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ABSTRACT
Emerging and fastest-growing markets in Africa are developing their financial environment to attract investors
and position themselves as an upcoming generation of strong and influential markets. The subject of this study
is public expenditure outlays used to stimulate economic activity in emerging markets in Africa. The purpose of
this study is to isolate the main determinants of government spending and the role of institutional quality. The
relevance lies in the significance of maintaining such expenditures at optimal levels to benefit the economy.
The scientific novelty lies in the analysis of the main factors explaining government spending to support policy
formulation in emerging markets. This study applied the autoregressive distributed lag (ARDL) model to test
both long-term and short-term dynamics. Based on the results, the study demonstrated both joint and long-run
causality between the selected variables and government expenditure. Short-term causality is not confirmed.
The study concluded that the Wagner law still holds, in which economic growth is coupled with an increase in
expenditure. The Economic freedom index is more effective in controlling government expenditure than the
POLITY 2 variable. This study offers some policy implications.
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OPUTMHAJIbHASA CTATbA

[ocyaapcTBeHHble pacxoabl B 6bICTPOPACTYLLMX
ctpaHax AQpuKM € pa3BMBAIOLLMMCSA PbIHKOM:
POJib Ka4eCTBa MHCTUTYLLMOHA/IbHOM Cpeabl

C. M6ynaBa
Konnepxx 6yxrantepckoro yyeta botcaHbl, [abopoHe, botcBaHa

AHHOTAUMUA
PazBuBatowwmecs u Hanbonee GbiCTpopacTylme pbiHKM ADPHUKM COBEPLIEHCTBYIOT CBOK (DMHAHCOBYH Cpeay
B LLENIIX NPUBIEYEHNS MHBECTOPOB M NO3ULMOHMPOBAHMS CeBS B KAYECTBE CUIIbHBIX U BAUSATENbHbIX PbIHKOB
HOBOro nokoneHus. MpeaMeToM LaHHOMO MCCIEN0BAHMS SBNSIOTCS rOCYAAPCTBEHHbIE PACXO/bl, UCMOJIb3YEMbIE
ANs CTUMYNIMPOBaHMS S3KOHOMMUYECKOW aKTUBHOCTM Ha pa3BMBaOLLMXCS pbiHKax cTpaH Adpuku. Llenb naHHoro
MCCNeaoBaHMs — BbiIBUTb OCHOBHbIE (DaKTOPbI, ONPEAENIOLMNE FOCYAAPCTBEHHbIE PACXObl, U POSb MHCTUTY-
LIMOHANbHOIO Ka4yecTBa. AKTYasIbHOCTb 3aK/1H04aETCs B BaXXHOCTU NMOAAEPXKAHUS TaKMX paCcXOA0B Ha ONTUMasb-
HOM YpOBHE, 4T06bl OHM MPUHOCUAM MOJb3Y 3KOHOMMKE. HayuHaa HOBU3HA — B aHaM3e OCHOBHbIX (DaKTopOB,
06bACHALLMX rOCYAAPCTBEHHbIE PACX0bl A1 NOAAEPKKM pa3paboTKM NOAUTUKM Ha PAa3BMBAIOLLMXCS PbIHKAX.
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B paHHOM nccnenoBaHMM NpUMeEHSacb MOAENb aBTOPerpeccum ¢ pacnpeneneHHsiM narom (ARDL) gng npo-
BEPKM KaK LONTOCPOYHOM, TaK U KPAaTKOCPOUYHOM AMHAMMKHK. Pe3ynbTaThl MCCnenoBaHMs NPOAEMOHCTPUPOBAM
KaK COBMECTHYH, TaK M LOATOCPOYHYI MPUUNHHO-CNEACTBEHHYIO CBSA3b MEXAY BbIOpaHHbIMU NepeMeHHbIMU
M roCy[apCTBEHHbIMM pacxoaamu. KpaTkoBpeMeHHas NpuYMHHO-CNeACTBEHHAs CBS3b He MOATBEPXKAEHA. B nccne-
[LOBaHMM CLeNaH BbIBOA, O TOM, YTO 3aKOH BarHepa, cornacHo KOTOpOMY 3KOHOMMYECKMIA POCT CONMPOBOXAAETCS
yBE/IMYEHMEM PACXOA0B, MO-NPEXHEMY AEMCTBYET. MHAEKC 3KOHOMMYeCcKon cBoboabl 6onee adpdekTMBEH ANs
KOHTPOJIS rOCYAapCTBEHHbIX pacxooB, yeM nepemerHas POLITY 2. [laHHOe nccnenoBaHme NO3BOASET CAENATh
HEeKOTOpble BbIBOAbI, TPUMEHUMbIE NPK Pa3paboTKe NOAUTUYECKUX PELLEHU.

