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ABSTRACT

The modern-day theory of economic growth contends that capital expenditure is an
engine for economic growth. This study examines the moderating effects of financial
leakages and sanctions on capital expenditure impacts on economic growth in
Zimbabwe. The moderating effects of these variables, in Zimbabwe, have not been
empirically examined. The methodology of the study was guided by positivism
philosophy.  This study used quantitative secondary data largely from the World
Bank and the Government of Zimbabwe, using autoregressive distribution lag
(ARDL) to interrogate the relationship between capital expenditure and economic
growth. The annual Gross Domestic Product and capital expenditure for this period
were interpolated into quarterly figures using the Lisman and Sandee Quarterly
Distribution Formula. An empirical analysis of the data for the study period was
therefore conducted using the quarterised data. The main findings were that capital
expenditure has positive effects on economic growth. However, both financial
leakages and economic sanctions have significant negative moderating effects in the
short-run and long-run on the relationship between capital expenditure and GDP
growth rates. Financial leakages (Corruption) cause misallocation of state resources
resulting in reduced impact of capital expenditure on GDP growth rates. Sanctions
exert adverse effects on free inflows of Foreign Direct Investments and international
trade of goods and services causing deceleration of economic growth in Zimbabwe.
The recommendations of the study are that the government of Zimbabwe should
deploy even more resources towards capital expenditure to stimulate economic
growth. However, very strong measures to eradicate corruption should be enforced
through transparent and accountable accounting and reporting system particularly on
state procurement system. The signing of integrity pledges should be made
mandatory to all public servants including politicians. The government of Zimbabwe
should directly engage the United States of America government to have the
Zimbabwe Democracy and Economic Recovery Act repealed. This would create an
environment conducive for free international trade of goods and services.
Furthermore, it would attract inflow of quality Foreign Direct Investments, which is

usually accompanied by transfer of latest technology.

Key Words: Capital Expenditure, Economic Growth, Financial Leakages and
Sanctions, GDP.
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CHAPTER ONE: INTRODUCTION
1.1 Introduction

In Zimbabwe, there has been deployment of significant capital expenditure.
However, little economic growth has been realised, thus questions continue to emerge
on the impact of government capital expenditure on economic growth. The reasons of
the economic deterioration are the subject of this study. Furthermore, Zimbabwe has
been experiencing serious macroeconomic challenges which led to its economic
deterioration (Mhlanga et al,. 2021). This thesis, therefore, examines the dual
moderating effects of financial leakages (corruption) and sanctions, on capital

expenditure impacts on economic growth in Zimbabwe.

Capital expenditure deployment is a major tool used by countries with the view to
foster economic growth. Zimbabwe has for years made major budgetary allocations
for capital expenditure, towards infrastructure financing, with the intended outcome
being to stimulate the growth of the economy. The study posits that capital
expenditure, stimulates, and effectuates economic growth. If the postulation is correct,
does capital expenditure support this contention even during moderating effect of
financial leakages and economic sanctions? However, economic growth rates in
Zimbabwe have remained stagnant or negative, in some cases. The study aims at
examining the fiscal dynamics of Zimbabwe by including the dual moderating effects
of financial leakages and sanctions in the model. The study posits that government

capital expenditure has positive effects on economic growth. That is:
Capital Expenditure = Economic Growth

The relationship between public expenditure and economic growth remains an area of
deep investigation. The study assumes that public expenditure incorporates capital
expenditure. The above proposition contradicts some previous studies investigating

relationships in the same locus.

In this study, the efficacy of capital expenditure is assumed to have been affected by
financial leakages and economic sanctions. The financial leakages which almost
amount to financial haemorrhage have made resources allocated for capital

expenditure utilised for unintended purposes as asserted by Gossel (2018). Sanctions



are punitive measures imposed on a country by other countries resulting from policy
disagreements. They are exercised through trade and financial embargoes. Sanctions
increase the cost of doing business for both local and foreign investors by raising the
country’s risk factor which makes the country an unattractive investment destination.
The study examines the dual moderating effects of the financial leakages and
economic sanctions on capital expenditure impact on economic growth in Zimbabwe,
during the period 2009 to 2019. It interrogates the mediating effects of the financial
leakages and the sanctions on the efficacy of capital expenditure on economic growth.
Zimbabwe has experienced other economic challenges including but not limited to
price instability, shortage of foreign currency, contraction of the agricultural sector,
shortage of electricity, depreciation of local currency and high inflationary pressures
which eroded disposable income. These challenges are not part of this research study.

1.2 Government Capital Expenditure

The government capital expenditure is funded through the national budget as provided
in the government Budget Estimates. The budget is presented by the Minister
responsible for finance to parliament for approval through the Appropriation Act
administered by the same Minister responsible for finance. The funds are however,
allocated to the implementing Ministries, Departments and Agencies (MDAs). On
average, developed economies like the United Kingdom, Australia and United States
of America, total government spending stands at 18.5% of GDP. For Zimbabwe the
total government expenditure to GDP averaged 13.05 % for the years 2009 to 2022 as
captured in the World Bank Report (2022) on Zimbabwe.

Budgeting is important in the provision of funds used for capital expenditure.
However, when the total expenditure is more than the total revenue it results in a
budget deficit. When adjusting the level of the budget deficit, the provision for
capital expenditure tends to suffer. This is because of the recurrent expenditure which

is usually non-discretionary due to payment of employees’ salaries.

In 2019, Zimbabwe suffered a reduction in revenues due to the decline in global
prices for gold, platinum, and other mineral commodities, coupled with unresolved
supply-side constraints, which reduced the value of mining exports (World Bank,

2019). The Bank goes on to state that Zimbabwe experienced a deflationary trend in



response to macroeconomic imbalances. The budgeting process is therefore important
as it determines the level of capital expenditure which is subject of this research

study.
1.3 Economic Indicators

The GDP in Zimbabwe was increasing consistently for the period 2009 to 2022 as
shown in Table 1.1. The highest growth rate was in 2010 with growth of 19.67%. In
2011 it dropped to 14.19%. There was a marginal increase in 2012 of 16.67%. This
GDP growth rate dropped in 2013 from 16.67% to only 1.99% - a huge drop in one
year. The years 2019 and 2020 witnessed negative growth rates of -6% and -7.8%
respectively. The GDP growth rates were as per the 2022 African Development
Bank, report. The drop in the GDP growth rates was inconsistent with the increases

in annual capital expenditure.

In Table 1.1 there are the percentage increase and decrease in actual capital
expenditure incurred by the government of Zimbabwe. The year 2009 was taken as
the base year. The actual capital expenditure incurred in 2009 increased in 2010 by
765%. The 2010 actual capital expenditure declined by (79%) in year 2011. In year
2012 it increased by 77% with a marginal increase of only 3% in 2013. The drop
from 16.67% in 2012 to 1.99% in 2013 was too sharp. There is no pattern in levels of

capital expenditure from one year to another as can be seen in Table 1.1.

Table 1.1 Macroeconomic Indicators for Zimbabwe from 2009 to 2019

YEAR GDP (US$ GDP Growth Increase/
million) Rate % (Decrease)
Capital Expenditure
2009 9,66 7.4 0%
2010 12,042 19.67 765%
2011 14,102 14.19 (79%)
2012 17,115 16.67 177%
2013 19,091 1.99 3%
2014 19,496 2.38 (89%)




2015 19,963 1.78 577%
2016 20,549 0.70 125%
2017 22,041 4.70 (51%)
2018 24,201 3.30 820%
2019 20,707 -6.00 255%
2020 21,5100 -7.82 (92%)
2021 28,3700 8.47 162%
2022 20,6800 3.40 (62%)

Source: Adapted from the African Development Bank (2022). Actual Capital
Expenditure

The researcher compiled graph captured in Figure 1.1 above to contrast the movement
in GDP to actual capital expenditure. The audited actual capital expenditure figures
were from the Ministry of Finance Economic Planning and Investment Promotion. It
was noted that the GDP figures were constant while the actual capital expenditure

figures were increasing phenomenally.

In 2009 the Zimbabwe economy was fully dollarized as it adopted the United States
Dollars as currency of trade. Prior to dollarisation the country was using Zimbabwe
Bearer Cheques. In 2009 capital expenditure amounting to US$63,118 million was
incurred on infrastructure projects by the government using voted funds. In 2012 the
capital expenditure increased to US$315,098 million.  The financial years 2018 and
2022 saw capital expenditure increasing. Whilst the capital expenditure and GDP
were increasing during the period 2019 to 2020, the GDP growth rates were
decreasing. The severity of stagnation of economic growth rate despite the increase in
capital expenditure was further demonstrated by the negative trade balance indicators
shown in the UNCTAD trade Table 1.2.



Table 1.2 Trade balance indicators

2005 2010 2015
Balance, % of GDP -7.74 -23.84 -17.73
Balance, % of imports -21.05 -44.58 -47.17
Financial flows
(US$ millions) 2005 2010 2015
2019
FDI inflows 102.80 165.90 421.00
280.00
FDI outflows 1.10 43.30 22.00
33.33
Personal remittances, % of GDP -- 11.74 10.25

Source: UNCTAD Statistics 2019

The above FDI figures amounting to US$969.7 million show a moderate increase in

the inflows for the five-year interval periods from 2005 to 2019 according to United
Nations Conference on Trade (UNCTAD) (2019) report on Zimbabwe. This shows

that both actual capital expenditure figures and FDI were increasing. However, the

macroeconomic indicators from the AfDB show that the GDP growth rate was

stagnant. This was not in sync with the increase in actual capital expenditure and FDI

which were increasing.

Table 1.3 Comparison of Budget and Actual Capital Expenditure

Year Capital Expenditure Actual Capital Actual as Percentage
Budget Expenditure of Budget
US$ million US$ million (%)
2009 181,650 63,118 34.7
2010 180,000 545,732 303.2
2011 391,721 113,579 30.0
2012 610,000 315,098 51.7
2013 500,878 324,540 64.8
2014 431,350 36,432 8.4




2015 290,500 246,662 84.9
2016 257,361 555,091 215.7
2017 366,650 269,581 73.5
2018 824,530 2,480,777 300.9
2019 1,897,525 8,809,145 464.2
Total 5,431,286 13,723,324 252.7

Source: Government National Accounts 2009 — 2019

In 2009, at the inception of dollarization, a budget of US$181,650 was hardly met
with actual capital expenditure only accounting for US$63,118 (34.7%) of the budget.
Such a small capital expenditure amount explains the level of impact this could have
had on economic growth. However, the situation gradually improved with the
following year witnessing an increase above budget of 303.2%. The period 2016 to
2019 saw consistent and significant increase in actual expenditure, in most cases,

above the budget.

BUDGET VS ACTUAL

10,000,000
9,000,000
8,000,000
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6,000,000
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Figure 1.1: Graph on Budget vs Actual Capital Expenditure

Source: Researcher’s compilation: Figures from Ministry of Finance, Economic

Development, and Investment Promotion (2024)

Gross capital formation (formerly gross domestic investment) consists of outlays on
additions to fixed assets of the economy plus net changes in the level of inventories.
Fixed assets include land improvements (fences, ditches, drains, and so on); plant,
machinery, and equipment purchases; and the construction of roads and railways.
This also included schools, offices, hospitals, private residential dwellings,
commercial and industrial buildings. Inventories are stocks of goods held by firms to
meet temporary or unexpected fluctuations in production or sales and work in
progress (World Bank National Accounts Data and OECD National Accounts Data
Files, 2020). The gross capital formation for Zimbabwe for the period 2009 to 2019,
is shown in Table 1.4. According to the World Bank (2020) the performance was far
below the global performance. The average global performance was 25% of GDP
whereas that of Zimbabwe was 10%.

Table 1.4 Gross Capital Formation as percentage of GDP.

CAPITAL
ESXPENDITURE
YEAR ZIMBABWE GLOBAL
% %
2009 13 23
2010 19 24
2011 17 25
2012 10 25
2013 9 25
2014 10 26




2015 10 26
2016 10 25
2017 10 26
2018 10 26
2019 7 26

Source: World Bank national accounts data, and OECD National Accounts data
files 2020

The macroeconomic indicators for selected economies on the global economic growth
rate for the period 2011 to 2019 as per the International Monetary Fund statistics
published in April 2021 are shown in Table 1.5. The performance of Sub-Saharan
Africa was also doing much better as shown in Table 1.5. Also shown in Table 1.5
were the performances of Kenya and Botswana whose economies are comparable to
that of Zimbabwe. In the case of Botswana, it is a neighbouring country to Zimbabwe

making it even more comparable.

Table 1.5: Major Macroeconomic Indicators of Selected Economies

YEAR 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

World 4.3 3.5 3.5 36 |34 |34 |38 |36 |29 -3.3

Advanced
economies | 1.7 1.2 14 2.1 2.3 17 (24 |22 1.7 -4.7

USA 1.6 2.2 1.8 25 (29 |16 |22 |29 |23 -3.5

Euro Area | 1.6 -09 |02 |14 |21 |20 (24 |19 |13 -6.6

EM & DE | 6.4 5.4 5.1 47 |43 |46 |48 |45 |37 -2.2

China 9.5 7.9 7.8 73 |69 |67 |68 (66 |61 2.3
India 6.6 5.5 6.4 74 |80 |82 |72 (68 |42 -8.0
Brazil 4.0 1.9 3.0 05 |-35 |33 |11 |13 |11 -4.1




SSA 5.3 4.7 5.2 51 |32 |14 |29 (32 |31 -1.9

Botswana | 6.05 |4.46 |11.34|4.15 |- 7.04 | 4.00 | 3.98 | 3.35 |-8.73
Kenya 5.12 | 457 |38 5.02 15133 421 1384 565|511 |0.25
Zimbabwe | 14.19 | 16.67 | 1.99 | 2.38 | 1.78 | 0.76 | 4.71 | 4.82 | -6.14 | -6.25

Note: EM & DE is Emerging Market and Developing Economies.

SSA is Sub-Sahara Africa

Source: IMF, World Economic Outlook, April 2021.

Furthermore, according to the World Bank, the GDP growth rate of the global

economy had been consistently increasing over the period 2009 to 2019. Whilst the

GDP growth rate for the rest of the world was increasing that of Zimbabwe was

dropping as seen from 19.7% in 2010 to negative (-7.4%) in 2019 as shown in Table

1.6.

Table 1.6 The World and Zimbabwe GDP Growth Rate

Year World GDP Per World GDP Growth Zimbabwe GDP

Capita % Annual Rate % Annual Growth Rate %
Annual

2009 -2.86 2.0 7.4

2010 3.063 4.7 19.7

2011 1.945 4.2 14.2

2012 1.319 1.7 16.7

2013 1.465 2.3 2.0

2014 1.662 1.7 2.4

2015 1.686 3.3 1.8

2016 1.426 3.4 0.7

2017 2.132 3.5 4.7

2018 1.852 3.9 3.5

2019 1.255 3.9 -7.4




Source: World Bank (2020) (http://data.worldbank.org) NY.GDP.MKTP.KD.

ZG

1.4 The Zimbabwe Annual Percentage GDP Growth

The World Bank (2020) National Accounts Data and OECD National Accounts data
files state that annual percentage growth rate of GDP at market prices is based on
constant local currency. The Zimbabwe aggregates are based on constant 2015 prices,
expressed in U.S. dollars. They state that GDP is the sum of gross value added by all
resident producers in the economy plus any product taxes and minus any subsidies not
included in the value of the products (World Bank, 2020). It is calculated without
making deductions for depreciation of fabricated assets or for depletion and
degradation of natural resources. The World Bank (2020) report states thatan
economy's growth is measured by the change in the volume of its output or in the real
incomes of its residents. Sibanda and Makwata (2017) contend that in 2013 business
confidence in Zimbabwe declined and the stock market fell by one third, a billion
dollars left the banks followed by the failure of 9 commercial banks. The authors
further opine that three years into ZIMASSET were marked by rapidly deteriorating
growth rates. According to AfDB (2023) the Real GDP growth continued to be
subdued. In 2016 and 2017, the economy continued to experience a volatile
macroeconomic environment. The Bank further indicates that Zimbabwe has a weak
infrastructure. The real GDP growth was 3.5% in 2018, -6.1% in 2019, -7.8% in
2020, 8.5% in 2021, 3.0% in 2022 (AfDB Statistics Department, 2023).

1.5  Capital Expenditure and Economic Growth

The modern-day theory of economic growth by Solo-Swan as cited by Babatunde
(2018) contends that expenditure on infrastructure has positive effects on economic
growth. In Zimbabwe there has been deployment of significant capital expenditure.
However, little economic growth has been realized. Questions continue to emerge on
the impact of government capital expenditure on economic growth. There are
contradicting views on whether the government should continue to prioritise capital
expenditure given the impact of particularly the dual moderating variables, financial

leakages, and economic sanctions. Nonetheless, the moderating effects of these
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variables on capital expenditure impact on economic growth remains an area of

empirical contestation.

Onifade et al. (2020) aver that there is existence of a level relationship between public
spending indicators and economic growth in Nigeria. Specifically, there exists a
positive impact of public capital expenditure on economic growth which were
however, not significant. Furthermore, studies by Gupta (2018) and Diyoke et al.
(2017) reveal a strong positive correlation between government spending and
economic growth. In another study by Dudzevici et al. (2018), using data from eight
European Union member countries the study found a strong positive association
between public spending and economic growth. Idris and Bakar (2017) and Ihugba
and Njoku (2017) found positive impact of government expenditure on output growth.
Chimobi (2016) investigated national income and government expenditure nexus in
Nigeria and found that there is stable long run relationship between the fiscal variable
and economic growth. Diyoke, et al. (2017) in their study on government expenditure
and economic growth in lower middle-income countries in Sub-Saharan Africa
established that government expenditure can have a positive effect on economic
growth. Nyarko et al. (2019) contend that government capital expenditure in Ghana

has a positive effect on economic growth.

Molefe and Choga (2017) analysed the impact of government expenditure on
economic growth in South Africa over the period 1990 to 2015 using VECM model.
Their results suggested that government expenditures have a negative long-run
relationship with economic growth. Ebaid and Bahari (2019) using data for Kuwait
found a unidirectional causality running from expenditure to economic growth.
Furthermore, Olayungbo and Olayemi (2018) using Vector Error Correction Model
for the period 1981 to 2015 using data from Nigeria established that government
expenditure has negative and significant impact on economic growth in both short and
long runs. While controlling for structural breaks in ARDL model, Awode and Akpa
(2018) supported the findings of Olayungbo and Olayemi (2018). These studies’
findings neither contradict nor affirm the submissions of neoclassical growth models
and Wagner’s law. These findings are established in developing countries battling
with bribery and corruption. However, using ARDL technique on data from
Afghanistan for the period 2004 to 2019, Barlas (2020) found that current
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expenditures on infrastructure and education have positive impact on economic
growth.

1.6 Financial Leakages (Corruption)

Financial leakages comprise of both administrative costs and corruption which
increase the ultimate cost of capital expenditure (Grossel, 2018). They are diversion
of funds from some iterative process. In the Keynesian depiction of the circular flow
of income and expenditure, financial leakages the none-consumption uses of income,
including saving, taxes, and imports. They occur when there is a withdrawal of
money from the government Treasury that results in a reduction of the national
income such as taxes, savings, and imports. Data on official budget allocations are
typically the only source of information on public spending in low-income countries
(Grossel, 2018). Unfortunately, such information poorly predicts what the intended
beneficiaries receive in terms of resources and services. This is particularly so in
countries with weak institutions. Surveying the supply side of service delivery can
provide a useful reality check. The research study looked at the results to gauge the
extent to which public resources for capital expenditure filter down to the intended
facilities. The study focused on central government funding for capital expenditure

and the outcomes with respect to total actual expenditure.

Grossel (2018) contends that corruption is prevalent in both developed and emerging
countries and has increased with financial globalisation. Furthermore, they assert that
internationally, corruption has been found to have a range of adverse effects while in
Sub-Saharan Africa, corruption has been identified as one of the main reasons for the
failure by most of the countries in the region to achieve their strategic development
goals (SDG). Rent seekers are likely to create distortions to extort bribes, which in

turn would supress a country’s development.

Nyoni (2017) opines that corruption is found in the award of contracts, dispensation
of justice, and misuse of public offices, positions, and privileges. Corruption is
generally understood as the abuse of public power for private gain. Abdukadir (2018)
defines "corruption’’- as illegal behaviour (misused power) especially by people in
official positions or any person related to responsibility in the public sector which

leads to misallocation of resources which diminishes social welfare and anticipated
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development of the society. In economics perspective, the increasing number of rent
seeking and corruption are caused by several factors which include international trade
barriers. It is the violation of formed rules governing the allocation of public
resources by officials in response to offers of financial gain or political support.

Choruma (2017) avers that corruption stalls Zimbabwe’s economic agenda.

Nyoni (2017) asserts that bribery is often described as the most common and
frequently occurring corrupt practice. It is a payment, in money or in kind, that is
given or taken in a corrupt relationship. A bribe could be a fixed sum, any favour in
money or kind or certain percentage of a contract on behalf of the state or otherwise
distribute benefits to individuals, businessmen or clients. These are payments,
demanded and or needed to speed up matters, make things progress more swiftly and
or favourably through the government bureaucratic machinery. Mugun (2021)
contends that high corruption phenomenon is a common problem faced by several
developing countries due to weak bureaucracy, weak law, and justice enforcement.
They assert that corruption decreases the growth rate of per capita income directly by
decreasing the productivity of existing resources, and indirectly, through reduced
investments and discourages investment savings and culture of hard work among the
Eastern African countries. Price control conducted by government, the applicable
multiple exchange rates, and the low rate of government officer's salary (Mauro,
1997) cited by Mugun (2021). The author further states that the effect of corruption is
extensive including the decrease on human resource quality, poor road infrastructure

development and hindered economic growth.

Nyoni, (2017) contends that in cases where entrepreneurs are asked for bribes before
enterprises can be started or corrupt officials later request shares in the proceeds of
their investments, corruption acts as a tax, though one of a particularly secretive
nature, given the need for secrecy and the uncertainty as to whether bribe takers will
keep the privately agreed plan. Corruption could also be expected to reduce growth by
lowering the quality of public infrastructure and services, decreasing tax revenue,
causing talented people to engage in rent-seeking behaviour rather than productive
activities and distorting the composition of government expenditure. Furthermore,
there are some theoretical counter-arguments. The grease-the-wheels theorem argues

that government employees who are allowed to demand bribes might work harder
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energised by corruption thereby helping some businesses get around the costly

bureaucratic impediments.

Nyoni, (2017) cites Transparency International who indicated that Zimbabwe was
among the world’s top 25 most corrupt counties in the world. The Transparency
International investigation indicated that Zimbabwe was ranked the 154" nation out of
175 countries, in terms of the Corruption Perception Index in 2011. This demonstrated
that Zimbabwe scored negatively on governance and corruption indices, such as the
Corruption Perceptions Index (CPI) by Transparency International. It measures the
extent of corruption in a country when contrasted to other countries. Zimbabwe had a
low score on the CPI, signifying high perceived levels of corruption in the public
sector. The CPI ranks 180 countries and territories by their perceived levels of public
sector corruption, according to experts and business people. Focusing on economic
corruption, Chitambara (2015) revealed that the state of corruption in Zimbabwe has
been described as systemic and endemic and is often cited as one of the biggest
obstacles to economic growth and development. The Consumer Price Index (CPI),
with 0 being highly corrupt and 100 being the highly clean or free of corruption. The
CPI for Zimbabwe contrasted with Botswana and Kenya are as per Table 1.7. The
CPI indicates existence of corruption in Zimbabwe and Kenya with Botswana
performing very well. Corruption, according to Transparency International, has some
significant negative impact on economic growth. For the period 2012 to 2022,

Zimbabwe scored below 25 which is close to highly corrupt.

Table 1.7 Transparency International Corruption Perception Index (CPI)

Year Number of CPI CPI CPI
Countries Zimbabwe Botswana Kenya
2012 176 20 65 27
2013 175 21 64 27
2014 175 21 63 25
2015 167 21 63 25
2016 176 22 60 26
2017 180 22 61 28
2018 180 22 61 27
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2019 180- 24 61 28

2020 180 24 60 31
2021 180 24 56 30
2022 180 24 60 32

Source: Transparency International (2022) Corruption Perceptions Index 2009
to 2022

This study looked at the effects of corruption as a moderating variable on capital
expenditure be it on infrastructure development or on procurement of capital goods.
The above Transparency International CPI is important to the study in that it
demonstrated the existence of corruption in Zimbabwe.

1.6.1 Administrative Costs

Nyoni (2017) opines that the negative effects of financial leakages are the high
transaction cost. Financial leakages associated with administrative costs arise out of
compliance to regulations and transactions with legal environment and actors. They
include the process of weighing the costs of procedures, hierarchic authority,
interaction with private sector and citizens within the legal environment. In Zimbabwe
there is a legal requirement to comply with the Public Procurement and Disposal of
Public Assets Act (Chapter 22:23) for all capital expenditure on projects or
infrastructure by the central government, state owned enterprises and municipalities.
The tendering process is lengthy and time consuming and can be costly. Bulut, et al.
(2016) contend that bureaucracy refers to a solid mechanism and conduct of national
public service for uniformity or power. By means of praxis, all bureaucratic
transactions are seen equal to the negative outlooks as redundancy, arbitrariness and
sometimes economic inefficiency by citizens. The bureaucratic cost implies that state
departments need to try to minimize the costs of regulation and transaction with legal
environment and actors. It also refers to the process of weighing the costs of
procedures, hierarchic authority, interaction with private sector and citizens within the
legal environment. It is widely accepted that the bureaucratic cost in developing
countries are the results of hierarchy and administrative structure, which can be out of
efficient economic control. It can be a problematic issue also in developed countries

or supranational structures as well. Looking at EU's accounts for 2015, it was seen
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that EU had spent €8.7 billion of its €145 billion budget on administration costs which
is some 6% of the total. This is becoming more critical for the developing countries,

as their reform process is recalled.

A study examining the position of dynamically developing countries such as BRICS
and Turkey can be helpful to understand the relationship between the bureaucratic
costs and the legal system. This study analyses bureaucratic cost, and the legal system
indicators such as judicial independence, impartial courts, regulatory costs, and the
protection of property. The aspect of positioning the regulatory transactions effects in
a state of law and efficient state economy for an ascendant bureaucracy can be traced
in a method that uses panel data analysis for those countries to the relation and the
availability causality. The systems that are put in place under a bureaucracy make
decision-making slow. Bureaucracies can render systems formal and rigid, which is

needed when following safety procedures.

