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[bookmark: _Toc188596442][bookmark: _Toc208565046]ABSTRACT
Education funding in Kenya continues to face persistent challenges, primarily due to inconsistencies in budget allocation amid escalating educational demands and economic volatility. Guided by Quantity, Loanable and Debt Overhang theories, this study investigated the macroeconomic factors influencing education funding in Kenya. The focus was on the impact of inflation, interest rates and public debt on government Education Funding between 2013 and 2023. A quantitative research design was employed, utilizing a panel data econometric framework that combined both cross-sectional and time-series data across primary, secondary, TVET and university levels. Secondary data were sourced from reputable institutions such as the Kenya National Bureau of Statistics (KNBS), the Central Bank of Kenya (CBK), the National Treasury and the Ministry of Education. Analysis was conducted using STATA Version 15.0, applying both Fixed Effects and Random Effects regression models. The results indicated significant negative relationships between the three macroeconomic variables and public education funding. Specifically, a one-percentage-point rise in inflation corresponded with an approximate reduction of KES 1.754 billion in education expenditure. Likewise, a one-percentage-point increase in interest rates was linked to a decline of KES 2.143 billion, while a one-percentage-point rise in the public debt-to-GDP ratio was associated with an estimated reduction of KES 953 million in education funding. From these findings, the study concluded that macroeconomic instability considerably constrained the government’s capacity to sustain education investment. It recommended that policymakers adopt prudent debt management practices, establish effective inflation-targeting mechanisms and maintain interest rates at manageable levels to protect education fundings. In addition, the study suggested that both the government and development partners enhance fiscal resilience by diversifying funding sources to ensure steady and equitable financing of education despite prevailing economic pressures.
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[bookmark: _Toc208565053]BACKGROUND
[bookmark: _Toc208565054][bookmark: _Toc195100533][bookmark: _Toc188596450][bookmark: _Toc188596454]1.0 Introduction
[bookmark: _Toc195100534]In this chapter, the authors are prioritizing the ground preparations of the research by looking at the impacts of inflation, interest rate and government debt on Kenyan school budget.  The chapter begins by tracing the history of investing in the education system in Kenya, starting with the advent of Free Primary Education (FPE) and Free Day Secondary Education (FDSE). Next came changes in mechanisms and modes of financing because of macroeconomic instabilities.  It lays the groundwork of the research which will consist of, problem statement, research questions and objectives (general and specific purposes).  Some of the various audiences that the rationale of the study, the scope, the limits and the significance are frequently not emphasized include the numerous policymakers, learning institutions, development agencies and even families.  In addition, the chapter provides the summary of the theoretical and conceptual frameworks, that will be applied during the course. One of these structures is the Macroeconomic Theory of Public Finance which will be used in the determination of the impact of variables like the government debt, inflation rate and interest rate on government expenditure.  The final item that is left in this chapter is that there is a literature review that reports the significance of the intended research regarding how the macro economic variables affect funding through education spending in Kenya in stating missing gaps that existed in the same studies and providing evidences.
[bookmark: _Toc208565055]

