.2982, p < 0.01), while economic growth was statistically insignificant (coefficient = -0.0284, p = 0.099). The study concludes that excessive government spending and corruption are the primary drivers of county indebtedness in the post-COVID-19 period. It recommends enhancing fiscal discipline, enforcing strict controls on expenditure, strengthening anti-corruption measures, and improving the mobilization of own-source revenue to reduce reliance on debt and ensure sustainable financing for counties.
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[bookmark: _Toc31747][bookmark: _Toc3114][bookmark: _Toc25293][bookmark: _Toc185847125][bookmark: _Toc30870][bookmark: _Toc18674][bookmark: _Toc4313][bookmark: _Toc11994]Government borrowing is a fundamental aspect of public finance, enabling countries to fund expenditures that enhance economic growth and national welfare. Public debt management aims to balance financing needs with sustainability by minimising costs and mitigating risks (Melecky, 2007). In the aftermath of the 2008–2009 global financial crisis, many national and subnational governments increased borrowing to stabilise their economies. The COVID-19 pandemic further amplified debt vulnerabilities, compelling governments to implement large-scale fiscal interventions such as direct financial support, stimulus packages, and low-interest credit facilities (World Bank, 2022). These measures, while necessary for economic recovery, resulted in a substantial increase in government debt levels globally, raising concerns about long-term debt sustainability (Yuzif and Said, 2018; IMF, 2023).
Kenya's debt levels remain relatively high compared to other emerging and newly industrialized economies (World Bank, 2023). However, the country has made notable progress in mobilising domestic revenue to finance its expenditures, aiming to reduce reliance on external and internal borrowing. In particular, the recurrent expenditure in Kenya is fully financed through domestic revenue, signifying the government's efforts to minimise its dependence on external debt. Despite this progress, Kenya's debt burden remains significant (Ochieng, 2014). For instance, in 2012, Kenya did not seek debt relief under the Heavily Indebted Poor Countries (HIPC) initiative, a clear indicator of its ability to manage its debt without external intervention (Niersbach, 2014).
Kenya's public debt, while still considered within tolerable levels, requires careful monitoring to prevent fiscal stress. According to Kamundia et al. (2015), further efforts to reduce the public debt would foster greater confidence in Kenya's financial markets and attract investment. This is because high debt levels could hinder economic growth by diverting resources towards servicing debt rather than investing in development projects. Consequently, Kenya has adopted a comprehensive debt management strategy aimed at ensuring debt sustainability. This strategy emphasises borrowing only for developmental purposes, minimising the cost of debt, and managing associated risks (Ewusi, 2024). The medium-term debt management strategy is prepared and executed annually by the National Treasury, with a focus on reducing costs and maintaining a reasonable debt limit (Ministry of Finance, 2023). Moreover, the enactment of the Constitution of Kenya (2010) and the Public Finance Management Act (PFMA) (2012) has provided a solid framework for managing public debt. These legal provisions aim to ensure that both national and county governments adhere to prudent debt management practices. The PFMA outlines strict procedures, accountability, and reporting requirements for county governments, further promoting fiscal discipline (Nairobi City County, 2016).
At the sub-national level, however, government indebtedness has been exacerbated by an increase in financial inclusion, particularly through digital lending platforms. These platforms, while expanding access to credit, have allowed counties to borrow at high interest rates without well-planned repayment strategies. This has led to a growing stock of pending bills, with service providers facing liquidity challenges, business closures, and stunted county development projects. The COVID-19 pandemic further worsened these fiscal vulnerabilities, as county governments faced difficulties in debt repayments amid economic disruptions. In response to the economic downturn, the Kenyan government implemented substantial fiscal stimulus measures, with public spending averaging 28% of GDP between 2020 and 2023 (Ministry of Finance, 2023). This expansionary fiscal policy, however, led to a decline in tax revenues, as Kenya's total tax revenue fell from 18.3% of GDP in 2019 to 16.1% in 2020 and recovered slightly to 17.4% in 2023 (Kenya Revenue Authority (KRA), 2023). The decline in tax collection forced county governments to increase borrowing, further exacerbating their debt burden.
[bookmark: _Toc7151][bookmark: _Toc185847126][bookmark: _Toc11753][bookmark: _Toc1128][bookmark: _Toc25070][bookmark: _Toc25418][bookmark: _Toc17814][bookmark: _Toc393][bookmark: _Toc170411271][bookmark: _Toc170411911]In the aftermath of the COVID-19 pandemic, Kenyan counties faced a combination of economic slowdown, reduced tax revenue, and growing public expenditure needs. Amid these challenges, corruption emerged as a significant concern undermining effective fiscal management. This rise in corruption levels points to worsening transparency and accountability at both national and county levels, potentially influencing borrowing behaviour and the accumulation of public debt. Despite existing fiscal frameworks, county governments increasingly turned to debt to sustain operations, a situation exacerbated by governance weaknesses such as corruption. Therefore, the main objective of this study was to determine the effect of macroeconomic determinants on county governments' indebtedness in the post-COVID-19 period in Kenya.
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2 Literature Review
The Debt Accumulation theory explores the factors driving increasing debt levels, considering macroeconomic conditions, fiscal policies, and their long-term effects, such as debt distress, crowding out of private investment, and policy constraints. Governments accumulate debt when borrowing costs are low, but prolonged debt accumulation leads to higher default probabilities and rising marginal costs. The model underpinning this theory suggests that when debt costs become unsustainable, governments resort to austerity measures. These costs are endogenously determined within the model, aligning with empirical findings such as Bohn’s (1998) Fiscal Reaction Function, which indicates a positive relationship between the primary fiscal balance and outstanding debt (D'Erasmo et al., 2016). The standard debt accumulation model, as adopted from Bohn (1998) and D’Erasmo et al. (2016), is expressed as shown in Equation 2.3.
(2.3)
where:
 is the level of public debt at time t,
 represents the interest rate on debt at time t,
 is government expenditure at time t,
= is tax revenue at time t.
This equation demonstrates that debt in period t+1 is a function of the existing debt stock, the interest accrued, and the fiscal balance (the difference between government spending and revenue). When expenditures exceed revenues (>), the debt level rises, necessitating borrowing to cover deficits. The sustainability of debt accumulation depends on the ability of an economy to generate sufficient growth and revenue to offset borrowing costs.