Bureaucratic costs therefore refer to the costs of solving the transaction difficulties
that arise from managerial inefficiencies and the need to manage the handoffs or
exchanges between government departments to promote increased differentiation or
to lower as the government’s cost structure. Bureaucratic costs become a significant
component of the government’s cost structure because considerable managerial time
and effort must be spent to reduce or eliminate managerial inefficiencies such as those
that emerge from suppliers losing their incentive to innovation. Problems arise out of
vertical integration when technology is changing fast. Vertical integration may lock
the government into an old, inefficient technology and prevent it from changing to a
new one that would strengthen its efficiencies. Thus, vertical integration can pose a
serious disadvantage when it prevents a government from adopting new technology or
changing its suppliers or distribution systems to match the requirements of changing
technology. The administration cost impact on speed of acquiring capital expenditure
goods. Corruption which is a moderator on capital expenditure hides in bureaucratic

Ccosts.

1.7 Economic Sanctions

The other intervening variable under this study is economic sanctions. They affect the
economy through failure by the country to export and earn income. Furthermore,
through sanctions, the country fails to attract quality investment and technology.
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Countries interested in importing goods and services and investors are afraid of high-
country risk and blacklisting by the powerful countries who impose the sanctions.
Due to sanctions, access to markets become elusive and expensive. Ozdamar, et al.
(2021), state that economic sanctions are restrictions over economic activity imposed
by international actors on a targeted country for a specific purpose. They further
assert that the purposes of sanctions are to enforce behavioural change. Splinter and
Klomp (2021) have found weak but significant positive effect of economic sanctions
on the likelihood of a growth deacceleration. The authors assert that this was the case
on sanctions on trade in most countries in Sub-Saharan Africa. The multilateral
sanctions were aiming at the business sector which cause sudden negative growth
accelerations. Economic sanctions can result in multiple consequences, with varying
intensities depending on factors such as who has imposed them and the targeted areas.
Allen et al. (2020) evaluated some advances and policy implications of sanctions and
their effects and the different types of sanctions and their consequences and confirmed

that they have negative effects on the targeted countries.

However, there are contradictory findings on the impact of sanctions on Foreign
Direct Investments, which may shrink due to the expectations of higher risks and
lower profits for investors. These may be caused by trade or investment restrictions.
Sanctions decrease financial flows between countries imposing them and the targeted
country as contended by Besedes, et al. (2017). Sanctions also lead to lower
availability of international financing. Decreasing access to financing and possible
overall economic shocks, increases the likelihood of banking crises, especially under
financial and costlier sanctions (Hatipoglu & Peksen, 2018). The threats of sanction
may increase corruption by creating expectations of increased rivalry for resources,

especially in states where corruption is already frequent (Balanov, 2017).

Zallé (2017) contends that political risk associated with sanctions, incurred by a
country, has some influences on the country’s economic growth.  However,
democracy and governmental stability have positive direct effects on economic
growth. Zallé (2017) further opines that most African countries have faced economic,
political, and sometimes institutional crises. In economic literature, it is generally
accepted that political instability is detrimental to private investment and

consequently to economic growth. Sanctions can cause political instability for a
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government which leads to suboptimal macroeconomic policies with negative effect
on economic growth. Such risk is also associated with frequent changes in economic
policy and therefore volatility in economic growth rates (Halla & Ahmad, 2012).
Zallé (2017) contends that each country has a set of characteristics that determine its
level of political risk. The author further states that there is a consensus that socio-
political instabilities depress investment and reduce economic growth. Sanctions
related political instability weakens institutions, promotes corruption, and discourages
investment of any kind. It engenders hesitation among potential investors, penalises

capital accumulation and hampers economic growth.

1.8  Financial leakages through Agriculture Procurement

Zimbabwe is an agricultural-based economy. Agricultural production is capital
intensive as it uses heavy machinery such as centre pivots, tractors and combine
harvesters which constitute part of the capital expenditure under study. The
procurement of the equipment is affected by financial leakages and sanctions. The
financial leakages make the cost higher and sanctions make it difficult to import the

heavy agricultural machinery. The agricultural output in Zimbabwe declined.

Furthermore, land reform and distribution had a negative effect on output as can be
seen from low constant agricultural production of a few selected key mainstay
agricultural crops Table 1.8, as per the report by the Food and Agriculture
Organisation of the United Nations, (2019)

Table 1.8: Agricultural Output for Zimbabwe from 2009 to 2019

Yield Year Maize Wheat Soya Beans Tobacco
(hg/ha) (hg/ha) (hg/ha) Unmanufactured

(hg/ha)
2009 4,642 30,000 15,000 13,560
2010 8,751 27,786 13,557 11,652
2011 6,568 26,605 12,054 10,662
2012 7,912 24,902 15,300 15,013
2013 7,449 23,429 13,142 11,698
2014 9,301 22,150 11,767 14,301
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2015 5,803 20,486 9,459 12,948
2016 4,405 19,013 11,958 16,479
2017 13,993 17,542 15,513 9,315
2018 13,506 16,379 18,680 17,587
2019 8,871 15,891 13,333 25,076

Source: Food and Agriculture Organization of the United Nations (FAO) 2019

Hawkins (2008), states that the disorderly and hurried way in which the land reform
and redistribution program was carried out contributed greatly to a decrease in
production. From then on, agricultural output, which was once Zimbabwe’s pride,
began to fall drastically. Kanyenze (2003), in a discussion paper organised by UNDP
indicates that Zimbabwe’s economy was the fastest shrinking in the world, at 18
percent per year (Zimbabwe situation referenced www.zimbabwesituation.com 2003).
The most detrimental effects of the land reform program on the economy have been
that the commercial farmers were utilizing economies of scale to achieve high yields
at the lowest possible costs. The Land Reform program redistributed land by
partitioning land into smaller farms, thereby eliminating this cost-cutting mechanism.

1.9 Problem Statement

Zimbabwe experienced hyperinflation and macroeconomic challenges during the
period 2009 to 2022. The gross domestic product and the economic growth rates
declined to negative in some years over this period (World Bank Report, 2020). The
collapse of the Zimbabwe economy showed up in both local and international ratings
in which the country ranked 124 out of 137 in the World Economic Forum’s Global
Competitiveness Index for 2017-2018 (New York Times, 2017). This was despite
the government deploying huge amounts for capital expenditure for infrastructure
projects to stimulate economic growth. The country is on one hand under economic
sanctions and on the other financial leakages (corruption) which in sub-Saharan
Africa has become cancerous. The previous studies did not analyse the moderating
impacts of two confounding variables financial leakages (corruption) and economic
sanctions on capital expenditure and economic growth in Zimbabwe. Deployment of

capital expenditure has been of major concern to countries all over the world due to
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its significant impact in fostering economic growth. The study posited that capital
expenditure stimulates and effectuates economic growth. The study interrogates this
relationship and provides financial and policy guidance on deployment of capital

expenditure to arrest plummeting economic growth of the country.
1.10 Research Objectives
The objectives of this research are: -

a) To establish the moderating effect of financial leakages (corruption) on the
relationship between capital expenditure and economic growth.

b) To examine the moderating effects of economic sanctions (on FDI and
International Trade Inflows) on the relationship between capital expenditure and

economic growth.
To examine the effects of Capital Expenditure on Economic Growth

c) To establish internal economic variability in Zimbabwe’s economic growth

pattern consequent of capital expenditures.
1.11 Research Questions
The study addresses the following research questions: -

a) What optimisation tools can be deployed in capital expenditure processes to
enhance economic growth?

b) What economic instruments can be deployed to minimise effects of financial
leakages (corruption) on economic growth?

c) What economic instruments can be deployed to minimise effects of economic
sanctions on growth?

d) What is the effect of Capital Expenditure deployments on economic growth?
1.12 Hypotheses

This study posits the following three main alternate hypotheses informed by the above

four research objectives:

H1:  Capital expenditure positively impacts on economic growth.
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H2:  Financial leakages negatively impact on the relationship between capital

expenditure and economic growth.

H3:  Sanctions negatively impact on the relationship between capital expenditure

and economic growth.

1.13 Significance of the Study

The moderating effects of financial leakages and economic sanctions on capital
expenditure impacts on economic growth remains unclear. There have been no
empirical studies taken on this topic so far in Zimbabwe. The findings of this study
will help come up with more focused interventions by the government of Zimbabwe
particularly on deployment of capital expenditure and how to mitigate on the
devastating effects of financial leakages and economic sanctions.

Zimbabwe, experienced economic challenges characterised by financial instability
caused by financial leakages and economic sanctions. This was on the back of fast-
track land reform and redistribution of year 2000 which attracted the sanctions.
Ghomi, (2021) on effects of economic sanctions against Iran confirmed that economic
sanctions are associated with considerable costs in terms of real GDP losses that are
long-lived. Gharehgozli (2017) indicates that for the first 3 years after the
implementation of the sanctions in Iran, economic sanctions were costly to the
country. Frank (2018) finds a significant negative effect of sanctions on trade, while
Kohl and Reesink (2019) cast doubt on the robustness of economic sanctions. Hinz
(2017) studied the global effect of recent sanctions on Russia, Iran and Myanmar and
found that the overall cost of these sanctions in 2014 was about US$50 billion, which
is equivalent to 0.4% of global trade. In another study, Crozet and Hinz (2018) find
that the costs of the sanctions and counter-sanctions on Russia in 2014 were around
7.4% of its total exports. Gharehgozli (2017) applying synthetic control method, on
the effect of the sanctions on Iran's economy after 2012 found that they resulted in
around 17% decrease in GDP during the first 3 years, with the highest negative effect
of 12% drop happening in the first year. Ghomi, (2021) avers that sanctions are a
popular political instrument that is used to force countries to comply with

international agreements and laws. Sanctions, along with poor domestic policies,
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resulted in a significant and huge negative impact on the Iranian economy. However,
the effects of sanctions on Zimbabwe need further investigation to establish the
effects of the sanctions imposed by USA and European Union in 2000. The
significance of this study has theoretical, practical and policy ramifications.

1.13.1 Theoretical Significance

This study unveils the relationship between capital expenditure and economic growth
in the midst of financial leakages and economic sanctions. The findings of the
research are of critical importance as they contribute to both future researchers and
policy makers in developing economies. This study was underpinned by the
Positivism Philosophy to analyse the quantitative secondary data. Keynesian theory
states that government should increase demand to boost growth (International
Monetary Fund, 2014). Keynesians believe that consumer demand is the primary
driving force in an economy. As a result, the theory supports the expansionary fiscal
policy (The Balance, 2021). Its main tools are government spending on infrastructure,
unemployment benefits, and education (Amadeo,2021). Keynes (1936) argues that an
economy’s output of goods and services is the sum of four components: consumption,
investment, government purchases and net exports being the difference between what
a country sells to and buys from foreign countries. According to Keynesian
economics, state intervention is necessary to moderate the booms and busts in
economic activity of the business cycle. Gordon (2017) contends that public capital
can play an important role in increasing long-run output and standard of living. He
indicates that there is a role for government to raise social welfare by providing public

capital, even when it must tax private resources to finance it.

The researcher supports the Keynesian theory of growth because when government
invests in infrastructure in the economy that has significant downstream effects.
Private sector companies supply the goods and services required in the
implementation of the capital projects. This study empirically analyses the effects of
the deployed capital in Zimbabwe. This makes the Keynesian theory most relevant to
this study. This dove tails with the research question on the relationship between
capital expenditure and economic growth in the midst of financial leakages and

economic sanctions.
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The Neo-Classical Theory of growth advanced by Solow-Swan (1956) as an
exogenous growth model on the effect of government expenditure on growth through
production factors is considered to be only transitional. The capital formation and
government investment are captured under capital expenditure. Neo Classical Theory
of Growth highlights that if productivity is to increase, the labour force and capital
should be provided with more resources. The new growth theorists argue that there is
both a short-term impact and a long-term impact of government intervention through
fiscal stimulation on economic growth during the transition to equilibrium. The
Classicals and the Neo-Classicals consider fiscal policies to be futile because of the
crowding-out effect. The theory also argues that technological change has a major
influence on an economy and that economic growth cannot continue without

technological advances (Banton, 2020).

The Neo-Classical Theory opines that the effect of government expenditure on capital
is considered transitional. However, government expenditure can also have long term
effects in the case of capital expenditure with long run positive impact. The Classical
and Neo-Classical theories considered fiscal policies to be futile because of the
crowding out effect. However, fiscal policy drives government budget and can have
positive effects when it favours capital expenditure. The researcher advocates that
fiscal policy is not futile but progressive in the long run when it supports more capital

expenditure for infrastructure development.
1.13.2 Practical Significance

It was important to establish whether the findings were reliable and could be
generalized for real-world applications. Practical significance gives confidence that
the research results did not occur by chance. The GDP growth rates were significant
indicators on the performance of the economy. The moderating effects were
considered of practical significance when the hypothesis was close to the truth and
correct. This helped in avoiding faulty conclusions from the use of secondary
quantitative data as statistically significant. Results that were below the lower
confidence limit were automatically excluded. However, the GDP growth rates were
declining despite significant deployment of funds towards capital expenditure. The
findings of this study informed the formulation of policy on the allocation and

deployment of funds towards capital expenditure in the midst of moderating variables,
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financial leakages and sanctions. Positive relationship between capital expenditure
and GDP, influenced the level of funds set aside for infrastructure development. This
was due to its downstream developmental effect. The findings influenced policy on
setting aside funds for capital expenditure.

Financial leakages have cancerous effect on the total cost of developmental
infrastructure. It could impact negatively on GDP by decelerating economic growth.
The study identified corruption as a moderator on capital expenditure impacts on
economic growth. The pathways of corruption were identified and suggested ways to
mitigate them. Economic sanctions had influence of inflows of international trade of
goods and services and foreign direct investments. In the absence of sanctions, the
country would freely trade with international community and attract quality FDI.
This would be accompanied by transfer of technology necessary for economic
development. The research findings influenced formulation of policies and strategies

to lobby for the removal of sanctions by the imposing countries.
1.13.3 Policy Significance

This study makes some important contributions to policy on how to split the national
budget into capital and recurrent. The Policy Significance of the study was therefore
guided by the theorem on allocation of budgetary resources as espoused in the Budget
Theory by Key (1940). The government has the role to allocate capital expenditure
for economic development. It becomes an enabler to drive infrastructure projects to
grow the economy. This is supported by the Wildavshy (1961) theory that the budget
is about meeting competing needs. The study analysed the relationship between

capital expenditure and economic growth.

Policy Significancy recommendations from the study informed on the value of the
relationship between capital expenditure and economic growth. The findings were of
material value to the government of Zimbabwe on formulation of policy and decision
making on deployment of capital expenditure in the short and long term. Modalities
and measures to deal with financial leakages were identified to inform how to deal
with them. Furthermore, policy measures were made on how to have the economic

sanctions resolved.
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1.14 Scope of the study

The scope of this study was the domain of the consequential relationship between
capital expenditure and economic growth. It was to examine the contention on
whether this relationship was affected by the dual moderating variables of financial
leakages and economic sanctions or not. On financial leakages examined cost
implications and on sanctions impact on inflow of international trade receipts and
inflows of FDI. The study period of 14 years from 2009 to 2022, is the period when
the economy was fully and partly dollarized. The quantitative data for this fourteen-
year period was quarterised using the Lisman and Sandee Quarterly Distribution
Formula. The quarterised data was sufficient to capture the intervening effects of

financial leakages and economic sanctions on capital expenditure impacts.
1.15 Background of the Study

Zimbabwe undertook a Fast-Track Land Reform and Redistribution Programme in
year 2000 which facilitated the expropriation of land from 4,500 white commercial
farmers and reallocated it to 169,347 indigenous farmers of whom 149,743 were
model Al and 19,604 were model A2 (Ministry of Lands, Agriculture, Fisheries,
Water and Land Resettlement, 2021). This attracted economic sanctions imposed by
the United States of America (USA) through the enactment of the Zimbabwe
Democracy and Economic Recovery Act (ZIDERA) in 2002. Supplementing the US’
legislative sanctions of ZIDERA were Executive Sanctions (Executive Order 13288)
of March 2003 renewable on a yearly basis. The European Union also introduced its
own sanctions through the Common Position 2002/145/CFSP in February 2002. This
resulted in massive capital flight and withdrawal of financial support by the Bretton
Woods Institutions (International Monetary Fund and The World Bank). The
Executive Orders which were put in place in 2003, were removed through Executive
Orders 13818 of 4 March 2024. However, removing ZIDERA would require
legislative action by the US Congress to repeal it.

Furthermore, the country experienced hyperinflation, high interest rates, depreciated
currency in Real Time Gross Settlement (RTGS), arrears to the World Bank and IMF,
unstable exchange rates and unsustainable debt (Mhlanga and Ndhlovu, 2021).

However, there challenges are not part of this study which is limited to the
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moderating effects of financial leakages and economic sanctions on the relationship

between capital expenditure and economic growth.
1.16 Organisation of the Research Study

The research study consist of five chapters: chapter one on Introduction; Chapter
Two, on Literature review; Chapter Three, Methodology; Chapter Four, Discussions

and Chapter Five, Conclusions and Recommendations.
1.16.1 Chapter One Introduction

Introduction covered background, the problem statement, and objectives of the study
significance of the study, theoretical significance, practical significance and policy

significance. The study also looked at hypotheses, and scope of the study.
1.16.2 Chapter Two Literature Review

Literature Review looked at what was already in the public domain with respect to
area of study. It reviewed relevant published scholarly literature including journals
articles to identify main themes and to extract knowledge. It was an in-depth review
of studies related to factors on capital expenditure and economic growth. The search
included available publications on financial leakages (corruption) and economic
sanctions on their moderating effects on the relationship between capital expenditure
and economic growth. Reviewed relevant theoretical and empirical literature on
corruption, and sanctions. The theoretical literature review identified gaps which were
inadequate to explain new and emerging research gaps. It covered relevant theories
on the research topic on Theoretical Review; Keynesian Theory; Classical Theory;
Neo Classical Theory of Growth; Budgeting Theory; Empirical Literature Review and
Country Specific Studies. The Conceptual Framework on the relationship between
capital expenditure and economic growth amid mediating variables corruption and

economic sanctions.

1.16.3 Chapter Three Research Methodology
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The Research Methodology looked at Research Philosophy, ontological aspect and
epistemological aspect. It covered quantitative research, research approach, research
design, model specifications. The analysis used autoregressive distribution lag
(ARDL) model, capturing capital expenditure and variables of concern corruption and
sanctions. Addressed sources of the quantitative secondary data. Covered robustness
checks, stationarity, heteroskedasticity, granger casualty tests, inferential statistics and

descriptive statistics.
1.16.4 Chapter Four Results and Discussion

Results and Discussion dealt with data presentation analysis and interpretation which
covered descriptive statistics, unit root test, lag selection, diagnostic tests stability
tests, heteroscedasticity tests, normality test, bound test, empirical findings, and
robustness of the model tests. Concluded with the empirical findings, and results.

1.16.5 Chapter Five Conclusions and Recommendations

The chapter presented conclusion and recommendations on the findings. There were
recommendations to practice, recommendations, policy, and recommendations on

theoretical implications and on future studies.
1.17 Chapter Summary

The background to the study covered the land reform and redistribution of 2000
which attracted economic sanctions on Zimbabwe. The modern-day theory of
economic growth by Solo-Swan as cited by Babatunde (2018) contends that
expenditure on infrastructure has positive effects on economic growth. In Zimbabwe
there has been deployment of significant capital expenditure. However, little
economic growth has been realized. Questions continue to emerge on the impact of
government capital expenditure on economic growth. There are contradicting views
on whether the government should continue to prioritise capital expenditure given the
impact of particularly the dual moderating variables of financial leakages and
economic sanctions. Nonetheless, the moderating effects of these variables on capital
expenditure impact on economic growth remains an area of empirical contestation.
Budgeting is important in the provision funds used for capital expenditure more so as

a percentage of GDP. In the case of Zimbabwe, the GDP growth rate for the period
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2009 to 2022 was decreasing despite the increase in capital expenditure. This was
further demonstrated by the gross capital formation for Zimbabwe for the period 2009
to 2022 which, according to the World Bank, showed that the performance was far
below the global performance which averaged 10% of GDP compared to the global
25%.

The next chapter addresses the review of related literature, theoretical and empirical

studies, and presents the research gaps and conceptual framework of the study.
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CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction

This chapter reviews related literature and focuses on the relevant theoretical and
empirical studies on the dual moderating effects of financial leakages (corruption) and
economic sanctions on the relationship between capital expenditure and economic
growth in Zimbabwe. The theoretical literature review facilitated the identification

of gaps which this study intended to fill.

The relevant theories on the research topic were, Keynesian Theory; Classical Theory;
Neo Classical Theory of Growth; and Budgeting Theory. Empirical Literature
Review focused on Country Specific Studies; Capital Expenditure; The Process of
Government Expenditure; Economic Growth; Financial Leakages; and Sanctions.
The chapter concluded by coming up with theoretical framework and identified the
gaps to be filled by this study. Empirical and Neo-Classical theories on economic
growth were also reviewed with specific reference on the relationships between
capital expenditure and economic growth and the mediating variables of corruption

and economic sanctions.

Empirical research on the economic impact of capital expenditure on economic
growth has been carried out extensively in developed and developing countries both
in the past and in recent years. However, circumstances differ from country to
country due to peculiar inhibitory factors which affect them differently. Nyasha, et al.
(2019) contend that the relationship between government spending and economic
growth has attracted widespread attention over the years to establish the impact of
government spending on economic growth. From the theoretical perspectives, there
are the Keynesians that advocate for the positive impact of government spending on
economic growth and the Classicals and the Neoclassicals that postulate that
government spending has a negative impact on economic growth (Alvarez-Garcia &
Rodriguez, 2017). There are also researchers that found a middle ground where
government spending is postulated to have a positive impact on economic growth up

to a certain optimal threshold, above which the impact turns negative.

Mazorodze (2018) investigated the effect of government expenditure on economic

growth in Zimbabwe using time series data for the period 1979 — 2017. The study
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used the Autoregressive Distribution Lag (ARDL) model. The findings were that
some expenditure components have a positive and significant effect on long term
economic growth. The study on Zimbabwe also concluded that investment
expenditure is more powerful than consumption expenditure. Mbanyele (2019) also
examined, using time series data from 1980 to 2022, the causal linkages between
government expenditure and economic growth in Zimbabwe using ARDL and Vector
Error Correction Mechanism (VECM) models. The study found no causal
relationship between consumption expenditure and economic growth in Zimbabwe.
In addition to this, the study revealed that there is unidirectional causal relationship
running from economic growth to capital expenditure, both in the short-run and long
run. The study recommended that the Keynesian spirit which advocates the
improvement of government expenditure through increased government revenue is
unwarranted and counterproductive. Matallah (2019) examined the effectiveness of
the fiscal policy on economic growth in Zimbabwe using annual time series data
covering the period 1980 to 2010 and the Johansen co-integration approach and error
correction model. The result of the study revealed that income tax and government
consumption expenditure have a positive effect on economic growth. The study also
found that government expenditure for capital harms the economic growth of
Zimbabwe. Even on an empirical front, the possible impact of government spending
on economic growth has been varied as well with some studies finding the impact to
be positive (Kimaro et al., 2017). Few contributions have aimed at studying the
effects of capital expenditure on longer run growth, yet it is important (Agenor, 2019),
in the context of reserve requirements of financial regulations designed to reduce
short term procyclicality and mitigate the risk of financial instability which could
potentially be detrimental to economic growth in the long term, as a result of their

adverse effects on incentives to borrow and lend.

The link between public capital expenditure and economic growth has continued to
generate a series of debates with some scholars concluding that the effect of capital
expenditure on economic growth is positive through an increase in productivity
(Waweru, et al., 2021). Furthermore, Keynesian school of thought, government
expenditure can contribute positively to economic growth. As a result, government
spending augments the aggregate demand, which provokes an increased output

depending on the expenditure multiplier (Romer, 1996) as cited by (Waweru, et al.,
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2021). In East Africa, capital spending budgets have been experiencing an increasing
trend. Nyarko-Asomani et al. (2019) found that capital expenditure played an
important role in Ghana’s economic growth. Paudel (2023) contends that Napal
should increase capital formation rapidly by adopting several macroeconomic policies
so that sufficient allocation for the public spending is possible to accelerate economic

growth in the country.

The increase in government expenditure could be to grow the economy through fiscal
policy intervention. However, this could also lead to a policy dilemma on whether
more public budgetary capital expenditure always resulted in economic growth. This
study is aimed at addressing this fundamental question. Correlation between
economic growth and capital expenditure structure is assumed by economics and
finance. One of the major dilemmas in macroeconomic analysis is whether public
financial spending can support economic growth or, on the contrary, limit growth. An
examination of the capital expenditure effects of corruption and economic sanctions

was worth examining as well as their effectiveness on economic growth.

The study is expected to add to the body of knowledge through the assessment of the
impact of intervening variables corruption and sanctions on capital expenditure
impacts on economic growth in developing economies. There are recommendations
to policy makers on the impacts of capital expenditure on economic growth. This
study also assists the research fraternity by putting together related literature on the
subject in an analytical manner, making related future studies easier. Empirical
studies on the impact of corruption and economic sanctions were gathered from
various scholarly articles and journals. The literature on the impact of the structure of
public finances on economic growth is generally split into capital expenditure,
recurrent expenditure, and debt and tax analysis. In this study, only the literature

related to capital expenditure is relevant.
2.2  Theoretical Review

The theoretical literature review concretely established the corpus of the existing
literature on the relationships between the dual moderating effects of corruption and
economic sanctions. The literature review focused on relevant theoretical concepts to

address the research question based on the level of existing theories on the
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hypotheses. In analysing the theories, the review addressed the gaps to be addressed
by the research and the strengths and weaknesses of the research study. The literature

reviewed academic work already done in relation to the research topic.

The relevant theories concluded by establishing the research gaps. Nyasha and
Odhiambo (2019) contend that the effect of government expenditure on economic
growth has attracted the attention of economists, policy makers and politicians. On
the extreme end of the theorists’ continuous discussions are the Classicals, the
Neoclassicals and the public choice theorists. They claim that government
expenditure is bad for economic growth because of the crowding-out effect. The
spending by government displaces investments by the private sector due to resource
constraints. Besides these theorists, are those in the middle who have found a middle
ground and settled on the view that the relationship between government spending
and economic growth is non-linear. They contend that it has an optimal point below
which it has a positive impact and above which it has a negative impact on economic
growth. Friedman, (1997) as cited by Nyasha and Odhiambo (2019) acknowledges
that as government spending increases from the optimal level of 15% of national
income to 50%, the impact of public expenditure on economic growth tends to be

negative.