1.1 Background to the Study

Most of the education budgets in Kenya are under the control of the Westpac above macroeconomic variables that comprise a combination of inflation rates in Kenya, rate of interest and government debt.  The three mentioned variables are the most significant independent variables of the study.  They have plus and minus on the policy orientation and in budgetary space whereby government can afford funding of long term government investment in education industry.  An example will be the dependent variable; (3) i. e. the education funding: i.e. a sum of money which the government investigates to fund the K-12 vocation and higher education and education programs.  The most most recent applications of the budgetary indicators are the percentile of GDP allocated to the budgetary uses, aggregate government expenditure on education and spending-per-pupil of inflation adjusted degree.
 Even a percent per annum inflation which is in the words of the percentage per annum increase in the Consumer Price4 Index (CPI) is adding value to the contribution of the education e.g. purchase of textbooks, the building of buildings, wages and technology.  The rate of inflation will be high and supply of education will be low because the number of products or services demanded will remain the same with a specified list of distinguished allocation.  The expense of operating the schools and the sum of money that should be paid by the families increase because of the inflationary demand (Ministry of Education, 2021).
 Generally interest rate had been calculated as per Central bank rate (CBR). The rate of money is the issue that is going to be a real strain to the economy.  As far as joining the intra and interstate debts is concerned, this has rendered the country government too expensive because there is an increment in the interest rates.  It will reduce their small funds in education and other third world sectors.  High interest rates ease the debts of the education and government business partners due to the inability to reap or unsound investment in capital projects by the government (Mishkin, 2020).
 The same have however proven actual on the debt to GDP ratio as the national income is directly related with the loan payments.  The information contained in the nature of increased quantity of the national debts is that that the government is spending more of the tax incomes to pay the debt.  It will conserve on the monies that are spent in such areas of recreation expenditure like education.  The origin of concern is also (in good faith) that Kenya education sustainability/sufficiency as it is (since KES 10.1 trillion of it by facilities provided by the popular arm of Kenya) has been the origin of over 70 percent of the Kenya value of GDP in June 2023 (National Treasury, 2023).
 This is very critical in the sense the features that influence the macro economy are sensitive to the policy of the individuals.  The intervention of the government regarding the rate of inflation brings about changes in the financing of industries; change in the interests rates, and increase in the debts.  It is in the effort to provide the causes to be adequately verified to balance the scores that short change financing such like once monetary tightening have been applied to giving way to inflation.  The normal policy in debts management and concerning his policy, besides policy of reducing of the basic services, the policy as toless possibilities in debts management takes into consideration a borrowing to finance deficit.  The public policy, therefore, has rendered the relationship which has existed between the macroeconomic shocks on one hand and choices made concerning the expenditure of the institution of learning on other side possible.
 OEDC country research may affect the financing of education through its effect on the tax and worldwide macro economic vagaries in the following two ways, viz. through tax income and debt funding cost.  Indeed, it should be noted that the Europeans were also affected by the level of panic austerity when determining how much to allocate to its education during such economic meltdowns because of overvalued level of public expenditure (Ghosh and Sharma, 2020).  Similarly, the Sub-Saharan states were now reduced to a passive receiver of philanthropic financial support that trickles here and there by the donor organisations, e.g., UNICEF, The World Bank, and The Global Partnership of Education, following the correlation between the occurrence of economical catastrophes, the rise in the index of inflation, and the absence of money investment into the education sphere (AfDB, 2023).
 The finances that have been spent in education are washed away to the repayment programmes and crisis because of inflation levels and deficiency of finances due to the debts with some of the local states such as Zambia and Ghana. UNESCO (2021) agreed that since the financial cords on the resources of the majority of the African states have been imposed on, the 20 percent of the national budget that government of most States is investing in education sector is failing to take effect, despite the fact that enrolments in schools are skyrocket.
 Kenya has become effective source rich and massively large government financial liability in excessively 20 percent of comprehensive government spend in Kenya education investment in Kenya is presently at the subject of macro-economic conditions.  Education budget was adversely affected by an increase in prices and loss of revenue as a side effect of the COVID-19 pandemic, and a 7.9% increase in the current inflation in 2023.  It deteriorated the budget deficit by making the price of imported schools supplies sky-rocket because the Kenyan shilling is devalued (KNBS, 2023).
 The two projects that have benefited more citizens are Free Day Secondary Education (FDSE) and Free Primary Education (FPE) which have generated the relevant resources.  This shortage of facilities to accommodate the classes or the inefficiency of the infrastructure provision is already coming to being thanks to the fact that by 2020 the number of children studying in the primary establishment offered by the State will indeed increase by 15 percent (UNESCO, 2021).  These judgment hold in favor of the rationale which explains the extreme exposure of education budgets to modifications as reason the dynamic nature of the economic and structural budget deficits.
 The effect of the economy variables on the expenditure part of the government is similar to education and Smith (2019) gives the example of the Macroeconomic Theory of Public Finance: level of debt, interest rates and inflation.  Shortly, there are cases when governments have to lower expenditure on education, and on other planning developmental projects (Rosen, 2020).  On its part, it is based on the fact that wise budgetary planning and wise government policy, should, be immune to the effects of these macroeconomic variables on the cost of education.
 The overall inquiry to be used during the theoretical and empirical analysis of the research study is as follows: How interest rates, inflation, state and debt impact budget structure and sustainability of Kenyan education budget?  Didresen will end this dilemma by providing good and supported monetary and fiscal policies, which will ensure the education fund will not exist within characters of the unsure that is instigated by financial flaws.
[bookmark: _Toc208565056]1.1.1 Macroeconomic Factors Influencing Education Funding
Distribution and sustenance of financing to the education sector in a government is centred on macroeconomic factors like inflation, interest rates and government debt.  According to the Republic of Kenya (2020), the reasons behind these aspects are the direct impact on the budgetary priorities, the effectiveness in educating the citizens and planning the budget in Kenya.  Smith (2019) turns to the incidence of the Macroeconomic Theory of Public Finance and says that the modern day scenario of the economy and the macroeconomics have a substantial effect upon government spending not only in massive extent but also in social spheres like education.
 Inflation serves to lengthen the value of state spending: a normal measure is the increase in Consumer Price Index (CPI).  The school lunch prices, the school supplies, the school teacher salaries, and the construction of the classroom are also increased by cost escalation through inflation.  In this way, investment in education would not have any impactful change and would be excluded in the nominal budget allocation at the same level (Ministry of Education, 2021).
 In addition, inflation will lead to alterations in the budget as well as cash delivery delays since it allows the introduction of fiscal uncertainty.  In example, the inflation rate would hamper the initiation of any capital project including the infrastructure as the management would not be in a position to take advantage of the impressed change in time of the procurement prices.  Blanchard (2017) proceeds to add that the pay structure and employee security will be subjected to inflation that can indirectly or directly influence the employees and the education industry operations.
 The rates or interest rates influence the prices of already publicized lending and national expenditure, especially Central Bank Rate (CBR).  Rise in the interest rate will make it difficult to make payment on national and foreign debt.  It will lead to the fact that the government will spend fewer resources on other forms of discretionary spending and will be more oriented towards the extinguishment of debts (Mishkin, 2020).
 The impacts of increasing interest rates in Kenya that come either as a result of raising the rate of inflation in the state or as a result of decreasing the impact of financial transactions by the international markets include the impact of decreasing funding to other government agencies that are not compelling.  Such budget reductions may not spare investment in education that is perceived to be a long time gambling.  Borrowing of money use to finance school capital projects like building additions and installing ICT is discouraged by high interest rates.  The high price of borrowing, bothers with the government-business partnership and the incentive to privatize investment infrastructuring education across all of China.  Another implication of fiscal crowding-out by raising the cost of borrowing is that they put on hold critical social services such as education and make sure they settle their debt as Gale and Orszag (2003) say.
 Burden The government borrowing is summed up to define the public debt and one popular measurement to express government debt to GDP ratio.  Borrowing has the potential to boost growth but it leaves one with limited budget as a result of contributing a lot of public debt.  In the case scenario, funding development programs like education will greatly suffer since a sizeable portion of the national budget will be expended to pay off debt, its interest, and original sum (Reinhart and Rogoff, 2010).
 A third of GDP is exceptional in developing economy in 2023 (fiscal risks) with Kenya exceeding this index of over 70% of its GDP of fond of the public debt (CBK, 2023).  The increasing amount of national debt is exposing the national budget to increasing debt repayments.  The effect of this has been that in the recent past, there has been upsurge in the number of cutbacks and stalling of school budget allocations.  Weakening equity and the quality of service provision are what lock insules are overflowing finances at the cost of the social infrastructure (education among other things) as Baldacci et al. recommend (2008), thus, causing.
 In addition, increasing the government debt may drive governments into austerity policy/fiscal tightening actions that could lead to budgetary cuts in all sectors.  In this case governments are being strained to emend international debt repayment which consequently education sector is vulnerable to halt temporary boycott of education even when it is not just developmentally feasible in greater periods.
 All these three macroeconomic variables are interdependent variables.  The commonality is that the central banks respond to inflation by increasing their interest rates in an effort to stabilize the price.  The government would have to pay at high interest rate costing them more money through lending at such a high rate hence raising the national debt.  These information and communication interconnectedness may create an ultimate increase strain on the budget in the form of a policy feedback loop that undermines the reliability of education spending.
 The Macroeconomic Theory of Public Finance is concerned with expenditure because is the legality to ultimately motivate government than spending does in the current economy as expressed by Smith (2019).  The funds for education are being questionable in terms of quantity, when and how they should be divided in an atmosphere of growing rates of inflation and also rising interest rate and full non-sustainability of the debt among many other things.  The processes work in a way that financial resources could be conserved and every factor is taken into consideration at a time when the process of economic planning has been problematic, due to poor macroeconomic performance.
[bookmark: _Toc208565057]1.1.2 Situational Analysis of Education Funding in Kenya
Having enacted now free primary and secondary level education, Kenya has risen the number of enrolees into the elementary and secondary schools significantly in the year 2003 and 2008.  However, good policy and constitutional backing of the sector will see more than 20% of the national budget being used on education (Republic of Kenya, 2020).  However, they are not readily sustainable because of the dynamic nature of the financial realities of the country.
 The changes in the macroeconomic stability have negated the ability of the government to adequately and consistently finance education.  One instance is that as there is growth in the purchasing power of inflation, the purchasing power of the school money has been reduced to ashes.  This was a significant blow to the educational sources like textbooks, computers, and salaries of teachers, as since then, the inflation rate in Kenya has stood at 7.9% (KNBS, 2023).  It turns, thus, more challenging to establish capital-intensive education initiatives or maintain the high-quality education environment, viz. within rural and fragmented locations.
 The interest rates are also high and this can largely be attributed to the effort to stabilize their inflation and changes in the international financial markets.  Fiscal space constrained by the augmented cost of borrowing has likely caused government to reallocate its expenditure in paying off the debt and selected requirements like health and security.  The reductions or the most recent stops of the financing of education which has proved needful in consequence of this modification have reached school house, educator recruitment and even the provision of instructional assistant.  Due to austerity budgeting societies, different universities succeeded in being more reliant on tuition and individual funding, making their education more expensive to the students whose families belong to low-income groups (KIPPRA, 2019).
 This has been worsened by the rising state debt in Kenya.  As of the middle of 2023, over 70% or KES 10.1 trillion of GDP was owed by the nation (National Treasury, 2023).  Social provision such as education is not discretion spending at all due to big share of income is spent on debt services.  The high interest rates on debt payments have also affected the mode of operation of the schools in terms of reduction in their yearly education funds and imbalanced cash allocation.
 The education budget has been impacted far much more through the currency loss of its value.  Education technology like textbooks and other commodities are costly to bring since the Kenyan Shilling has been weakened.  This has been especially so in institutions of technical and higher education owing to their inabilities to access adequate teaching and innovation tools.
 Economic trends as well as international economic trends affect the sum of funds that were granted to the schools.  Budgetary constraints in most of the industrialised economies have also been brought by the rising interests and price inflation at a certain period of a financial crisis (Ghosh and Sharma, 2020).  The initiating effect of the adoption of the global financial crisis of 2008-2010 by the different European governments in order to cutability and austerity can be presented by the decrease in government expenditures during education.  Even in a stable economy, education and other long-term projects are not encouraged because the question is deemed to be whether the debt is sustainable (OECD, 2020).
 School funding in the Sub-Saharan Africa has been affected by the same macroeconomic constraints.  The interest rates and the control of inflation have forced some countries to re-think in terms of providing funding of education such as experienced in Zambia and Ghana.  It is not understandable given the escalating costs of education, where the global organizations, such as the Global Partnership for Education (GPE) and UNICEF together with the world bank have been involved in filling some of the gaps in funding education.  It contains such an example as Malawi that was briefly absolved of the budget problem relating to the inflation in 2021 with the assistance of the World Bank (GPE, 2019).
 Low income during recessionary economical times and stability of cash balance during political elections imply that education financing system in Kenya is more destabilized.  The school finance system in Kenya was impacted by the COVID-19 epidemic specifically.  Money that is recycled to fund public health and disaster trading that in turn creates a learning gap by regions that were generally historically disadvantaged and halts infrastructure development, including roads and schools (World Bank, 2022).
[bookmark: _Toc195100536][bookmark: _Toc208565058][bookmark: _Hlk194856042]1.2 Statement of the Problem
[bookmark: _Toc188596452]The Kenya government had not been receiving adequate funds on schooling because Kenya has an immensely long record of financial instability which alone strains the system.  Principles of the economy, the expansion of the debt in-state level, the increasing growth of interest rates, inflation already reduced the set of possible options to finance education to extremely reduced scale.  The results of these politics are the constant budget deficits, the unequal distribution of the capitation revenues, the drastic drop in quality and availability of the educational military services, primarily in those areas of the country that are underperforming economically like the poor and rural in the country.
 Their salaries, learning materials and the basic inputs that were enclosed in the school building were debased due to the rate of inflation in Kenya, 2023 at 7.9 percent in addition to 5.6 percent in Kenya in 2020 (KNBS, 2023).  The pace at which the government incurred alongside the treasury funds accelerated as a result of the step taken by the central bank of Kenya to hike the standard interests rates in an effort to curb the inflation.  Meanwhile, in mid year 2023, the amount of national debt exceeded GDP at +70 percent and hit over KES 10.1trillion (National Treasury, 2023).  This minimized the resources that the government would have allocated in the education, and other long-term development goals to settle the debt and stabilize the economy that year in particular.
 Although a fact remains that the changeable nature of the macroeconomic factors has an impact on the sum of money utilized by the population, very few people have been informed because highly concentrated scholastic investigations have been on the impact placed by the fluctuation microeconomic factors on financing on education in Kenya.  Most of the research in this field at present is concerned with macro-fiscal analysis at sectoral cost.  Inflation impacts every area of the government budget, and Mwiriki (2018) has examined it only in aggregate.  In addition, Obiero (2017) investigated how the degree of the amount of the social debt influences the alteration of the fiscal feasibility; nevertheless, he has not uncovered how the role played by the degree of the budget increment influences the financing of the education.  These researches, as far as they provide practical information, lack something to state how the changes, accompanying the alteration in the economy, influence how the money that is to be distributed among the various kinds of schools should be distributed.
 The absence of sector specific broad empirical studies is among the fetching challenges to policy formulators.  This is in a bid to demonstrate that education has escalated to the near priority of the development plan of the country because since being a guaranty of the main human right, this is ensured by the Kenya constitution.  In fact, the impact of inflation elements, interest rates and number of debt on education spending might not be true, as far as the government solutions can be responsive but not predictive.  The subsequent impact is that key targets in terms of the human resource development, increased education equality and improvements in infrastructural development are yet to be achieved.
 The article fills that knowledge gap, and it includes a result on the correlation analysis between the spending of the 20132023 Kenya public education and several macroeconomic indicators.  The general intent of the analyzed whole would have been that of providing rational and healthy proposal that is supposed to be used by the fiscal policy-maker in an endeavor to be followed in trying to maintain the nominality of the education funding despite the challenging state of the economy at this time.
[bookmark: _Toc208565059][bookmark: _Toc195100537][bookmark: _Hlk194856024]1.3 General Objective
The first aim of the study would be to determine the influence of interest rates and inflation rates on the financing of education in Kenya.
[bookmark: _Toc193430260][bookmark: _Toc195100538][bookmark: _Toc208565060]1.3.1 Specific Research Objectives
This study was guided by the following research objectives;
i. [bookmark: _Hlk194997652][bookmark: _Toc193430261][bookmark: _Hlk193206161][bookmark: _Toc188596453][bookmark: _Hlk193208764][bookmark: _Hlk194946032]To examine the influence of inflation rate on funding of education in Kenya.
ii. [bookmark: _Toc193430263]To establish the influence of interest rate on the cost of funds available for funding of education in Kenya.
iii. To assess how government debt could affect Kenyan educational funding.
[bookmark: _Toc195100539]
[bookmark: _Toc208565061][bookmark: _Hlk194856004]1.4 Research Hypothesis
This study is guided by the following hypotheses:
HO₁: There is no significant relationship between inflation rate and education funding in Kenya.
HO₂: There is no significant relationship between interest rates and education funding in Kenya.
HO₃: There is no significant relationship between government debt and education funding in Kenya.
[bookmark: _Toc208565062][bookmark: _Hlk194855979]1.5 Significance of the Research Study
Many Kenyans should be interested in exploring the impacts of inflation, debt level and interest rate among other macroeconomic factors on school finance. 
Government and Policymakers
The results of this study can help in informing policy makers and the government of Kenya to invest their state funds in education.  The understanding of the impact of macroeconomic factors on financing national education was useful in formulating the policies that ensure finance security against negative changes produce by economic issues.  Whatever the economic conditions, education will not be neglected because the knowledge obtained would result in more flexible financial strategies.
Educational Institutions
The study gives valid data to institutions of learning at various levels because it presents financial troubles caused by economic changes.  Findings of this research paper will act as the foundation to help troubled academic institutions reformulate their financial strategies in view of the fact that their operating costs have gone up as a result of debt and inflation.  To own more their funding deficit and outpace challenges on fiscal basis, the higher educational institutions ought to modify target tuition expense and other sources of revenue.
Students and Parents
The findings can be helpful especially in respect to parents and children, who are of low-income competition, and with the issues of affordable cost and accessibility.  Should legislators discover that costs like inflation or high interest rates considerably influence the number of students attending college or those gaining access to financial aid, they may utilize such research results to introduce an act into law that will enable parents and students obtain affordable college education.  Moreover, the study can demonstrate that the research problem is likely to be more balanced sources of financing of education, including low-interest borrowing, scholarships, or subsidies, especially in times of economic difficulties. 
Private Sector and Donors
Companies within the business section of the Kenyan market, as well as international education support bodies, may find this study valuable.  Privacy sector companies, which may provide educational infrastructure/supplies, may use their resources more wisely in the event they could better understand the economic issues facing the education sector.  At times of elevated inflation such as described above, the interest of the private companies was focused on ensuring availing technology and access to education at low cost.  Through the utilization of such statistics, donors can understand the effectiveness of their programs to help people and work on the strategy to serve the areas affected at the most by the economic changes. 
Development Partners and NGOs
Enhance Decreased understanding of how economic variables affect education funding can come into handy by non profits and development partners engaged in the educational sector.  Understanding the distinctive issues associated with the changes in the economy can assist these groups to develop superior programs to address short- and long-term objectives in education.  The research will enable them to identify where the assistance, technical support, and capacity-building programs are necessary in order to ensure that the money is directed to the areas of the school system that are the most in need of it. 
Understanding the Gap
[bookmark: _Toc188596455]It is a fact that Kenya education system requires additional funding, yet
 factors like growth of inflation, interest rates, and similar factors have scarcity of literature to support their impact on education sectors.  Although the financial linkage of developing-world operation has been previously investigated, the social relationship has not yet examined specific financial aspects that are employed by Kenyan economies.  Recent research has not reported the impacts of economic uncertainty on how students make decisions regarding their education.  In order to resolve the existing gaps in the current body of knowledge, the present study will have to engage in a critical analysis of the macroeconomic drivers that have influenced financing of education in Kenya over the periods of poor fiscal health, increasing state debt and rising prices.
[bookmark: _Toc208565063][bookmark: _Hlk194855952]1.6 Scope and Delimitation of the Study 
[bookmark: _Toc188596456]The implications of inflation rates, and interests, and national debt on the Kenya national education budget are the target of this research.  The last decade is considered concerning state expenditure on elementary, secondary and tertiary education.
 The study utilizes the already existing information provided by official bodies that are credible like Kenyan Ministry of Education, in Kenya, National Bureau of Statistics, Central Bank of Kenya, and the National Treasury.  This is because of the exclusive theme of financing of the schools which are in public sector and nothing has been said regarding the significance of donations made by the private sector.
 Instead of addressing national statistics at the county or subnational levels, the study at the national level considers the aggregate discussion of both budgetary patterns and policy change.  His main objective is to discover any patterns in the economy over a long-term process and not on the near term.  This discussion might not give a complete picture of the most up-to-date economical changes since only ten years ago there is complete financial information available.
[bookmark: _Toc195100542][bookmark: _Toc208565064][bookmark: _Toc188596457][bookmark: _Hlk194855931]1.7 Conceptual Framework
Figure 1.1 The relationship between the independent variables (inflation, interest and government debt) and the dependent variable (educational financing in Kenya) in this research is shown in figure 1.1.
Independent Variables                  Intervening Variable                  Dependent Variable
INFLATION RATE
· Consumer Price Index (CPI)
INTEREST RATE
· Central Bank Rate
· Lending Rates and Deposit Rates
GOVERNMENT DEBT
· Debt-to-GDP Ratio
· Debt Service Payments
EDUCATION FUNDING
· Total Public Education Budget 4 levels in Ksh. in Primary, Secondary, TVET and University education
Public Policy