Kniouesvie cnosa: rocynapCTBEHHbIE pacxoAbl; Pa3BUBAKOLLMECS PbIHKU; MHCTUTYLIMOHANIbHOE KayeCTBO; 3aKOH
BarHepa; aBToperpeccus ¢ pacnpefneneHHbiM narom; Adpuka

Ans yumupoeanus: Mbulawa S. Public expenditure in the fastest growing and emerging market economies
in Africa: The role of institutional quality. Review of Business and Economics Studies. 2024;12(2):42-54. DOI:

10.26794/2308-944X-2024-12-2-42-54

1. Introduction

This study examines the long-term determi-
nants of government expenditure in emerging
and fastest-growing economies, with particular
focus on the role of institutional quality. Several
countries in Africa are developing their financial
markets to attract investors and position them-
selves as an upcoming generation of emerging
markets. They offer investors opportunities for
good returns on investments. The nature and
sophistication of the stock market, in com-
parison to the level of economic development,
underpin the classification of an economy as
emerging [1, 2]. In this study, the term emerg-
ing markets refers to countries with financial
markets that help to win investors’ attention
and are experiencing growth led by the private
sector [3].! Fastest-growing economies in Africa
are identified by the African Development bank.?
In most emerging and fastest growing markets,
the size of the government represents the extent
to which public institutions are participating in
economic development. The government brings
about changes in the structure of the economy.
In most economies, the government’s size and
scope have changed. It is desirable for any gov-
ernment to promote the welfare and interests
of citizens. This is coupled with engaging pro-
grams in different domains, including economic,
political, and legal structures. Involvement in
such programs increases the size of the govern-

! Africa Business Pages (ABP) (2023). The emerging markets in
Africa. URL: https://www.africa-business.com/features/africa-
emerging-business.html (accessed on 20.11.2023).

2 Africa Development Bank (2023). Africa’s economic growth to
outpace global forecast in 2023-2024 — African Development
Bank biannual report. URL: https://www.afdb.org/en/news (ac-
cessed 19.11.2023).

ment, particularly in Africa, where the private
sector does not do much to improve economic
outcomes? [4].

While it may be plausible that government
expenditures should increase to stimulate eco-
nomic activity, it is also critical that such ex-
penditures are mitigated to bring benefits to
the economy. A rise in government spending
that outstrips revenues may crowd out private
investments. To deal with this, the government
may follow an expansionary fiscal policy drive,
which may cause the economy to overheat.
However, stable government expenditure un-
derpinned by taxation revenues that are propor-
tional to gross domestic product (GDP) may give
rise to a balanced budget [5].

Discussions on government expenditure and
its drivers are key, as they provide direction to
policymakers on making effective decisions in
managing fiscal shortafalls and bringing stable
economies [6]. It is critical to focus on govern-
ment expenditure considering that in emerging
and growing markets in Africa, there are still
elements of poverty and other social ills like
high unemployment and crime. Improvements
in social indicators do not match the growth in
government expenditure. More so, as much as
studies have been done focusing on these driv-
ers, there is no consensus on the main determi-
nants in this context. While there is a consen-
sus that factors such as economic growth, trade
openness, inflation, population, taxation, and
democracy are associated with government ex-
penditure, there is a lack of agreement on their

5 Farquharson, E., Yescombe, E. R. (2011). How to engage with
the private sector in public-private partnerships in emerging
markets. World Bank Publications.
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respective contributions [7, 8]. Furthermore,
there is a lack of evidence about the role of in-
stitutions in explaining government expenditure.