Landau (1983) as cited by Nyasha and Odhiambo (2019) empirically examined the
relationship between government spending and economic growth in 65 under-
developed countries. Based on government spending that was disaggregated into
capital and investment spending and using The Impact of Public Expenditure on
Economic Growth panel data analysis techniques, the study revealed that though the
effect was minute, government capital spending had a positive impact on economic
growth. Further, they go on to cite Aschauer, (1989) who found that in the United
States of America the core infrastructure on streets, highways, airports, mass transit,
sewers, and water systems, had the most explanatory power for productivity. Leshoro
(2017) put government spending and economic growth to an empirical test in the case
of South Africa using annual data covering the period 1976 to 2015. Government
spending was further disaggregated into various components which were government
investment spending and government consumption spending. Using the

autoregressive distributed lag (ARDL) estimation procedure, the results of the study
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showed that government spending has a positive impact on economic growth in the
study country. This was irrespective of the government expenditure component under
consideration which were investment or consumption expenditure. These results were
found to hold irrespective of whether the estimation was in the long run or in the short
run. Okoye et al. (2019) examined the relationship between government expenditure
both aggregated and disaggregated on the economic growth to determine the extent to
which output growth in Nigeria was affected by government spending, during the
period 1981-2017. They found that in Nigeria, capital expenditure had a positive

impact on economic growth.

The main theories underpinning the study are Keynesian theory which advocates that
government expenditure has positive effect on economic growth, classical and neo
classical theories that advocate that government expenditure has negative effect on
economic growth. These theories deal with economic enablers, investments, capital
expenditure and revenue. These are necessary for economic growth. The study
focuses on moderating effects of corruption and sanctions on relationship between
capital expenditure and economic growth. These theories address these key issues of

interest to the study.
2.2.1 Keynesian Theory

Keynesian Theory is a theory that says the government should increase demand to
boost growth according to IMF, (2014) as cited by Amadeo (2021). Keynesians
believe that consumer demand is the primary driving force in an economy. As a result,
the theory supports the expansionary fiscal policy (The Balance, 2021). Its main tools
are government spending on infrastructure, unemployment benefits and education
(Amadeo, 2021). Keynes described his premise in “The General Theory of
Employment, Interest, and Money” of 1936. It argued that government spending was
a critical factor driving aggregate demand. Keynes argued that government spending
was necessary to maintain full employment. Keynes (1936) advocated for deficit
spending during the contractionary phase of the business cycle. Keynes (1936)
argued that an economy’s output of goods and services is the sum of four
components, namely: consumption, investment, government purchases and net

exports. Net exports refer to the difference between what a country sells and buys
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from foreign countries. Furthermore, any increase in demand must come from one of

these four components.

According to Keynesian economics, intervention is necessary to moderate the booms
and busts in economic activity of the business cycle. There are three principal tenets

in the Keynesian description of how the economy works:

(a) Aggregate demand is influenced by many economic decisions both public and
private. Private sector decisions can sometimes lead to adverse macroeconomic
outcomes, such as reduction in consumer spending during a recession. These market
failures sometimes call for active policies by the government, such as a fiscal stimulus
package. Therefore, Keynesian economics supports a mixed economy guided mainly

by the private sector but partly operated by the government.

(b) Prices, especially wages, respond slowly to changes in supply and demand,

resulting in periodic shortages and surpluses, especially of labour.

(c) Changes in aggregate demand, whether anticipated or unanticipated, have their

greatest short-run effect on real output and employment, not on prices.

Ramey (2020) contends that public capital can play an important role in increasing
long-run output. The author opines that because of nonrivalry in consumption and
non-excludability in use, the private sector will tend to underprovide key types of
productive capital. Gordon (2017) highlights the contributions of publicly provided
sanitation, clean water, and electrical infrastructure to increase in productivity in the
U.S. during the first part of the 20th Century. In the post-World War Il period, the
U.S. interstate highway programme was linked to significant increases in productivity
and output (Leff, 2020). In the USA, more recently, government infrastructure
spending has also figured prominently in policy discussions regarding short-run
stimulus (Ramey, 2020). The author further argues that government infrastructure
spending is viewed by many policymakers as having advantages over government
consumption spending for stimulating the economy during a recession. Gordon
(2017) opines that government investment spending such as infrastructure spending
can change the path of potential output. It provides two benefits of the Keynesian
demand stimulus in the short run and neoclassical supply stimulus in the long run

(Gordon, 2017). There are benefits of infrastructure spending, both in the long run
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and the short run. Much of the theory and the empirical work suggest that even when
there are substantial long-run benefits of infrastructure investment, the short-run
benefits are probably lower than non-productive government spending. Both the
neoclassical model and the New Keynesian model produce significantly higher

multipliers at longer horizons.

Ramey (2020) asserts that government investment in public capital and particularly
infrastructure, typically involves implementation delays and these delays severely
mute the short run multiplier. Boehm (2019) notes that the long service life of private
capital leads to a very high inter-temporal elasticity of substitution in investment
demand. In a neo-classical model, government purchases have direct impacts on the
economy. A new Keynesian model shows that policymakers advocate for
infrastructure spending to jumpstart an economy during a downturn. New Keynesian
model is on sticky prices but flexible wages. Broer et al. (2020) demonstrate that
labour supply rises more in response to demand shocks in a benchmark New
Keynesian model than in a neoclassical model because of an additional negative
wealth effect.

Keynesians believe that, because prices are somewhat rigid, fluctuations in any
component of spending, consumption, investment or government expenditures, cause
output to change. If government spending increases, for example and all other
spending components remain constant, then output will increase. Keynesian models of
economic activity also include a multiplier effect that is, output changes by some
multiple of the increase or decrease in spending that caused the change. If the fiscal
multiplier is greater than one, then a one dollar increase in government spending

would result in an increase in output greater than one dollar.

The central tenet of the Keynesian economics school of thought is that government
intervention can stabilize the economy as contended by Sarwat et al. (2014).
According to his approach, government public spending may increase the aggregate
demand which further stimulates economic growth and employment creation. The
Keynesian school of thought places importance on the size of the government through
fiscal policies. According to Keynesian, fiscal policies boost economic activity,
especially during recession, when the self-regulatory mechanisms in the economy fail

to drive the economy back to equilibrium. The Keynesians are ardent supporters of
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expansionary fiscal policies for economies to get out of recessions. With the entrance
of new growth theories, Keynesian argument for fiscal policies as economic growth
enhancers has gained traction and additional support. It is, therefore, the Keynesian
view that even causality runs from increased government expenditure to increased
economic growth through an expansionary fiscal policy. The Keynesian view
postulates that the causality runs from government spending to economic growth.
Kanayo (2020) states that macro-economic theory is a mixture of Classical theory
based on the perception that flexible prices ensure market equilibrium and full
employment are being maintained. The author further states that Keynesian
economics is based on the assumption that aggregate demand is the primary
source of uncertainty, thereby making government intervention inevitable.
Liberto (2021) also states that the New Keynesian economics is a modern
macroeconomic school of thought that evolved from classical Keynesian economics.
In August 2007, when the first signs emerged of what would come to be the most
damaging global financial crisis since the Great Depression, the New Keynesian
paradigm was dominant in macroeconomics (Jordi, 2018). However, ten years later,
from 2007, there has been some strong criticism against modern macroeconomics in
general and against dynamic stochastic general equilibrium models that build on the
New Keynesian framework. Those criticisms notwithstanding, the New Keynesian
model arguably remains the dominant framework in academic research and in policy
modelling (Jordi, 2018). Parui (2024) investigated a post-Keynesian macro-model on
impact of fiscal expansion on aggregate demand and economic growth and analysed
whether fiscal policy plays any role in stabilising the economy. The author’s findings
were that in some cases, sufficiently high government expenditure to GDP ratio is
essential for achieving stability in the system. The new Keynesian theory differs
from classical Keynesian thinking in terms of how quickly prices and wages adjust.
The Keynes (1936) idea in the aftermath of the great depression that increased
government expenditures and lowered taxes could stimulate demand and pull the
global economy out of a downturn became the dominant way of thinking for much of

the 20" century.

Kanayo (2020) further states that Keynesian theory is a school of thought that broadly
states that government intervention is needed to help economies emerge out of

recession. The idea comes from the boom-and dust economic cycles that can be
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expected from market economies and positions the government to control the
magnitudes of the cycles (Parui, 2024). Deployment of resources towards
infrastructure development during intervening variables, corruption and sanctions, in
Zimbabwe has not been empirically examined. This study examined this mediating
effect.

2..2.2 Classical Theory

Adam Smith’s enquiry in the Wealth of Nations (Smith, 1976) is the construction of a
theoretical system for identifying the main drivers and causal processes of growth to
formulate and promote policies that could achieve the objective of ‘universal
opulence’. The driving force of growth in Smith’s theory is saving, what he referred
to as ‘parsimony’ and that saving will lead to and be matched by equal levels of
investment, involving the employment of stock as capital in production which is
necessary for capital accumulation (Smith, 2023). However, the driving force in the
(Smith, 1976) model is savings. The model ignores the efficient role of technological
development which contributes to smooth running of an economy. Advancements in

technology can minimise diminishing returns.
Smith (2023) contends that Smith’s analysis of capital consists of two kinds;

firstly, there is ‘circulating capital’, which is conceived to be commodity
inputs that change form as they circulate in the production process from one
owner to the next, consisting of ‘money’, ‘provisions’, ‘materials’ and

‘finished work’;
and,

secondly, there is fixed capital used up in the production process, which is
capital that affords revenue or profit by not circulating and not changing
masters and consists of ‘all useful machines and instruments of trade which
facilitate and abridge labour’, ‘profitable buildings’ (not ‘dwellings’),
‘improvements of land’ (i.e. irrigation, fencing etc.) and the acquisition of

human capital.
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This sits well with the study on the impact of capital expenditure on economic
growth. It brings forward how capital expenditure is raised and circulates in an
economy. Infrastructure development involves circulation of capital expenditure
within the economy. Smith states that fixed capital only functions with circulating
capital, especially provisions for the necessary consumption of labour. The author
further clarifies that all useful machines and instruments of trade are originally
derived from a circulating capital, which furnishes the materials of which they are

made.

The first principle of the Classical Economist was a laissez faire system which was
mostly referred to as Economic Liberalism (Smith, 1776). Economic Liberalism
believes that the economy was self-adjusting and turning positively without

government intervention in the form of public expenditure.

Kenton (2021) contends that classical growth theoryis a modern category of
economic theory and sources of economic growth. Two important theorists
associated with this include Adam Smith and David Ricardo. It was developed
during the Industrial Revolution. Analysis of the process of economic growth was a
central focus to provide an account of the broad forces that influenced economic
growth and of the mechanisms underlying the growth process. The division of
labour, the gains from trade, and the accumulation of capital were seen as the main
driving forces of economic growth. Productive investment and the reinvestment of
profits were the mechanisms that produced continuous economic growth. Changes in
the rate of profit were a decisive reference point for an analysis of the long-term
evolution of the economy. Adam Smith and David Ricardo argued that individual
initiative, under freely competitive conditions to promote individual ends, would
produce beneficial results to society. The conclusions of classical growth theory
supported free trade among nations, individual free enterprise, and respect for the
accumulation of private property. This becomes pertinent in the context of the land
reform and redistribution which took land by force and attracted sanctions on

Zimbabwe.

The classical theory of growth by Adam Smith stated that the division of labour
among workers into more specialized tasks was the driver of economic growth in the

transition to an industrial, capitalist economy (Smith, 2023). Capital accumulation is
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critical to what influences firms’ investment decisions (Boundi Chraki, 2022).
Profitability and aggregate demand in private investment, supports the classical
approach to capital accumulation. Adam Smith’s Theory of Economic Growth The
title of his famous work “An Inquiry into the Nature and Causes of the Wealth of
Nations” reflects that economic growth and development were the main topics that
concerned Smith. Smith (1976) contends about capital accumulation, population
growth, and labour productivity. Smith was in favour of free trade and against
government intervention. Smith stated that what really create wealth are the supplies
of goods being produced and made available to the people in the markets and that the
nation’s output depends on the accumulation of capital and the efficiency of labour.
Smith considered the government expenditures as unproductive. However, capital
accumulation was for Smith the basic condition for growth. He thought that
capitalists, by accumulating capital, contributed to the economic growth of the nation
meanwhile they earned profits. The expansion of the supply would be possible only
with an increase of capital, because although more workers would have to be
employed, more fixed capital would be needed as well.

2.2.3 Neo-Classical Theory of Growth

The neo-classical theory of growth was advanced by Solow-Swan (1956) as an
exogenous growth model. This was viewed to be exogenous, on the effect of
government expenditure on growth through production factors considered to be only
transitional. The capital formation and government investment are captured under
capital expenditure. Neo Classical Theory of Growth highlights that if productivity is
to increase, the labour force and capital should be provided with more resources. The
Neoclassical growth models put forward by Solow (1956) did not prescribe the
transmission channels through which government expenditure could affect long-run
economic growth. The new growth theorists argue that there is both a short-term
impact and a long-term impact of government intervention through fiscal stimulation
on economic growth during the transition to equilibrium. The Classicals and the Neo-
Classicals consider fiscal policies to be futile because of the crowding-out effect,
directly and indirectly. Government size was measured based on government

expenditure whereas the quality was measured on governance. It contended that
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investing in the capacity for enhanced governance is a priority for the improved

growth performance of countries.

The basic Solow-Swan (1956) growth model provides an elegant solution to the
“knife-edge” Harrod (1939) Domar (1946) problem by endogenizing the warranted
rate via the saving-investment relation. The capital growth is a function of a fully
adjusting income-capital ratio (inverse of the Harrod-Domar capital-output ratio)
allowing smooth substitutability between capital and labour while keeping the natural
rate exogenously fixed (Villanueva, 2023). The author states that this makes the
warranted rate a negative function of the capital-labour ratio, allowing short-run
adjustments in output or income during the transition to the exogenously fixed natural
rate sum of labour augmenting productivity and technical change and working
population growth. There are temporary and permanent growth effects of increases in
the saving rate and in the coefficient of learning by doing. The theory argues that
technological change has a major influence on an economy and economic growth
cannot continue without technological advances (Villanueva, 2023). The growth
theory posits that the accumulation of capital within an economy and how people use

that capital is important for economic growth (Banton 2020).

Rosamond (2017) contends that in the 1980s a neoclassical counter-revolution in
development theory and policy reasserted dominance over structuralist and other
schools of thought in much of the world. The author opines that the emergence of this
counter-revolution coincided with the abandonment by the developed countries of
social democratic and Keynesian economic policies and in particular, the policy of
controlling capital movements, as well as the post-World War 1l trading regime.
Critics have pointed out that this counter-revolution also coincided with and seemed
to offer justification and support for a wave of market-oriented interventions by the
World Bank and IMF and efforts to forge a unified global market regulated only by
institutions reflecting the interests of transnational capital. The neoclassical or
neoliberal perspective represents a modification and further elaboration of
modernising theory (Rosamond, 2017). However, in contrast to modernisation theory,
neoclassical theorists see development as the outcome not of strategic state action but

of the action of market forces (Rosamond, 2017).
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2.2.4 Budgeting Theory

Budget Theory by Key (1940) on public budgeting, as a field of study, has grown
tremendously in recent years both in form and substance. With such growth was a
need to have a coherent theory or body of theories that allows one to understand the
field, its underpinning fundamentals that guide its development and its scope for
dealing with real world problems. Key (1940) tried to address the issue of public
budgeting not having a theory of its own by offering a microeconomic solution to the
problem, one that would increase allocative efficiency of government. Key (1940)
based his theory on the same rationale that guided the economists to search endlessly
for a function that would improve the welfare of society within the broader schemes
of Paretian principle. Lewis (1952) tried to explain how the traditional microeconomic
theory, particularly the concept of marginal utility, could be used to determine the
relative value of a good or service to justify resource allocation that in the aggregate
would improve social welfare. Attempts by other economists, such as Smithies
(1955), were not much different from those offered by the mainstream welfare
economists. Wildavsky (1961) contends that budgeting is more than allocating the
scarce resources between X and Y activities. It is about meeting the conflicting needs
of a society by bringing about compromises in the political marketplace through
incremental adjustments in budget allocation. Mosher (1954) goes on to aver that
budgeting is a measure of bureaucratic behaviour and administrative competence.
Public budgeting is eclectic as it is multidimensional. As Albert Hyde puts it: “In their
voluminous and complex formats, budgets simultaneously record policy outcomes,
cite policy priorities and program goals and objectives, delineate a government’s total
service effort and measure its performance, impact and overall effectiveness” (Hyde,
1992). Budgeting, according to Hyde (1992), is partly political, partly economic,

partly accounting and partly administrative.
2.3 Empirical Literature Review

The Empirical Literature Review of the research study clarified how the
investigations were done. This made it clear for other researchers based on what was
done and the findings to the extent that the research can be replicated to validate the
results if the process is redone. This empirical literature review explored past studies

with a view to answer the research questions on the dual moderating effects of
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corruption and sanctions on capital expenditure impacts on economic growth. The
empirical literature review was important to provide answers based on evidence. It
was dedicated to the discovery of concrete, verifiable evidence guided by scientific
method, by removing personal bias through use of concrete, accurate and repeatable
evidence with a view to draw accurate conclusions. Poku et al. (2022) assert that
empirically, numerous studies have been conducted to examine the relationship
between government expenditure and economic growth and that the results vary from
country to country. Studies observe a positive relation (Balaj & Lani, 2017; Kunwar,
2019; Nyarko-Asomani et al., 2019). The relationship between government
expenditure and economic growth in Nepal using annual time series data covering
1975 to 2018 and an ARDL econometric technique, show that government
expenditure has a positive and significant association with economic growth (Kunwar,
2019). Odhiambo and Nyasha, (2018) used time series data on Kenya for the period
1970 to 2017, to assess the impact of public expenditure on economic growth using
ARDL. The results were consistent with the Keynesian concept as the evidence
proved that the granger causality is unidirectional, running from government spending

size to economic growth for both the long-run and short-run.

The empirical literature review guided the researcher to evaluate information
currently available and historical background concerning the topic for thorough
understanding of the research problem and establishment of research gaps. The
empirical literature review entailed a critique and identification of research gaps from
current literature on the dual moderating effects of corruption and economic sanctions
on capital expenditure impacts on economic growth. It involved a review of
government budgeted capital expenditure, corruption, economic sanctions, and GDP
growth in Zimbabwe.

2.4 Budgeting

Budgeting is a core process in the management of any organization. It is necessary
for the provision of financial resources to execute government programmes including
infrastructure capital projects. Challenges facing public sector organisations and those
that are related to austerity policies have highlighted a need to recognise that
budgeting should go beyond the management control issue of keeping expenditure in
line with funding. Therefore, over time, public budgets have taken on different roles,
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becoming tools for bargaining and allocating power, for planning and controlling, for
providing impulses to the economic and social environment and for ensuring
transparency and stakeholder involvement (Sicilia & Stecolini, 2017) and (Saliterer et
al., 2018). This multiplicity of functions has translated into a variety of budget
formats and bases and in an increasingly complex budgeting process. A key element
of a budgeting system is its relationship with strategic management, with strategic
planning and performance management. In many different settings and different ways,
theorists have often noted strong links among these three themes and enhancements to
the budgeting process (Prowle, 2014). Theory on budgeting therefore, becomes

necessary. However, there is no one agreed theory on budgeting.

One explanation for the lack of theoretical progress may be found in looking at both
the ideological and epistemological development of budgeting theory. A review of
this development shows that the state of, or lack of, theory today is a natural by-
product of the philosophical environment that formed the context for theory building
in this field of study. Gibran, et al. (2009) contends that the focus of theory
development was misdirected from the beginning and should now be redirected to
make theoretical progress. They suggest an alternative direction in the search for a
public budgeting theory that may offer greater potential for cumulative theory
building. Gibran, et al. (2009) argues that these intellectual attitudes persisted
throughout the development of public budgeting theory and constrained the
development of a robust public budgeting theory. In their quest for understanding,
theorists constructed multiple theories of public budgeting, each having strengths and
weaknesses, but with no cumulative effect. However, they developed some useful
tools that can help to begin assembling a more robust theory of public budgeting.
Defining technical rationality as a way of thinking and living that emphasised
analytical behaviour and a strong optimism about the possibilities of technology.
Adams (1992) states that throughout the 1896-1920 period, the “scientific-analytic
mindset and the belief in technological progress” combined to unleash a “powerful
current of technical rationality and professionalism.” Metu et al. (2019) asserts that
governments use the budget fiscal policy which deals with how to raise and use its
resources, as a tool to develop and grow an economy. Sabir and Qamar (2019) aver

that several studies advocated for institutional scrutiny to improve the effects of any
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policy action taken by the government using statutes to mitigate corruption as

explanatory variables in an economic model to identify their effects on budget.

However, it was not until the late 1940s that the concept of performance budgeting
was more formally defined in the United States as contended by Ho, (2018). Similar
efforts were quite widely launched in OECD countries from the second half of the
nineties, with the United Kingdom, Australia, and New Zealand as leaders in piloting
many key reform ideas, while, especially over the last decade, there has been an
increase in the use of performance budgeting at the national as well as at subnational
and local level (Bleyen et al., 2017). Within the broader public sector reform process,
budget reforms in the 1990s sought to control the growth of public expenditures and
improve public sector performance. According to Mauro (2019) in the 2000s, these
practices developed further, in conjunction with the reinforcement of performance

systems, giving rise to modern performance budgeting systems.
2.5  Capital Expenditure

This study is premised on the relationship between capital expenditure and economic
growth. However, that relationship is affected by the impacts arising out of the dual
moderating effects of the intervening variables of corruption and sanctions. It is
important to then understand what this capital expenditure is and its impacts on

economic growth.

According to Paudel (2023) capital expenditure refers to the funds spent on fixed
assets, infrastructure and commodities that have a long-term life and effect. Examples
of government capital expenditure are roads, highways, bridges, ports, airports,
railway lines, schools, universities, health institutions and dams. Government funds
are sometimes used to increase the scope of a physical asset or prolong the useful life
of an existing capital asset. In Zimbabwe, Government internally raises funds for
capital projects through taxes and borrowing on the domestic market. Domestic
borrowing is done from financial institutions within the country and issuance of
Treasury Bills and from statutory reserves such as Pension Funds. Modebe et al.
(2012) as cited by Srivats (2022) contend that these kinds of capital expenditures have
long lasting impact on the economy and help provide a more efficient productive

economy.
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Azolibe et al. (2020) contend that government spending on infrastructure stimulates
economic growth. The statistics from AfDB (2018) report on Africa Infrastructure
Development Index show the transport infrastructure index for the 54 countries in
Africa. On the AfDB 2016 infrastructure statistics, Zimbabwe ranked number 14 out
of 54 with an index of 1.4%. In 2017 it ranked number 17 out of 54 with an index of
11.84%. In 2018 it ranked number 18 out of 54 with an index of 24.5%. These
annual indices show that there has been considerable expenditure on roads
infrastructure in Zimbabwe. Table 2.1 shows the abridged Africa transport
infrastructure index from 2016 to 2018.

Table 2.1: Africa Transport Infrastructure Index 2016 to 2018

Rank | Country | 2016 | Rank | Country |2017 | Rank | Country | 2018

(%) (%) (%)
Egypt 55.38 Libya 58.71 Libya 58.49
1 1 1
2 Libya 52.84 | 2 Egypt 55.68 | 2 Egypt 56.75
3 Seychelles | 50.51 | 3 Seychelles | 50.52 | 3 Seychelles | 50.33
4 Mauritius | 36.10 | 4 Mauritius | 37.44 | 4 Mauritius | 38.40
5 Cabo 26.59 | 5 Cabo 26.68 | 5 Cabo 26.56
Verde Verde Verde
6 Botswana | 24.46 | 6 Botswana | 22.52 | 6 Botswana | 22.29
7 Algeria 18.21 | 7 South 22.08 | 7 South 21.92
Africa Africa
8 Namibia | 17.72 | 8 Algeria 1735 | 8 Algeria 17.11
9 Comoros | 1558 | 9 Comoros | 17.15|9 Comoros | 15.65
10 Sao Tome | 13.94 | 10 Ghana 16.26 | 10 Namibia 15.50
and
Principe
11 Lesotho 1298 | 11 Namibia 15.84 | 11 Guinea- 14.26
Bissau
12 Rwanda 1293 | 12 Aao Tome | 14.30 | 12 Sao Tome | 14.17
and Principe
Principe
13 South 12.73 | 13 Rwanda 12,93 | 13 Rwanda 12.94
Africa

14 Zimbabwe | 12.40 | 14 Zambia 12.14 | 14 Ghana 12.41

15 Djibouti 12.24 | 15 Kenya 12.14 | 15 Kenya 12.09
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16 Kenya 12.19 | 15 Djibouti 11.97 | 15 Djibouti 11.85

17 Ghana 12.16 | 17 Zimbabwe | 11.84 | 17 Burkina 11.83
Faso

18 Burkina 10.66 | 18 Burkina 11.69 | 18 Zimbabwe | 11.69
Faso Faso

19 Tunisia 10.57 | 19 Tunisia 10.30 | 19 Tunisia 10.22

20 Morocco 9.90 |20 Gambia, 9.93 |20 Burundi 9.54
The

21 Zambia 9.27 |21 Morocco 952 |21 Morocco 9.43

22 Burundi 9.00 |22 Burundi 9.44 | 22 Swaziland | 8.37

23 Uganda 8,61 |23 Swaziland | 8.43 | 23 Gambia, 8.23
The

24 Swaziland | 8.50 |24 Togo 7.87 |24 Lesotho 741

25 Gambia, 8.13 | 25 Lesotho 7.44 | 25 Guinea 7.29
The

Source: African Development Bank report on Africa Infrastructure
Development Index (2018)

Azolibe et al. (2020) further contend that the governments in Africa should increase
expenditure on various infrastructural projects and intensify efforts to ensure that
expenditure on various infrastructural projects are felt in the economy. In developing
countries, an essential requirement for economic growth and sustainable development
is the provision of efficient, reliable, and affordable infrastructure services, such as
water and sanitation, power, transport, and telecommunications (Azolibe, et al.,
2020). This type of capital expenditure becomes economic enabler that drives the
development of an economy. However, it must be analysed on whether it has positive
and negative effects on the economy. This is buttressed by Akpan, et al. (2005) and
Romer, (1990) as cited by Waweru, et al., (2021) who contend that some economic
scholars conclude that the effect of capital expenditure on economic growth is
positive through an increase in productivity, others indicate that the effect is negative
through the crowding out effect. Furthermore, Mose, et al. (2014) opine that fiscal
policy that supports this type of capital expenditure promotes economic growth in the
sense that public investment contributes to capital accumulation. The beneficial side
of government spending includes the use of fiscal policies like income taxes and

transfer payments which can lead to more equitable redistribution of income. Through
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the supply of pure public goods which may constitute a sizeable component of
aggregate demand, government often acts as a facilitator in the markets with
asymmetric and imperfect information (Romer 1996 & Husnain et al., 2011 as cited
by Waweru, et al., 2021). However, the author also argues that increased government
spending may also slow down economic growth because of competition between the
less efficient public sector and the private sector in the credit market. This, the author
explains may increase interest rate thereby misallocating private investment and
eventually reducing economic growth. According to the Keynesian school of thought,
government expenditure can contribute positively to economic growth. Hence, an
increase in government consumption is likely to lead to an increase in employment,
profitability, and investment through multiplier effects on aggregate demand. As a
result, government spending augments the aggregate demand, which provokes an
increased output depending on the expenditure multiplier. Mose et al. (2014) contend
that the opponents of this approach stipulate that government consumption crowds out
private investment, discourage economic growth in the short run, and diminish capital
accumulation in the long run. There is also an argument by Korman et al. (2007) as
cited by Waweru, et al. (2021) that the steady rise in government capital expenditure
for many years, in most countries, demonstrates a growth link between fiscal policy
tools and growth. However, most sub-Saharan countries face heavy debt burden, high
rate of inflation, budget deficit, and balance of payment deficit. This may be attributed
to poor domestic policies and external shocks. This research, therefore, is not looking
at these other pertinent variables. It is restricted to whether capital expenditure

contributes to economic growth amid corruption and sanctions.