[bookmark: _Toc200744905][bookmark: _Toc190262229][bookmark: _Toc200987690][bookmark: _Toc195100544][bookmark: _Toc206154613][bookmark: _Toc205371145][bookmark: _Toc188899689][bookmark: _Toc189069912][bookmark: _Toc190795677][bookmark: _Toc203391270][bookmark: _Toc201215909][bookmark: _Toc189069974][bookmark: _Toc188596458][bookmark: _Toc190795793][bookmark: _Toc205371600][bookmark: _Toc206082979][bookmark: _Toc208513042][bookmark: _Toc208563812]
[bookmark: _Toc208565065]Figure 1.1: Conceptual Framework                                          Source: Researcher (2025)
[bookmark: _Toc208565066]1.7.1 Definition and Operationalization of Variables.
Three such macroeconomic variables in this study are inflation, interest rates, and government debt since the study analyzes their impact on the financing of education in Kenya.  The dependent variable is the size of money being disbursed to the public schools and each of these macroeconomic factors is the independent variable.  The model of analysis accurately specifies each variable, quantifying it and describing how it operates in such a way that the empiric research can be conducted with confidence.  The descriptive and quantifiable nature of these variables is explained in greater detail below:
Inflation Rate
The measurement of inflation in this analysis will be calculated as a percentage change in the consumer price index (CPI) that measures the overall level of prices in the Kenya economy on an annual basis.  It is a crucial macroeconomic indicator to show nearly a gradual decline of buying power over a period of time.  Kenya national bureau of statistics (KNBS) furnished us with information regarding the inflation rate on an annual basis.  We also anticipate that the independent variable (X1) will affect the pool of monies diverted towards public education by diminishing the real value of the monies spent.  It could be that, due to high rate of inflation, the purchasing power of school financing might also drop and this could affect the quality and accessibility of school facilities.
Interest Rate
The Central Bank of Kenya (CBK) releases the interest rate annually as the base or benchmark in the cost of lending and borrowing within the whole economy and is known as the Central Bank rate or CBK.  Such a indicator illustrates the degree of stability of the macroeconomic environment and the quantity of borrowing by the government.  The annual measurements were used to make up the percentage.  School financing is likely to be affect by the influence of interest rate on the payment of debt which is the second independent variable (X2).  The rise in the interest rates could lead to the decrease of financing of needs services such as education by using a larger proportions of government coffers to offset debt.
Government Debt
The most widely quoted ratio of the level of government debt is the debt-to-GDP ratio, the dependence between the bulk of the publicly recorded debt of a consummately advanced state and its GDP.  It is this statistic because money is borrowed on a local and international level resulting into a budgetary strain on the government.  This variable was calculated through world bank, national treasury and central bank of Kenya to acquire the information.  The independent variable (X3) is further inserted to check the impacts of growth in government debt on the capacity of the government to maintain or continually enhance the level of education expenditure.  Under a high outcome of debts, the government can reduce education and other social services, therefore, under-funded education is probable during stringsent Austerity or fiscal Budget measures.
Education Funding
The dependent variable (Y) of this research paper is the quantity that all government spending in the education sector within a year according to the grade level (primary, secondary, and tertiary).  It was however captured in Kenya Shillings (KES) and where it was required manipulated to consider inflation so that real time comparisons would be made.  The information was collected on PhD level in the National Treasury and Government books like the Ministry of Education and other authoritative governmental books.  The complete objective of the study will be to know the impact that time-varying inflation, interest rates, and government debt will have on this variable that will assume the role of interest result in their place.  The government determination to the education sector and financial sustainability of the sector is ruled out of it.
 The government has a social policy system that is comprised of laws, strategic decisions and distribution of social resources and it is designed to organize social problems systematically.  The primary aim of this is to build a superior society by fairly allocating the resources, securing the rights possessed by human beings, and fulfilling some of the fundamental needs in life like healthcare, education, and delivery of the safety of citizens (Dye, 2017).
 Iflation, interest rates, and government debt will also be discussed in the context of the public policy on financing education in this paper.  The monetary and fiscal policies can allocate resources in the state to achieve the fulfillments of various demands.  In order to weigh effectiveness and sustainability of the Kenya education allocation, we ought to examine how the social policy in question can adjust to the changing macroeconomic situation.
[bookmark: _Toc208565067][bookmark: _Hlk195179632]
CHAPTER TWO
[bookmark: _Toc208565068]LITERATURE REVIEW
[bookmark: _Toc208565069]2.0 Introduction
This chapter has a lengthy literature and theoretical exploration of the impact of the macroeconomic factors on the school budgets.  It goes deep in examining how inflation, interest rates, and state debt affect the Kenya education budget.  Combining the theoretical concepts with the data provided in works conducted previously, the review partly is organised and arranged according to the specific objectives of the study.  The chapter concludes by identifying the gaps in the research and how the study will address them through a specific research in the Kenyan context. 
[bookmark: _Toc208565070]2.1 Theoretical Review 
This study is premised on theoretical frameworks in macroeconomics which seek to shed light on the influence of interest rates, the public debt on the decision faced by policy-makers concerning the allocation of public expenditure and in this case the allocation towards financing the educational sector.  Although the individual theories have some basis, a more comprehensive analysis tool is needed to address the limitations of the various theories in explaining interdependence of macroeconomic factors.
[bookmark: _Toc208565071]2.1.1 Quantity Theory of Money (QTM)
Quantity Theory of Money (QTM) was designed by Irving Fisher (1911) and Milton Friedman (1970) because the authors were also interested in the relationship between the money supply and the general price level.  Forcing oneself is the biological law that is expressed as MV = PY where M represents the money in circulation, V represents the velocity of money, P represents the level of prices and Y represents the real output.  Under the assumption that the velocity also remains the same, an inflation always tends toward a higher level as the supply of a certain currency also correspondingly rises relative to the pace of increment of economic production.
 Also pressed down by inflation, the school funding school of thought would typically disdain the subsequent degradation of the purchasing power of the allotted cash.  Therefore the government will not even be able to fund so many resources like textbooks, schools structures and the salaries of teachers even though there might still be equal amount spent.  As it could lead to a mid-year budget restructuring given inflation, it derails the performance of School delivery systems, as well as adding more complications on multi-year planning.
 QTM provides a satisfactory report on the effect of inflation on the purchasing power, hence it fails to incorporate the effects of inflation on other macroeconomic indicators of interest rates and the amount of debts.  It is the reason why Kenya and the other debt marred nations are interests to the suggestions consisting of the central banks when they are trying to come up with remedies like raising the interest rates in an exertion to tame inflation. This would have raised the lending cost of the government.
 In this respect, the QTM is an economical incomplete scanner with the help of which the multitude of macroeconomic factors that affect the budgets of education can be looked at.  The nature of existing theoretical framework that the combination of current theoretical concepts of inflation interest rates and the government debt is demanding is not as broad based and detailed in view as the current model which is over-inflation-monetary-connections- oriented model.
[bookmark: _Toc208565072]2.1.2 Loanable Funds Theory
The Demand of investment capital and supply of savings competes to set the interest rate based on the Loanable funds theory as published by Hicks (1937) in which Wicksell (1898) had previously been working on.  With government over borrowing the limited resources that are available in the economy, it crowds out the few businesses in the economy and therefore interest rates go up. This is also known as the so called, crowding-out effect.
 The effect of the increasing borrowing by the Kenyan government on the increasing interest rate and so on the additional cost of the capital intensive education programs can be explained using the model.  Absence of cheap development finance It would be more difficult and the cost of borrowing becomes more expensive which asserts on the schools infrastructures such as building would lessen its development especially to an extent development would not be an option anymore to name a few.
 That, however, is not typically the challenge facing the emerging economies when the naive suggestion behind the Loanable Funds Theory emerges; the perfect rivalry and the minimum central bank intervention.  In addition, the model fails to sufficiently explain the additional input of inflation and effect of debt sustainability to the interest rate mechanism.
 Therefore, as much as this theory to some extent explicates the relationship between the demands of borrowing and the cost of borrowing, the theory does not storytell effectively the constraining unaccounted restrictions by macroeconomic instabilities.  It is required in a broader context, because the broader economic conditions of influencing decisions on the amount of money to spend on different areas of the economy require a broader framework such as the Integrated economic Constraint Framework.
[bookmark: _Toc208565073]2.1.3 Debt Overhang Theory
Some of the economists who started developing the theory of Debt Overhang include Krugman (1988) and Sachs (1989) they both concurred that the saturation of debt in a portfolio as compared to the national debt repayment of a particular country diminishes investment either in privately held investment or in those sponsored by the government.  This issue can be explained by the fact that people are afraid that their tax money will be spent at their cost by the government to make payments to its debts instead of spending money on other development areas like education.
 One such instance is the Kenya country debt that will reach above 70% of GDP halfway of the year 2023 (National Treasury, 2023).  It can be said that this puts pressure on education funding because the cost of repaying the national debt has increased significantly.  This is just a scenario whereby the monies are under budget pressure that at most times causes lag in building of the schools infrastructures and tremendous lag in disbursement of funds in form of capitation.
 However, other macroeconomic factors like the interest rates and inflation have a higher likelihood of boosting debt and Debt Overhang Theory favors individual debt.  One of them is inflation, and it may lead to an increase in the monetary policy, therefore, making it expensive to borrow funds and making it harder to calculate fire debt security to be repaid.  These interconnections must be considered in order to perceive the full effects of economical leverage on teaching sector.
 Thanks to the theory, it is possible to learn the effect of big presidential debt, but not reveal how economic potions distort the state pursue in comparison with education spending.  Such a drawback renders plausible the proposal of a more multilateral approach to the issue, leaving a greater impact that debt, interest rate, and inflation have on the financing of higher education, e.g., the Integrated Fiscal Constraint Framework.
[bookmark: _Toc208565074]2.2 Criticism of Theories
Neither of the three theories, such as the Quantity Theory of Money, and the Loanable Funds Theory, nor the Debt Overhang Theory, can claim a sufficient explanation of the relationship between school funding and macroeconomic theories.  Quantity Theory of Money holds that an increase in the money supply is linked to inflation. This theory however is premised on the premise of a constant velocity as well as a constant output which rarely holds in developing economies such as Kenya. 
 Moreover, it creates a false perception of the financial crises that governments are experiencing because it fails to record the interaction among the factors of inflation, rates of borrowing, and government debt.  On the same note, the Loanable Funds Theory identifies that the increase in interest rate due to borrowing by the public contributes to greater discouragement of private investment. This theory however works on the premise of perfect marketed conditions in which neither the government nor central banks will interfere.  This argument fails in the real world because interest rates in Kenya are influenced by immeasurable factors, among them being; the supply and demand of loanable funds, government practices, inflation and the flow of foreign capital within the country.
 It is relative in the levels of debt, which limit public investment and fiscal flexibility, as well as the apparatus of education appropriation which is explained by the Debt Overhang Theory.  Apart from that, however, because it merely looks at the potential to settle the debt, it does not reflect on the extra risk presented on debt as a result of inflation and changes in interest rates. 
 These three hypotheses offer less than substantial reasons why  No theory is a successful attempt at explaining the relationship between the focus of QTM on inflation, the focus of Loanable Funds Theory on interest rates, and the focus of Debt Overhang Theory on debt pressure.  This is where a more holistic approach is required, like the Investigation of Fiscal Constraint Framework, when considering the joint effect and how borrowing rates and public debt contribute to the outcomes of financing education.
[bookmark: _Toc208565075]2.3 Empirical Review
[bookmark: _Toc208565076]2.3.1 Influence of Inflation Rate on the Education Funding
Smith and Johnson (2021) conducted a quantitative assignment that examines how inflation affects the funding of the US public schools.  The aim of the study was to establish a correlation between inflation and education expenditure based on time series analysis of the United States Department of Education determination of the stability of inflation and expenditure on education during the last 25 years by applying an econometric model including Vector Autoregression (VAR).  These findings revealed the fact that school districts with lower incomes stand at the receiving end of the inflationary tide because it diminishes the relative worth of educational expenses.  To ensure that the education provided to the students in different regions of the country is of high quality and is accessible to the students in all regions of the country, the research qualified the need of the inflation adjusting formula of financing and other adaptive financial tools. 
 Serfontein and Smit (2023) used financial information about sixteen publicly funded universities in South Africa over ten years in their research, namely examining the tuition fees as to how much they have gone up relative to inflation.  According to the survey, university tuition fees rose faster than the inflation rate and imposed a heavier burden on students and their families.  To ensure that higher education does not lose its sustainability and affordability, the report recommends that colleges adopt more sustainable financial policies. 
 Khan (2018) reviewed the importance of the longitudinal study on the mean of educational spending in relation to inflation in Pakistan.  Khan measured the influence of inflation on the education budget using panel data (1990 -2015) and regression analysis.  The research has been based on social statistics, i.e., government records, expenditures on education, the inflated rate, and more economic data.  According to the data, government expenditure on education decreased during periods of inflation because inflation had negative impact on funding education.  Khan suggested documentation change to the fiscal policy to inflation proof the spending on education because his study proved that fiscal limitations diminished access and quality of education particularly in the rural zones. 
 Barbosa and Mendes (2015) relied on econometric models and case study infrastructural studies to explore the evidence of inflation on Brazilian spending on education in the public.  The authors applied time-seres method in order to examine the relationship that exists between government spending on education, GDP growth, and the level of inflation between 1990 and 2013. They also discussed this issue with legislators and education leaders to have a closer understanding of the effects of inflation on schools investment or funding.  During hard economic periods particularly, they found that inflation often caused reduction in education budgets.  The scholars concluded that the funding in the education sector would be less exposed to the vice of inflation in case such funding would also be related to the level of inflation.  This paper pays attention to the economic peculiarities experienced in Kenya and examines how inflation affects education budget in the country.  There has been a concern on the same by the Kenyan government and the educational system as well. 
[bookmark: _Toc208565077]2.3.2 Influence of Interest Rates on Education Funding
Lee and Chang (2020) examined the relationship between education spending and interest rates in the context of the research on emerging Southeast Asian countries.  Patterns of Thailand, Vietnam, and Indonesia Government education financing were analyzed on the basis of 15 years of time-series data.  To ascertain the effect of variation in interest rates, on school budgets, they applied the procedures of cointegration analysis and fixed effects regression.  Based on the findings, federal education financing has been shifted out of direct school spending to interest on student loans.  The study also discovered that when volatility requires higher debt payments, governments holding debt relative to GDP should restrict public funding of government services.  Among them was instruction.  To enhance budgets of schools to withstand effects of interest rates, the authors proposed that the budgets of government institutions undergo basic budgetary adjustments. 
 Gregory and Chen (2019) examined how the interest rates varied and their impact on the money that the UK government is spending on public schools.  The relationship between public spending on education and change in inflation/interest rates was determined based on time-series data between the year 1980 2017.  Analyzing the links between Cointegration and the Error Correction Models (ECM), researchers concluded that raising interest rates seriously curtailed real spending on education.  When the interest rates were high the government invested less in education since much money was used to settle the debt.
 Specifically, Black and Zhang (2018) examined the relationships between interest rates and education budget during the recessions that struck Australia during the 90s and Seemingly in decades of the 00s.  The study featured quantitative assessment of time-related results as well as qualitative data of interviews obtained with legislators and school representatives.  Their regression analysis established that the interest rates increased during the early 1990s recession and government expenditure on debt increased and that this decline in educational programs.  In a recession, the educational administrators beefed up through discussion the painful decisions made to shift more opinion monies to social welfare instead of education.  To ensure that the economy remains stable in cases of economic downturns, Black and Zhang present that the government must control its debt, but also minimize the rate of interest fluctuations. 