Institutions influence economic activity as
they put in place and act as constraints that al-
low for interaction between political, social, and
economic factors. They help streamline human
behavior and ensure that there are benefits de-
rived from human interactions and any econom-
ic activity. Countries develop faster where there
are strong and effective institutions. Scholars
have conducted extensive research on the im-
pact of institutions on economic growth and ac-
tivity [9, 10]. These studies argue that strong and
efficient institutions explain country differences
with respect to income levels. However, there is
still limited work on their effect on government
expenditure patterns. There is inconclusive evi-
dence regarding their effect in different political
regimes and the extent of economic freedoms
provided [11, 12]. There is rent-seeking behav-
ior in economies with autocratic rule as the
government allocates more funding to military
activities as opposed to other development ar-
eas such as education, which improves welfare
for all. Effective institutions can help mitigate
such behaviors, yet the evidence is not clear in
our context.

From a policymaker’s point of view, it is criti-
cal to understand ways to administer public
funding when faced with limited resources and
the need to reduce costs of governance. Balanc-
ing between money allocated to capital and re-
current expenditures requires that policymakers
be informed of the main drivers, as it becomes
difficult to develop where such choices are in
conflict. Since the effects of these drivers differ
based on the context and choice of variables, it
is critical that we understand the dynamics in
emerging and growing market economies. These
have drawn much attention as potential driv-
ers of regional GDP. The main questions are as
follows: Which are the main drivers and con-
straints to a rise in government expenditure?
Does institutional quality play an important role
in explaining the level of government expendi-
ture?

This paper is organized as follows: section 2
focuses on a literature review to provide evi-
dence from past studies; it is followed by sec-
tion 3, which focuses on the methodology;

section 4 gives the results and discussion; and,
finally, the study provides conclusions and poli-
cy implications.

2. Literature review
Theories

Several theoretical propositions have been
put forward in relation to government or public
expendituresi. For example, Wagner’s proposi-
tion opines that public expenditure is driven by a
rise in economic growth. The rise in demand for
public services and decisions by the state to in-
crease their administrative capacity lead to an in-
crease in expenditure. Growth would translate to
increased public spending [13]. Keynesian theory
argues that government intervention in the form
of social programs and public-funded projects
increases public expenditures. Investing in such
programs creates a conducive environment for
private sector participation in development [14].

Empirical evidence

It is critical that government expenditures
be translated into sustainable economic devel-
opment. Understanding how resources are dis-
tributed and managed helps to gauge potential
economic outcomes. This helps in reviewing
spending plans and redirecting government ef-
forts towards beneficial areas. In the African
context, public funding is the main engine for
growth using public programs. It is no simple
task to effectively manage public resources. Fur-
thermore, countries differ in terms of govern-
ance and development; hence, their needs and
priorities differ as well. Public expenditure effi-
ciency increases with high levels of GDP per cap-
ita [15]. Evidence [16] supports that there is uni-
directional causality from GDP to government
expenditure. GDP has a positive effect on gov-
ernment expenditure [7]. On the contrary, [17]
shows that there is no link between government
expenditures and GDP, suggesting that Wagner’s
Law does not hold. There is no evidence of cau-
sality between the two variables.