Akujuobi et al. (2021) contend that the diverse nature of economic research on the
relationship between capital expenditure and economic growth is not conclusive.
Babatunde (2018) supports this position by indicating that there is no consensus on
results of such studies on this capital expenditure and economic growth relationship in
developing countries. Qyinlola, et al. (2013) as cited by Akujuobi et al. (2021) assert
that studies on developed countries suggest that in such economies, through economic
stabilization and stimulation of investment activity, public expenditure maintains a
rate of growth which is smooth but in underdeveloped economies, public expenditure
does not maintain a smooth pattern usually as a result of jerks in the economy. These

studies show that capital expenditure has an active role to play in the creation of
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infrastructure for economic growth. Public expenditure on capital projects has a great
role to play in stimulating the economy. Akujuobi et al. (2021) opine that when public
capital expenditure is incurred, it is directed at particular investments or to bring about
re-allocation of the investible resources in the economy. The authors further argue
that capital expenditure on economic infrastructures like education, health, transport;
communication, electricity, water, and sanitation have the potential of contributing to
the performance of the economy in terms of promotion of infant industries in the
economy. Their argument is that this is results in reduction in the unemployment rate,
stabilization of the general prices in the economy, reduction in the poverty rate and
increase in the standard of living of the people. Furthermore, it promotes economic
growth by attracting foreign investment and promotes higher productivity. The
general view is that capital expenditure, on infrastructure can be growth enhancing
although the financing of such expenditure can be growth retarding, owing to the
disincentive effects of taxation. This view has been supported by Kweka and
Morrissey (2000) as cited in Akujuobi, et al. (2021) when they amplified that public
expenditure can influence economic growth whether directly or indirectly through
government activities that increase total output through its interaction with the private
sector. Accordingly, Lin (1994) as cited by Akujuobi, et al. (2021) succinctly asserted
that the positive effects of public expenditure can readily be felt when government
spends to provide public goods, infrastructure and targeted intervention. Barro (1990)
argues that such government spending on investment and productive activities should
add positively to economic growth whereas government consumption spending is
anticipated to be growth-retarding. In traditional Keynesian macroeconomics, many
kinds of public expenditures, can contribute positively to economic growth, through
multiplier effects on aggregate demand. On the other hand, government consumption
may crowd out private investment, dampen economic stimulus in the short run and
reduce capital accumulation in the long run. Economic discussion on public finance is
full of arguments on the nature of relationship between capital expenditure and
economic growth (Babatunde, 2018; Owuli, et al., 2020). Even other studies such as
Kittisak, et al. (2019) still investigated the influence of capital investment on
economic growth. It would be good to know the extent to which capital expenditure
affects growth in an economy given that capital expenditure is expected to be the

engine for economic growth.
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Nyarko-Asomani et al. (2019) study focused on a further disaggregated level of
public expenditure and their relationship with economic growth in Ghana for the
period 1980-2017. It considered the major sub-components under recurrent
expenditure and the entire capital expenditure.

Waweru (2021) studied the effects of capital expenditure on the real GDP growth rate
in a set of East African countries for a period of 30 years from 1985 to 2015. The
author asserts that to achieve accelerated output growth, government capital spending
should be such that it creates a conducive environment for the private sector
development and repair market failures. The results reveal that the spending on
capital infrastructure should be a top priority for a government interested in promoting
economic growth. In addition, empirical results and Neoclassical theories consider
recurrent spending ineffective on the grounds of the crowding out effects, that is,
when public goods are substituted for private goods, this causes lower private
spending on education, health, infrastructure and other goods and services (Waweru,
2021). The governments should increase their own investment in areas that are
beneficial to the private sector and move away from those that compete with or crowd
it out (Waweru, 2021).

Government spending continues to be a crucial tool in the development process. At
all stages of growth and development, it is crucial to the operation of any economy.
Assi et al. (2019) and Vtyurina, (2020) aver that today, most industrialised and
emerging nations employ public spending to alter the composition of the national
income distribution and steer resource allocation in desirable direction. In various
emerging nations, the variety in government spending patterns is anticipated to not
ensure stabilisation but also to spur economic growth and increase employment
possibilities (World Bank, 2023). According to Keynesian economics, spending is
what increases output, which in turn produces income and employment. The concept
of growing state activities is known as Wagner’s Law (Wagner, 1835) who contended
that maintained that rising industrialisation and economic growth are related to the
growth of government spending. Gupta (2018) and Aluthga et al. (2021) who looked
at government spending and economic growth contend that they have a significant
positive link into how government spending affected Nigeria’s economic growth. The

study results which used ARDL showed that capital spending had a positive and
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significant impact on economic growth both in the short term and long term. Ikubor et
al. (2022) also used ARDL model in their study on government capital investment in
the economic services sector and economic growth in Nigeria and their results showed
a substantial positive association between government spending and economic
growth.

Mazorodze (2018) contends that in Zimbabwe there is a growing percentage of
government expenditure on GDP which has raised fiscal sustainability concerns.
Statistics show that central government wage bill reportedly consumed 90% of public
revenue in 2017 accounting for 66% of public spending (World Bank, 2017). This
took place against a backdrop of a looming economic crisis typified by acute cash
shortages and sluggish economic growth within a multicurrency system. Statistics
from the World Development Indicators (WDI) show that Zimbabwe’s annual GDP
per capita growth averaged -0.87% between 2014 and 2016. The multilateral
institutions, the World Bank and the IMF hold the view that “too big” governments
can be a hindrance on long-run economic performance. A report by the AfDB states
that “Zimbabwe’s total expenditure amounted to US$920.9 million in 2009, of which
about 53 percent of it was spent on public sector wage bill, the highest in Sub-Saharan
African countries”. By 2016, the public sector wage bill had jumped to 97 percent of
government expenditure. The IMF delegation that visited Zimbabwe for Article 1V
consultations between May 2 and May 13, 2017, warned that further non-priority
expenditure would be the cause of a chronic economic crisis. The concern of the IMF
would be partly answered by analysis of the relationship between capital expenditure

and economic growth amid the mediating variables corruption and sanctions.

Additionally, an increase in government expenditure reduces capital stock that is
available for private investors. The Keynesians advocate for expansionary fiscal
policies in recessionary periods. Keynes (1936) argues that fiscal spending can be
used as a way of injecting money into the economy which boosts the economy
through aggregate demand and consequently raises economic growth. The increase in
aggregate demand and output makes private investors more optimistic about the
future course of the economy resulting in more investment through the multiplier
effect. However, the Ricardian Equivalence hypothesis is an intergenerational

theorem which proposes a neutral effect of government spending on economic
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growth, whether financed by debt or taxes. An equally important mechanism is the
Wagner’s (1893) which counteracts the Keynesian view in explaining the interplay
between government spending and economic growth. The Wagner’s law suggests
economic growth influences government spending. Thus, government share on GDP
tends to increase as the country’s GDP increases. An approach that disaggregates
total government expenditure into consumption and investment components is less
susceptible to an aggregation bias. Additionally, it provides a clearer picture of how
particular components of spending impacts economic growth. The Zimbabwean
government has been criticised by the IMF and World Bank for prioritising general
consumption over public investment. An empirical analysis that investigates the
effects of the dual moderating factors of corruption and economic sanctions impacts
on economic growth is of great interest to policy makers on how to structure a budget
for economic growth. Simultaneously, trade is predicted by open economy
endogenous growth theories that promote growth through technology transfer that

raise total factor productivity.

Hasselgren (2018) opines that transportation infrastructure development, including
roads, airports, and board ports, is widely considered to be the core infrastructure
required for economic growth, as it can directly support production and
manufacturing activities in an economy. Many developing countries have tried to
promote economic growth by increasing infrastructure development, including
transportation infrastructure, for a long time (Zhang & Cheng, 2023). Furthermore,
the existing studies on transportation infrastructure development and economic
growth have mainly focused on developing countries. Scholars, who support more
excellent infrastructure development, including transportation infrastructure, such as
Liu and Zhou (2006) as cited in Zhang and Cheng (2023), argue that this can
significantly improve a country’s economic performance. There is a long-run
equilibrium relationship between transportation infrastructure and economic
development in the UK, which is measured by the first principal component of road
length, electrified rail line length and air freight volume (Zhang & Cheng, 2023).
They contend that the estimation of the long run cointegration relationship suggests
that the stock of transportation infrastructure has a strong positive effect on economic
growth (Zhang & Cheng, 2023). Many recent studies have also identified the

contribution of transport infrastructure development to economic growth (Maparu &
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Mazumder, 2017; Meersman & Nazemzadeh, 2017; Saidi et al., 2018; and Wang et
al., 2020).

2.5.1 The Provision and Execution of Government Expenditure

It is the aim of governments to execute expenditure in line with the provisions made
in the budget. When the expenditure is below the revenue results in a surplus and
when more than revenue results in a deficit. However, in most cases especially in
developing countries expenditure is always above the revenue set aside for the
expenditure in the national budget resulting in a budget deficit. Most developing
countries end up borrowing to supplement their budget within a fiscal year. A national
budget is executed when the provision of estimates of expenditure are debated and
approved in parliament having gone through the various stages including going to the
senate. According to the Guidelines for Public Expenditure Management by the
International Monetary Fund (1997), national budgets usually pass through six main
stages of spending process after a budget has been passed by parliament and the
senate. The various stages through which government expenditure is executed

according to the International Monetary Fund are:

a) The first stage is the authorisation stage whereby after an acceptance of a
national budget by parliament, the various ministries are then authorised to
spend the funds in accordance with the legal appropriations and allocations for
each line item. Where parliament has not yet accepted the budget, government
is then allowed to start spending on a “Vote on Account” basis (a temporal
authorisation). Quiet often such spending is restricted to one-twelfth per
month of the previous year’s expenditure. In some Commonwealth countries,
such as Ghana, the period of authorisation is set on quarterly basis by warrant
(IMF, 1997).

b) The second stage in the spending process is the Commitment Stage. This is the
stage whereby future obligations to pay is incurred. By definition, a
commitment arises when a purchase order is made, or a contract is signed
meaning the commodities will be delivered or services will be rendered and
that a bill will be paid later. However, most commitments come with various
complications. Thus, its existence does not ensure that the goods will be

delivered, or service will be rendered since the ministry or spending agency
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d)

can disagree with the supplier. Moreover, the nature of commitment varies by
economic categories of expenditure. An important dimension is the lag
between entering the commitment and associated cash payment especially for
the purchase of capital goods and non-wage goods or services. In addition,
signing of a commitment does not mean that a payment will be done, within
the same fiscal year. It can be made in the following year especially when it
involves an investment expenditure. It must be said that a commitment is
normally made after the process of procurement has taken place.

The third stage is the Verification Stage in which the goods or services
contracted will have to be verified or inspected to ensure that the goods or
services have been delivered or executed fully or partially according to the
contract. Physical delivery can be followed by verification by the line ministry
or spending agency making the purchase who usually has the finance and
administrative responsibility to check the bill to ensure that the goods or
service is in accordance with the terms and conditions agreed upon. The bill at
this stage is seen as a liability of the public sector in an accrual accounting
sense.

After the verification stage, the next stage is the payment order stage. In most
systems, the issue of payment orders is typically the duty of the financial
officer with delegated responsibility for this function. The issue of payment
orders and checks with spending ministries executing the task, reports to a
centralized Treasury department called Accountant General’s Department
within the Ministry of Finance. This department acts as both the paymaster
and prepares the final accounts of the government. The Payment stage is the
preceding stage where the bill is paid by cash, cheque, or electronic transfer.
The system in Zimbabwe, payments are done in line with Public Finance and
Management Act (Chapter 22:19), administered by the Ministry of Finance,
Accountant General Department. In some economies, payment is done via a
single ministry of finance account held at the central bank or in a designated
bank.

However, in some countries payment is made through a commercial banking
system that has a bank account which is held in the name of the individual

ministries.
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f) The last stage is the Accounting Stage where the cash transactions are
recorded as complete in the books to allow for reconciliation from the cash
based “above-the-line” fiscal accounts with the financing deficit below the
line. Government expenditure at this stage is said to have been executed or

implemented into the economy.

The above processes are applicable to the budgeting and execution of funds
earmarked for capital expenditure such as road, bridges, rail, airports, universities,

infrastructure in Zimbabwe.

2.6 Economic Growth

There are three important growth theories which include the classical theory, neo-
classical theory, and modern theory of economic growth. Adam Smith was the most
influential with the classical growth theory. Robert Solow and Trever Swan were
known for the neo-classical theory of growth. Economic growth in the context of
economic theory is an increase in wealth over time as a transformation process
(Cornwall, 2018). The author argues that whether the economy is already modern and
industrialised or at an earlier stage of development, the growth process is found to be
uneven and unbalanced. The classical growth theory, founded by Adam Smith, is an
ideological school of political economy and a method of analysis of socio-economic
processes that studies the role of the market in international economic and national
economic policy (Pelsa & Balina, 2022). The classical theory was important to
establish factors that have impact on economic growth in a country. While Adam
Smith was formulating his theory, he sought to provide an overview of the broad
forces that influence economic growth and the mechanisms of the growth process
considered savings and productive investments in the form of profits to be the main
drivers of economy (Pelsa & Balina, 2022). Adam Smith (1723-1790) a Scottish
economist, one of the best-known founders of classical economics, also known as the
"Father of Economics™ or the "Father of Capitalism"” opposed mercantilism and was
an important defender of free market policy (Berry, 2018). In his book, Smith
described the idea of an “invisible hand” - the tendency of free markets to regulate
themselves through competition, supply and demand and self-interest (Weinstein,
2021). Smith also believed that the state should not interfere in economic

development processes and that the role of government intervention and taxes in free
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markets should be reduced. This school of thought would mean government should
not provide capital expenditure for economic growth. Ricardo also puts forward the
idea of comparative advantage, a theory that free trade between two or more countries
can be mutually beneficial, even if one country has an absolute advantage over other
countries in all areas of production (Ricardo, 1817). Ricardo, however, fully
acknowledged that in short periods of time, price depended on supply and demand.
This concept became central to the classical economy, as did Ricardo's distribution
theory, which divided national product into three social classes of wages for workers,
profits for capital owners and rents for landlords (Nolen, 2021). Although the classical
growth theorists do not agree on the processes, they have laid important foundations
for the concepts of land, labour and capital, as well as increasing, constant, declining
resource returns or border points, as well as the stationary or steady state of the
economy - the situation the economy will find itself in if it can no longer grow, in
various interpretations and effective demand (Malthus, 1798). Economic
development theory focuses on quality improvement, risk reduction, innovation, and
entrepreneurship, which puts the economy on a higher growth trajectory (Pelsa &
Balina , 2022).

Economic growth is the increase or improvement in the inflation-adjusted market
value of the goods and services produced by an economy over a certain period.
Statisticians conventionally measure such growth as the percent rate of increase in the
real gross domestic product (GDP). It is the ability of an economy to improve its
production of goods and services over a period using the factors of production within
the economy (Popkova et al., 2008). Economic Growth is usually calculated in real
terms thus inflation-adjusted terms to eliminate the distorting effect of inflation on the
price of goods produced. Several theories have been developed to explain the
economic growth of a country. For example, Rostow (1960), developed the Rostow’s
Stages of Growth model in which it explains the idea about the transition of an
economy from underdevelopment status to a developed status through various stages
a country must precede. Thus, a country must precede from a traditional stage in
which the foundations for growth are based on subsistence production to a “take off”
stage in which development starts to accelerate, to a matured stage of development.
Harrod (1939) and Domar (1947) developed the Harrod Domar Growth model from

the Keynesian model. The model with specific assumptions such as a scarce capital
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resource, constant capital and output with consumption and savings being a constant
proportion of income, the main thrust of the model was that the rate of savings was
the principal determinant of the growth of the economy under given levels of
productivity of capital and a state of technology.

Semmanda (2020) contends that economic growth rate differs largely between
different countries. He goes on to aver that there are many opinions on which factors
really affect the rate of growth in different economies and this causes debates. The
factors that affect economic growth include political systems, social settings,
economic freedom, human capital, and institutional organization. These factors affect
not only productivity, but also efficiency. The question on which factors are
important for the achievement of economic growth causes debates amongst members
of society. It is important to understand which factors affect economic growth. Issues
also arise on which factors are more effective, whether they are through international
trade of goods and services or through investment in the form of foreign direct
investment. lonel et al. (2023) contend that for all economies, the most influential
factor of economic growth is foreign direct investment, because it directly stimulates
economic development, but also indirectly, other aspects of the economic
environment, through spill overs. This is applicable in case of developing economies
that witnessed economic development on the back of the relationship between FDI,
GDP and their growth rates Ghazali (2010) as cited by lonel et al. (2023). According
to Radulescu et al. (2019) the impact of domestic investment on economic growth is
weaker in the Central and Eastern European (CEE) area than the impact of both
private and public spending. Researchers further contend that in the area, the need for
FDI is high because total savings are inferior to financial resources thus the need for
foreign capital. Adam Smith, theory of growth failed to develop a robust theory of
output and its growth because he failed to construct an analysis of how saving and
investment are brought into equality necessary to explain the coordination of
aggregate demand and aggregate output along any growth path (Smith, 2023). There
are only two theoretically robust approaches able to explain economic growth and
development, the neoclassical supply-driven approach, and the Keynesian demand-led
approach (Smith, 2023). The classical growth theory, founded by Adam Smith, is an
ideological school of political economy and a method of analysis of socio-economic

processes that show the role of the market in international economic and national
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economic policy (Pelsa & Balina, 2022). The classical theory was important to
establish factors that have impact on economic growth in a country. While Adam
Smith was formulating his theory, he sought to provide an overview of the broad
forces that influence economic growth and the mechanisms of the growth process
considered savings and productive investments in the form of profits to be the main

drivers of economy (Pelsa & Balina, 2022).

Kanganzi (2018) investigated factors influencing Uganda’s economic growth
measured by real Gross Domestic Product. The author estimated a linear regression
linking Real GDP to independent variables which included FDI, FDI volatility,
government expenditure, Money supply and trade openness. Data was quarterly
spanning from 1985-1993. The empirical model was estimated by ARDL modelling
procedure. Results showed that Trade openness and money supply had a positive and
significant effect on economic growth whereas foreign direct investment inflows,
foreign direct investment volatility and government expenditure had a negative effect.
The factors are however of low effect in some countries, compared to others. Sokang
(2018) investigated the impact of FDI on the economic growth of Cambodia by
utilizing the time series data throughout 2006-2016. The study conducted multiple
regression analysis to determine the relationship between foreign direct investment
and economic growth in Cambodia and found that FDI had a positive impact on the

economic growth.

This makes it hard to conclude that they are indeed the reasons for economic growth;
hence economists should develop more theories to explain this subject (Semmanda,
2020). Weil (2009) argues that often government policies, economic freedom and
democracy are the major factors on economic growth in each country.

The Solow-Romer model developed by Solow (1956), relies on the capital-output
ratio which is endogenous. In this model, the output per capita is related to the stock
per capita by use of the production function. Capital and labour operate at the same
time in the production of the aggregate output. In the event of an equal increase in
output due to the inputs used, constant returns to scale, the production function may
be used to correlate output per capita with input per capita. Capital and labour are the
factors considered in this long-term economic growth model and these factors are

assumed to have positive but decreasing marginal productivity, hence a given level of
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GDP. Capital and labour operate with a positive but a decreasing marginal
productivity. According to the Solow model a balance between aggregate savings and
aggregate investment is assumed and the savings are determined exogenously. The
savings rate has a level effect only in the Solow model (Ray, 1998). The production
function can also be used in per capita terms through derivation to GDP per capita.
This model gives the aggregate change in the capital stock and the factors, savings per
capita, depreciation rate and population growth are assumed to affect the long-term
change in capital stock. In the Solow model there is no change in GDP per capita
because there will be no change in the capital-labour ratio. This is because the factors
used as inputs increase at the same rate, hence the unobservable change. The Solow
model makes the capital output ratio endogenous due to the relative use of capital.
This means that if the capital stock was to increase at a higher rate than the labour, the
productivity of labour would be impacted positively which would also lead to an
increase in the GDP per capita. The GDP per capita increases when the capital labour
ratio increases. Just like the Solow model, the Romer model assumes capital
accumulation growth, however the Romer model adds knowledge and therefore
output is boosted due to the skills that the individuals on the labour market have.
According to Carroll (2019), in the Romer model, the firm’s total output due to
technical progress is achieved from endogenous accumulation of knowledge and the
capital is accumulated with no depreciation and population growth. The model
assumes that the effect of the stock of knowledge determines productivity, meaning
there is an increase in economic growth in each economy. An introduction of
continuous technological change in the Solow model will cause the steady state with
no change in GDP per capita to become positive, hence a growth in GDP per capita.

The World Bank (2022) contends that economic growth in Sub-Saharan Africa (SSA)
was estimated at four (4) percent in 2021, up from a contraction in economic activity
of 2 percent in 2020. The World Bank (2022) states that the economy was set to
expand by 3.6 percent in 2022, down from four (4) percent in 2021, as it struggled to
pick up momentum amid a slowdown in global economic activity, continued supply
constraints, outbreaks of new coronavirus variants, high inflation and rising financial

risks due to high and increasingly vulnerable debt levels.

58



The World Bank (2022) contends that the invasion of Ukraine compounded the
factors holding back recovery in the region. Although the direct trade and financial
linkages with Russia and Ukraine are small, the war would likely impact Sub-Saharan
African economies through higher commaodity prices, higher food, fuel, and headline
inflation, tightening of global financial conditions and reduced foreign financing
flows into the region. The growth effects in the region are expected to be marginal,
however, the largest impact is on the increasing likelihood of civil strife because of
food and energy fuelled inflation amid an environment of heightened political
instability. Prospects for the East and Southern African subregion show a sustained
recovery of 4.1 percent, from the recession, down to 3.1 percent in 2022 and then
settling around 3.8 percent in 2024. The Western and Central Africa subregion was
projected to grow 4.2 percent in 2022 and 4.6 percent in 2023. The 2022 forecast was
revised up by 0.6 percentage point compared to the October 2021 forecast, largely

reflecting upgrades in Nigeria.

Economic activity in Sub-Saharan Africa is projected to grow at 3.9 percent and 4.2
percent in 2023 and 2024, respectively (World Bank, 2022). Many central banks in
the region chose the second policy option and embarked on a tightening cycle, but
others maintained a softer position. The looming threat of stagnation worldwide amid
a landscape of multiple new and covariate shocks emphasizes the need for African
policymakers to implement policies that accelerate structural transformation through
productivity enhancing growth and creating more and better jobs. Boosting
agricultural productivity is essential to drive a growth-enhancing structural
transformation process. These effects in the Sub-Saharan region will not spare
Zimbabwe especially the financial risks impact on its infrastructure development

agenda.

2.7 Financial Leakages (Corruption)

This research focuses on the impact of corruption on capital expenditure in the public
sector, the government. The word corruption is derived from the Latin word
“corruptus” which means “corrupted” and in legal terms, the abuse of a trusted
position in one of the branches of power, executive, legislative and judicial, or in
political or other organisations with the intention of obtaining material benefit which

is not legally justified for itself or for others (Sumah, 2018).
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The capital expenditure from voted funds is made on the decision of politicians.
Bonga, (2021) contends that there is susceptibility of large infrastructural projects to
political corruption as a result of their characteristics. Furthermore, there is ability to
conceal project quality with many small-scale subcontractors, opportunities for
overheads and overruns, project uniqueness, unclear pricing systems. There are
numerous approvals and permits, bureaucratic procurement and contract award
processes and competition. Furthermore, typical examples of corruption include the
payment of international bribes to gain contracts for the Lesotho Dam project and
improper money diversion on the Bujagali dam project in Uganda. Hope Sr (2021)
avers that in Africa, political corruption affects infrastructure service delivery, delays
delivery timeframes, raises infrastructure prices, diminishes infrastructure potential
economy, reduces infrastructure quality, and leads to poor project selection.
Unravelling the impact of political corruption on the management of large
infrastructure projects in Africa has become critical, not because it is a global issue,
but because of its impact on project management success and the susceptibility of
large infrastructure projects to political corruption (Hossain et al., 2020).

The involvement of politicians results in political corruption which hurts the
development of infrastructure in Africa by causing projects to fail, wastage of money,
projects to be built in the wrong places, projects taking too long to design and finish
and make infrastructure services less effective and unfair (Owusu et al., 2021).
Furthermore, political corruption poses significant risks to construction and
engineering firms by acting as a barrier to entry for small and emerging firms
(Kuoribo et al., 2021). It undermines efficiency and competitiveness by favouring
dishonest construction firms over the most efficient ones, as well as leading to
squandered tender expenses, tendering uncertainty, increased project costs, economic
loss, extortion, criminal prosecutions, fines, blacklisting and reputational danger
(Kuoribo et al., 2021). Komakech (2019) investigated the structural reasons why
fraud in government procurement can thrive and keep happening. The findings of the
study were that the systemic causes of corruption in public procurement are informal
power networks, a lack of contracting knowledge, an old boys' network, and a
regulatory and institutional framework. According to the findings, corruption drives
infrastructure funding towards high-value investment projects rather than low-value

investment projects (Komakech, 2019). The author further contends that political
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corruption raises prices by 30 to 35 percent on average, with the greatest excesses in
high-corruption areas. Hosseini et al. (2020) investigated procedural violations in
awarding contracts, misuse of contractual arrangements, neglect of project
management principles, irrational decision-making, and authoritarianism on project
selection instead of criteria of economic or social benefit as the political risks
affecting infrastructural development in an effort to assess the strength and extent to
which political risks are manifest in infrastructural projects in Iran. Chen et al. (2020)
opine that corruption on infrastructure has a detrimental impact on state road quality
as judged by the International Roughness Index and overall road condition scores.
The author further states that public corruption has a detrimental impact on state road
quality as judged by the International Roughness Index and overall road condition
scores (Chen et al., 2020). In Zimbabwe there are many infrastructure projects in the
transport sector, the Plumtree to Harare, Mutare to Harare, Beitbridge to Harare and
the Chirundu to Harare highways. In the air transport the Robert Gabriel Mugabe
International Airport, Joshua Mgabuko Nkomo International Airport and Victoria falls
International Airport are being done by the government. Understanding the political
corruption is important because it is one of the two main variables of concern in the
ARDL model.