 Silva and Costa (2020) studied the impact of the interest rate on Brazilian school financing between 2000 and 2018.  The authors examined the two questions using the Generalized Method of Moments estimators and dynamic panel analysis examining the effect of variation in federal and state interest rates on school spending.  This unpopular interest rates were even more likely to aggravate financial problems, particularly in locations where revenue is reduced and outside debt is growing, and thus the government of Brazil may struggle to sustain its educational funding through regular assets.  To improve the situation with developing financing of education in poor nations, the authors claim that the improvement in interest rates and in the control of the public debt should be increased.  Following the revelation of the latest problems affecting Kenya regarding social debt and interests, this study evaluates the relationship between interest rates and funding of education in this country.  With an increase in interest rates, in this study, variables in the economy that affect the ability of the Kenyan government to fund critical sectors of the Kenyan economy, including the education sector, are determined. 
[bookmark: _Toc208565078]2.3.3 Influence of Government Debt on the Education Funding
Lee and Johnson (2023) selected the impact of the national debt on school financing in Australia, 2000-2020.  In modelling the impact of increasing public debt on allocation of sectors, the study used panel regulatio on time- series fluctuation of both money employed in public expenditure and the debt ratios.  Nevertheless despite a seemingly shrinking spend on education amidst rising debt rate, the authors determined the policy of education had been well established and that the political will had massively prioritized education to be adequately financed well in time.  Despite protracted concerns regarding economic sustainability in fiscal terms, the study has revealed that this viability was dependent on unceasing borrowing.  Lee and Johnson argue that the increasing debts expenses should protect public investing in education through regulation of their rates of debt and the development of special pedagogues of school.  In the Kenyan case, the current study will employ such a methodology because the government is experiencing constantly increasing budgetary constraints and that both government to debt ratios and the situation are already beyond 70 percent, and it may, therefore, be difficult to jump start the education system at any time.
 Since the 1990s 2020, Roberts and Martinez (2022) analyzed the effects of 45 developing nations measure policy tools like public debt, austerity on education on expenditure.  Differences-in Differences 3 The use of these methods would enable the investigator to examine countries that have either serviced their debts or put austerity measures into practice in the aftermath of their debts.  On their findings, the researchers had failed to fail to mention high amounts of debt correlated directly to large reductions in government spending on education.  The government funding techniques such as fiscal tightening did have thus solemn effect on the amount spent, on education in the study.  Funding of education plays a great role in economic welfare of the nation. 
 Studies on the implication of the government date on the financing of education in Argentina, Brazil, Chile, Mexico, or Colombia in the year 1990 to 2016 were conducted by Lopez and Ramirez (2018).  The econometric time-series research concluded that the government debt growth negatively impacted an educational fund in times of high inflation rates and economic crisis.  According to the authors, problem is that money that other individuals in the city can obtain to obtain an education was spent by the rural inhabitants to pay their money borrowed and thereby reduced the levels of education.  Using the mixed-methodology paradigm and basing arguments on both the case-based and interview-based research, the authors managed to explore the issues associated with the funding of education and reveal the chance to eliminate the effect on a reduction of school budgets. 
 Ghosh and Sharma (2020) examined how the public school system within an individual EU country is funded and the relationship between this provision and the national debt.  Planetary debt: The higher the level of public debt of a country leading an economic recession the higher the probability to cut their spending on education compared to low level of public debt using a panel bill analysis because when a country is in development of deficit reduction strategy, spending on education was not considered very significant.  Education is essential to bring about economy repair but the authors noted that short-term debt would limit spending on education.  What, respectively, as experts say, might be said to be received joyously as an increase in the expenditure on education at the same moment as the activation of a state of receiving an adequate cost in having been attained in the improvement of an already sound fiscal management: that increasing expenditure on education portion on education. 
 In their work, Choi and Lee (2022) evaluated how much the nation debt and education spending are related in an OECD country.  It relied on a fixed-effects regression model to present data on a country-specific variable, relying on 30 years of panel data (19902020) and including 25 countries.  The research indicated that during a high value of government debt on the ratio of debt to the GDP, the nation that had a higher education budget had a high value of government debt.  The former as per the study is the cutting of funds in the schools.  This can not clearly help the developing countries realise their potential with regards to development and improvement of quality of education as influenced by the above factors as shown by these authors.  In the backdrop of heightened concern over waste within state spending and the national debt, the research paper aims to establish the issues on how the debt can evolve into ability of Kenya to fund schools.  Increased national debt on the one hand and the trend wherein the numbers of individuals who get educational requirements in Kenya on the other is growing, makes it imperative to ensure that the financial system in Kenya that subsist the educational requirements in Kenya has been studied more extensively. 
[bookmark: _Toc208565079]2.4 Knowledge Gaps
Even though the few studies that have been conducted by utilizing a global scale perceptions that has aimed at establishing the correlation between the variables of inflation, interest rates, state debt and financing of education, a lack of research has been clearly obvious as far as a certain Kenyan scenario is concerned.  The already existing literature on the topic briefly consider the narrow-spectrum and vigorous effects of macro-economic swings on the Detroit education budget that is only briefly examined ahead of the generic fiscal effects of government expenditures in general.  Besides that, instead of offering solutions that are either policy or pragmatics in their nature so as to diminish the effects of such, such studies up to the moment of calling the issue of problems is usually the most that is done.
 The prevailing economic situations in Kenya with the high levels of debts, the dubious levels of interest rates and the constant inflation demands a bit of steroid load of finance on education at the state levels.  However, the literature has been silent on the effects of these macroeconomic issues on education funds or the type of interventions that might be taken by decision makers to safeguard this expenditure during budget shortfalls.  Earlier the problem of government expenditure and macroeconomic policy had been considered (Mwirigi, 2018; Obiero, 2017), but in both cases, it was not the educational organization that was the focuses of the study and discussed in detail to evaluate ways to mitigate the impact of economic uncertainty.
 The paper meets that requirement by offering an empirical study on how inflation, interest rates, and the role of the government in Kenya by way of funding education affect funding of education. It then attempts to provide policy makers with ground-level detail of solutions which could see to it that traditional education financing does not decline even amidst an economic shock.  The research adds to the impacts of the macroeconomic policy and plan development on Kenya. 