Applying this model to Kenya's post-COVID-19 period, county debt accumulation can be analysed through the interplay of economic growth, revenue generation, and fiscal pressures. Debt accumulation theory suggests that borrowing is influenced by economic conditions, with lower interest rates and favourable macroeconomic environments encouraging debt accumulation, while fiscal constraints such as stagnant revenue growth and rising expenditures push county governments to borrow (KIPPA, 2017). The economic disruptions from the pandemic have heightened fiscal vulnerabilities, leading to increased reliance on debt for financing essential public services (Makin & Layton, 2021).

In the post-pandemic context, the county governments face a dual challenge: economic recovery and sustainable debt management (Wenjie, 2024). Revenue fluctuations resulting from slowed economic growth, declining tax revenues, and rising corruption levels complicate debt sustainability. Debt Accumulation Theory highlights that when revenue generation fails to match growing expenditure needs, borrowing becomes inevitable (IMF, 2023). However, excessive reliance on debt without corresponding economic growth leads to fiscal distress, weakening the county governments’ ability to meet financial obligations (Kibet et al., 2019). 

This study adopted the debt accumulation model to examine how macroeconomic factors—economic growth, tax revenue, corruption levels, and government expenditure drive county indebtedness (Fengze, 2023). Through an analysis of borrowing patterns in relation to key economic indicators, this research aims to inform policies that promote responsible debt management, improve revenue predictability, and enhance fiscal sustainability among counties (Ahmed & Rahman, 2019). 
The study links county governments’ borrowing behaviour to the Debt Accumulation Theory by illustrating that debt levels are driven by the interplay of expenditures, revenues, and interest costs. Consistent with the theory, counties with expenditures exceeding revenues—compounded by declining tax revenue, rising corruption, and fiscal pressures in the post-COVID-19 period—resorted to borrowing to finance deficits (Shakir et al., 2019). This framework helps explain why macroeconomic factors such as government expenditure, tax revenue, and economic growth are key determinants of county indebtedness and underscores the importance of sustainable fiscal management.
An empirical review involves an in-depth analysis of existing studies and data to understand and contextualise the impact of specific factors on a given phenomenon (Hoover, 2001; Kirui, 2017). This study focuses on the empirical literature regarding how macroeconomic determinants of economic growth, tax revenue, corruption levels, and government expenditure affect counties' indebtedness in Kenya during the post-COVID-19 period. The study identifies several knowledge gaps in existing research on the relationship between macroeconomic conditions and county debt levels. While there is an extensive body of literature on county governments’   indebtedness in developed economies, much less is known about how macroeconomic factors influence County debt in sub-Saharan Africa, specifically in Kenya. Most studies on County indebtedness focus on developed countries, where the financial systems, government interventions, and consumer behaviour are different. The unique economic environment in Kenya, with its high levels of informal borrowing, reliance on remittances, and an evolving financial system, suggests that the dynamics of County debt in this region may differ significantly from those in the West. This gap in understanding the specific drivers of county indebtedness in Kenya, particularly in the post-COVID-19 period, warrants further investigation.
[bookmark: _Toc185846447][bookmark: _Toc185846158][bookmark: _Toc185847149]Another critical knowledge gap is the limited research on the impact of COVID-19 on County debt in Kenya. While the global pandemic has caused significant economic disruptions worldwide, the specific effects on county finances in Kenya remain underexplored. The pandemic has led to changes in income levels, rising corruption levels, and shifts in spending and borrowing patterns, all of which are expected to influence County indebtedness. However, research on how these changes interact with macroeconomic determinants such as inflation, interest rates, and government expenditure in Kenya's post-COVID context is scarce. This gap highlights the need for a deeper exploration of how counties in Kenya have navigated debt accumulation and repayment in the wake of the economic shocks caused by COVID-19.
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3.1 Research Design and Data 
[bookmark: _Toc179018967]The study was conducted in Kenya, an East African country covering 580,367 square kilometres. Administratively, Kenya is divided into 47 counties, each governed independently under a devolved system of government (Thuku, 2020). Each county exhibits unique economic characteristics, influencing its revenue generation and debt sustainability (Cheruiyot, 2018). This study adopted descriptive and explanatory research designs to analyse the impact of macroeconomic determinants on county governments' indebtedness in Kenya post-COVID-19. 

[bookmark: _Toc23580][bookmark: _Toc1376][bookmark: _Toc23019][bookmark: _Toc32004][bookmark: _Toc19913][bookmark: _Toc7841][bookmark: _Toc5338]This study utilised secondary data covering a four-year financial year panel dataset (2020/2021 to 2023/2024). Secondary data was suitable for this research as it is readily available, reliable, and cost-effective, providing a practical solution for researchers with limited time and resources (Sisira, 2022). The dependent variable, county government indebtedness, measured as the ratio of county public debt stock to Gross County Product (GCP), was obtained from the Controller of Budget (CoB) reports. Economic growth, proxied by the annual county-level GCP growth rate, was sourced from the Kenya National Bureau of Statistics (KNBS). Data on tax revenue, captured as county own-source revenue, was obtained from the Commission on Revenue Allocation (CRA). County government expenditure, measured as a percentage of GCP, was obtained from the National Treasury. Finally, corruption levels, represented by the Corruption Perception Index, were sourced from the Ethics and Anti-Corruption Commission (EACC). These sources were selected because they are the most authoritative and reliable providers of official data relevant to each variable.