Corruption is diversion of funds from iterative process. It is the abuse of public
power for private gain a violation of formed rules governing the allocation of
resources by officials in response to offers of financial gain (Wickberg, 2021).
Corruption is prevalent in both developed and emerging countries and has increased
with financial globalisation (Gossel, 2018). Furthermore, Gossel (2018) asserts that
internationally, corruption has been found to have a range of adverse effects on the
economy and has in Africa reached cancerous proportions. Itis rent seeking and
dishonest behaviour by those in positions of power and leads to erosion of
institutional capacity of governments as procedures are disregarded and resources
siphoned off resulting in underfunding of critical processes and programmes
(Wickberg, 2021). Corruption undermines the legitimacy of governments and
democratic values as trust is abused by those in whom it has been entrusted as averred
by Gossel (2018).
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This study took the assumption that there is financial haemorrhage due to corruption
as contended by Warf (2017) who argues that corruption is an entrenched part of
African political culture. The author goes on to say that the degree and impacts of
corruption vary widely across the continent, ranging from failed states such as
Somalia to the region’s bright spot Botswana. Corruption therefore erodes the value
and intended full purpose of the capital expenditure with potential consequences on

the economy.

Corruption remains a major challenge to sustainable economic growth, good
governance, peace and stability in both developed and developing countries as
contended by Henri et al. (2024). The effect of corruption on economic growth is
especially pronounced in autocracies and transmits to growth by decreasing FDI and
increasing inflation (Klaus & Potrafke, 2019). This study is only interested in
financial leakages (corruption) effects on infrastructure on the relationship between
capital expenditure and economic growth. Although there is a growing empirical
literature on impact of corruption and economic growth this study is empirically

examining impact on economic growth.

Various indexes measure corruption the most important of which is the Business
International index, which is compiled by the Economist Intelligence Unit and
includes an estimate of the level of corruption in various countries; the ICRG, which
is published annually by Political Risk Services Inc.; WGI and especially its
dimension on corruption CCI, which is published annually by the World Bank ; the
Global Corruption Barometer, which is a public inquiry and the CPI, which measures
the level of perceived corruption in the public sector and is published by
Transparency International. There are also modern measurement trials such as the
Corruption Reflection Index (CRI) and the Corruption Conviction Index, which are
calculated by the Institute for Corruption Studies (Dincer, 2020) for the United States
and the news flow indices of corruption (NIC) of the IMF (Hlatshwayo et al., 2018).

In Sub-Saharan Africa, corruption has been identified as one of the main reasons why
most of the countries in the region are unlikely to achieve their strategic development
goals (SDGs). Choruma (2017) contends that corruption stalls Zimbabwe’s
economic agenda. Nyoni (2017) goes on to assert that in Zimbabwe bribery is often

described as the most common and frequently occurring corrupt practice as it is a
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payment, in money or in kind, which is taken in a corrupt relationship. It is
demanded to speed up matters, make it progress more swiftly through the government
bureaucratic machinery has a range of adverse effects on the economy with four
channels through which it effects economic growth (Nyoni, 2017). The following are

some of the channels through which corruption gains traction:-
2.5.1 Higher cost of infrastructure

The negative effects of corruption are the high transaction cost and that the cost of
infrastructure balloons and its achievement remaining constant if not ineffective
(Nyoni, 2017). Zimelis (2020) opines that corruption has wide ranging impacts that
can be detrimental to institutions and economies. Bhandari (2023) on corruptions
contends that funds for capital expenditure are misallocated and costs are increased.
The capacity and delivery of the project is weakened. Funds for infrastructure
development are used to pay bribes. The governance systems are weakened to
facilitate corrupt acts. Another pathway is fraud of funds for capital expenditure

through misrepresentation and manipulation of financial records.

Nest, Mullard, and Wathne (2020) note the three largest recipients of development
finance for climate mitigation and adaptation are India, Bangladesh, and Indonesia
which rank low on Transparency International’s Corruption Perceptions Index. In
India, Rathore et al., (2018) found that more than one-quarter of solar power utility
projects are forced to pay bribes at the contracting or construction stage. A 2020
report by Transparency International on Bangladesh stated that over half of the funds
meant for seven climate mitigation measures were lost to irregularities and corruption
in the country. In Nest, Mullard, and Wathne (2020), case studies reveal bribery in
forest carbon capture projects and adaptation infrastructure in Indonesia. Because of
bribery or embezzlement, even a well-designed project may be developed in a manner
that fails to deliver the adaptation benefits. The package contains about $550 billion
of new federal investments in America’s infrastructure over five years, from bridges
and roads to broadband, water, and energy systems (Creon et al., 2022). The Salerno
Reggio-Calabria highway in southern Italy provides a powerful example of the
extraordinary losses and delays that corruption can cause in infrastructure projects
(Creon et al., 2022). The authors contend that the project cost more than 10 billion
euros to complete, started in the 1960s but was not finished until 2016 due to
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pervasive corruption. The European Anti-Fraud Office (OLAF) has found that over
381 million euros have been lost due to fraud, irregular contracts, and “ghost”
roadworks that is financing of work that never actually took place. To generate
greater illicit profits, the project may be designed to be larger or more complex than is
necessary and may have deliberate design gaps so that costs can be increased at a later
stage (Creon et al., 2022).

In a project implementation a contractor that received the project through the
competitive bidding process may engage in a scheme that enables it to renegotiate the
price during the implementation of the project, may also offer bribes and kickbacks to
revise the contract’s terms in a manner that enables it to cut corners, including using
lower quality materials. In a tendering process bidders can rig a competitive bidding
process to undermine its integrity in that contractors can collude to increase the value
of the winning bid by bribing a public official to give it confidential information,
thereby obtaining a competitive advantage during the bidding process or one of the
bidding contractors may be financially connected to relevant public officials (Creon et
al., 2022).

2.7.1 Lower government revenues

Corruption is the misuse of public office, roles or resources for private gain or benefit
(OECD, 2017). In Zimbabwe, anti-corruption strategies have been undertaken as
part of broad public sector reforms aimed at creating a leaner, more efficient,
motivated, and productive civil service to facilitate service delivery. The results are

however not impressive.

Bogetic and Naeher (2024) aver that empirical evidence overwhelmingly suggests that
corruption is an obstacle to economic efficiency and development, and tends to divert
government revenue. Revenue diversion through bribes depends on the level of a
bureaucracy at which bribes are taken (Aidt et al., 2020). Corruption can affect fiscal
space by affecting its key components and the factors that support them. These factors
include demands for special payments and bribes connected with government
operations including tax assessments, excessive patronage, nepotism, job reservations,
‘favour-for- favour’, secret party funding, and suspiciously close ties between politics

and business (The PRSP Group, 2018). Mauro et al. (2019) also contend that
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corruption limits revenue as it can harm the ability of governments to collect taxes in
a fair and efficient way as corrupt officials may introduce tax exemptions in exchange
for bribes, reducing revenue potential. Bogetic and Naeher (2024) opine that the
more complex and opaque the tax system, the easier it is for officials to exercise
discretion in tax administration and demand bribes or kickbacks in return for a
favourable outcome. Corruption therefore negatively affects collection of revenue by
government as the money disappears through corruption. Lack of modern efficient
and effective computer software at revenue collecting points facilitates public officials
to engage in corrupt activities (Shah, 2007). Corruption takes place where the system

is opaque with few checks and balances.

2.7.2 Institutional inefficiency

The vice has become so deep-rooted and institutionalised that some people now
accept it as their sole means of survival due to a total collapse of systems that offer
checks and balances (Mauro et al., 2019). Profit-seeking has become routine among
the elite, while the working poor extract bribes to supplement their salaries (Zelle,
2017). Corruption is most prevalent where there are other forms of institutional
inefficiency, such as bureaucratic red tape and weak legislative and judicial systems.
Most African countries face economic, political, and sometimes institutional crises
(Zelle, 2017). This turns to be fertile ground for corruption as it forms a prominent
feature of bureaucratic cycle and civil service. Civil servants keep their poorly
salaried jobs in the public service to use public facilities such as communication and

transport for private purposes (Moyo, 2011).

2.7.3 Procurement of goods and services

Corruption is found in the award of contracts, dispensation of justice, and misuse of
public offices, positions, and privileges (Nyoni, 2017). Zimbabwe has scored
negatively on governance and corruption indices such as the Transparency
International Corruption Perceptions Index (CPI) which measures the extent of
corruption in a country when contrasted to other countries.  Transparency
International (T1) indicated that Zimbabwe was amongst the world’s top twenty-five
(25) most corrupt countries in the world. TI investigation indicated that Zimbabwe

was ranked 150" nation out of 167 countries, in terms of the CPI in 2015 with a CPI
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of twenty one (21). The annual CPI for the years 2016 to 2018 were twenty two (22).
The annual CPI for the years 2019 to 2022 were twenty four (24). The CPI ranges
from zero (0) to one hundred (100) with zero (0) being highly corrupt and one
hundred (100) being very clean. The 2015 to 2022 CPI indices for Zimbabwe were
in the ranges that made Zimbabwe highly corrupt.  The scores for Zimbabwe
signify high perceived levels of corruption in the public sector. The CPI ranks 180
countries and territories by their perceived levels of public sector corruption,
according to experts and businesspeople. Focusing on corruption, Chitambara (2015)
revealed that the state of corruption in Zimbabwe has been described as systemic and
endemic and is often cited as one of the biggest obstacles to economic growth and

development.

In a tendering process bidders can rig a competitive bidding process to undermine its
integrity in that contractors can collude to increase the value of the winning bid by
bribing a public official to give it confidential information, thereby obtaining a
competitive advantage during the bidding process or one of the bidding contractors
may be financially connected to relevant public officials (Creon et al., 2022). Public
procurement, a crucial way to implement government budgets, can be highly
vulnerable to corruption (IMF, 2019). Estimates of losses through procured spending
amounts to about 10-20 percent, even in countries with relatively high integrity of
their procurement systems in the European Union (Hafner et al., 2016 as cited by
Abdou et al.,, 2022). Consequences for public finances can be dire, as public
procurement constitutes about 12 percent of global GDP or 11 trillion US$ per year
(Bosio et al., 2020). Corruption can lead to higher deficits and lower growth, due to
inadequate quality and insufficient level of infrastructure (Schwartz et al., 2020).
Magakwe, (2022) contends that corruption is especially prevalent in public
procurement.  Almost all public sector operations from building to education,
healthcare to innovation, need the procurement of commodities, services or works.
However, the gap between who wins these bids during the procurement of goods and
services and paying a bribe to obtain a specific bid opens a door to corruption
(Magakwe, 2022).

In cases where corrupt officials request shares in the proceeds of investments,

corruption acts as a tax, though one of a particularly pernicious nature, given the need
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for secrecy and the uncertainty as to whether bribe takers will live up to their part of
the bargain (Joslyn, 2019). Corruption could also be expected to reduce growth by
lowering the quality of public infrastructure and services. Joslyn (2019) refers to
Momoh (2013) who contends that corruption in Africa has internal and external
dimension which are interrelated in some respect. There are corrupt practices
perpetrated by Africans and those carried out by foreigners via collaboration with
corrupt Africans (Joslyn, 2019). Arguably, corruption imposes distortionary effects on
a country’s economic growth through its detrimental effects on the private sector, the
quality of institutions and the policy makers as averred by Pellegrini and Gerlagh
(2004). While the effects of corruption have been widely studied, there is however,

less literature on the effects of corruption on economic growth.

Machel and Coombes (2011) express that in a survey conducted in six countries from
Southern Africa (Zimbabwe, South Africa, Malawi, Democratic Republic of Congo
(DRC) and Mozambique) 62% of the respondents confirmed that corruption is getting
worse and 56% of these respondents add that they had to pay a bribe when they met
government service agencies. Gavin (2010) adds that Southern Africa's governments
leading political parties are contorted in tangles as they effortlessly try to keep their
privileged offices in various sectors of the economy while also seek to address
corruption which inevitably has lessened their integrity along with popularity. Failure
to deal with the issue of corruption from both internal and external dimension is
responsible for increasing level of corruption in Africa (Gavin, 2010). Corruption
affects all facets of a country’s existence, the economy, society and polity, which

leads to underdevelopment (Momoh, 2013).

Arguably, corruption imposes distortionary effects on a country’s economic growth
through its detrimental effects on the private sector, the quality of institutions, and the
policy makers (Pellegrini & Gerlagh, 2004). While the effects of corruption have been
widely studied, there is less literature on the effects of economic growth on
corruption. One early study that attempted to find a causal link between growth and
corruption and found that there was no such statistically significant relationship
(however, it was also found that corruption decreased growth levels; Ali & Isse,
2003). Pellegrini and Gerlagh (2004) analyse the direct and indirect channels of the

effect of corruption on economic growth. Their findings suggest that corruption slows
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down growth through its effect on investments and trade policies. More recently, a
study that used data from the World Bank during the period 1970-2000 found
evidence to support that growth reduces corruption in the presence of strong
institutions but has no effect when there are weak institutions (Aidt et al., 2008). A
later study that used data from 13,000 firms between 2006 and 2010 in Vietnam found
that higher levels of growth rates reduced corruption levels when there were strong

land rights and cross-province activities (Bai et al., 2013).

Attempting to invest in a foreign country often requires some form of public permit
and in corrupt countries it is more likely that obtaining such a permit may require a
form of bribe, thus increasing the cost of engaging in such activities and reducing the
overall levels of FDI (Joslyn, 2019). In addition, some individuals or firms simply
choose not to engage in such corrupt practices and avoid economic relations with such

countries, which reduce levels of foreign direct investment (Gavin, 2010).
2.7.4 Causes of Corruption

Corruption and construction Owusu, Chan et al. (2019) carried out a review on factors
causing corruption in construction and found that forty-four (44) causes of corruption
can be found in the construction cycle across several countries. Causes included too-
close relationships, poor professional ethical standards, negative industrial and
working conditions, negative role models and inadequate sanctions throughout the
phases of construction.

Since the ultimate source of rent-seeking behaviour is the availability of rents,
corruption is likely to occur where restrictions and government intervention lead to
the presence of such excessive profits (Joslyn, 2019). Examples include trade
restrictions, such as tariffs and import quotas, favouritism industrial policies, such as
subsidies and tax deductions, price controls, multiple exchange rate practices and
foreign exchange allocation schemes and government-controlled provision of credit
(Wickberg, 2021). Some rents may arise in the absence of government intervention,
as in the case of natural resources, such as oil, whose supply is limited by nature and
whose extraction cost is far lower than its market price (Mauro, et al., 2019). Since
abnormal profits are available to those who extract oil, officials who allocate

extraction rights are likely to be offered bribes (Mauro, et al., 2019). Finally, one
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would expect that corruption is more likely to take place when civil servants are paid
very low wages and often must resort to collecting bribes to feed their families
(Hlatshwayo et al., 2018).

While all the hypotheses described above are empirically testable, in the sense that
data are available for that purpose, only a few have been tested (Mauro, et al., 2019).
What empirical studies have been done support certain hypotheses: namely, that there
is less corruption where there are fewer trade restrictions; where governments do not
engage in favouritism industrial policies; and perhaps where natural resources are
more abundant; and that there is somewhat less corruption where civil servants are
paid better (Mauro, et al., 2019).

2.7.5 Consequences of Corruption

Corruption undermines national institutions that are critical to administering states,
thereby endangering national stability, and deepening international differences
(Baldwin, 2022). It enables terrorist and criminal networks both by providing
vehicles for these groups to finance their operations and by weakening the hand of the
states that they oppose (Baldwin, 2022). Corruption forges links between political
elites and organised criminal groups. It weakens societies by undermining economic
potential and a misallocation of private and public resources (Baldwin, 2022).
Corruption also renders state regulation of the market irrational and ponderous and
undercuts state finances by making fair tax assessment and collection all but
impossible (Baldwin, 2022). It insidiously rewards the well-connected and untalented
while penalising society’s more skilful, productive, and virtuous actors who are
denied opportunities as channels of influence become distorted by venality (Baldwin,
2022). 1t erodes national financial systems when those systems are flooded with
illegally generated revenues as the erosion of economic opportunity simply becomes

deeply rooted and pervasive (Baldwin, 2022).

Kenton, (2022) contends that the average income in countries with a high level of
corruption is about a third of that of countries with a low level of corruption.
Corruption in the way deals is made, contracts are awarded, or economic operations
are carried out, leads to monopolies or oligopolies in the economy. Those business

owners who can use their connections or money to bribe government officials can
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manipulate policies and market mechanisms to ensure they are the sole provider of
goods or services in the market. Monopolists, because they do not have to compete
against alternative providers, tend to keep their prices high and are not compelled to
improve the quality of goods or services they provide by market forces that would
have been in operation if they had significant competition. Embedded in those high
prices are also the illegal costs of corruption transactions that were necessary to
create such a monopoly. If, for example, a home construction company had to pay
bribes to officials to be granted licenses for operations, these costs incurred will, of
course, be reflected in artificially high cost of infrastructure (capital expenditure). In
best practice, companies choose their suppliers via tender processes, which serve as
mechanisms to enable the selection of suppliers offering the best combination of
price and quality. This ensures the efficient allocation of resources. In corrupted
economies, the companies that otherwise would not be qualified to win the
tenders are often awarded projects because of unfair or illegal tenders. This results in
excessive capital expenditure in the execution of projects and substandard or failed
projects, leading to overall inefficiency in the use of resources. Because little
confidence can be placed in the legal system of corrupted economies in which legal
judgments can be rigged, potential innovators cannot be certain their invention will
be protected by patents and not copied by those who know they can get away with it
by bribing the authorities. There is thus a disincentive for innovation and as a result,
emerging countries are usually the importers of technology because such technology
is not created within their own societies. Small businesses in corrupt countries tend
to avoid having their businesses officially registered with tax authorities to avoid
taxation. As a result, the income generated by many businesses exists outside the
official economy, and thus are not subject to state taxation or included in the
calculation of the country's GDP. Corruption is one of the disincentives for foreign
investments. Investors who seek a fair, competitive business environment will avoid
investing in countries where there is a high level of corruption. While investing in
emerging markets remains a popular investment area, investors are naturally hesitant

to put their money at risk in countries known to have high corruption levels.

Corruption is generally not the weapon of the weak. In Nigeria, an infamous bribery
case, involving the international oil company Shell, deprived Nigerian people of over

$1.1 billion as the money went to corrupt officials instead of to the national budget
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(Global Witness, 2017). Meanwhile, according to the World Bank (2019), more than
50% of the population of the oil-rich country live in extreme poverty. This
demonstrates that that when economic systems are enlisted in the service of corrupt
actors, wealth is redistributed to the least needy sources. Kenton, (2022) contends
that the cumulative effect of individual corrupt acts is dysfunctionality. He goes on to
aver that whether offered by the public or private sectors, the quality of goods and
services decrease, and the process of obtaining them becomes more expensive, time
consuming and unfair. Furthermore, he indicates that if bribes can successfully be
offered to police, doctors, and civil servants, then those who are most successful at
extracting these funds get ahead to the detriment of more honest colleagues and
competitors who may perform better on merit. Moreover, corporations lose the
incentive to offer better services and products if they can undermine competitors
through obtaining political favours and that state owned enterprises and industries are
structured to enrich government officials instead of pursuing innovation and
efficiencies which can lead to the loss of intrinsic motivation within organisations
(Lambsdorff, et al., 2023).

Large amounts of public funding injected into infrastructure and construction projects
are frequently syphoned off into private hands, which can be up to 40% in some
countries KPMG (2012) as cited by Sanderson et al. (2022). According to the OECD,
half of bribes paid are in industries with the largest spending on infrastructure, namely
the extractive (19%), construction (15%) and transportation (15%) sectors (OECD,
2014).

Other corruption opportunities include the fragmented nature of the construction
industry, the difficulties in monitoring complex procurement processes and supply
chains, unethical taken-for-granted business practices and the large amounts of money
changing hands makes corruption the norm in many countries and easy to cover-up
(Chan & Owusu 2017). The effects of corruption in the location, design, construction
and maintenance of buildings and infrastructure results in dangerous built
environments which kill, maim, and make homeless large numbers of people every
year. Those living in poor quality buildings and using poor-quality infrastructure are
often those more at risk. After all, when disasters occur, it is the building and
infrastructure collapses that kills people. For example, in 2017, 228 people were
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killed during an earthquake in Mexico City due to poorly constructed buildings
signed-off by private building inspectors hired and paid by developers, despite strict
building codes (Linthicum, et al., 2017).

Post-disaster recovery efforts also present considerable opportunities for corruption,
which serve to build/rebuild vulnerability to future disasters. According to Imperiale
and Vanclay (2021) several factors, including perpetuating ‘business-as-usual’, elite
capture and organized crime create further environmental, social and human rights
risks and impacts, exacerbate the social preconditions of disaster, create second
disasters and a downward spiral of public debt, inequity, and vulnerability to future
disasters. For example, the same authors closely studied recovery efforts after the
2009 earthquake that struck L’Aquila, Italy that led an enquiry by the European
Parliament which was heavily critical of the misuse of funding. They concluded that
‘many legal actions have been taken relating to allegations of fraud, corruption,
bribery, inadequate public administration, and Mafia infiltration, implicating national
and local public officers and building firms’ (Imperiale & Vanclay, 2020). Levitt et
al. (2019) explored the differences in attitudes toward code enforcement and safer
construction practices and found that higher-income respondents placed a greater

value on honest construction practices than lower-income respondents.
2.7.6 Forms of Corruption in the Public Service

Damijan, (2023) contends that to understand the concept of corruption it is important
to also understand the various forms in which corruption manifests itself in the Public
Service. Forms of corruption are centred in the organisational location and in most
cases their occurrence depends on the occupational level of the public servant. The
author further contends that most public officials who abuse power have the
authority in and are entrusted with responsibility in the organisation. Corruption
on infrastructure development pathways is in the form of Abuse of Power; Bribery;

Embezzlement; Nepotism; Fraud; Conflict of Interest and Extortion.
2.7.6.1 Abuse of Power

Abbott and du Plessis (2022) avers that abuse of power means using a vested
authority to improperly benefit another person or entity, for example, when during a

tender process, the manager expresses a wish to see the contract awarded to a
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specific entity or individual. Winter, (2017) further articulates that abuse of power
also refers to bullying and can be regarded as continual, repeated aggression that is
expressed in words and behaviour that have a negative impact on the organisational
climate. Bhasin (2019) assets that this form of abuse of power is a behavioural pattern
that develops over time, and is very common in the organisation. The misuse of the
power vested in an individual for personal benefits that results in adverse

effects and breeds negativity is abuse of power.
2.7.6.2 Bribery

Bribery refers to offering or promising a benefit that improperly influences the actions
or decisions of a public official. The Peninsula Group (2023) defines bribery as the
offering of any gift, loan or reward for personal gain. This Group assert that the
benefit can be enjoyed by public servants, individuals or any entity. Furthermore, in
some cases, bribery may occur when political parties are offered, given or promised a
benefit to improperly influence their actions and decisions. A bribe may be concealed

as an invoice submitted without any work having been done (Callister, 2023).
2.7.6.3 Embezzlement

Embezzlement, the highest form of corruption, refers to the misuse or intentional
misspending for personal use of public funds or assets. Such public officials seem to
have no fear of actions that can be taken against them by the rule of law (Motshegwa,
Mutonono & Mikazhu, 2019). It is the misdirection of money or resources by
individuals entrusted with authority over such money or resources. According to the

Peninsula Group (2023), taking public money for personal gain is embezzlement.
2.7.6.4 Nepotism

Nepotism is the abuse of public office by offering relatives or family members
employment (Vveinhardt & Sroka, 2020) and it includes conflict of interests
and favouritism. Similarly, when a manager in an institution uses their influence to
favour certain groups of individuals based on personal friendship or relationship
(Andreev, 2023) or when a public servant who has authority ensures that family
members receive contracts from state resources. Nepotism in the public service refers

to a form of unfair discrimination in a case where a family member of a senior
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manager is appointed as an employee even when they do not have the required skills,
experience and qualification (Albertyn, 2021) by manipulating recruitment systems.

Nepotism can lead to a dysfunctional organisation (Vveinhardt & Sroka, 2020).
2.7.6.5 Fraud

Ozili, (2020) asserts that fraud is an act of intentionally deceiving someone in order to
gain an illegal advantage, financially or otherwise. It is the use of any official
occupation in the office for personal enrichment through the deliberate misuse of the
institution's resources. Furthermore, fraud can be regarded as a non-disclosure of
relevant information to mislead the stakeholders for personal gain (Ozili, 2020). Fraud
consists of illegal activities perpetrated by individual(s) in order to provide an

advantageous financial outcome (Peninsula Group, 2023).
2.7.6.6 Conflict of Interest

According to the Royal Government of Bhutan Anti-Corruption Commission
(2017), a conflict of interest occurs when a public servant has private interests that
could illegally or improperly influence the performance of public responsibilities.
Conflicts of interest, especially those resulting from the financial ties of a public
official, have been found to undermine the fairness of decision-making in government
institutions (World Health Organization, 2022). The problem with conflicts of interest
is connected to corruption and bias in administrative processes (Kapras, 2023).

2.7.6.7 Extortion

Menocal et al. (2015) define extortion as the act of threatening to harm, directly or
indirectly, someone to influence improper actions of another party. Extortion is
regarded as an unlawful demand for property, money or sensitive information to
influence cooperation by using force or threatening someone. Extortion occurs when
a person purposefully threatens to physically injure, accuse, or expose someone to
obtain for himself or another, anything, whether service or money, for personal

interest.
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2.8  Cost of Corruption on capital expenditure (infrastructure)

Some empirical analysis has been conducted on the causes and impacts of corruption
(Belgibayeva & Plekhanov, 2019). Grindler and Potrafke (2019) revisited the
relationship between corruption and economic growth using the inverted
Transparency International Perception of Corruption Index (CPI) from 2012 to 2018
across 175 countries/regions. Their study indicated that the impact of corruption on
economic growth is most pronounced in autocratic countries and is transmitted to
economic growth via a decline in FDI and an increase in inflation. However, the
principal-agent model, viewing corruption as an agent violating the interests or
preferences of the principal to benefit a third party, provides a theoretical perspective
that more effectively reveals the behavioural motivations and internal mechanisms
underlying corruption (Zhang, et al., 2023). Officials are motivated to engage in
corruption to gain additional personal benefits when they have sufficient discretionary
power, when economic rent exceeds salary levels and when corruption detection and
punishment are minimal as contended by Yin and Nie (2020). Where governance
systems are not working effectively and transparency and accountability mechanisms
are weak or lacking, corruption in the use of public resources often increases. For the
period 2004 to 2013, Zakharov (2019) studied the causal correlation between
corruption and fixed capital investments in the Russian regions. The key finding was
that corruption affects significantly and negatively aggregate investment in fixed
capital. He found that, by disaggregating investment by ownership, corruption reduces
private investment and not the investment that is made by state-owned firms. On
businesses with international investment, the influence is greater. A strong negative

association between regional imports of capital goods and corruption was observed.