[bookmark: _Toc208565080]CHAPTER THREE
[bookmark: _Toc208565081]RESEARCH METHODOLOGY
[bookmark: _Toc208565082]3.0 Introduction
Chapter 3 is actually dedicated to the design of the study and covers population, sample size, data gathering procedures, data analysis schemes and ways to present the results. 
[bookmark: _Toc208565083]3.1 Research Design
Giving the guarantee that information will be gathered, observable and assessed in an organized manner so as to give answers to research themes and aims, research design will detail a roadmap and organization through which a research will be carried out.  It also portrays a sensible plan that can help achievement of the results to be consistent, reliable and genuine.
 The inflation, interest rates and the state debt affected Kenya education budget and in this research a panel technique is applied to analyse the budget.  Data was collected in these sub-sectors of education that include elementary, secondary, TVET and universities in the 10 year period of July 2013 and June 2023. It had cross sectional design and a time series design.  The ticket type of data is very suitable to perform the analysis of the changing effects of the macro economy on the education budget given the fact that it is possible to take into consideration the problem of unobserved heterogeneity, to make the econometric variables more efficient and explain the changes that happen both with time and between various entities.
[bookmark: _Toc208565084]3.2 Target Population
A discrete representation of a bigger population is an analytical sample.  As a result of the use of secondary sources, the sample will encompass annual records of education financing (and other relevant macroeconomic variables within the period under study).  To attain the objectives of the study, purposive sampling approach was applied.
 The data on inflation and gross domestic product growth were sourced in Kenya National Bureau of Statistics, data about interest rates was sourced in Central Bank of Kenya, and data about public debts was sourced in both CBK and Treasury. This, too, depended on annual education allocations and expenditures.  With the availability of the comprehensive national records, there were no such requirements as the use of probability-based sampling but the accuracy and relev in this case are ascertained.
[bookmark: _Toc208565085]3.3 Sample and Sampling Procedures
Analytical sample refers to a representation of a greater population.  Since secondary sources will be used, it means that the sample will also consist of annual education financing records on the one hand and the relevant macroeconomic variables over the period under consideration, on the other hand.  To attain the objectives of the study, purposive sampling strategy was employed.
 The Kenya National Bureau of Statistics provided the statistics on inflation and gross domestic product growth, the Central Bank of Kenya like information on interest rates, and the Treasury and the CBK provided the figures on public debt. Some of the critical variables were also the valuation and expenditures on education annually.  Competitive sampling was not necessary because of the use of countrywide records, which were accurate and relevant.
[bookmark: _Toc208565086]3.4 Data Collection
A discrete representation is the analytical sample representing the large population.  Because the study needed secondary sources, the sample entailed annual records of education funding and other relevant macroeconomic variables over the period considered.  To realize the goals of the study, purposive sampling was deployed.
 Data on inflation rates and gross domestic product development were obtained through the Kenya National Bureau of Statistics, data on interest rates was obtained through the Central Bank of Kenya, and the data on government debt was obtained through the central bank and the Treasury. Various other vital variables included the annual education allocations and expenditures.  Probability-based sampling was unnecessary and inadequate due to the use of exhaustive national records that were accurate and relevant.
[bookmark: _Toc208565087]3.5 Data Analysis, Diagnostics and Model Specification
An analytical sample represents a computation of a large population.  As a consequence of using secondary sources, the sample incorporated annual records of education finance in addition to relevant macroeconomic variables over the period under analysis.  To meet the purpose of the study, a purposive sampling technique was adopted.
 Data on the rate of inflation and gross national product growth was obtained through Kenya National Bureau of Statistics, data on interest rates through Central Bank of Kenya and data on the amounts of public debt through Central Bank of Kenya and Treasury as well. The influential variables were also annual education allocations and expenditures.  The all-inclusive national records allowed the elimination of the use of probability-based sampling and precise and relevancy of the results.


[bookmark: _Toc208565088]CHAPTER FOUR
[bookmark: _Toc208565089]PRESENTATION, DISCUSSION AND INTERPRETATION OF FINDINGS
[bookmark: _Toc208565090]4.0 Introduction
A discrete representation of a large population is an analytical sample.  Because of the use of secondary sources, the sample also contained annual records of education financing along with the relevancy macroeconomic variables within the period under study.  Purposive sampling strategy was adopted in order to attain the objectives of the study.
 The Kenya National Bureau of statistics provided some statistics on inflation and gross domestic product growth, the central bank of Kenya provided some statistics on the interest rates as well, and the public debt statistics were also culled by the central bank and the treasury. Annual educational arrangements and spending were equally important variables.  Probability based sampling was not necessary given the use of extensive national records that made the data accurate and relevant.
[bookmark: _Toc208565091]4.1 Presentation of the Findings
An analytical sample entails a discrete description of a bigger population.  Because of the use of the secondary sources, the sample contained annual data about education expenditure and the relevant macroeconomic variables within the period under study.  To accomplish the objectives of the study a purposive sampling was adopted.
 Inflation statistics and GDP development figures were sourced in the Kenya National Bureau of statistics, interest rates figures were sourced on the Central Bank of Kenya and public debt was sourced on the CBK and the treasury. The critical variables were also the annual education allocations and expenditures.  Probability based sampling was not necessary because the national records were done in a comprehensive manner and were accurate and relevant.
[bookmark: _Toc208565092][bookmark: _Toc208563839]4.1.1 Effect of Inflation on Education Funding
The aim of the study was to examine the inflation rate per an annum of Kenya between 2013 and 2023.  The annual inflation rate for 2013 to 2023 is illustrated in Figure 4.1.
[image: ]
[bookmark: _Toc208565093][bookmark: _Toc206154640][bookmark: _Toc208563840][bookmark: _Toc208513070]Figure 4.1: Annual Inflation Rate in Kenya (2013–2023) 
The inflationary pressure has proven to be performing moderately well in the next couple of years: 2013-2016: 5.7, 2014-2016: 6.9, 2015-2016: 6.6, 2016-2017: 6.3.  With a high production rate of 8.0 in 2017 this could be attributed to the supply side shocks such as drought, Agricultural production sabotaged and the increase in fuel and transportation expenditure. 
 These economic anxieties it had affected that the global economy was the impact that was made on inflation, thus, with the improved weather and food supply better, the global economic anxiety diminished to 4.7% in 2018, but skyrocketed to 5.2% in 2019 and 5.3% in 2020, respectively.  The effect doubled the cost-of-living burden added, leading to a total cost-of-living pressure of 6.1 in 2021, with the post-pandemic effect experienced in 2021 and 2022 and an incumbent pressure of 7.6 and 7.7 respectively.<|human|>The effect doubled the cost-of-living pressure added to the effect, and the cost of living pressure, which increased to 6.1 in 2021 and experienced the post-pandemic effect in
 The aim of the latter was to explore the impact of inflation on that amount of money, which circulates through the Kenyan government in the schools.  Table 4.1 gives us a graph that shows that the inflation and the growth or decline in the expenditure on education and the pressures in expenses in this sector are associated.
[bookmark: _Toc208513071][bookmark: _Toc206154641][bookmark: _Toc206083014][bookmark: _Toc208563841][bookmark: _Toc208565094]Table 4.1: Effect of Inflation on Education Funding 
	Observation
	Description / Value