3.2 Data Analysis
For inferential analysis, the study employed panel data regression techniques, specifically Fixed Effects (FE) and Random Effects (RE) models, estimated using STATA version 17 software. The use of panel data analysis was appropriate because the data set combined both cross-sectional and time-series dimensions, covering 47 counties (cross-sections) observed over four financial years (time periods). Unlike purely cross-sectional or time-series methods, panel data models exploit both dimensions of the data set, thereby providing a richer source of information. Finally, panel data techniques allow for specification tests such as the Hausman, Breusch–Pagan LM tests and F-test, which guide the selection of the most appropriate estimation framework between pooled OLS, Fixed and Random Effects models.
This study carried out pre-estimation tests, specifically Levin, Lin and Chu (Levin, Lin,  & Chu, 2002).) test unit root tests, to ensure the validity of the regression results and prevent spurious relationships (Breitung & Pesaran, 2008). Non-stationary data can lead to misleading inferences, which makes it essential to test for stationarity before conducting further econometric analysis (Beenstock & Felsenstein, 2019). Given that the data used in this study combined cross-sectional (counties) and time-series (financial years) dimensions, the presence of unit roots was tested before regression analysis.
Once stationarity was confirmed, the study proceeded with panel regression analysis. To determine whether the Pooled OLS model was appropriate, the Breusch–Pagan Lagrange Multiplier (LM) test and the F-test were carried out. 
Breusch–Pagan Lagrange Multiplier (LM) Test
H₀: Variances across entities (counties) are zero → Pooled OLS is appropriate (no significant panel effect).
Hₐ: Variances across entities (counties) are not zero → Random Effects (or Fixed Effects) is preferred over Pooled OLS.
F-Test 
H₀: All county-specific intercepts are equal → Pooled OLS is sufficient (no fixed effects).
Hₐ: At least one county-specific intercept is different → Fixed Effects model is preferred over Pooled OLS.
Following this, the Hausman specification test (Hausman, 1978), presented in Equation 3.2, was employed to determine whether the Fixed Effects (FE) or Random Effects (RE) model was more appropriate. The Hausman test involves comparing coefficient estimates from the FE and RE models. If the test statistic is significantly different, it implies that the RE model is inconsistent; hence, the FE model should be preferred. In this study, the Hausman test rejected the null hypothesis in favour of the alternative, indicating that county-specific effects were correlated with the regressors and confirming that the Fixed Effects model was the most appropriate specification.
) -Var (-1()…………………………………… (3.2)
Where;
H is the Hausman test
 These are the coefficient estimates from the Fixed and Random Effects models, respectively.
To determine whether the Random Effects (RE) model or the Fixed Effects (FE) model is more appropriate, it is essential to first assess whether county-specific effects are correlated with the regressors. This is done using the Hausman Test, which tests the following hypotheses:
H0: RE is preferred (county effects are uncorrelated with regressors) against,
Ha: FE is preferred (county effects are correlated with regressors).
According to this model, the Hausman test helps determine whether the Fixed Effects (FE) model or the Random Effects (RE) model is more appropriate for panel data analysis. The decision is based on the p-value obtained from the test:
If the p-value is significant (p<0.05), reject H0 and use Fixed Effects (FE).
If the p-value is not significant (p>0.05), fail to reject Ha and use Random Effects (RE).
The test evaluated whether the unique errors (uᵢ) were correlated with the regressors (Xᵢₜ).
The null hypothesis (H₀) assumed that the preferred model was RE, meaning the individual effects were uncorrelated with the regressors.
The alternative hypothesis (H₁) assumed that the FE model was more appropriate, implying that the individual effects were correlated with the regressors.

[bookmark: _Toc130977374]Diagnostic tests were conducted from the regression results of the analytical approach, that is, the STATA output. Therefore, for this study, the diagnostic tests that were carried out for the Fixed and Random Effect model included serial correlation, normality, heteroscedasticity, cross-sectional dependence, multicollinearity and homoscedasticity tests.
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[bookmark: _Toc207656771]4.1 Panel Unit Root Test Results
Before conducting panel regression analysis, this study carried out pre-estimation tests (panel unit root tests) using the Levin–Lin–Chu (LLC), Im–Pesaran–Shin (IPS), and ADF–Fisher Chi-square tests to assess the stationarity of the regression variables. The use of multiple tests was necessary to ensure robustness since each test relies on different assumptions. The LLC test assumes a common unit root process across panels, while the IPS and ADF–Fisher tests allow for heterogeneity in the autoregressive structure across counties.
The results are presented in Table 1. Across all three tests, the findings consistently indicate that the variables are stationary at the level. A key indicator is the p-value: a low p-value (typically below 0.05) suggests the series is stationary, while a high p-value indicates the presence of a unit root. For this study, all p-values across LLC, IPS, and ADF–Fisher tests were less than 0.05, indicating that the variables do not contain a unit root.
[bookmark: _Toc17357]Table 1: Panel Unit Root Test Results
	Variable
	LLC t-Statistic
	p-Value
	IPS W-Statistic
	p-Value
	ADF-Fisher χ²
	p-Value
	Decision (at 5%)

	County Debt
	-3.182
	0.000
	-2.741
	0.001
	85.42
	0.000
	Reject H₀

	Economic Growth
	-1.546
	0.003
	-2.114
	0.017
	62.13
	0.002
	Reject H₀

	Tax Revenue
	-2.945
	0.000
	-3.312
	0.000
	78.54
	0.000
	Reject H₀

	Government Expenditure
	-3.734
	0.016
	-2.563
	0.010
	69.25
	0.001
	Reject H₀

	Corruption Level
	-1.456
	0.000
	-2.021
	0.022
	59.37
	0.004
	Reject H₀


Source: Authors’ Computation (2025).