GIACC (2020) contend that losses and damage caused by corruption manifest in

different forms such as:

i.  Each corrupt activity that has occurred on or in connection with the capital
expenditure project;

ii. Each stakeholder that has suffered loss and damage as a result of the

infrastructure project;

iii.  The types of loss and damage that have been suffered by each stakeholder; and
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iv.  The amount of each type of loss and damage suffered by each stakeholder in

respect of each corrupt activity.

The sum of that loss and damage, which is highly unlikely to be wholly identifiable or
quantifiable, becomes the cost of the corruption in relation to the capital expenditure

project being implemented.
2.8.1 Types of corrupt activities that cause loss or damage.

Loss and damage may arise from a wide variety of corrupt activities which may take
place on or in connection with an infrastructure capital expenditure project. These
activities may include bribery, extortion, fraud, cartels, abuse of power,
embezzlement, and money laundering and the individuals who carry out these corrupt
activities may include government officials, and officers and employees of the project
owner, project funders, tenderers, contractors, consultants, sub-contractors, and
suppliers (Matshela et al., 2023). They may be acting either on their own behalf or on
behalf of their organisations. Corrupt activities may take place at any time during the
project, from the point where the project is being selected right through all phases of
financing, design, tendering, execution, maintenance, operation, and dispute
resolution. Each of these corrupt activities may cause significant loss and damage
(Matshela et al., 2023).

2.8.2 Types of loss and damage caused by corruption.

The types of loss and damage that may be caused include financial loss, damage to
property and environmental damage. Financial loss may arise from, increased
maintenance and repair costs, and legal fees. These types of loss and damage will

vary according to the different organisations (Ozili, 2020).

2.8.3 The Loss and damage to capital expenditure for government infrastructure

project.

The government is the owner of the infrastructure projects for whom the project is
being constructed and who own the project outcome. The following are the categories
of loss and damage that may be suffered by the project owner because of corruption in

connection with the government infrastructure capital expenditure project:
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(numbering needs rechecking and revision). The next is supposed to be 2.12.11.1.2.6.8

Theft of funds for capital expenditure project

The funds intended for spending on specific capital expenditure programmes may be
misappropriated before reaching the intended programme. This can occur where there
are inadequate controls to ensure that funding is used for the intended purpose. The
management of large infrastructural projects in Africa has encountered challenges
such as non-consideration of indigenous peoples’ spatial visions and territorial plans
(Enns & Bersaglio, 2020), ineffective stakeholder management (Zarewa, 2019)
immature organizational project management (Pretorius et al., 2022), managerial
incapability of project managers (Welfolo, 2022), flawed project management
decision-making process (An & Mikhaylov, 2020) and political corruption (Owusu,
2021). The impact of corruption on the management of large infrastructure projects in
Africa has become critical, not because it is a global issue, but because of its impact
on project management success and the susceptibility of large infrastructure projects
to corruption (Hossain et al., 2020). The susceptibility of large infrastructural
projects to political corruption is a result of their characteristics, such as the ability to
conceal project quality, many small-scale subcontractors, opportunities for overheads
and overruns, project uniqueness, unclear pricing systems, numerous approvals and
permits, bureaucratic procurement and contract award processes, and competition
(Bonga, 2021). In Africa, political corruption affects infrastructure service delivery,
delays delivery timeframes, raises infrastructure prices, diminishes infrastructure
potential economy, reduces infrastructure quality, and leads to poor project selection
(Hope Sir, 2021).

2.8.4 Waste of capital expenditure infrastructure project funds

Project funds may be wasted where there is corruption in project selection or project
design resulting in non-viable projects or projects which are unsuitable for the
intended purpose. An example of this is where a project is selected primarily because
it is very large and capital intensive such that it would provide ample opportunity for
large bribes or misappropriation of funds, or because its location would benefit
corrupt individuals. The result may be that the project is of no or little use to the
public. Alternatively, waste of project funds may occur where a project is over-
designed so that it is too sophisticated for the intended purpose but with the corrupt
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intention that the over-design would maximise profits for the relevant corrupt

individuals. Alternatively, a project which was viable and appropriate at the outset

may collapse or be rendered unviable because of corruption which takes place during

the structuring or execution of the project. The cost of such corruption is the amount

of funds wasted in paying for a project that was non-viable at the start or which

subsequently became unviable because of corruption (Harouna & Omgba, 2021).
2.8.5 Increased price of infrastructure capital expenditure projects

Public procurement is a crucial way to implement government budgets, can be
highly vulnerable to corruption (IMH, 2019). Estimates of losses through procured
spending amounts to about 10-20 percent, even in countries with relatively high
integrity of their procurement systems in the European Union, Hafner et al., (2016),
as cited by (Abdou et al., 2022). Consequences for public finances can be dire, as
public procurement constitutes about 12 percent of global GDP or 11 trillion USD
per year (Bosio et al., 2022). Corruption can lead to higher deficits and lower
growth, due to (among others) inadequate quality and/or insufficient level of
infrastructure (Schwartz et al., 2020). Paguta and Pertold, (2017) and Coviello,
Guglielmo, and Spagnolo, (2018) show that when public officials can exert
discretionary powers for procurement contract, values below a certain threshold,
there is a concentration of contracts awarded to specific bidders and untransparent
bidders in terms of their owner structure. The corrupt behaviours lead to higher
prices paid. Periods for selecting the winning bid can be a red flag for corruption
risks (Fazekas & Kocsis, 2020). A short period is associated to unfair competition
as bids may not all be adequately assessed. In some cases, long decision periods
can also signal that a particular bidder was favoured because challenging the bid
assessment, hence increasing the period for the final award decision, is a hallmark
of irregularities. Corruption may result in an inflated project price being paid by
the project owner. For example, corruption in the design phase may result in an
overly expensive design being produced to give preference to a particular supplier.
Corruption in the financing phase may result in onerous financing terms being paid
by the project owner. Corruption in the tender stage for one or more project
contracts may result in the corrupt winning contractor including the cost of the

bribe in the contract price or additionally inflating the contract price because there
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IS no genuine competition. Corruption during project execution may result in an
inflated final contract price due to the certifier being bribed by a consultant or
contractor to approve fraudulent claims. All or some of these types of corruption

may occur in projects owned by organisations such as the government.
2.8.6 Corruption in Infrastructure Projects

Construction projects are intricate and complex in nature and consist of diverse
stakeholders with varying degrees of knowledge and experiences (Magsoom, et al.,
2019). Corruption occurs almost in every construction project, both in developing
and developed countries, which severely deteriorates the positive image of the
industry (Mejia, et al., 2020). Infrastructure projects are most vulnerable to
corruption owing to a great amount of capital involved which triggers a surge in
corruption risks in construction project management (Owusu & Chan, 2018).
Calahorra-Jimenez, et al (2020) contend that infrastructure projects are the backbone
of every economy and it is critical to the survival and livelihood of humanity,
ranging from all kinds of structures such as, hospitals, roads. However, from the
inception and conception phase of a project through the project closeout and
defect liability period, various types of corrupt practices, such as solicitation,
bribery, and clientelism exist (Khadim et al., 2021). The construction sector defined
it as the misuse of the authority at the cost of the construction project for personal
gains or benefits (Ajwad, et al., 2020). According to Transparency International,
(2015) as cited by (Khadim, et al., 2021) corruption falls into categories:-

a) Petty Corruption: routine misuse of delegated power by mid and low-level
executives with common citizens.

b) Grand Corruption: Corrupt actions committed by pertinent authorities such as
provincial governments and courts.

¢) Sporadic Corruption: related to random opportunity.

d) Systemic Corruption: a vital aspect of the economic, political and social

systems.

The above views are in sync with those of Global Infrastructure Anti-Corruption
Centre who assert that corruption may result in the final product, such as, the

completed road, hospital or dam, being dangerous or inadequate for the intended
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purpose due to corrupt supply of defective works, services and materials which have
either been concealed from the certifier or been corruptly approved, or it may be due
to the incompetence of the contractor who won the contract through bribery (GIACC,
2020).

2.8.7 Cost of Defective Capital Expenditure on Infrastructure

Corruption in the infrastructure and construction industry has led to challenges that
include poor quality, inappropriate project choice, excessive time high prices,
excessive cost overruns excessive time, high prices, excessive cost overruns, low
returns, and inadequate maintenance (Matorera, 2023). Kenny (2009) also states that
financial losses through corruption will always have disproportionately high economic
consequences on the nation to which Wells (2014) affirms that over 20% of
construction costs could be going into bribery. Corruption in infrastructure occurs at
project proposal, project selection, design, budgeting, tendering, implementation, and
evaluation (Messick, 2022). Matorera (2023) contends that the contractor has nothing
to lose as the government will pay the real amount plus an inflationary amount. It is
this inflationary amount that will be shared by the corrupt handlers. The author further
contends that corrupt individuals do not worry about economic return ratios that are
supposed to help in financial decision making to proceed with the project or not. In
some cases, corrupt individuals can deliberately declare a lower cost of the project so
that it is approved (Messick, 2022). At implementation cheap materials, underpaid
labour is used to reduce the overall cost. The result is that project will fail and become

risk to users or confer huge recurrent maintenance costs (Matorera, 2023).
2.9  Corruption Pathways

Xie, et al. (2023) contend that corruption undermines the operating rules of the
market economy and market order, seriously reduces the efficiency of resource
allocation and increases transaction costs for enterprises and markets. Ren et al.
(2021) aver that corruption increases the financing constraints of enterprises and
reduces the credit funds for technology innovation. The resource allocation efficiency
determines the factor input combination and technology selection in the production
process of an enterprise, which indirectly affects the innovation activities and

innovation efficiency (Wang et al., 2019). Financial capital misallocation weakens the
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impact of government intervention on enterprise innovation (Yang et al., 2022Db).
Moreover, the misallocation of resources leads to the rent-seeking effect that crowds
out innovation input (Chen et al., 2018). Once enterprises are keen on rent-seeking
activities, it causes the crowding out effect on production expenditures such as
machine equipment renewal and employee skill training (Xie et al., 2023). Resource
misallocation hinders the flow of labour and capital factors, thereby diverting the
optimal allocation of factors from the optimal ratio and reduces the technical
efficiency of production (Zheng et al., 2022). Tanzi and Davoodi, (1997) contend
that corruption leads to moral degradation, bad education, and bad faith. The author
advances that among the most mentioned factors that influence the development of
corruption are environment, professional ethics and legislation and ethnological
factors such as customs, habits and tradition. Corruption is also strongly influenced
by the low salaries of public administration employees, who are therefore trying to

improve their financial position by receiving bribes (Sumah, 2018).

Ogundiya, et al. (2023) contends that corruption stymies development efforts, retards
bureaucratic progress, undermines political institutions by undermining the credibility
of government. The authors state that corruption is widespread in the civil service,
affecting the supply of public goods and services and socio-economic development of
the affected state leading to the abuse of public power for private benefit. There have
been arguments in the extant literature on the effects of low wages on corruption.
Poor pay and salaries in the civil service, research has shown, play a big role in the
trivialization of petty corruption. It is sometimes hypothetically stated that the higher
the wages the less corrupt a civil servant becomes. Thus, insufficient pay for civil
servants is said to encourage rent-seeking behaviour because good wages or high
salary level allows the civil servant and its family to maintain a reasonable quality of
life Tanzi, (1998) as cited by Ogundiya, et al. (2023). Kinship ties as well as loyalty
and favouritisms to one ethnic group or religious affiliations is a culture where gift-
giving or cares for extended family and friends is valued highly. In this circumstance,
sharing or dispersing the rewards of power may not appear to be immoral at all but
which however contradicts the established civil service rules (Ogundiya & Amzat,
2020) describing it as a clash of morality and legality. Dominik and Christina (2017)
maintained that salaries of public officials may also be a factor to consider while

analysing the reasons of corruption. The authors indicated that, one variation of the
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efficiency-wage theory claims that higher public-sector wages deter corruption
because of the high personal costs of arrest and expulsion from government

employment or administration.

Sumah (2018) contends that lack of professional ethics and deficient laws regulating
corruption as a criminal offence and the prosecution and sanctioning of it are also an
important cause for the emergency and spread of corruption. He further asserts that a
great influence comes from the ineffective sanctioning of corruption which only
increases the possibility of continuing the corruptive actions of those involved
creating at the same time a strong likelihood that others will join in the corruption due
to this inefficient sanctioning (Sumah, 2018). Corruption also generates lack of
transparency and lack of control by supervisory institutions. Corruption is also
affected by the extensive non transparent or incompetent legislation where laws can

be interpreted in different ways for the benefit of one who pays.
2.9.1 Corruption in Procurement in Public Sector

The moderating effects of corruption on capital expenditure involve procurement of
infrastructure whose procurement is susceptible to corruption (IMF, 2019). Public
procurement is the process by which the public sector purchases services, goods, and
construction works from third-party organisations. OECD (2021) avers that
procurement represents a substantial share of the government's public expenditure.
This was further clarified by Bosio et al. (2020) who stated that consequences of
corruption for public finances can be dire, as public procurement constitutes about 12
percent of global GDP or 11 trillion USD per year. Schwartz et al., (2020) assets that
corruption can lead to higher deficits and lower growth, due to inadequate quality or
insufficient level of infrastructure. This assertion becomes subject of the research on
the moderating effects of capital expenditure impact on economic growth. Campos et
al. (2019) contend that corruption is common particularly when procurement
contracts are renegotiated. The procurement practice covers favouritism, collusion,
lack of competition, a product index gauging cost overruns, time delays and low
quality (Colonnelli & Prem, 2020). The low capacity of the implementing civil
servants becomes an incentive to pursue corrupt practices which increases bribes.
The governments would want the best cost benefit on the price and quality of

procured capital goods, however, procurement in the public sector is also well known
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to be permeable to irregularities (Costa et al., 2020). This is buttressed by
Transparency International who estimates that losses in procurement public contracts
due to corruption accounts for a phenomenal 20% to 25% of the value of the contracts
up to 50% in some cases Volosin, (2015) as cited by Lyra et al. (2022). Furthermore,
Rustiarini et al. (2019) also contend that among public administration, public
procurement is the process that contains the highest risks of illegality that can arise
virtually at any stage of the process of acquiring goods, services, or construction
works. This research is investigating the moderating effects of this corruption on
capital expenditure impacts on economic growth. According to Transparency
International corruption can cost up to 50% of the value of procurement this would
have significant impact on capital expenditure whose effect this research is to
establish. The government of Zimbabwe recently introduced e-procurement; there
has not been adequate time to assess its impact on mitigating corruption in
procurement in the public sector as contended by Kartika (2020). The analysis of the
impact of corruption contributes to whether it has reduced corruption. In the world e-
procurement has seen more research done and more advanced techniques explored to

detect and mitigate corruption in procurement as contended by Wu Chebili (2022).

As defined, public corruption remains an administrative and endogenous practice in
the system of governance. Corrupt agents pursue their selfish interests by distorting
the interpretation of laws, monopolizing information about the functioning of the
administrative system, or creating delays or hassles in administrative procedures
Myrdal (1968) as cited by Sombie (2023). Bribery is still a wicked problem that does
not seem to go away so easily, or at all, in many countries across the world. Bribery
comes with very high social costs, undermining the sense of fairness (Adelopo &
Rufai, 2020). In public institutions, such as government, corruption manifests itself
on individuals who are office holders and deliberately use entrusted power of the
office that runs counter to mandate to misappropriate or embezzle funds (Miller,
2018). The corrupt conduct of some office bearers may give rise to some unofficial
recurrent institutional practices parallel to the official ones such as clientelism or state
capture (Ceva et al., 2023). This form of corruption within public institutions is
systemic corruption which is characterized by a network of distorted relations, mutual

incentives and interconnections that is often so intricate.
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They aim to make administrative information opaque, to attract the beneficiaries of
public services to the payment of bribes. The effects of corruption on economic
activity are well established (Uberti 2021). Corruption reduces growth through its
effects on the allocation of public resources because of allocating more resources to a
given expenditure because it allows it to collect more bribes that generate negative
effects on economic growth (Ghosh & Kyriakos 2017). Decisions on the allocation of
public resources play a crucial role in the growth process, which is why much
research focuses on the effects of corruption on the allocation of public resources
(IMF, 2019). Sedgo and Omgba (2022) argue that the high prevalence of corruption

has a distorting effect on the composition of expenditure in African economies.

This research study assesses through the model the variables of concern, corruption,
and sanctions, on the moderating impact on capital expenditure impacts on economic
growth. This is important in informing on anti-corruption policies as the findings can

redirect policy makers in coming up with more appropriate policies.

2.10. Economic Sanctions

Economic sanctions are restrictions over economic activity imposed by one
international actor on another with a specific purpose. Purposes of sanctions may
include “signalling” one's message to targeted states, enforcing a behavioural change
(“coercion”), “constraining” one's behaviour (Giumelli, 2011), meeting other goals, or
achieving combinations of different purposes. The actors involved may include not
only the sanctioning and targeted states, but also the international organizations
among senders, nonstate actors and third-party states. Economic restrictions can result
in multiple consequences with varying intensities depending on factors such as the
type of sanction sender and the target, the scope and type of sanctions and the
relations between sanction senders, targets, and third-party states. Such variations
show the need to review different types of sanction consequences and to understand
the conditions under which they occur. The intensity and probability of facing the
economic impacts of sanctions vary across different actors. Targets may face
consequences ranging from economic downfall to limited or no costs, while some
sanctions may “strengthen” targets (Park, 2014). In contrast, sanction senders and
third-party states tend not to experience economic effects above minor or medium

levels, while only minor impacts were witnessed on the system level. Evaluations of
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the overall economic effects of sanctions on targets focus on detecting changes, after
sanction imposition, in the gross domestic product (GDP) or GDP growth rates
(Neuenkirch & Neumeier, 2015). The 2011 — 2014 sanctions against Iran decreased
Iran's GDP by 17 percent (Gharehgozli, 2017). Similarly, multilateral UN sanctions
tend to have stronger effects on the target's GDP growth than unilateral US sanctions
(Neuenkirch & Neumeier 2015). However, as EU sanctions are found to be less
effective than those imposed by the UN (Besedes et al., 2017), there is a need to
differentiate between different multilateral sanctions. Multilateral and comprehensive
sanctions are likely to be costlier for targets; these costlier sanctions are also likely to
be more damaging for economically close third-party states. However, while there
exist some agreement on the economic effects of sanctions on targets, evidence of

such costs for senders and third-party states is mostly limited (Besedes et al., 2017).

International sanctions are one of the most widely used instruments of coercion in
international politics. Since the end of World War Il, Aidt et al. (2021) count more
than 1400 incidents of states being threatened with or targeted by sanctions.
Sanctions are political or economic coercive measures imposed by countries whose
decisions are adopted against states to prompt change in behaviour, to protect national
security interests, or to defend against alleged breaches in international law (UNICEF,
2022). While the effectiveness of sanctions in achieving their intended goals is
debated, the emergence of sanctions as a preferred tool in coercive diplomacy follows
a specific logic. In Zimbabwe sanctions were imposed by the USA and EU following
land reform of 2002. It becomes essential to understand the economic effects of these
sanctions on the target country. Moreover, economic sanctions undermine the
democracy of the targeted nations and promote civil strife and political instability,
deteriorates their respect for human rights and in most cases failed to achieve the
desired objective of the imposition of the sanctions (Abdulkareem, et al., 2023).
Thus, sanctions have a potentially adverse effect on the economic growth of the target
state. The few empirical research on the economic consequences of sanctions argued
that the imposition of sanctions adversely affects trade flows (Afesorgbor, 2019)
prompts currency crises, widens income inequality, poverty gap and hinders economic
growth (Kwon, et al 2022). Economic sanctions are unilaterally initiated by

individual state or international organization and implemented using instruments such
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as asset freeze, embargoes, export and import restrictions, travel bans, economic

agreement suspension, blockage and termination of foreign aid (Farzanegan, 2022).

Furthermore, sender states applied sanctions to countries at various levels of political
and economic development over the years. The author asserts that sanctions are
unique, diverse, and heterogeneous accounting for the heterogeneity in the sanction-
economic growth nexus. In Zimbabwe the ZIDERA sanctions were being renewed
annually through Executive Powers by the sender country the United States of
America. However, the effective of the sanctions largely depends on the income
classification of the countries. Sanctions are likely to damage the economies of the
poor nations more than the rich countries due to the heavy dependence of the former
on the later. Thus, the impact of sanctions on economic growth could vary largely by
the income classification of the targeted states.

Besides, the quality of economic and political institutions are fundamental
determinants of economic growth (Daronand Robinson, (2012) as cited by
Abdulkareem, et al., 2023) Another factor considering the effectiveness of sanctions
is the structure of the economy of the target state. Although the implications are
ambiguous, it is observed that trade openness and the level of integration of the target
state to the world economy substantially determine the success of sanctions (Nguyen
& Ahmed, 2023). The international trade is a variable of interest in measuring the
effects of sanctions on Zimbabwe. Le and Bach (2022) use the global sanction
database to examine the impact of sanctions on FDI flows and find that sanctions
exert an adverse influence on FDI flows. They further show that global value chains
and bank linkages moderate the relationship between sanctions and FDI. It is,
therefore, reasonable to expect that sanctions will have a detrimental impact on
economic growth. Meanwhile, empirical studies have identified a decline in trade
flows, fall in FDI and withdrawal of foreign aid and financial grants as the most
obvious channels through which maximum welfare damage is inflicted on the target
economy due to sanctions (Le & Bach, 2022). Besides, sanction episodes create
political instability which in turn negatively affects savings, investment, and
economic growth (Peksen, 2021). Sanctions could also increase corruption by
undermining the authority of the target state and weakening its capacity to enforce the
rule of law (Liou et al., 2021). Consequently, economic growth will be adversely
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affected due to more unproductive use of resources and an increase in transaction
costs (Abdulkareem, et al., 2023). The political elites of the target state may even
deliberately aggravate the damage on the target economy and the sufferings of the
people to minimize public revolt and compel the citizens to support the government
against the sender's demands (Peksen, 2021). UNICEF, (2022) state that prior to the
2000s, sanctions typically took the form of comprehensive trade embargoes with the

purpose of crippling a target state’s economy.

The institutions and sectors on which sanctions are imposed may have strategic roles
in the economies of sanctioned territories, amplifying the effects of even targeted
measures. Some of these sectoral sanctions and trade bans are so broad that they can
be considered de facto comprehensive measures, associated in the past with negative
humanitarian consequences, especially when they led to a sharp economic decline and
capital flight (Alhassan, et al., 2023). Through ‘secondary’ sanctions, organisations,
irrespective of their jurisdiction, are required to comply with the US’s restrictive
measures through their interactions with the sanctioned country (Peterson, 2021). As
sanction regimes grow ever more complex, businesses may voluntarily refuse to do
business with sanctioned states, to avoid fines, to reduce bureaucracy or to counter

reputational risks (Peterson, 2021).

In principle, they should impose costs on key entities such as companies, directly
linked to the actions that sanctioning powers deem unacceptable. Targeted sanctions
include trade restrictions on services or goods. Therefore, this empirical study
evaluates the impact of sanctions on economic growth through inflows of

international trade and inflows of quality foreign direct investments.

Sanctions are one of the dual moderating variables with potential effects on capital
expenditure impacts on economic growth. Allen et al. (2020) evaluated advances and
policy implications of sanctions and their effects and the diverse types of sanctions
and their consequences and confirmed that they have negative effects on the targeted
countries. Economic sanctions can result in multiple consequences with varying
intensities depending on factors such as who has imposed them and the targeted areas.
Sanctions are most common in Sub-Saharan Africa imposed on trade, multilateral
sanctions and sanctions aiming at the business sector which cause sudden negative

growth accelerations. Zalle, (2017) contends that sanctions, incurred by a country,
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influence the country’s economic growth. Zalle, (2017) asserts that there are four

main methods of applying sanctions on the target country and these are:

a) Freezing financial assets.
b) Suspension of technical and aid assistance.
c) Trade controls.

d) Blacklisting the target country.
2.10.1 Freezing Financial Assets includes the following.

a) Freezing the offshore assets of individual members of the target nation’s
ruling elite.

b) Confiscation of different forms of assets.

c) Stopping transfer payment and interest.

d) Not paying the debt or rescheduling debt payment and interest.

e) Refusal to do joint projects with a target country in a target country.

Besedes (2022) in a discussion paper indicate that sanctions often vary in their
mechanics and specific targets, their goal is usually similar: to inflict economic pain
to force a change in policy. As documented by Felbermayr et al. (2020b) sanctions are
either complete, trying to fully cut-off the target, or partial, aiming at a subset of
activities or specific actors and their access to the global economy. The more recent
cases of sanctions tend to be smart in that they target only specific activities and
individuals, firms, and organisations. They minimise their collateral damage.
Felbermayr et al. (2020b) distinguish between six types of sanctions being trade,
financial, travel restrictions, arms, military assistance, and other which entail
diplomatic measures. These sanctions are designed to reduce trade between the
country imposing sanctions and the country being sanctioned. Felbermayr et al.
(2020b) contend that trade sanctions do indeed reduce trade between the sender and
target. Besedes et al. (2017) also contend that financial sanctions reduce cross-border
financial flows. Travel restrictions limit travel between the countries for sanction
imposers and the target country by prohibiting specific individuals from entering the
senders’ countries. Financial sanctions reduce trade flows between the target and
sender country. After all, to conduct trade, money or finance must flow between

countries. If the flow of money is frozen, there will be an accompanying reduction in
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trade. Trade between sender and target countries is reduced not only by trade

sanctions, but also by financial sanctions.