	Education’s share of total government spending
	Approximately 31.2% of National Government expenditure was on education

	Education as % of total government expenditure in 2023
	17.1% of total government spending allocated to education

	Education spending as % of GDP
	3.96% in 2023 - down from 4.51% in 2022; long-term average is 5.36%

	Inflation-driven increase in education service costs
	In January 2024, education services inflation was 2.8%; textbook costs rose 10.5%, private tuition up 5.7% year-over-year

	Estimated Impact of Inflation on Education Spending 
	For every 1% increase in inflation, education spending decreases by KES 1.754 billion



[bookmark: _Toc208563842][bookmark: _Toc208565095]Table 4.5 has shown that the inflation and the amount the Kenyan government spends on education have a high correlation.  If inflation rises at a rate of 1 percent, education poll tax will drop by approximately KES 1.754 billion.  In fiscal year 2023/24, education sector has been allocated 17.1 percent of total government expenditure and that is 31.2 percent of total government expenditure.  Spending on education also constituted 3.96 percent of the GDP in the same year compared to 4.5 per in the year 2022.  It is gradual because the average is 5.36 percentage; it has reduced.
 Higher education has also become too expensive due to inflation.  The price of textbooks increased by 10.5 percent and the cost of private higher edification increased by 5.7 percent a point 2.8 percentum when compared with the previous year, the cost of work increased in January the next year.  The aforementioned trends affirm that inflation makes the entire process of delivering quality education services tougher because it reduces the effectiveness of the government in providing education using real terms and increases the burden on families.
 Other countries support this.  Khan (2018) asserts that the real education expenditure in Pakistan decreased because of the increased inflation, but the most affected were the rural regions.  According to Barbosa and Mendes (2015), inflation was likely to lead to a deficit of the education sector budget in Brazil.  In a bid to retain their purchasing capacity, they recommended a possible establishment of educational budget related to the inflation.  Serfontein and Smit (2023) claim that the extra pressures on the university tuition fee in South Africa were caused by students and their families and used to rise beyond the inflation rate.
 Such studies indicate that, despite the fact that inflation has the most damaging effect on the state budget in any given country, education funding is the most impacted.  In accord with the Phillips Curve Theory that predicts that inflation would potentially lead to modifications in government spending habits in addition to the purchasing power of the most fundamental services provided by the government like schooling, we, too, find the same characteristic.
4.1.2 Effect of Interest Rate on Education Funding
The study sought to examine the real interest rate trends in Kenya between 2013 and 2023, as shown in Figure 4.2.
[image: ]
[bookmark: _Toc208513073][bookmark: _Toc208563843][bookmark: _Toc208565096][bookmark: _Toc206154643]Figure 4.2: Real Interest Rate (%) in Kenya (2013–2023)
The reality interest rate decreased in 2013 and 2014 by 9. 29 to 8.25 implying a slight weakening of the monetary policy.  It then dropped even further to 6.27 percent after recording a downward movement since 2014.  The outrageous growth to 10.12 can be attributed to the tightening of the monetary or other variables of the economy.  These declined again between 2017 and 2019 to an equalization rate of 5.66 in 2017 and a slight increase of 8.49 in 2018 and 2019 respectively.  The COVID-19 pandemic also impacted the economy with the subsequent drop to 6.71 percent in 2020.  In 2021, it will slightly increase to 7.43% and will be an indication of addressing the monetary policy and aligning it.  A significant fall to 5.03% observed in 2022 due to monetary ease or economic slackness and a recovery to 7.05% observed in 2023, pointing to tightening or to inflationary pressure.
 The study would go further to examine the influence of interest rates on spending in education in Kenya, namely the change in the cost of borrowing funds terror in financing education in the country.  Table 4.2 indicates a summary of the interest rate trends that have occurred over the span of the research and how they might affect school funding.
[bookmark: _Toc208565097][bookmark: _Toc206083017][bookmark: _Toc208513074][bookmark: _Toc208563844][bookmark: _Toc206154644]Table 4.2: Summary of Interest Rate Trends and Implications
	Year Range
	Interest Rate Trend
	Likely Effect on Education Funding

	2013–2015
	Gradual decline
	Slight easing of borrowing costs, allowing stable education funding

	2016
	Sharp rise (10.12%)
	Increased debt servicing, reduced education investment

	2017–2019
	Moderate fluctuation
	Mixed impacts; constrained budgets in high years

	2020–2023
	Modest increases
	Renewed pressure on education fundings due to debt costs



As Table 4.2 demonstrates, the demand and supply of debt servicing were strong, and limited in 2016 and between 2020 and 2023, when interest rates were high which meant that the government was able to spend low money on education.  Conversely, from 2013 to 2015 the rates dropped at a slower pace which contributed to streamlining funding levels.  Based on the figures, a reduction in the educational expendature would cost nearly KES 2.143 billion per single percent of interest rate increase.  Similar findings have been established at the international level.  Lee and Chang (2020) identified education funding reduction during large interest rates due to increased debt commitments in Southeast Asia; a similar constraint during periods of high interest rates in the UK through Gregory and Chen (2019); and the difficulty of continuing to invest in education under high cost of borrowing conditions in Brazil, through Silva and Costa (2020).
 These trends are in agreement with the so called Loanable Funds Theory. This theory declares that the more the government will borrow money the higher the interest rate will be and there will be less money to be spent in the form of public goods.  High cost debt has likely denied Kenya a chance to invest in the education goals such as new facilities, employment of additional teachers, and changes in current curricula.
[bookmark: _Toc208563845][bookmark: _Toc208565098]4.1.3 Effect of Public Debt on Education Funding
The study sought to examine the trend of public debt as a percentage of GDP in Kenya between 2013 and 2023, as shown in Figure 4.3.
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[bookmark: _Toc206154646][bookmark: _Toc208563846][bookmark: _Toc208565099][bookmark: _Toc208513076]Figure 4.3: Public Debt to GDP Ratio in Kenya (2013–2023),
Figure 4.3, as well, indicates that the government relative debt-to-GDP of Kenya is, in fact, steadily increasing over the last decade.  It expanded to 47.9% (compared with 42.0% in 2013) in 2014, and to 53.8% in 2015 (above 50%.  Another increase in infrastructure development, and so as to cover a rising requirement of recurring budgets had sustained the ascending tendency in 2016 and 2017 at that rate of about 57.4 and 59.4 respectively. 
 Possible causes of the value dropping by up to 51.0 percent in 2019: The reason could vary because the 2018 value was about 62.2.  The year 2020 with the inch on 69.9 percent and the following year with 65.0 per cent are in the midst of virus COVID-19 infection in pandemic form.  It was also outlined with pre-reflected shortages of budgets and constant use of borrowed funds that were described as having a minor upward change of up to 66.7% in 2022 and thus followed a similar pattern of 73.1% in 2023.
 The following paper attempted to complete the task, studying how different states debt rates affect education spending in Kenya in 2013-2023.  The public debt of any given government is the proportion of the money that has been borrowed by a government to its GDP, and this directly influences how a government spends its funds in different sectors of an economy.  One of the cheapskates of high levels of debts that must require high cost of debted payments is a reduction of budgetary funds to finance development related activities like education.  The alteration that occurred throughout the period of study in the government debt-to-GDP ratio of Kenya assumed some influence to education financing (Table 4.3 reflects the overview of the changes).
[bookmark: _Toc206154647][bookmark: _Toc208565100][bookmark: _Toc208513077][bookmark: _Toc208563847][bookmark: _Toc206083019]Table 4.3: Summary of Public Debt Trends and Implications
	Year
	Public Debt (% of GDP) Trend
	Likely Effect on Education Funding

	2013–2015
	Moderate and stable
	Stable education funding, minimal debt pressure

	2016–2018
	Steady increase
	Gradual crowding out of education fundings

	2019–2020
	Sharp rise
	Significant reallocation to debt servicing, reduced education investment

	2021–2023
	Persistently high levels
	Sustained budgetary pressure, limiting education sector growth



Table 4.3 indicates that education funding suffered greatly due to an increased state debt, especially in 2019 and 2020, when the money was spent to wipe off this debt.  Under the regression study, the education spending landing approximately KES 953 million more have a reduction of one percentage point change in the public debt to GDP ratio.  This further makes consistent the theories of many researchers across the world: the bigger the amount of debt the government has the more resources will be used by the government to meet the debt with other social programs. This has occurred in Latin America and sub-Saharan Africa.
 The high rates of debt in Kenya have frustrated positive spending by the state as the government cannot meet the spending requirements pondering on how to pay the taxes later in order to meet the debtIn accordance with the Debt Irishness Theory.  The trend shows how education funding is prone to effects though budgetary restrictions due to over borrowing.
 The study employed a panel regression model with yearly collected data between 2013-2023 in an attempt to find out whether Kenya was affected by an aim to establish whether there is a correlation between public debt and the sum of money spent on schools.  The data on the national debt to GDP ratios was obtained by the central bank and national treasury of Kenya, whereas the data on the financing of education resides in the official budget prediction of all sub-education sectors. 
 The independent variable was the proportion of the public debt to GDP, and the dependent variable was the total education spending (KES million).  The model was estimated with a robust standard errors of Ordinary Least Squares (OLS) due to the probability of heteroskedasticity.  With the help of this approach, we managed to estimate such a minor yet significant impact of changes of the national debt on the national expenditure on education.  The regression outcomes are below: Table 4.4.
[bookmark: _Toc208563848][bookmark: _Toc206154648][bookmark: _Toc206083020][bookmark: _Toc208565101][bookmark: _Toc208513078]Table 4.4: Effect of Public Debt on Education Funding in Kenya (2013–2023)
	Variable
	Coefficient (β)
	Standard Error
	t-Statistic
	p-Value