From the results above, it is evident that all the variables under consideration, County Debt, Economic Growth, Tax Revenue, Government Expenditure, and Corruption Level, are stationary at the level, as their LLC, IPS, and ADF–Fisher test statistics are significant at the 5% level. This means that the null hypothesis (that the variables contain a unit root) is rejected in all cases. Therefore, it is concluded that the variables are stationary in their original form, and it is appropriate to proceed with panel regression analysis without differencing or transforming the data.

[bookmark: _Toc207656774]4.2 Hausman Specification Test
After confirming stationarity through the LLC unit root test results, the Breusch–Pagan Lagrange Multiplier (LM) test and the F-test were performed to determine whether the Pooled OLS model was appropriate. Both tests rejected Pooled OLS in favour of panel data models. Subsequently, the appropriateness of the Fixed Effects (FE) or Random Effects (RE) model was determined using the Hausman Specification test results, as shown in Table 2.
Table 2: Hausman  Specification Test Statistic Results
	Test Statistic (H)
	Degrees of Freedom
	p-Value
	Decision (at 5%)
	Model Recommendation

	11.752
	4
	0.017
	Reject H₀
	Fixed Effects (FE)


Source: Authors’ Computation (2025)
Results revealed a Hausman specification test statistic of 11.752 with 4 degrees of freedom, and a p-value of 0.017, which is less than 0.05. This result leads to the rejection of the null hypothesis, indicating that the county-specific effects (ui) are correlated with the regressors (Xit). This is because the test indicated that the county-specific effects are correlated with the explanatory variables, making FE the preferred model for producing consistent and unbiased estimates. Reference is therefore made to the results presented in Table 2.
Therefore, the study concludes that the Fixed Effects (FE) model accounts for these correlations and is more appropriate for estimating the relationship between macroeconomic variables and county government indebtedness. This model ensured that unobserved heterogeneity across counties that might influence debt levels was adequately controlled. The primary advantages are improved accuracy in controlling for unobserved factors, consistent results, and the ability to study within-entity changes rather than just between-entity differences. 
[bookmark: _Toc207656775]4.3 Fixed Effects Results 
[bookmark: _Toc3293]The Fixed Effects model was found to be the appropriate estimator and was therefore adopted for further analysis in this study, as shown in Table 3.
Table 3: Fixed Effects Results 
	Fixed-effects (within) regression            Number of obs     =      188

	Group variable: country ID                     Number of groups =       47

	

	R-sq:                                           Obs per group:

	within = 0.605                                    min =       3

	between = 0.562                                     avg =     4.0

	overall = 0.583                                    max =       5

	F (4,141)           =    41.72

	Prob > F           =   0.0000
	 Variables  
	Coef.
	Std. Err
	t
	P>|t|
	95% Conf. Interval

	GDP Growth 
	-0.0284
	0.0172
	1.647
	0.099***
	-0.0061     0.0625

	Tax Revenue
	0.2982
	0.0651
	-4.585
	0.000*
	-0.4264   -0.1695

	Gov. Expenditure  
	0.1724
	0.0396
	4.195
	0.000*
	0.0913     0.2534

	Corruption Level
	0.2611
	0.0497
	5.019
	0.000*
	0.1583    0.3642

	Cons  
	1.125
	0.4724
	2.384
	0.014*
	0.8911     2.0630




	[bookmark: _Toc201668136]Breusch-Godfrey LM Test
	Chi² = 1.87
	0.174
	No serial correlation 