An inflow of international aid results in an
expansion in government recurrent expenditure
[7, 18]. Past studies [19, 20] argue that inter-
national aid is fungible for financing recurrent
expenditures. It is a key determinant of govern-
ment expenditure in low- and middle-income
economies [21]. It crowds out domestic govern-
ment spending on public investment [22].
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Evidence suggests that the effect of urbani-
zation on expenditure depends on the type of
outlay. For example, past studies [17, 23, 24]
show that urbanization has a positive effect on
health care expenditure. It induces health care
expenditures in developing countries [25]. Ur-
banization leads to an increase in demand for
public services [26]. On the contrary, [27] show
that urbanization has a nonlinear relationship
with government expenditure. It has a negative
effect on public sector expenditure due to posi-
tive external consequences and economies of
scale. The relationship becomes positive after
crossing a threshold of 55.28% due to negative
externalities.

Studies [7, 17, 28—-31] show that taxation has
a positive effect on government expenditure.
The two variables are cointegrated and have a
stable relationship. The long-term and posi-
tive impact of taxation exists when we consider
capital government expenditure [32]. Causality
runs from taxation revenue to government ex-
penditure [33]. On the contrary, unidirectional
causality flows from government expenditure to
tax revenue [34]. The tax-spend hypothesis was
found to exist using data for a group of countries
in Latin America. It shows that the government
spends first, increasing taxation at a later stage.
This means that changes in public expenditure
lead to changes in public revenue [35].

Good governance is critical for economic
development. Budget allocations fund public
programs, which drive growth in emerging and
growing market economies. An economic sys-
tem could be open or closed, and alternatively, a
country could be regarded as democratic or au-
tocratic, but the government still has a key role
to play in development. Institutional quality
has been found to influence the level of govern-
ment expenditure in past studies. For example,
[11] argues that the type of political regime de-
termines what features within government ex-
penditure; government expenditure is low in a
country with an inefficient legal system [36]; the
quality of institutions determines the efficiency
of government expenditure [7, 37]; high-quali-
ty institutions facilitate and help to effectively
manage public resources [38]; institutions are
effective where they limit money wasted and
corruption [39]. The effect of institutional qual-
ity on expenditures depends on the composition.

For example, corruption increases expenditure
on defense and public services while reducing
expenditure on education, health, and cultur-
al issues [40]. This is supported by [41], which
shows that weak institutions result in corrupt
practices and high public expenditures.

There are few cross-country studies linking
aid and government expenditures [42, 43]. Trade
openness has been found to negatively affect
government expenditure [17]. This is supported
by the author of [18], who shows that trade lib-
eralization has a negative association with the
expenditure structure. On the contrary, past
studies [44-46] found that trade openness has
a positive effect on government expenditure in
low-income countries. Trade tax revenue has a
positive impact on expenditure in the long run,
not the short run [18]. A study [47] argues that
the quality of institutions reinforces the causal
relationship between openness and government
expenditure. [50] find no cointegration relation-
ship between trade openness and government
expenditure.

3. Methodology

3.1. Model and estimation

In this section, the study models public ex-
penditure on a vector of variables identified
from the literature based on their relevancy. The
approach is to use an autoregressive distributed
lag (ARDL) model, as supported by past studies
[6, 19, 49]. The model was selected based on the
assertion that there are a spillover effects from
past behaviors of variables. The procedure en-
tails the estimation of an overparameterized
model with an arbitrary number of lags for all
variables. This may give rise to a model that is
consistent with the theory and data employed.
An economic procedure was followed to deter-
mine the relevance of the model. This involves
checking for stationarity or unit root and de-
termining the order of integration. The study
employed the methods described in [50] and
[51]. Once the order of integration has been de-
termined, the study proceeds to test for cointe-
gration using methods by Westerlund and Kao
[52]. After confirming the cointegration of vari-
ables, the subsequent step involves choosing
the optimal model. A study [53] suggests that if
all variables are stationary, then ordinary least
squares techniques and vector autoregression
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models are applied. If all variables are non-
stationary, we apply the Johansen test to assess
cointegration. Again, with mixed variables, we
test for cointegration, and if present, we employ
the ARDL model with possibilities of using error
correction models (ECM) and assessing causality.
Non-stationary variables are made stationary by
taking the first difference. The same can be at-
tained by including a time variable in the regres-
sion or by extracting trends and cycles from the
single series using the Hodrick-Prescott filter.
All these approaches to attaining stationarity
may result in losing the long-run information of
the variables. However, it’s possible to derive an
ECM from ARDL by linear transformation. The
ECM integrates both short- and long-run dy-
namics and avoids losing long run information.
The ARDL captures both short- and long-run
relationships among cointegrated variables. As
suggested by [54], the study applies the pooled
mean group (PMG) method, which allows for
short run coefficients to vary across countries
while maintaining the same long run coeffi-
cients. It is applicable even with small periods
and cross sections in panels. The specific model
is as follows:

where a is a constant and f are parameters

P q q
GEP, =a,+ ZﬁOGEE(t_j) + Zﬂl GDPPC,, > B,TO,, ,+
Jj=0

)t Zﬂ EFL;, ,+ Zq:ﬁSODAi(t_j) +
Jj=0

+ Z,H POLITY2,,

Jj=1

+Zﬂ6UBN +Zﬁ6TE ) +,Lllt (1)

to be estlmated, i and t represent country and
time components. Through re-parameterization
of equation (1) the error correction term (ECT) is
obtained as follows:

(

GEP.( .)—Q)GDPPC.(;)—(D TO.( -

The short- and long-run coefficients, respec-
tively, are 8 and w, and the speed of adjustment is 3.
3.2. Data and variables
The study uses annual data from various sources
for the period 1990-2020. The analysis focuses
on 19 emerging and fast-growing African econ-
omies. The dependent variable is government
expenditure (GEP), obtained from the Interna-
tional Monetary Fund database. This is the real
government expenditure as a share of GDP [19].
The main explanatory variables are tax effort
(TE), which is defined as tax revenue as a share
of GDP [55]. The data set on true random scores
is obtained from the United Nations University
World Institute for Development Economics
Research. Net ODA received (% of GNI) is em-
ployed to capture net aid from official donors
(ODA). Institutional quality is captured using
the economic freedom index (EFI). Data is col-
lected from the Fraser Institute and is an annual
measure that captures efforts to create a stable
macroeconomic environment and ensure that
contracts are enforceable [56]. In addition, the
POLITY 2 score captures a country’s democratic
institutions on a scale from one to ten. Con-
trol variables, as defined by the World Bank, are
gross domestic product per capita (GDPPC) in
current United States dollars (US$) which is de-
fined as the GDP divided by the mid-year popu-
lation; trade openness (TO), which is the aver-
age imports and exports as a percentage of GDP;
Population in the largest city (% of the urban
population) is used as a proxy for urbanization
(UBN).

4. Results and discussion
Table 1 provides summary statistics for variables
as follows: the average government expendi-

)

~0,POLITY, ,~,EFl, ,~00DA4,
-1 -1
AGEP, =, +9;| ~oUBN,, , -o;TE,, Ze AGEP,, +Ze AGDPPC,, ,+
Jj=1 j=0
q-1 q-1 g-1 (2)
+ 0,ATO0;, , + > O,APOLITY2,, , + ) OAEFL, , +
Jj=0 Jj=0 Jj=0
g-1 q-1 g-1
+D BAODA,  + 8,AUBN,, , + > OATE,, ,+m,
Jj=0 Jj=0 j=0
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Table 1
Descriptives

stats GEP GDPPC TO POLITY 2 EFI ODA UBN TE
mean 20.40 2087.13 30.81 2.61 5.77 7.29 30.02 26.61
sd 7.07 2376.93 13.93 5.28 1.09 8.83 14.23 745
skewness 1.12 1.66 13.93 5.28 1.09 8.83 14.23 745
kurtosis 4.12 5.10 3.01 1.71 2.58 25.57 2.40 3.39
N 608 590 608 596 596 565 587 542

Source: Developed by the author.