	Public Debt (% of GDP)
	-953.12
	212.47
	-4.49
	0

	Constant (Intercept)
	18,254.78
	1,053.62
	17.33
	0

	R-squared
	0.623
	 
	 
	 

	Observations (N)
	40
	 
	 
	 



As Table 4.4 below indicates, education spending goes down by an average of KES 953 million per unit per centage point change in the proportion of the ratio between the government that flagols in the form of the public debt and GDP.  The theory trains that the governmental debt burden on the governments bottles the governments economically and, as such, expend the developed plans funds on discharging governmental debts.  In the Kenya example, in 2023 payment of interest and principals occupied the national budget in the country due to the fact that the public debt in the country had increased to 70 percent of the GDP (National Treasury, 2023). It meant that infrastructures, hiring of the teachers, teaching materials and so on became less funded, especially in poor areas.

 These are patterns that have been witnessed elsewhere.  Roberts and Martinez (2022) state that in sub-Saharan Africa, due to high rates of debt via austerity programs, investment in the social sector was reduced similarly Lopez and Ramirez (2018) found the same in the Latin America region and specifically rural education programs.  During the global economic depression, on the one hand, as the tightening of global economies became reality, governments worldwide reduced their spending on education to achieve the desired objective of fiscal austerity (Ghosh and Sharma, 2020).
 This type of correlation is coherent with the principal claim of Debt Overhang Theory that collecting debt works against investment since it skips cash out of of more useful speaking parts.  The number of people and the rising number of schools are a disaster to the quality of education and the accessibility of education unless Kenya introduces some ways of managing those debt making in its country that are in line with sustainable costs.
[bookmark: _Toc208565102]4.2 Inferential Statistics
[bookmark: _Toc208563850][bookmark: _Toc208565103]4.2.1 Correlation Matrix 
[bookmark: _Toc205371174][bookmark: _Toc208565104][bookmark: _Toc206083008][bookmark: _Toc203391299][bookmark: _Toc206154653][bookmark: _Toc205371629][bookmark: _Toc208513081][bookmark: _Toc208563851]The researchers employed Pearson correlation coefficients in a correlation research in order to establish the extent to which correlation existed among the independent variables (interest rate, public debt, and inflation) and the dependent variable (education spending).  Table 4.5: Correlations Matrix.
Table 4.5: Correlation Matrix
	Variable
	Education Funding
	Inflation
	Interest Rate
	Public Debt

	Education Funding
	1
	 
	 
	 

	Inflation Rate
	-0.462
	1
	 
	 

	Interest Rate
	-0.503
	0.541
	1
	 

	Public Debt
	-0.389
	0.271
	0.438
	1



Precisely, there is a moderate negative correlation between the two variables (-0.462), which entails a decline in education spending as inflation increases.  The higher value of the negative correlation between interest rates and education funding (-0.503) suggests that education fundings are susceptible to rising interest rates to a greater degree.  There is a less negative relationship ( -0.389) between public debt and education spending that indicates that education budgets decreases with increasing the levels of public debt but the relationship is not as correlated to the other two above.
 Out of the independent variables some influenced the dependent variable, however pointless to argue that not without some relation between the independent and dependent variables, the relationship between prices and the interest rates is positive (r=0.541).
 But according to prior studies, this relationship is not strong enough to create multicollinearity.  The negative correlation of governmental debt and government spending on education can be explained by Lopez and Ramirez (2018): having higher debt in Latin America, education financing was reduced.
[bookmark: _Toc208563852][bookmark: _Toc208565105]4.2.2 Regression Analysis
[bookmark: _Toc205371176][bookmark: _Toc206154655][bookmark: _Toc205371631][bookmark: _Toc206083010][bookmark: _Toc203391301]The seemingly sporadic effect on macroeconomic factors that impact education spending was studied using both Fixed Effects (FE) and Random Effects (RE) approaches to carry out the panel regression analysis.  To identify the appropriate model specification Stephenson used the Hausman test.  Table 4.6 shows the results of the regression thereby showing the effect of macroeconomic factors on education financing.
[bookmark: _Toc208513083][bookmark: _Toc208563853][bookmark: _Toc208565106]Table 4.6: Regression Results
	Variable
	Coefficient
	Std. Error
	t-Statistic
	P-Value

	Inflation Rate
	-1.754
	0.641
	-2.737
	0.013

	Interest Rate
	-2.143
	0.832
	-2.575
	0.018

	Public Debt (% of GDP)
	-0.953
	0.372
	-2.562
	0.019

	Constant
	143.62
	9.287
	15.463
	0

	R² 
	0.681
	
	
	

	F-statistics
	11.34
	
	
	< 0.01

	Observation (n)
	120
	
	
	



The outcomes of the fixed effects regression presented in table 4.7 confirm that the economic variables significantly influence the financing of education, including interest rates and inflation rates and public debt.  Negative correlation between inflation and education spending is significant at a level of significance of 5 percent since the coefficient of negative correlation of education spending is -1.754 and the p-value is at 0.013.  It means that education expenditure will decrease by approximations of 1.754 units per unit increase of inflation, all other things unchanged.
 The interest rate is negatively and statistically related to money in schools (r=-2.143, p= 0.018).  It shackles the government ability to spend in the education sector when interest rates rise and the government begins to find it expensive to borrow money.  An increase in the amount of public debt is likely to redirect the monies that would otherwise be spent on education, as is evident in the significant negative relationship between increased public debt and education level spending (b = -0.953, p = 0.019) as a proportion of GDP.
 The scale of education funding at the highest level other variables being zero are indicated in the model in the highly important constant term that has 143.620 (p < 0.001).
 The R2 value of 0.681 represents a decent fit because it is possible to explain approximately 68.1% of changes in education spending by the model.  When the F-statistic is 11.34 ( p < 0.01), education spending is largely influenced by all the reasons.  In line with the studies by Pakistan (Khan, 2018) and Brazil (Barbosa and Mendes, 2015), inflation affects education spending negatively.  Nanette and China results (Gregory and Chen 2019) also confirm the adverse relationship between interest rates and funding of education. As they observed, it is common to see the education fundings in the UK decline with an increase in the charges used in borrowing.  Table 4.7 presents the findings of the random effects model.
[bookmark: _Toc208513084][bookmark: _Toc208563854][bookmark: _Toc203391302][bookmark: _Toc206083011][bookmark: _Toc205371177][bookmark: _Toc205371632][bookmark: _Toc206154656][bookmark: _Toc208565107]Table 4.7: Random Effects Model Results
	Variable
	Coefficient
	Std. Error
	Z-Statistic
	P-Value