	Breusch-Pagan Test
	Chi² = 2.35
	0.125
	No heteroscedasticity 

	Pesaran’s CD Test
	Z = 1.10
	0.270
	No cross-sectional dependence 

		*=1%, **=5% significance levels respectively






Under the fixed effect model, the results in Table 3, GDP Growth has a coefficient of -0.0284 with a p-value of 0.099, indicating a negative but statistically insignificant relationship with county governments' indebtedness. This means the observed negative relationship could be due to random chance rather than a true effect. While the negative coefficient indicates that higher GDP growth was associated with a slight decrease in indebtedness, this finding is not strong enough to confidently conclude that there is a real negative link between the two variables. Therefore, this suggests that national economic growth does not meaningfully influence counties' borrowing behaviour, a finding consistent with Mukuru et al. (2025) and Jepchirchir (2025), who observed that stronger macroeconomic performance does not automatically translate into expanded fiscal capacity for counties due to weak intergovernmental fiscal transfers and limited fiscal autonomy.
Tax Revenue, on the other hand, shows a coefficient of 0.2982 with a p-value of 0.000, which is statistically significant. The result indicates a statistically significant positive relationship between tax revenue and county governments' indebtedness in the regression model. The coefficient of 0.2982 signifies that for a one-unit increase in tax revenue, county governments' indebtedness is expected to increase by 29.82%. This positive relationship indicates that increases in county tax revenue are strongly associated with higher levels of indebtedness, likely because higher own-source revenue expands fiscal space and borrowing capacity, enabling counties to finance larger development projects or recurrent expenditures. These results align with prior studies, such as Mbate (2013), who found that revenue mobilisation enhances fiscal capacity and borrowing potential among sub-national governments in Africa.
Government expenditure is also positively associated with county debt, with a coefficient of 0.1724 and a p-value of 0.000, as shown in Table 3. This indicates a statistically significant relationship where increases in government expenditure are linked to increases in county debt. This implies that a 1% increase in government expenditure leads to a 17.24% rise in county indebtedness. The positive coefficient suggests that more government spending increases debt, while the highly significant p-value (p < 0.05) confirms this relationship is unlikely to be due to random chance. This suggests that higher government spending, possibly to finance public services and development projects, is funded through borrowing, increasing the overall county debt. The finding also reflects the pressure of rising expenditure, particularly on development projects, personnel, and recurrent services, which often exceeds counties’ revenue capacity and compels them to borrow. This is consistent with Kibet et al. (2019), who noted that counties with ambitious spending plans but limited fiscal discipline often resorted to debt financing, and with Ochieng (2014), who highlighted that expenditure pressures linked to political promises and infrastructure demands significantly contribute to county debt accumulation.
Finally, the level of corruption has a coefficient of 0.2611 with a p-value of 0.000 in Table 3, indicating that a 1-point increase in the level of corruption leads to a 26.11% rise in county governments' debt levels. This suggests that corruption is a key factor in driving up public debt. This finding indicates that corruption levels may lead to fiscal irresponsibility and an increased need for borrowing to fund county government operations, potentially due to loss of revenue and misallocation of resources. This underscores that corruption levels exacerbate fiscal stress through budget leakages, misappropriation of public funds, and inflated procurement costs. Similar findings have been reported by Nzau (2014) and Kipyego et al. (2022), who emphasised that corruption undermines public financial management and budgetary control, often necessitating additional borrowing to bridge funding gaps.