ture is 20.40%, the average GDP per capita is
USD 2087.13, which shows that most of the sam-
pled countries are in the lower middle-income
bracket as defined by the World Bank in 2022.
The level of trade openness is around 30% of
GDP on average. The POLITY 2 score is 2.61 on
average, which shows that countries have weak
democratic institutions; the EFI score is 5.77 on
average, which shows that most countries have
moderate economic freedom. The net aid re-
ceived from official donors is low, at around 7%
of GDP on average. The extent of urbanization is
still low, with the population in the largest cities
being a third of the urban population. On aver-
age, revenue is below a third of GDP, demon-
strating the critical role that revenue collection
agencies must play in these countries.

In Table 2, we present results for checking po-
tential multicollinearity among variables. The
coefficients for any pair of explanatory variables

are less than 0.50, are positive, negative and sig-
nificant. This demonstrates that multicollinear-
ity is not a significant issue, and we can apply
our variables within the same model. Strong cor-
relations exist between government expenditure
and all variables.

In Table 3, we present findings that show that
all variables are stationary after first differenc-
ing, except for ODA and TE. Thus, there is poten-
tial for co-integration among variables.

The study employed Kao’s method to test for
cointegration. Table 4 shows that the hypothesis
of no cointegration is rejected using all five sta-
tistics. Therefore, one can conduct analysis us-
ing either the ARDL or ECM models.

Empirical models are estimated using the
ARDL technique as follows: Model (1) with all
the variables to examine their contribution
to government expenditure. This is followed
by estimating models (2), which incorporate

Table 2
Correlation
GEP GDPPC TO POLITY 2 EFI ODA UBN TE
GEP 1.000
GDPPC 0.536™" 1.000
TO 0.156** 0.465*" 1.000
POLITY 2 0.167* 0.124* 0.305** 1.000
EFI 0.129* 0.155* 0.316*" 0.497** 1.000
ODA -0.344** -0.046 -0.300*  -0.343**  -0.202** 1.000
POP -0.143**  -0.092**  0.193*  -0.332* -0.119*  0.121* 1.000
TE 0.088** 0.002 0.032 0.134* 0.045 -0.062 -0.062 1.000

*significant at 10%, **significant at 5% and ***significant at 1%.

Source: Developed by the author.
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Table 3
Unit root
Variable IPS FISCHER Order
Levels First Difference Levels First Difference
GEP -1.2453 -6.0487*** 1.3673 -22.3086"" I(1)
GDPPC -0.3818 -4.6222** 5.3652 -15.8648"** (1)
TO -0.4504 -3.0933** 4.6821 -79772*** (1)
POLITY 2 -1.5436 -3.654"* -3.6687** -13.5583* I(1)
EFI -1.6340 -4.4094** -0.4384 -11.6245" [(1)
ODA -2.5334" -7.1881"* -5.3158*** -26.6101* 1(0)
UBN -0.9303 -2.2699** -0.0382 -3.7826"* I(1)
TE -2.3263"" -5.7803"* -4.2108*** -21.1573* 1(0)

*significant at 10%, **significant at 5% and ***significant at 1%.

Source: Developed by the author.

institutional quality variables one at a time.
It allows us to appreciate the changes in re-
sults and potentially isolate the effect of each
measure. Model (4) is the final estimation that
incorporates all variables. This proves to be
the best model for predicting government ex-
penditure among emerging and fast-growing
economies. Findings (Table 5) show that gov-
ernment expenditure returns to equilibrium
after changes in its covariates at a speed of
45% on average, as shown by all models. It is
the speed at which the model corrects itself
when there are deviations in the short run. In
the short run, none of the explanatory vari-
ables is significant, in all models, except insti-
tutional quality variables. Though significant
at the 10% level, the POLITY 2 variable has a
negative effect on government expenditure in
model (4). The economic freedom index is neg-
ative and significant at the 5% level in mod-
els (3) and (4). This shows that, in the short
run, strengthening institutional quality helps
to control excessive government expenditure.
All variables are significant using the long-run
model.