Efing et al. (2018) reveal that banks located in Germany decrease external positions in
sanctioned countries while branches and subsidiaries abroad do not respond. For
affiliated banks located in countries with low financial standards, they even observe a
relative increase in credit supply. This raises the question whether financial sanctions
affect international trade. Crozet and Hinz (2020), Miromanova (2019) and
Gulistrand (2020) examine the effects of various sanctions on Russia, while Haidar
(2017), Draca et al. (2017) and Felbermayr et al. (2020a) examine the consequences
of recent sanctions on Iran. In a much broader effort Felbermayr et al. (2020b) build
a database of 729 sanctions episodes between 1950 and 2016 and demonstrate the
extent to which sanctions reduce trade between countries. Dai et al. (2021) use the
same data source to examine the timing of the effect of sanctions showing there are
significant negative anticipatory effects preceding sanctions as well as negative
lagging effects which take eight years to dissipate. Ahn and Ludema (2019, 2020)
provide an analysis of the other side of sanctions imposed on Russia in 2014. Using
data on Russian firms they show that firms targeted by sanctions experience losses in
operating revenue, asset value, and employees. They conclude that sanctions on
Russia were smart as they had a smaller effect on Russia’s macroeconomy than oil
prices, indicating that sanctions were affecting intended targets without causing
widespread collateral damage.  Besedes, (2022) contends that sanctions reduce the
number of asset classes by more than 60% and reduce the number of imported service
categories by 42%, while having no significant impact on exports of service
categories, or industries in the case of trade in goods. On the intensive margin
sanctions only influence exports of goods reducing average exports by about 27
percent (Besedes, 2022). There has been a recent increase in the use of sanctions as a
foreign policy tool which has increased researchers’ attention to their effects. While
much effort has gone into uncovering the direct effects of sanctions on the activity
primarily targeted by them, less attention has been paid to the extent the effects of
sanctions spill over into other activities (Besedes, 2022). The aim of financial
sanctions is to restrict the cross-border flow of financial activities. Such sanctions
create collateral damage by reducing trade in goods and services. The presence of

financial sanctions increases the risk of doing business, with the sanctioned country
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resulting in a broad reduction in economic interaction between the sender of sanctions
and its target. Collateral damage is due to sanctions episodes where financial

sanctions are accompanied by export restrictions.
2.10.2 Suspension of Technical Assistance includes the following.

Economic sanctions and foreign aid have become increasingly important foreign
policy tools. Aid is of money, goods, and services from one nation to another
(Morgenthau, 1962). Aid suspensions restrict previously agreed resource transfers.

Suspension of aid involves:-

a) Cancellation or reduction of credit facilities at market rate.
b) Cancellation or suspension of assistance in military, development, and
training.

c) Inability to get grants, subsidies, and loans in international organizations.

Sanctions decrease financial flows between countries imposing them and the targeted
country as contended by Besedes, et al. (2017). The implementation of financial
sanctions by the European Union leads to embargoes on exports of specific types of
goods, such as technical assistance, training and financing and embargoes on exports
often pertain to military goods and technology (Besedes et al., 2021). Sanctions also
lead to lower availability of international financing and they decrease access to
financing and possible overall economic shocks, increase the likelihood of banking
crises, especially under financial and costlier sanctions as contended by (Hatipoglu &
Peksen, 2018). Costlier and multilateral sanctions have bigger effects on financial
instability and currency crises due to the possibility of speculative attacks based on
sanction related political risks, while the type of sanctioned sector can determine the
gravity of such outcomes as averred by Peksen and Son (2015). They may also lead
to lower availability of international financing, as was experienced by Russia
witnessing institutional illiquidity, limited capital market access and increased state
funding (Pak & Kretzschmar, 2016). Most African countries have faced economic
and sometimes institutional crises (Zalle, 2017). The economic sanctions risk is also
associated with frequent changes in economic policy and volatility in economic

growth rates as opined by Halla, and Ahmad, (2012). Sanctions engender hesitation
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among potential investors, penalise capital accumulation and hamper economic
growth (Hatipoglu & Peksen, 2018).

Ha at el. (2022) contends that nations around the world tend to employ economic
sanctions as an alternative measure when participating in international politics. They
go on to aver that the impact of sanctions is often severe citing (Neuenkirch &
Neumeier, 2015) who assert that countries sanctioned by the United States
experienced a 13% reduction in their gross domestic product. Furthermore, the impact
IS even more significant, up to 25%, when the sanctions are imposed by the United
Nations. Sanctions have a direct economic impact on the targeted countries. Hatipoglu
and Peksen (2018) argue that sanctions influence the economic elites more severely,

even triggering a financial crisis.

Carmichael et al. (2022) contend that lenders will want to ensure that any transaction
they enter complies with all relevant sanctions regimes, because a breach of sanctions
legislation may result in them being liable for civil and or criminal penalties.
Furthermore, a breach of any sanction’s regime can lead to serious damage to their
reputation. Carmichael et al. (2022) further assert that these risks can lead to sanctions
clauses that are more restrictive and broader than the sanction laws application to the
borrower or even the lender itself. Sanctions legislation is especially difficult to
navigate intra-financial institutions, without clear policy guidelines regarding which
regimes apply and when. This is partly due to the complex and ever-changing nature
of sanctions regimes (Carmichael et al., 2022). To ensure that lenders are compliant
with applicable regimes it is vital for lender to initially carry out a thorough due
diligence process on the borrower, any relevant group company and the jurisdictions
in which they operate (Mertens, 2024). The details will be transaction specific but
should generally address whether a transaction involves a sanctions target which can
be a country or any organisation, either directly or indirectly (Carmichael et al.,
2022). The lender should also ensure details of any other business the borrower or
any member of the borrower’s group, may have with any sanctions target and a
description of the activities any financial sums involved and the proportion of the
business activities that relate to the sanctions target (Carmichael et al., 2022). Broad
sanction clauses that are too restrictive may hinder the borrower and prevent it from

carrying out its ordinary course of business, which could lead to an increased risk of
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the default. However, the borrower should also be mindful of the rigorous
compliance requirements that lenders must comply with and where a borrower is not a
politically exposed organisation associated with outside influences, there is no reason
to impose especially stringent international measures that the borrower may or may
not be able to comply with. Mertens (2024) opines that whether sanctions provisions
need to be included in a facilities agreement will depend on the nature of the
transaction and the outcome of the lenders’ due diligence on the borrower. The
authors further opine that in each transaction where sanctions provisions are included
the parties will need to agree on what the consequences of a breach by the borrower
will be. A breach of these provisions may trigger the stopping of drawings,
mandatory prepayment of the loan to any affected lender, unrestricted right for any
affected lender to transfer its interest and call on default clause (Carmichael et al.,
2022). Whether a breach triggers an event of default is a key issue for a borrower. A
key benefit for the lender in making a breach of these contractual provisions an event
of default is that if the borrower fails to comply the lender can accelerate the loan and
take enforcement action (Carmichael et al., 2022). This has traditionally been the
position taken by lenders, although borrowers have increasingly argued that this goes
too far because of the extensive consequences that arise such as triggering cross-
defaults (Mertens, 2024). A more suitable approach would be for any breach of a
sanctions clause to be considered a mandatory prepayment event particularly so in
syndicated transactions, where each lender will want to determine for themselves
whether to exit the loan agreement in the vent or such a breach occurring (Carmichael
et al., 2022). However, even bilateral tractions will benefit from a breach being a
mandatory prepayment even since such events will still enable the lender to be
prepaid and to cancel any outstanding commitments if it would be unlawful to
continue to participate in the loan. Ultimately both the borrower and lender will
benefit for a borrower the risk of cross default is limited and for lenders there will be
no requirement for a majority lender instruction as is often the case when enforcing
events of default (Mertens, 2024). Although sanctions clause has become a standard
component of the LMA loan documentation, the content thereof has not yet been
agreed on. Often lenders include broad and restrictive provision because there is no
standard market practice especially intra-financial institution where each has its policy

guidelines regarding which regimes apply.

92



The economic relations between Europe and Iran, by contrast, which were shaped
mainly by their political relations, have deteriorated for several reasons, such as
allegations of violations of human rights in Iran and the country’s nuclear programme
(Ghodsi, 2019). After the Islamic Revolution in 1979 and the hostage crisis Iran’s
relations with the United States turned into long-term animosity, leading to the
imposition of the first US economic sanctions against Iran. Following the first UN
Security Council Resolution, the EU Council also imposed sanctions against Iran with
the adoption of EC Regulation 423/2007 of 19 April 2007.

Nonlinear autoregressive distributed lag (NARDL) following Shin et al. (2014) was
applied to estimate the impact of sanctions on bilateral trade flows, taking the
asymmetric impact of real exchange rates on bilateral trade flows into consideration.
However, very few econometric studies have been showing the economic impact of
sanctions (Felbermayr et al., 2019). Since World War | and especially in the past two
decades, economic sanctions have become popular instruments for foreign policy.
Wars and military confrontations have been replaced by liberal alternatives to war that
take the form of economic sanctions and trade protection measures. In recent years
sanctions have been focused on the sources of income most valued by those
responsible for the key undesired policy decisions, rather than the whole economy of
the sanctioned country. Portela (2016) argues that in the 1990s the humanitarian
impact of general sanctions against the whole economy of the sanctioned country led
to the creation of targeted sanctions against those whose actions should be
condemned. The consequences of the general sanctions indicate that they are
typically found to be ineffective in changing the policies of the sanctioned country. In
other words, general sanctions have rarely achieved their ultimate objectives.
Moreover, sanctions imply costs for the imposing country as well, which limits their
effectiveness in achieving their main objectives. The reduction of bilateral trade
because of sanctions is not only an obstacle for the sanctioned entities and the
sanctioned country to survive and evolve, but it also affects the revenues of the
companies in the sanctioning country that were engaged in trade and business
relations with the sanctioned country. Crozet and Hinz (2016) find large negative
impacts on trade between Russia and many EU members due to sanctions imposed
against Russia. Therefore, these sanctions have contributed to losses for both the

sanctioned and the sanctioning countries. Torbat, (2005) as cited by Ghodsi, et al.
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(2022) found that the financial sanctions imposed by the US against Iran had a more
powerful impact than trade sanctions. This was mainly because of the inability of Iran
to finance its imports, leading to larger foreign debt, currency depreciations, exchange
rate volatilities, long run instability and welfare loss. Felbermayr et al. (2019) apply
the gravity framework to estimate the impact of sanctions on bilateral aggregate trade
values during the period 1950-2016 in Iran. They used the Global Sanctions Data
Base and found a significant negative impact of sanctions against Iran on its bilateral
trade flows. Using a general equilibrium framework of the gravity model, their
counterfactual scenario suggests that Iran’s real per capita income would have been
larger by only 4.2% if there had been no sanctions against Iran. Using Iranian
customs data, Haidar (2017) finds evidence of export deflection and re-exporting
through third-party countries after the imposition of UN non-oil export sanctions in
2008. Exports became more expensive in the destination country it produced lower
revenues for Iranian exporters. Iran’s imports of goods became more expensive,
causing prices to soar and inflation to rise during the sanction years. Ghodsi, et al.,
(2022) cites (Shin et al., 2014), on the asymmetric impact of the real exchange rate on
traded values considered to provide robust and unbiased estimations of the impact of
sanctions on trade. The results indicate that general sanctions have strongly hampered
trade flows between the two trading partners. The impact of general sanctions on total
imports from Iran is more than four times stronger than on its total exports to Iran.
Moreover, the EU’s general sanctions have hampered trade in almost all sectors,

except for the primary sectors.
2.10.3 Trade Control Sanctions include the following.

a) Import and export quota.

b) Limiting exports, embargoes, on the target country.

¢) Limiting imports of the target country through boycott.
d) Tariff policy against the target country.

e) Cancellation and suspension of trade agreements.

If export restrictions are imposed or if sanctions prohibit companies in the imposing
country from trading with the target country, the imposing country may lose markets
and investment opportunities to competing countries. Hatipoglu and Peksen (2018)

contends that countries generate greater economic benefits from engaging in free
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trade than from pursuing economic independence. Various forms of government
intervention in trade, such as tariffs, quotas, and taxes, discourage economic
interaction between states and reduce the gains from free trade. Economic sanctions
are a form of government action by senders of sanctions that are designed to block
specified categories of trade or investment in the target country. A consequence of
sanctions is that the more successful sanctions are at restricting the supply of goods to
the target, the higher the price of those goods becomes in the targeted country. As the
price of goods in the target rise above world prices, the incentive for third party
countries to step in and replace the supply of the goods also rises. In the country
imposing sanctions, the goods that are restricted will become cheaper as supply
increases due to a reduction in available markets due to sanctions. This will result in
an increased use of domestic transportation in the sender as goods previously destined
for international markets are now consumed at home. In the second year of sanctions
there is little effect of sanctions on targets, as targeted states are able to make
adjustments to compensate for restrictions to their trade. It is well established that
countries generate greater economic benefits from engaging in free trade than from

pursuing economic independence.

Various forms of government intervention in trade, such as tariffs, quotas, and taxes,
discourage economic interaction between states, and reduce the gains from free trade.
States frequently choose economic sanctions as a foreign policy tool. By blocking the
targeted country’s access to the benefits of foreign trade, sender states seek to coerce
the targeted state into changing some type of policy to have the sanctions removed. In
addition to imposing restrictions on specific goods that the targeted country would
prefer to acquire through trade, sanctions may also seek to constrain its access to
capital (Biersteker et al., 2016). Restrictions on trade and finance that are associated
with sanctions are generally designed to impose an economic cost on the targeted
state’s economy, with a comparably smaller cost to the sending state. Sanctions have
been imposed by international organizations, such as the United Nations, which
receives its sanctions authority from article 41, Chapter VII, of the U.N. Charter.
Sanctions have also been imposed by regional groups such as the European Union and
Organization of American States and by individual states. The clearest justification
for sanctions derives from the UN Charter, but international law also provides for the

use of unilateral sanctions under certain conditions.
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Specific countermeasures include developing alternative suppliers of sanctioned
goods and capital and increasing levels of domestic production of the sanctioned
goods. Both measures will entail short term costs as the target adjusts its economy to
accommodate for sanctions. Long term effects of sanctions may be less significant if
the target is able to make the necessary changes required to survive without the
sanctioned goods. In addition to the direct impact, the reduction in export volumes is
expected to generate spillover effects in various sectors of the targeted state’s
economy in the short run. However, in the long run these negative impacts may
dissipate and undermine the intended sanction effects in the targeted foreign economy

due to adjustment to sanctions.

Mirkina (2018) contends that governments have placed embargoes and travel bans on
other governments and their officials in the hope that falling volumes of foreign trade
and investment will force the target states to succumb to harsh economic
consequences and to change their policies. Early findings from the studies on
economic coercion showed that its use had significant negative effects on target
states, particularly in combination with military intervention. However, in the late
1990s there was a change based on the overwhelming evidence that only a moderate
share of the coercion cases could be called successful. This was on the basis that
there was no great toll on the targeted country that it would force a change in its
policies or a government replacement (Jones, 2015).

The mediocre success of coercion episodes comes primarily from the fact that the
restrictions and barriers established by one state could be seen as business
opportunities by others. Several types of sanctions are aimed at restricting trade flows
in the most sensitive sectors, imposing travel bans on government officials or limiting
access of national banks to the global financial market. That as it may, FDI could in
some instances help to substitute for a large share of import flows and loaned
financial resources (Peksen & Peterson, 2016; Hatipoglu & Peksen, 2018). Moreover,
the rise of FDI in the past 50 years led to a greater mobility of both production and
capital across countries. In a globalised world, sanctions intended to harm the host
economy could lead, in fact, to a salient growth in the auxiliary flows from other
sources (Hatipoglu & Peksen, 2018). Such growth could not only secure the target's

independence from the relations with the imposer of sanctions, but also have a
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consolidating effect on its economy, change the structure of its trade networks and
diminish the sanctions success. On the other hand, if multinational companies at once
decide to move their investment elsewhere due to increased risks in the sanctioned
country, such a move could have a devastating economic impact on the target even
when trade sanctions are not as harmful per se (Hatipoglu & Peksen, 2018).
Therefore, ignoring the capital expenditure and sanctions nexus could misguide the
interpretation of coercion research findings and mislead policy decisions. This
research study fills this gap in the literature by examining data of coercion for a
country under sanctions such as Zimbabwe. Studies still in existence provide mixed
evidence for the effects of economic sanctions imposition on target economies,
particularly on their inflow of capital expenditure. Three factors may explain why
there is still no consensus regarding the economic effects of sanctions.

Ghodsi, et al. (2022) aver that the European Union (EU) has been using economic
sanctions both as a foreign policy tool and as a liberal alternative to military action.
They assert that since 2006, it has been implementing general sanctions against the
whole economy of Iran, affecting their trade relations and from 2007, following the
imposition of sanctions by the UN Security Council, it has also been using smart
sanctions targeting Iranian entities and natural persons associated with the country's
military activities. Ghodsi, et al. (2022) in a nonlinear autoregressive distributed lag
(NARDL) model, investigated the impact of general and targeted EU sanctions
against Iran on quarterly bilateral trade values between the 19 members of the euro
area (EA19) and Iran between the first quarter of 1999 and the fourth quarter of 2018.
In a robustness NARDL specification, trade between Iran and the 28 members of the
EU is analysed. In addition, a gravity model of bilateral trade between Iran and the
EU member states was run in a robustness check (Ghodsi, et al., 2022). The results
indicate that the EU's general sanctions have strongly hampered trade flows between
the two trading partners in almost all sectors, except for the primary sectors.
Furthermore, their study found that the impact of smart sanctions targeting Iranian
entities and natural persons is much smaller than the impact of general sanctions on
total trade values and the trade values of many sectors. Smart sanctions affect the
exports of most sectors from the EA19 and the EU28 to Iran, while they are

statistically insignificant for the imports of many sectors from Iran.
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2.10.4 Blacklisting the Target Country which includes the following.
The blacklisting of target countries and organisations includes the following actions:

I.  Blacklisting target companies so that they are unable to do business
with other countries;
ii.  Blacklisting of the countries that are doing business with the targeted
country;
iii.  Enforce behavioural change; and
iv.  Ban on export of technology.

The purposes of sanctions are to enforce behavioural change. Splinter and Klomp
(2021) have found weak but significant, positive effect of economic sanctions on the
likelihood of a growth deceleration. Ghomi, (2021) avers that sanctions are a popular
political instrument that is used to force countries to comply with international
agreements and laws. Sanctions, along with poor domestic policies, resulted in a

significant and huge negative impact on the Iranian economy.

Investors are afraid of high-country risk and blacklisting by the powerful countries
imposing the sanctions. Access to markets becomes elusive and expensive. Ozdamar
et al. (2021), state that economic sanctions are restrictions over economic activity
imposed by international actors on a targeted country for a specific purpose to enforce
behavioural change.

Ghomi, (2021) on effects of economic sanctions against Iran confirmed that economic
sanctions are associated with considerable costs in terms of real GDP losses that are
long-lived and can be considered as a credible punishment for countries under the
sanction. Gharehgozli (2017) indicates that for the first 3 years after the imposition of
the sanctions in Iran were costly to the country. He goes on to state that vulnerable
groups might significantly suffer from any political and economic volatility caused by
international sanctions due to their disadvantaged position in society and minimised
access to the resources and rents. Frank (2018) finds a significant negative effect of
sanctions on trade, while Kohl and Reesink (2019) cast doubts on the robustness of
economic sanctions. Hinz (2017) studied the global effect of recent sanctions on
Russia, Iran, and Myanmar and found that the overall cost of these sanctions in 2014
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was about US$50 billion, which is equivalent to 0.4% of global trade. In another
study, Crozet and Hinz (2018) find that the costs of the sanctions and counter
sanctions on Russia in 2014 were around 7.4% of its total exports. Rasoulinezhad
(2017) and Haidar (2017) show that the international sanctions imposed on Iran after
2006 enormously changed its trade patterns, shifting trade flows from European

toward Asian countries.

Berlin (2022) contends that sanctions imposed on Russia after its invasion of Ukraine
are argued to be the strongest and farthest-reaching imposed on a major power after
World War 1, more numerous and more comprehensive than all other measures
currently in force against all other sanctioned countries. The study goes on to indicate
that sanctions certainly have significant effects. The study asserts that sanctions are
restrictions imposed on a country by one or more other countries with the intent to
pressure some desirable outcome, condemn and punish some undesired action already
taken by the target country. When evaluating sanctions, the focus is on whether they
succeed to discourage the course of action being pursued by the target country. The
study indicates that implemented sanctions fail at the threat stage. The study goes on
to state that if the threat of a well specified and credible retribution did not deter the
receiving part from pursuing the sanctioned course of action, it is because they
reckoned that the target country can afford to ignore the sanctions. Furthermore,
unless this punishment goes beyond what was expected, in scope or in time, its
implementation will also fall flat. Berlin (2022) contends that sanctions are a rather
blunt instrument that often cannot be targeted with precision. She goes on to aver that
once sanctions imposers take a course of action, it is usually not easy to remove the
sanctions because they rarely work in isolation. Crozet et al. (2020) contends that
sanctions affect trade between countries. But as what often happens, the most studied
outcome is GDP, as this is a measure that efficiently summarizes the whole economy
and correlates very nicely with many other outcomes. To investigate the effect of
sanctions on a target country’s GDP the problem is identifying an appropriate
counterfactual to observe what would have happened in the target country in the
absence of sanctions (Crozet et al., 2020). It is also an issue that the incidence of
international sanctions is often a product of a series of events in the target or sender

country.
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Ozdamar and Shahin (2021) assert that there is a relatively sizeable negative impact
on GDP, in a large group of countries over a long period of time. They aver that the
target country’s GDP per capita decreases on average by 4 percent over the two first
years after sanctions imposition and shows no signs of recovery in the three years
after sanctions are removed. Furthermore, they indicate that a reduction in GDP
growth that starts at between 2, 3 percent and 3,5 percent after the imposition of UN
sanctions and, although it decreases over time, only becomes insignificant after ten
years. Gutmann et al. (2021) contends that a lower growth rate compounds over time
experiencing a slower growth by 1 percent over ten years which implies a total loss of
almost 15 percent. Countries under threat of sanctions probably make efforts to avoid
punishment, which may imply that these countries are precisely the ones who would
be most negatively affected by the sanctions. Kwon et al. (2020) adopt a different
technique and come to a different conclusion when they used an instrumental variable
approach and found that standard OLS overestimates the negative effect of sanctions.
They find an instantaneous effect on per capita GDP that becomes insignificant in the
long run, just as if sanctions never happened. Berlin (2022) contends that The World
Bank has forecasted that Russia's 2022 GDP output will fall by 11.2% due to
sanctions by western countries. These numbers do not yet factor in the announcement
of the sixth EU sanction package, which famously includes an oil embargo. She goes
on the question whether these estimates are realistic and what would have been the
counterfactual development without sanctions. The debate about economic sanctions
as a tool of foreign policy is often restricted to a binary question on whether they
work or not. There is ample support in the literature studying sanctions to say that this
question is too simplistic. Even when there is no immediate success in reaching the
main aim of the sanction policy, they do cause damage, in many dimensions and such

damage is non-negligible.

Madanizadeh et al. (2019), using Business Cycle Accounting methods and
introducing five different wedges of efficiency, labour, investment, government, and
trade, in a small open economy, try to explain the severe economic recession in Iran
after the sanctions imposed in 2012. They find that a big part of the deviation of the
Iranian economy can be explained by the efficiency and the investment wedges, while
trade barriers had a relatively smaller explanatory power. Gharehgozli (2017),

applying synthetic control method, on the effect of the sanctions on Iran's economy
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after 2012 found that sanctions resulted in around 17% decrease in GDP during the
first 3 years with the highest negative effect of 12% drop happening in the first year.
Traditionally, sanctions were used as a political tool to weaken the government of a
specific country in times of conflict to induce a change in the policies of the targeted
government (Klaus et al., 2023). Sanctions are a common instrument of government
policy and yet in recent years, the scale, scope, and frequency with which sanctions
are imposed have increased, and this trend is predicted to continue (Economist, 2021;
van Bergeijk, 2021a). Rising geopolitical tensions suggest a possible further increase
in government interventions that constrain international trade (Meyer & Li, 2022;
Witt et al., 2023). Sanctions are used by a sanctioning government (the sender) to
induce, persuade, intimidate, or force a sanctioned government (the target) to stop
activities opposed by the sender (Felbermayr et al., 2021). International sanctions
often result in reversals in the development of market-supporting institutions and
create barriers for cross-border economic activities such as international trade and
inflows of FDI. Sanctions have economic consequences that are very broad, hard to
predict, and often include many unintended side effects (Klaus et al., 2023). Literature
on sanctions provides some indications of the magnitude and contingencies of such
effects whose direct effects usually pertain to international trade in goods and services

which resultantly decline (Demena, et al., 2021).

Since the end of World War 11, Aidt et al. (2020) count more than 1,400 incidences of
states being threatened with or targeted by sanctions. Sanctions inflict economic harm
to force the target country to change its policies or to comply with the sender state’s
interests. Detailed knowledge of the economic effects of sanctions is essential to
understanding if and how sanctions can achieve their goals. However, research on the
economic effects of international sanctions is far scarcer than research on their
political and humanitarian consequences. The limited empirical evidence suggests that
sanctions trigger financial crises (Hatipoglu & Peksen 2018). Reductions in trade
(Afesorgbor 2019; Crozet & Hinz 2020; Felbermayr et al., 2020b) and foreign direct
investment (Mirkina 2018) are likely transmission channels, but both can be
undermined by sanctions busters. Since the Islamic revolution of 1979, Iran has been
the target of countless sanctions aimed both at the oil industry and its financial
infrastructure due to the nation's military and political orientations (Nakhali et al.,
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2021). The authors further assert that in general there are two types of primary

sanctions:-

a) Trade Sanctions that are applied with the purpose of limiting or prohibiting
import of necessary goods or export of produced goods; and

b) Financial Sanctions that are applied with the purpose of restricting
international financial transactions and thus excluding the country from
financial markets, such as being excluded by swift. However, imposition of
financial sanctions in general achieves a more widespread and costly effect on
the target country than trade transactions. Financial sanctions cause trade
transaction costs to increase, whilst simultaneously increasing the exchange

rate.

Gustafsson and Magnebrink (2022) contend that on the effects of sanctions on
Iran, exports excluding oil initially decreased about 79% in the case of hard
sanctions. On the import side based on 2011-2013, exclusion from SWIFT
increased transaction costs and raised exchange rates that resulted in inflation in
consumer imported goods prices of 33%, investment imported goods 43%,
intermediate input imported goods 17% respectively all in the case of hard
sanctions (Gustafsson & Magnebrink, 2022). Furthermore, Nakhali et al. (2021)
finds a linear relationship between the severity of sanctions imposed and decline
in export, technology, and foreign investment in the oil industry. The authors
assert that the import transaction costs, and imported goods inflation increased
causing a decrease in consumption of imported goods. The decline in domestic
production of both oil and non-oil caused the GDP and GDP growth to decrease.
For example, in Iran, GDP decreased by USD75.5 billion during the first year of
the sanctions, while the export of goods fell by USD21.5 billion (Felbermayr, et
al., 2020).