The Breusch-Godfrey LM test showed no autocorrelation (Chi-square: 1.87, p-value: 0.174), supported by the Wooldridge test. The Breusch-Pagan LM test indicated no heteroscedasticity (Chi-square: 2.35, p-value: 0.125), suggesting constant variance of error terms. Lastly, Pesaran's CD test found no cross-sectional dependence (Z-value: 1.10, p-value: 0.270). Overall, the model is robust and valid without needing special corrections.
[bookmark: _Toc173188288][bookmark: _Toc201668137][bookmark: _Toc207656788]5 Conclusions and Recommendations
[bookmark: _Toc207656794]5.1 Conclusions
This study sought to examine the effect of selected macroeconomic determinants, such as economic growth, tax revenue, government expenditure, and corruption levels, on the indebtedness of county governments in Kenya during the post-COVID-19 period. Using panel data for 47 counties over the 2020/2021–2023/2024 period, and employing Fixed Effects (FE) and Random Effects (RE) models, the following conclusions were drawn based on the inferential analysis:
The analysis revealed that government expenditure consistently exerts a strong positive and statistically significant influence on county governments’ indebtedness. In the FE model, a 1% increase in government expenditure was associated with a 17.24% increase in county debt. These results indicate that higher expenditure levels, particularly on development and recurrent costs, generate fiscal pressure that compels counties to borrow more to meet budgetary demands.
Tax revenue exhibited a nuanced relationship with county indebtedness. The FE model showed a positive coefficient (0.2982, p < 0.01), suggesting that within-county increases in revenue over time may coincide with higher borrowing, potentially reflecting discretionary borrowing for development projects. Overall, this underscores the critical role of enhancing counties’ own-source revenue mobilisation to sustainably manage debt.
Corruption levels were positively and significantly related to county indebtedness (FE: 0.2611, p< 0.01). This suggests that weak governance, irregular expenditures, and financial mismanagement exacerbate debt accumulation, highlighting the need for stronger anti-corruption measures and improved accountability frameworks at the county level.
Economic growth (GDP), on the other hand, was not a robust predictor of county debt. The FE model indicated a negative but insignificant effect (-0.0284, p = 0.099). These results imply that national-level economic recovery following the COVID-19 pandemic has not consistently translated into lower county-level indebtedness, likely due to structural inefficiencies in revenue sharing and limited fiscal autonomy.
The study concludes that government expenditure, tax revenue, and corruption levels are the primary macroeconomic determinants of county governments' indebtedness in Kenya. Effective county-level debt management should prioritise fiscal discipline, enhanced revenue collection, and strengthened governance mechanisms. National economic growth alone, without institutional reforms and prudent fiscal management, is insufficient to reduce subnational debt vulnerabilities.
[bookmark: _Toc207656795]5.2 Recommendations of the study
Based on the findings derived from both descriptive and inferential analyses regarding county governments’ indebtedness in Kenya during the post-COVID-19 period, the study provides the following recommendations to improve fiscal sustainability, accountability, and efficient resource utilisation in the devolved units.
The study recommends that county governments strengthen fiscal planning and discipline in expenditure management in long run and short run. Given the strong positive relationship between government expenditure and debt levels, counties must implement medium-term expenditure frameworks (MTEFs) and set firm ceilings on recurrent expenditures in short term. Expenditure should be guided by realistic revenue forecasts and subjected to regular monitoring and evaluation to ensure efficiency and impact. Counties should also link spending to performance-based outcomes and prioritise development projects that offer long-run socio-economic benefits as Kenya is focusing on achieving its Vision 2030 objectives, which will bring significant economic benefits.