The impact of GDP per capita on government
expenditure remains positive in all four mod-
els. This is demonstrated by the coefficients,
which are significant at the 1% level. In other
words, as economic welfare improves coupled
with a rise in GDP, the level of government
expenditure increases in the long term. This

is consistent with Wagner’s law, which argues
that public expenditure increases as national
income rises. The value of our coefficients
shows that there are marginal changes in
public expenditure of about 0.02% for every
10% change in GDP per capita. Findings are
consistent with past studies [19, 57, 58], which
show that significant changes in national eco-
nomic welfare have a positive contribution to
public spending. This is linked to the emerg-
ing demand for public goods as the govern-
ment seeks to meet the needs of citizens and
develop initiatives.

Taxation revenue has a positive and signifi-
cant effect on government expenditure in the
long run. This is demonstrated by coefficients
that are significant at the 1% level through-
out. A 10% rise in tax revenue would induce
a growth in public spending of 1.94%, using
model (1). The size of the coefficient increas-
es slightly with the introduction of the POL-
ITY 2 variable and falls in models (3) and (4)
with the introduction of the economic freedom
index variable. This shows the importance of
the choice of institutional variables in mod-
eling the effect of taxation revenue. Findings
are consistent with past studies [59, 60] that
support the tax-spend hypothesis by Fried-
man in 1978. Thus, the government’s potential
to improve spending is enhanced by a rise in
tax efforts. This has implications for effective
monitoring where countries have unpredict-
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Table 4
Tests for cointegration

Kato Test for cointegration

HO: No cointegration
Ha: All panels are cointegrated

Cointegrated Vector: Same

Kernel: Bartlett

Panel means: Included
. . Lags: 1.79 (Newey-West)

Time trend: Not Included Auamented Lags: 1
AR parameter: Same g gs-
Modified Dickey Fuller t -3.4767 0.0003
Dickey Fuller t -3.1928 0.0007
Augmented Dickey-Fuller t -1.8275 0.0338
Unadjusted Modified Dickey-Fuller t -6.7683 0.0000
Unadjusted Dickey-Fuller t -4.4821 0.0000

Source: Developed by the author.

able revenue flows and appetite for spending.
The consequences are adverse, as rising spend-
ing would entail seeking help from taxpayers
in the future to avert a budget deficit.

The study shows that development aid has
no effect in the long term when considering
models (1) and (2). The introduction of eco-
nomic freedom index in models (3) and (4) re-
sults in a positive and significant coefficient.
It rises with both measures of institutional
quality in the model. This shows the signifi-
cance of strong institutions in curbing spend-
ing that may rise with the receipt of aid. The
contribution of aid to spending is supported
by past studies [42, 61]. Though it may come
with high dependency and administrative
costs, aid increases the incentive to spend as
a cheaper source of funding. The effect differs
on whether we consider capital or recurrent
spending.

Trade openness has a negative and signifi-
cant effect on government expenditure, con-
sidering models (1) to (3). This means that
as countries become more open to interna-
tional trade, less is spent by the government.
This is consistent with [62], who argues that
an increase in trade flows may mean a fall in
revenues, which may ultimately lead to a re-
duction in spending. On the other hand, when
we incorporate both measures of institutional
quality into the model, we find that the effect
of trade openness becomes positive. This could
be explained by the countries that are faced
with outside shocks as trade flows increase.

This may be coupled with high spending as
governments endeavor to give access to more
goods and services while reducing the impact
of global shocks. As countries open their econ-
omies, local demand rises, which should be
met by a rise in spending, as supported by past
studies [59, 45].

This study’s findings differ from several pre-
vious studies on our proxy for urbanization. In
general, as the urban population rises, the ex-
pectation is that more government expendi-
tures will occur. In our study, the effect is nega-
tive in all our models, which is similar to [63],
who found the same sign in the context of South
American countries. They found that urbaniza-
tion reduces government spending.