	Inflation Rate
	-1.573
	0.584
	-2.694
	0.009

	Interest Rate
	-1.998
	0.701
	-2.85
	0.007

	Public Debt (% of GDP)
	-0.875
	0.325
	-2.692
	0.009

	Constant
	139.445
	7.885
	17.692
	0



The research found that Kenyan public school budgets are hit and taken a toll when the inflation kicks in.  The conclusion also reveals that the expenditure in education decreases by approximately KES 1.573 billion/percentage point increase in the rate of inflation in all other things remaining unchanged. The p-value is 0.009 and the coefficient is -1.573.  This result suggests that there is a greater difficulty in supporting projected education budgets where inflation has lowered the value of an actual government expenditure.  More to the point, when inflationary restraints are excessive, the government might be forced to reduce investment in long-term outlays such as education to finance additional short-term inflation relievers such as subsidies or amendments to public sector salaries.  This unfavorable correlation increases with the statistically significant z-value (-2.694).
 An interest rates-education expenditure relationship is negative and statistically significant (r=-1.998, p= 0.007).  This implies that a one percent increase in the rate of interest means losing KES 1.998 billion in financing education.  This is a digestion of how expensive it is to borrow money by the government since it is expensive to settle debt since interest rate increases and this means acquiring money is expensive hence less money to fund government developmental packages.  The government is consequently contributing less funds towards sectors such as education.  This effect is statistically significant with a z case of -2.850.  These findings lend some credence to the economic theory of crowding-out, which states that investment amounts of social sector are brought to a limit by the supply of the funds brought by the increase in the interest rates of the borrowing on the part of the public sector.
 There is negative correlation between the percentage of the amount spent on education and the public debt.  Giving a coefficient value of -0.875 we may examine that as the percentage increase in the debt-to-GDP ratio is increased by one percentage point, nearly KES 875 million will vanish ahead of expenditure on education areas.  At the 1% mark of significance, the association is validated by the z-statistic of -2.692 and a p-value equal to 0.009.  Increase in national debt implies that there would be less funds to be spent on activities such as education as the majority of the budget would have to be used in paying the interests and principle on the loan.  The classic outcome of such trade-offs in the budgets hired by governments during periods of large debts is under-investment in key social sectors together with an increasing demand on the same sphere, as this study reveals.
 The value of the constant along with the p-value are 139.445 and 0.000, respectively.  When the rate of inflation, interest rate, and the state debt is maintained constant, the estimated financing of education would reach approximately KES 139.445 billion.  Although this remains theoretical, the constant provides a base with which to put changes to the explanatory variables in context.  Through this observation, the hypothesis that the observed fluctuation of education financing is closely linked with alterations to the macro economic environment is supported, as it is the point where the level of education funding is when such influences are nonexistent.
[bookmark: _Toc208565108]4.3 Interpretation of Findings
This study also challenged three hypotheses regarding the connection between inflation, interest rates, and public debt which are vital macroeconomic drivers with funding of public education in Kenya between the year 2013 and 2023.
 The price level (H01):  According to the initial null hypothesis, the budgets on education were not influenced by the inflation rate.  Regression analysis indicated however that the negative correlation was found to be statistically significant and therefore doubted this.  A one percentage point rise in inflation was attributed to an estimated reduce in the spending by the people education in the form of KES 1.754 billion.  We can declare that null hypothesis is not true because p-value is less than the 0.05 test of significance criterion.  This outcome indicates that amidst an increase in inflation, buying power of the amount allocated reduces, budgetary pressure increase and consequent declining real value of education budgets.  Earlier statistic studies have indicated inflation restricts the financial space of making investing in human capital and this finding is corroborated by a similar assertion by the neo-Keynesian that emphasizes on how inflation empties funds otherwise affordable to social spending.
 Showing Interest Rates (H02): The second theory was that low interest rates had no impact on financing schools.  The data had a negative and statistically significant effect which indicated that a one-percentage-point increase in the interest rate decreased the funding to education by KES 2.143 billion.  As a result, this might lead to the statement that the null hypothesis is not true.  As per this study, governments are forced to reduce government spending in development, including education, in attempt to finance the high cost of money borrowing in the form of increasing interest rates.  Public Debt (H03): The third null hypothesis reflected that the level of public debt does not play any significant role in the funding of education. This observation is, in harmony with trade-off perception of public finance, which argues that increased borrowing expenditure restricts fiscal flexibility as well as other empirical research that remarks that increased interest rates draw public investment out of social and development sectors.  In opposition to this, the data indicated that spending on education declined by nearly KES 953 million relative to every one percentage point increase in the debt to GDP ratio.  Owing to this negative influence, which was statistically significant, the null hypothesis was rejected.  The implication of the outcomes is that governments have to deal with reduced budgetary flexibility due to reduced possibilities to allocate funds towards discretionary expenditures such as education under the pretext of lowering their international debt obligations.  This is in tandem with studies that have managed to show that huge debt burdens reallocate social service and it also serves as reinforcement to claims that have been advanced by Debt Overhang Theory that declare high levels of debt discourage long-term investment.
 The findings indicate that inflation, interest rates and government debt have catastrophic effects on the education budget in Kenya.  Unanimously, they demonstrate the vulnerable state of the industry to variations in the macroeconomy and the value of managing the finances in a wise manner.  The results underpin Human Capital Theory and Endogenous development Theory which propose that a nation cannot develop in the long term due to limitations by unfavorable macroeconomic environment that rely on the disadvantages of investing in education.
[bookmark: _Toc208565109]4.4 Discussion of Findings
Only a small number of other factors influence the educational budget in Kenya, such as inflation, the system of interest rates, and government debt, and the section examines these results.  In order to further expound on the findings, it places them in the perspective of the scholar theoretical views and previous empirical researches/ studies and takes into consideration the cumulative experiences of several variants.
 The statistics also revealed that inflation negatively affected the financing of education to the extent that the lost amount of funds due to a one percent increase is KES 1.754 billion.  This means that the government of more prices will imply that the governments shoulld redistribute the money or cut on spending on education since the spending power of this budgeted resources will not be available owing to the economic constraints.  The observation agrees with the central tenet of the Keynesian fiscal theory that inflation will lower the purchasing power of government expenditure and it will be also impossible to allocate the cash to other crucial social undertakings.  Floods of inflation have also swept away funds that could have been channeled to other developmental activities like education as seen previously (Kinyanjui, 2016; Adekoya and Oliyide, 2021).  To safeguard the investment in the Kenyan capital Kenya needs to ensure the establishment of good policies to regulate the inflation rates since these outcomes determine the level of vulnerability of the nation towards the inflation shocks.
 The results showed that an increase in interest rates by 1 percentage point is linked to decrease in spending on education by KES 2.143billion.  The interest would be very high and hence borrowing of money by the government to pursue its social services would be expensive; therefore, wind up dedicating minimally to its social services and maximally to the repayment of debt.  The trade-off theory about government finance posits that a rise in the amount of borrowing inhibits a fiscal flexibility or long term investment. This is in line with that idea.  Ochieng (2018) and Nyamongo and Misati (2020) research provide empirical evidence that an interest rate growth has a negligible impact in reducing discretionary spending on the population through the education expenditure.  The study opines that fiscal and monetary authorities in Kenya needs to play closer roles in been perceived in the running of its macroeconomics to ascertain that human resources that could have been utilized in the development of education are sustained as are rates of borrowing kept intact.
 Similarly it was also discovered that public debt had some bad effects on financing education.  A 1-percent increase in the debt to GDP ratio cut the education spending by approximately KES 953 million.  The growth of the number of the repayment results in simulation of the budget space of the situation of discretional expenditure and this effect is also known as the crowding-out effect.  Debt overhang theory is used to explain how heavy government debt makes it impossible to invest in what has been termed by developmentists as growth zones.  The resultant nations possess a deficit of the government capabilities to invest in social activities, like education due to the debts burdening them as proven by Were (2017) and Akomolafe and Bosede (2022).  This has been observed as Kenya has raised debt services repayments in favour of school funding.
 Education spending in Kenya is running downwards due to inflation, interest rates and government debt as per the findings.  Malik and Martin (1975) evidence that sum of the above factors illustrates the ever-increasing interdependency of the macroeconomic factors and how these effects affect the allocation of resources in the different industries.  These results indicate that both theories i.e., Human capital theory and Endogenous growth theory are useful in the sense that it lends weight to investing in education which is an enduring policy in long run growth and long run production.  Debt containment, inflation and/or a stable interest rate have significant role in the school financing and development agenda of Kenya is cited but the results from this kind of actions when faced with such a macroeconomic uncertainty shows all these kinds of investments to be cruel.






[bookmark: _Toc208565110]CHAPTER FIVE
[bookmark: _Toc208565111]SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
[bookmark: _Toc208565112]5.0 Introduction
The impact of inflation, interest rates, and public debt on Kenya's public education spending from 2013 to 2023 is examined in this chapter, which also summarizes the key results, makes judgments based on evidence, and offers policy suggestions. 
[bookmark: _Toc208565113]5.1 Summary of Findings
[bookmark: _Toc208563861][bookmark: _Toc208565114]5.1.1 Inflation and Education Funding
Regression study revealed that inflation reduced drastically the Kenya education budget.  The results of the fixed effects model showed an average reduction of KES 1.754 billion in the budget attributed to inflation on two per cent. increases.  We could prove that the results are sound because we obtained the identical outcomes when we employed the random effects model.  Though there has been growth in funding of education in the inflationary periods there is a decline in the purchasing power of the resources, making education funding less effective.
[bookmark: _Toc208563862][bookmark: _Toc208565115]5.1.2 Interest Rates and Education Funding
Among all the macroeconomic factors that were looked at, interest rates influenced the funding of education the most.  The calculation revealed that educational funding decreased by approximately 2.143 billion KES with each percentage-change of interest rates ( p = 0.018).  This is the indicator that had the majority of impact out of the three indicators.  The negative association is as a result of budgetary clustures caused by the increase in the cost of borrowing caused by American government to social budgets like education in order to settle the debt.  We can be more confident of this outcome because fixed effect and random effects model do not contradict each other.
[bookmark: _Toc208565116][bookmark: _Toc208563863]5.1.3 Public Debt and Education Funding
Despite being not as significant as the impact of inflation and interest rates, the positive correlation between the public debt and educational funding turned out to be statistically significant as well.  The fixed effects regression and random effects model proved that a 1-percentage point rise in the debt to GDP ratio reduced education expenditure by approximately KES 953 million (p = 0.019).  The results of the regression indicate that accumulation of debt steadily reduces the fiscal space of education spending despite the fact that the validities study revealed weak range of correlation.
[bookmark: _Toc208565117]5.2 Conclusions
[bookmark: _Toc208565118][bookmark: _Toc208563865]5.2.1 Inflation and Education Funding
Applying an estimated loss of KES 1.754 billion in allocations to the increase of inflation by one percentage point, the researcher concludes that inflation has a drastic negative effect on financing education in Kenya.  They need to implement controls on inflation to ensure that the investments made by governments in education do not begin to reduce their unreal value and this explains why education funds are susceptible to changes in the prices.  Under the macroeconomic stability, policies that guarantee budgetary allocation on education programs is thus important.
[bookmark: _Toc208563866][bookmark: _Toc208565119]5.3.2 Interest Rates and Education Funding
Furthermore, the findings indicated that interest rates presented the tightest constraint considering school finances because increasing interest rates result in severe reductions.  Annually, the social expenditure decreases by nearly 2.143 billion due to the high borrowing costs.  There is a need that Kenya take steps against reducing expenses by reproducing loans that possess a premium price, renegotiating the loans that it has, concessional financing is also a wise requirement because Kenya needs this to offer a stable financing to its schools.
[bookmark: _Toc208565120][bookmark: _Toc208563867]5.2.3 Public Debt and Education Funding
The impact of the public debt on the expenditures on education is quite mitigating because the effect is not eminent as the impacts of inflation and interest rates.  The less than one percentage point increase in the debt-to-GDP ratio reflected the declining fiscal flexibility which will be attributed to increasing debt.  Sustainable debt is a bonus to adequate financing in the education sector and stable macroeconomic environment..
[bookmark: _Toc208565121]5.3 Recommendations 
Policy and strategy suggestions are as follows based on the findings and conclusion of the study:
 The government through the Central Bank of Kenya and the fiscal authorities should take proactive steps in controlling the inflation.  Consumer price stabilization needs to be put in place in order to preserve the real value of school funding and ensure more apparent budgeting.
 To ensure that the government maintains low cost of borrowing money monetary policy needs to aim at maintaining a constant and low interest rate.  Key sectors such as education will be in a position to receive additional funding due to this.
 Kenya requires a long term strategy to contain its debt that specifically lays emphasis on reducing the level of dependency of the country on the short term loans at high interest rates.  Development, such as education, will not have its budget eroded provided sustainable borrowing policies are adhered to.
 The government should help finance education and safeguard its expenditure throughout the difficult economic times.  For instance, an example would be to reserve funds to be used in the event of an emergency or to put a limit on school funding per student.
 Increasing spending is not enough but the government should also ensure that money is being appropriately spent.  Enhancing accountability and effectiveness in education sector can be done by strengthening the monitoring and assessing and auditing procedures.
 Sector in terms of education planning should be thousands parts of comprehensive fiscal and macroeconomic policy frameworks.  This coordination will help neglect inflation, interest rates, and debt to educate more people, and proactive changes to address changes in the economy will be made.
[bookmark: _Toc208565122]5.4 Suggestions for Further Research
Future studies can expand this one by incorporating more macroeconomic indices like GDP growth, the decline of the exchange rate, or tax revenues.
 Exploring the nature of the relationship between macroeconomic variables and funding education through the prism of governance or finance management procedures.
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