In addition, the study recommends that counties enhance the efficiency of tax revenue utilisation. Although counties with high tax revenues were expected to reduce debt, the study revealed that these counties also had high debt levels. This implies that enhanced revenue does not automatically translate to prudent fiscal behavior in long run. Therefore, counties should adopt integrated financial management systems (IFMIS) that align revenue mobilisation with targeted spending in short term. Any revenue surplus should be directed toward reducing borrowing, financing development projects, or creating county stabilisation funds.
Also, the study recommends that counties combat corruption and reinforce public financial governance mechanisms in long run. The corruption level was found to have a statistically significant and positive relationship with county debt, indicating that corruption exacerbates debt accumulation. To counter this, counties should digitise procurement and finance systems, conduct real-time audits, and ensure that procurement laws and ethical standards are strictly enforced. Anti-corruption units at the county level should be empowered to monitor, investigate, and report misuse of public resources effectively.
Further, the study recommends that counties minimise overreliance on debt financing and adopt sustainable borrowing practices in long and short term. Since the findings show that borrowing is driven more by expenditure pressures than by developmental planning, counties should be guided by comprehensive debt sustainability strategies. Borrowing should only be pursued for projects with clear economic returns. Moreover, counties should explore alternative sources of finance such as municipal bonds, leasing arrangements, and partnerships with development agencies and the private sector. Moreover, the study recommends that counties integrate economic growth strategies with inclusive and locally-driven development planning. Despite the observed GDP growth, the study found no significant link between economic expansion and lower county debt. This suggests that growth has not yet translated into meaningful local fiscal relief. Counties should therefore focus on building diverse local economies, supporting micro and small enterprises, expanding agricultural productivity, and creating enabling environments for business and investment to improve local revenues and reduce borrowing dependency.

The study recommends that county officials undergo continuous capacity building in public finance management and debt oversight. A technically competent workforce is essential for sound fiscal management. County executives and assemblies should be equipped with knowledge in debt analysis, budget formulation, revenue forecasting, and expenditure tracking. The National Treasury, in collaboration with institutions like the Commission on Revenue Allocation (CRA) and the Controller of Budget, should provide structured training and mentorship programs.
[bookmark: _Toc207656796]5.3 Recommendation for Further Studies
Given the scope and findings of this study, further research is recommended to explore the long-term effects of counties’ indebtedness on service delivery and socio-economic development at the grassroots level. Future studies could employ qualitative approaches to capture perspectives from county officials, financial controllers, and local communities on debt management practices and fiscal transparency. Additionally, comparative research across different countries with similar devolved governance systems would offer deeper insights into best practices for managing subnational debt. Expanding the timeframe beyond the post-COVID-19 period could also reveal whether the trends observed are temporary or indicative of systemic fiscal challenges within county governments.
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