Findings on institutional quality have been
linked to other covariates earlier in the discus-
sion. The POLITY 2 variable is insignificant
throughout the two models estimated. The vari-
ables measuring the economic freedom index
are significant in all two models. Both variables
have proven to be important in modeling gov-
ernment expenditure. The negative impact of
EFI variables suggests that it is crucial in bring-
ing restraint to spending, as supported by em-
pirical evidence. [63] shows that institutional
quality has a negative effect on public spend-
ing. As institutions improve, they mitigate the
level of public spending. The effect is linked to
the way in which public spending is distributed.
Past studies [12, 64, 65] argue that the allocation
of expenditure depends on whether the govern-
ment autocratic or democratic. The former allo-
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Table 5
Empirical models

Long run models

Models 1 2 3 4
GDPPC 0.002*** 0.002** 0.003*** 0.002***
TE 0.194*** 0.196*** 0.135*** 0.136***
ODA 0.06 0.056 0.102** 0.114**
TO -0.061*** -0.066"" -0.050"" 0.038™
UBN -0.457** -0.445* -0.362*** -0.397**
POLITY 2 0.012 0.038
EFI -0.768*** -0.988"

Short run models

ECT -0.447** -0.441" -0.436*** -0.450"
GDPPC -0.001 -0.001 -0.001 -0.001
TE -0.021 -0.017 -0.001 0.013
ODA -0.138 -0.053 -0.108 -0.086
TO -0.042 -0.05 -0.029 -0.04
UBN -0.485 -1.174 0.812 -1.64
POLITY 2 -0.236 -0.279"
EFI -1.553* -1.326"
C 12.032** 11.803*** 11.684** 13217

*Significant at 10%, **significant at 5% and ***significant at 1%.
Source: Developed by the author.

cates more to military spending and less to edu-
cation. In this study, countries are democratic
on average which suggests that there is balanced
spending on different forms of expenditure.
There is an aspect of carrying out activities that
allow for the extraction of rents while growing
economies at a slow pace. However, strengthen-
ing institutions would lower the need to monitor
the efficiency of public spending.

5. Conclusions and policy implications
This study sought to isolate the main determi-
nants of government spending and the role of
institutional quality in emerging and fast-grow-
ing economies in Africa. It employs data from
1990 to 2020 for 19 countries. While the study
is more inclined toward the Wagner law, it in-
cluded other variables that capture the current
context. This study applied an autoregressive
distributed lag model to test both long-term and

short-term dynamics. This study demonstrated
that there is joint causality and long-run causal-
ity between the selected variables and govern-
ment expenditure. Short-term causality is not
confirmed.

This study has demonstrated that the Wagner
law still holds, and economic growth is coupled
with rising expenditures. This means that as the
government invests more in expanding the econ-
omy’s potential, more will be spent. The more
governments are involved in public projects to
boost national income, the more money is spent.
The availability of tax revenues increases the ap-
petite for government spending, which confirms
the tax-spend hypothesis. This indicates the
importance of decisions that restrain the use of
public funds; otherwise, huge deficits are immi-
nent. This study demonstrated that official de-
velopment aid creates a buffer on which the gov-
ernment can draw additional spending resources.
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This complements the available local resources
from tax revenues. This study demonstrated that
more is spent when an economy is susceptible
to global events through increased trade flows.
Much uncertainty is experienced when countries
are open, and spending more public funds would
mitigate that. This study demonstrated that se-
lecting the correct institutional variable is key.
It appears that the economic freedom index is
more effective than the POLITY 2 variable in

This study suggests that affording citizens
more economic freedom, such as strengthening
the legal system, having sound money, increas-
ing regulation, and having the freedom to trade,
would help optimize government spending. It is
critical that countries strengthen property rights
and bring stability to the macroeconomy. Other-
wise, by strengthening democratic institutions,
countries may help improve monitoring govern-
ment expenditure patterns and bring more ac-

controlling government expenditure.

countability to public officials.
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