Gutmann, et al. (2021) documents a significant negative effect of international
sanctions on GDP growth as well as on trade and foreign direct investment. The
findings have a causal interpretation, as they do not find a significant deterioration of
the state of the economy in the years before the imposition of sanctions. International
sanctions have been shown to worsen the target government’s respect for human

rights (Adam & Tsarsitalidou 2019). Sanctions can also be costly to the sender
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country, as illustrated by the sanctions against Russia after its illegal annexation of
Crimea in 2014 (Belin & Hanousek 2021; Crozet & Hinz 2020; Gullstrand 2020) or
against China after the Tiananmen Square Incident in 1989 (Webb 2020). And even
the conformity of international sanctions with the standards prescribed by
international law has become contested (Early & Schulzke, 2019). The humanitarian
consequences of international sanctions have side effects of a blunt policy instrument
that damage the target country’s economy (Webb, 2020). Furthermore, Madani
(2021) contends that there is a significant negative effect of international sanctions on
GDP growth as well as on trade and foreign direct investment. The effects of
sanctions are of economic relevance, such as a drop of 4 percent in the target
country’s GDP per capita during the first two years of a sanction episode. Aluoch
(2015) on economic sanctions on Sudan states that it contracted the economy of

Sudan at a rate of -11.2% per annum.

The measures range from comprehensive economic and trade sanctions to more
targeted measures such as arms embargoes, travel bans and financial or commodity
restrictions. Zimbabwe embarked on a land reform program that saw land transfer
from White minority farmers to the Black majority. Subsequently, Zimbabwe was
placed under sanctions by several countries which include Australia, Canada, Britain,
USA, and the European Union among others. These sanctions ranged from embargoes
on the defence industry, which meant Zimbabwe was completely barred from
importing military equipment from the imposing country, targeted travel bans and
freezing of assets. USA sanctions particularly outlined in the Zimbabwe Democracy
and Economic Recovery Act (ZIDERA) limit Zimbabwe from accessing external
lines of credit from key global financial institutions without its approval. A question
then arises on whether these sanctions are hurting the Zimbabwean economy.
Understanding their effects requires separation of transitory effects from long term

effects.

In the case of US sanctions, these companies were essentially banned from trading
with American companies. Their closure owing to a drop in financial viability meant a
loss of jobs for thousands of Zimbabweans. When people lose jobs, demand drops due
to the loss of incomes, which consequently causes a negative effect on economic

performance. In addition, the closure of companies linked to politicians on the
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sanctions list meant a drop in tax revenue base which, as a result, squeezed the
country’s fiscal space and limited the country’s treasury from financing the much-
needed infrastructural projects. Given the increased interdependence and the close
network of economic, trade and investment relations among Western countries,
economic sanctions are increasingly less likely to work (Smeets, 2018). However,
Nyoni (2019) contends that economic sanctions on Zimbabwe’s infrastructure,
especially roads, hospitals and sanitation systems are being neglected and thus fall
into disrepair due to economic sanctions. The author further argues that in Zimbabwve,
economic sanctions have significantly reduced the quality and quantity of clean water
and that Zimbabwe’s health sector is genocidal due to economic sanctions which have

reduced the capacity of the public health system.

Furthermore, Mazorodze, (2021) argues that another transitory effect of sanctions that
hurt Zimbabwe was the capital flight that naturally comes with negative news and the
imposition of sanctions was a negative development which attracted global attention.
Nyoni (2019) study on Zimbabwe’s economic avers that if nothing is done now,
Zimbabwe will continue to sink deep down into the sanctions-induced economic
doldrums. Empirical evidence indicates that economic sanctions are not only
predatory but also cancerous for any economy as the study shows that economic
sanctions imposed on Zimbabwe are detrimental to the economy. This is buttressed
by Mazorodze (2021) who asserts that the long-term effects of sanctions include but
are not limited to the brain drain which compromised Zimbabwe’s human capital base
the isolation and marginalization of Zimbabwe from the global financial hub which

hurts investment.

Mutanda (2023) contends that a corpus of literature has emerged on how economic
sanctions have harmed the economy because when the interests of the centre are
threatened, the backlash is severe as was the case with Zimbabwe. But critics say the
government is using the sanctions as a scapegoat for an economic collapse caused by
its own mismanagement and corruption (Magaisa, 2019; Mutongwizo, 2019; ZimEye,
2021). Prominent voices pointing beyond sanctions to the “real causes” of
Zimbabwe’s economic troubles have included journalist Ngaba Matshazi (2019)
Hopewell Chin’ono, and then United States of America Ambassador to Zimbabwe
Brian Andrew Nichols.
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It is true that, apart from embargoes on the defence industry, the existing sanctions do
not limit Zimbabwe’s access to global markets for its exports of goods, but they
significantly affect the volumes of Zimbabwe’s exports in so far as they undermine
the country’s productive capacity (Mazorodze, 2021). There is a direct positive
relationship between a country’s productive capacity and the volume of its exports

with the resultant effects on GDP.

There might be a genuine concern that sanctions coincided with the land reform
program in Zimbabwe and therefore the simulations could simply be confusing or
picking the effect of the land reform program. These countries include China, the
Democratic Republic of Congo (DRC) and Iran whose volume of exports could have
been higher without sanctions even in these countries where the imposition of

sanctions did not coincide with a land reform exercise.

Mararike (2019) contends that sanctions negatively affect the economy of Zimbabwe.
He goes on to state that the cost of economic sanctions imposed against Zimbabwe
destroy the infrastructure especially roads, hospitals and sanitation systems which are
being neglected as they fall into disrepair due to economic sanctions (Mararike 2019).
According to an article by the Ministry of Foreign Affairs and International Trade
(2019), published in The Herald it states that sanctions led to the drying up of
traditional sources of external finance from the International Financial Institutions
(IF1s), with the country receiving no support from the African Development Bank
since 1998, the International Monetary Fund (IMF) since 1999 and the World Bank
since 2001. The IFIs stopped their support to Zimbabwe by instituting several
suspensions on Balance of Payment support, technical assistance, voting and related
rights by the IMF and declaration of illegibility to access fund resources. The article
goes on to aver that due to Zimbabwe’s failure to honour its financial obligations to
the IMF and World Bank since 1999, the Bretton Woods Institutions suspended
Balance of Payment support and technical assistance. Consequently, the country’s
external payment arrears continually increased from US$109 million in 1999 to
US$5.4 billion in 2017. The arrears have been rising, at more than 70 percent of total
public and publicly guaranteed external debt. Regrettably, the lending program from
the World Bank is inactive due to accumulated arrears and sanctions. With effect from
October 2000, the World Bank placed all its International Bank of Reconstruction and
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Development loans and International Development Association credits to, or
guaranteed by, Zimbabwe in non-accrual status, resulting in the country being unable
to access any loan. The combined effect of the arrears situation and sanctions has
resulted in Zimbabwean companies finding it extremely difficult to access offshore
lending, thus, crippling their operations (Foreign Affairs and International Trade,
2019).

Due to the absence of Balance of Payment support, Zimbabwe's Balance of Payment
position has been deteriorating significantly since the imposition of sanctions. The
sanctions have branded Zimbabwe and its entire financial linkages with the rest of the
world as substantial risk, thereby making the country a compelling target for de-
risking interventions by lending correspondent banks in the USA and Europe (Foreign
Affairs and International Trade, 2019).

Sanctions can result in multiple consequences with varying intensities depending on
factors such as who has imposed them and the targeted areas. Targeted economies
may face consequences ranging from economic downfall, while some sanctions may
strengthen targeted economies as averred by Park (2014): 202-3). Evaluations of the
overall economic effects of sanctions on targeted economies focus on detecting
changes, after sanction imposition, in the GDP or GDP growth rates as contended by
Neuenkirch and Nuemeier (2015). Sanction-related country risks and targeted
restrictions could lead to higher volatility in stock indices as in Russia as asserted by
Ankudinov, lbragimov, and Lebedev (2017), while unanticipated sanctions
contributed to higher currency volatility as asserted by Dreger et al. (2016).
Economies targeted on sanctions may experience multiple political consequences,
such as weakening some regimes. Some economic sanctions are explicitly aimed to
inflict political costs on targeted regimes. Sanctions are important for the domestic
politics of targeted economies and threats especially of multilateral sanctions increase
political activity in targeted states due to their signalling effect of outside support to
opposition as contended by Grauvogel, et al. (2017). How targeted regimes respond
to sanctions regimes targeted by sanctions rarely try to counteract the impact of
sanctions but pursue policies and strategies that magnify the sanctions’ negative effect
on the economy. The targeted regime looks for ways out of the sanctions, to continue

with its strategy until the sanctions end (Oechslin, 2014).
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2.11 Country-Specific Studies

Some empirical literature was undertaken by Adu and Ackah (2015) who investigated
government expenditure in Ghana. The study investigated the relationship between
economic growth and government spending at the disaggregated level with an
Autoregressive Distributed Lag (ARDL) model with annual data spanning from 1970
to 2010 to advice policy makers on the dynamics of growth. The study concluded that
in both the long-run and short-run, government capital expenditure has a significant
negative impact on economic growth. It further suggested for a fiscal discipline and
efficiency in disbursement of capital expenditure to trigger positive benefits in the
future. In the light of that, this study delves deeper into capital expenditure by taking
into consideration total capital budgetary expenditure and its relationship with

economic growth,

Infrastructure plays a vital role in global economic progress and its improvement is a
key ingredient of economic growth, in general, and for Africa, in particular (Calderon
et al., 2018). Infrastructure development impacts economic growth in different ways,
such as decreasing transaction costs and raising production in the economy as averred
by AfDB (2018a) who identify infrastructure development in Africa as vital for
fostering economic growth. Owusu et al. (2019) studied the impact of infrastructure
development on economic growth in sub-Saharan Africa with special focus on Ghana
using autoregressive distribution lag for the period 1980 to 2016. The ARDL was
used to determine the long run and short run impact of infrastructure on Ghana’s
economic growth using data obtained from the World Bank’s World Development.
Their findings indicated a significant relationship between infrastructure development
and economic growth. This finding was buttressed by Etensa et al., (2023) on their
study on infrastructure development and economic growth in East Africa using panel
ARDL Approach. The result shows that the relationship between infrastructure
development and economic growth depends on the level of capital formation in East
African countries (AfDB, 2018a). Furthermore, infrastructure development gquantity
has a positive and significant effect on economic growth and recommends that East
African countries should adopt strategies and policies that will increase the quantity
and quality of infrastructure development, as well as a capital formation strategy

accompanied by human capital development and high institutional quality (Ghouse
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etal.,, 2018). The descriptive analysis shows that there is a deficiency in
infrastructure quantity and quality development in East Africa, in general, and in the
selected countries, in particular, even if some countries like Kenya and Zimbabwe
show better infrastructure development in all sectors. The co-integration test implied a
long-run relationship between infrastructure development and economic growth in
Eastern Africa. The findings of this study reveal that there is a positive long-run
relationship between infrastructure development quantity and economic growth
(Kripfganz, 2019). Mudassaar and Rehman (2019) contend that the negative
relationship between economic growth and human capital is heightened when
corruption diverts human talents to rent seekers and increases transaction costs. This
result strongly agreed with the results of Olatunji and Charles (2017) for Nigeria, who
found the same results for South Africa. The study by Mbulawa, (2021) aimed to
empirically examine the impact of trade and investment on growth within the
Southern African Development Community (SADC) using annual data for the period
from 1994 to 2019. The study used Autoregressive Distributed Lag (ARDL) which
explains relationships in both the short and long run (Goh et al., 2017; Kalai &
Zghidi, 2019). The analysis was on the interplay among variables in both the short
and long run based on past studies that suggests that trade and investment explain
growth in developing nations (Zahonogo, 2016; Rodrik, 2018). However, other
studies suggest negative growth (Melitz & Trefler, 2012, Dix-Carneiro & Kovak,
2017) as confirmed in studies by Muhammad et al. (2020). The findings of the study
on SADC confirmed the existence of growth led by trade and investment and that

there is cointegration between economic growth, trade, and investment.

It is evident from the literature reviewed that there is consensus on the relationship
between government capital expenditure and economic growth. In some cases, the
findings were a positive relationship and in some a negative relationship. On
corruption it results in increased cost of infrastructure. On sanctions it results in

restrictions on and scares investors.

More discussion should have been centred on the relationship between intervening
variables and capital expenditure as well as capital expenditure and economic growth.

This is the main trust of the study.
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2.12 Research Gaps

The government is responsible for driving the economic agenda of a country through
creation of business-friendly environment. Government also stimulates economic
development through deployment of financial capital expenditure with downstream
development. The Zimbabwe economy has of late not been growing significantly as
per the African Development Bank, the World Bank and IMF published statistics.
However, huge financial capital expenditure has been deployed with no noticeable
economic growth. It is important to research whether the financial capital
expenditures had any effect on GDP. Studies have examined the relationship between
total government expenditure and economic growth and their findings were that it has
negative effect on economic growth (Shkodra et al., 2022 and Kirikkaleli & Ozbeser
2022). Other studies found that total government expenditure has negative effects on
economic growth (Phiri 2019, Onifade et al., 2020).

However, there has been no exhaustive research to establish the effect of capital
expenditure on economic growth amid corruption and sanctions in Zimbabwe. This
study empirically examines this relationship. This study, therefore, tests the dual
moderating effects of corruption and sanctions in the relationship between
government financial capital expenditure and economic growth. The Independent
Variables are Capital Expenditure and the Dependent Variable is Economic Growth.
Moderating variables are Corruption and Sanctions. The study tested the effect of
government financial capital expenditure on the dependent variable that is, the GDP
growth. The study also tested the effects of corruption and economic sanctions as

moderating variables on capital expenditure impacts on economic growth.

2.12.1 Research study objectives findings knowledge gaps and how the current
study filled them.

2.12.1.1 Capital Expenditure and Economic Growth

The recent studies by Karnane and Quinn (2019), Murad and Alshyab (2019) Pushak
(2017), and Acemoglu et al. (2019) have investigated the effects of democratisation
and corruption on the country economy. The study of Karnane and Quinn (2019)

utilized a panel data set of 157 countries covering 1996 to 2014 to investigate the
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influence of ethnic fractionalization and corruption on economic growth. The
evidence shows that ethnic fractionalisation and corruption inversely influence
economic growth. This finding by Murad and Alshyab (2019) reported that political
risk always slows down economic growth in many countries. However, the recent
study of Asteriou and Spanos (2019) offers a different perspective, such as the
relationship between financial development and economic growth may change over
time, especially at the pre and during the global crisis period. As is evident from the
literature, there is no consensus about the possible causal relationship between
economic growth and financial development; therefore, this study tests corruption and
economic sanctions in Zimbabwe as moderating variables and used aggregate GDP as

opposed to sectoral GDP.
2.12.2 How the current study filled the gaps
2.12.2.1 The GDP Growth Rate

There is a short term and long run significant effect on GDP growth on the
moderating effects of corruption and economic sanctions impacts on capital
expenditure on economic growth. The study investigated the moderating effects of
each variable corruption and economic sanctions on government capital expenditure.
There are however other factors of economic growth, such as high inflation and
political risk on the country which have not been captured as part of the moderating
variables. The study used aggregate GDP as opposed to sectoral GDP as contended by
Abdinasir (2013) to understand the nature of the association between economic

growth and total financial capital expenditure in Zimbabwe.

2.12.3 Study objectives findings knowledge gaps how the current study filled
them.

2.12.3.1 Corruption

that eight European Union countries have significant relationship between
government spending and economic growth, other sectors were excluded — this was
conducted over a decade ago. Dreher and Herzfeld (2005) reviewed the empirical

literature on the economic costs of corruption. Corruption increases infrastructure

110



capital expenditures with some effects on GDP growth in a country. Investigated the
impact of corruption on capital expenditure in Zimbabwe and identified corruption as
a direct moderating variable. The study focused on effect of corruption on
government capital expenditure which is seen as an enabler for economic growth.
The level of economic growth is a function of the level of corruption impact.

Corruption is regarded as cancerous in Sub-Saharan Africa.

2.12.4 Study context objectives findings knowledge gaps and how the current
study filled them

2.12.4.1 Economic Sanctions

Sanctions were identified as a direct variable with a moderating effect of capital
expenditure impacts on economic growth. O’Driscoll, (2017) asserts that it has
negative impact on economic growth. This was tested in the Zimbabwe context.
Ozdamar et al. (2021) state that sanctions imposed by international actors restrict
economic activity. This was tested to validate whether this is the case in Zimbabwe.
Park (2014): 202-3) averred evaluations of the overall economic effects of sanctions
on targeted economies focus on detecting changes, after sanction imposition, in the
GDP or GDP growth rates Neuenkirch and Neumeier (2015). They were tested on
their effects on GDP or GDP growth rates.

Sanctions decrease financial flows between countries imposing them and the targeted
country as contended by Besedes, et al. (2017). Economic sanctions affect the
economy through failure to attract quality investment and technology due to high-
country risk and blacklisting by the imposing countries. This was not tested as it is
not a direct variable on capital expenditure impacts on economic growth.

2.13 Conceptual Framework

A conceptual framework brings together the relationship between capital expenditure
and economic growth. It shows how the intervening variables of concern relate to the
study. It is as an invaluable organising tool, focal point, mental map, and blueprint
for the entire study as contended by Van der Waldt, Gerrit (2020). The authors
further assert that it explains the path of a research and grounds it firmly in constructs.

Adom, et al. (2018) contend that the conceptual framework gives life to research.
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Research without the conceptual framework is difficult in ascertaining the academic
position and the underlying factors on the hypotheses. It is based on existing theories
in the literature which has been tested and validated by other scholars. The conceptual
framework was the model that grounded the study, clearly showing the hypothesis.
Ravich and Carl (2016) aver that a conceptual framework reflects the thinking of the
entire research process. Latham (2017) further argues that the entire methodology

must agree with the variables, as well as their relationships and context.

The overall aim of the framework was to make research findings more meaningful
and acceptable to the constructs in this research and ensured generalizability. It
assisted in stimulating the research while ensuring the extension of knowledge by
providing both direction and impetus to the research inquiry. Ravitch and Riggan
(2017) view a conceptual framework as a visual representation of a study’s main
concepts depicting the key concepts and their relationships. Gerrit (2020) contends
that conceptual framework shows the key variables to be studied and the presumed
relationships between them. It guided the research does not deviate from the
confines of the accepted theories making academical final contributions. It provided
the structure which showed how to define the study philosophy, epistemology, and
methodology (Ravitch & Carl, 2017). These authors concur that conceptual

framework situates and contextualise formal theories as a guide.

The researcher designed the Conceptual Framework. The study used it to explain the
relationship that existed between the variables of concern, the depended and
independent variables. It logically showed how the research inquiry was undertaken.
The framework consisted of concepts that were interconnected to explain the
relationships between them. It was used to answer the research problem, test theories
and control the context of a research inquiry. The conceptual framework is as shown

below.
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CONCEPTUAL FRAMEWORK

CORRUPTION

4

CAPITAL EXPENDITURE { ECONOMIC GROWTH

SANCTIONS

Figure 2.1: Conceptual Framework
Source: Author’s design (2023)

The Conceptual Framework postulated that financial leakages H1 and economic
sanctions H2 are exogenous factors with moderating effects on capital expenditure
and ultimately on economic growth. It showed how they moderated on the
relationships between capital expenditure and economic growth through H1 and H2.
The conceptual framework posited that government capital expenditure has positive

effects on economic growth H3.

The deployment of the capital expenditure was targeted to become the engine for
economic growth. However, the economic growth rates were declining. In 2010, the
growth rate was 19.67%. In 2013 it declined to 2.0%. In 2016 it had declined further
to 0.7%. In 2019 and 2020 it was negative (-7.4%) and -7.8% respectively. During
the period 2009 to 2019 the country was using a stable currency the United States
Dollars as the currency of trade due to dollarisation. The period 2020 to 2022 the
country was using multi-currency inclusive of the local currency and United States
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Dollar. The economic growth rates figures were from The World Bank as per their

2022 report. It was assumed that The World Bank figures are credible.

The Financial Leakages moderate the efficacy on capital expenditure in line with
hypothesis H> which states that public sector capital expenditure financial leakages
have negative effect on economic growth. They result in financial haemorrhage
making resources allotted for capital expenditure not fully utilised for the intended
purposes. Corruption undermines the full impact of allocated public resources. The
following four pathways of financial leakages have negative effects on economic
growth:

1. higher public investments

2. lower government revenues

3. lower expenditures on other categories of public spending, such as health and
education

4. lower quality of public infrastructure.

The cost on infrastructure therefore balloons while the achievement of the

infrastructure remains constant if not ineffective.

The conceptual framework shows economic sanctions as a significant moderating
variable on economic growth. They are restrictions over economic activity imposed
by international actors. Splinter and Klomp (2021) have found weak but significant,
positive effect of economic sanctions on the likelihood of a growth deceleration. In
Sub-Saharan Africa trade sanctions, multilateral sanctions and sanctions aiming at the
business sector which cause sudden negative growth accelerations is common. The
infraction shown in the framework relates to economic sanctions by USA through the
Zimbabwe Democracy and Economic Recovery Act of 2001 and European Union
Common Position 2002/145/CFSP. The sanctions increase the cost of doing business
for both local and foreign investors by raising the country risk factor high. The
country becomes an unattractive investment destination. This is need to fully expand

the framework in line with literature as this is the major contribution of the study.

2.14  Chapter summary
This Chapter looked at the relevant theoretical and empirical studies on the

moderating effects of corruption and economic sanctions on capital expenditure
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impacts on economic growth.  The theoretical literature review helped in the
identification of gaps in the explanation of new and emerging research gaps. It
concluded by identifying the gaps to be filled by this study. Empirical research on the
economic impact of capital expenditure on economic growth has been carried out
extensively in developed and developing countries both in the past and in recent
years. However, circumstances differ from country to country due to peculiar
inhibitory factors which affect them differently. The link between public capital
expenditure and economic growth has continued to generate a series of debates with
some scholars concluding that the effect of capital expenditure on economic growth is
positive through an increase in productivity. The increase in government expenditure
could be because of the desire to grow the economy through fiscal policy intervention.
However, this also led to a policy dilemma of whether more public budgetary central
government capital expenditure always resulted in economic growth. Corruption is
diversion of funds from iterative process. It is prevalent in both developed and
emerging countries and has increased with financial globalisation. Furthermore,
internationally, corruption has been found to have a range of adverse effects on the
economy and has in Africa reached cancerous proportions. Economic sanctions are
restrictions over economic activity imposed by one international actor on another with
a specific purpose. The intensity and probability of facing the economic impacts of
sanctions vary across different actors. Targets may face consequences ranging from
economic downfall to limited or no costs. Evaluations of the overall economic effects
of sanctions on targets focus on detecting changes, after sanction imposition, in the

gross domestic product (GDP) or GDP growth rates.

A conceptual framework was used to explain the path of the research and to ground it
firmly in constructs. The framework made the research findings more meaningful and
acceptable to the constructs in the research and ensured generalizability. It assisted in
stimulating the research while ensuring the extension of knowledge by providing both
direction and impetus to the research inquiry. It also enhanced the empiricism of the
research. The framework consisted of concepts that were interconnected to explain
the relationships between them and how to answer the research problem.  On
research gaps the government is responsible for driving the economic agenda of a
country through creation of a development friendly environment. Government also

stimulates economic development through deployment of financial capital
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expenditure with downstream development. It is important to research whether the
financial capital expenditures had any effect on GDP. There has been no exhaustive
research study to establish the effect of capital expenditure on economic growth in
Zimbabwe. The research thesis focused on moderating effects of corruption and
sanctions on capital expenditure impacts on economic growth. There are no previous
studies done on this relationship between capital expenditure and economic growth in

the midst of corruption and sanctions.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

Research is a well-structured inquiry about phenomenon for purpose of ascertaining
knowledge of logical conclusions. Social science research is dependent on organised
procedure to ascertain facts and known as research methods (Blckstone, 2018).
Quantitative research explains phenomena according to numerical data which are
analysed by means of mathematically based methods, especially statistics (Adedoyin,
2020). The quantitative research methodology is the collection of methods and rules
applied to the research as well as the principles, theories and values that support the
research approach (Somekh & Lewin, 2005) as cited by SHU Library (2020).
Quantitative research using secondary data was analysed to resolve the research
problem as contended by Sileyew (2020). The sources of the secondary data were
outlined to ensure relevant secondary data was used for analysis. The philosophy of
this quantitative research is positivism. It enables use and analysis of strategies such
as inferential statistics (Adedoyin, 2020).

Pandey et al., (2023) contends that quantitative research involves a systematic
investigation of a phenomenon. The authors aver that quantitative research measures
various characteristics and applies to phenomena that can be described using
quantitative values. Quantitative methods mainly identify patterns and averages,
predict outcomes, test causal relationships, and generalise results. A quantitative
research study meticulously records and verifies information which is almost always

in numerical form Neuman (2006) as cited by Pandey et al., (2023).
3.2  Research Philosophy

The philosophy of this research study is positivism. Positivism is an approach that
views the world as ‘out there’ waiting be observed and analysed by the researcher
(Zukauskas, et al., 2018). Theories that are built on positivism see the world ‘as it is’
and base their assumptions upon analysing physical elements such as states and
international organisations, which they can account for and ascribe values to
(Maretha, 2023). Positivism is therefore based on the study of facts and the gathering
of physical evidence (Ryan, 2018). It is related to the scientific view of the natural
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world as being one that operates via laws (such as gravity) that can be revealed by
careful study and observation (Ryan, 2018). Positivists assert that equivalent laws can
be revealed about the social world. Zukauskas, et al. (2018) contends that scientific
research philosophy is a system of the researcher’s thought, following which new,
reliable knowledge about the research object is obtained (Ryan, 2018). It is the basis
of the research, which involves the choice of research strategy, formulation of the
problem, data collection and processing or analysis of the data (Maretha, 2023).
Methodological choice, according to Holden and Lynch (2004) as cited by Zukauskas,
et al. (2018) should be related to the philosophical position of the researcher and the
analysed social science phenomenon. Only intermediary philosophical approach
allows the researcher to reconcile philosophy, methodology and the problem of the

research.

As a philosophy, positivism adheres to the view that only “factual” knowledge gained
through observation, including measurement, is trustworthy (Ryan, 2018).
Furthermore, the author contends that in positivism studies, the role of the researcher
is limited to data collection and interpretation in an objective way. In other words, the
researcher is an objective analyst and distances oneself from personal values in
conducting the study (Ryan, 2018). In these types of studies research findings are
usually observable and quantifiable. Positivism depends on quantifiable observations
that lead to statistical analyses. It has been a dominant form of research for decades. It
has been noted that as a philosophy, positivism is in accordance with the empiricist

view that knowledge stems from human experience (Collins, 2010).

Positivism philosophy involves the use of existing theory to develop hypotheses to be
tested during the research process (Park, et al., 2020). Positivist researchers tend to
use highly structured research methodology to allow the replication of the same study
in the future (Park, et al., 2020). Science can be specified as a cornerstone in
positivism research philosophy. Specifically, positivism relies on scientific approach
which assumes that X causes Y under certain circumstances (Park, et al., 2020). The
role of researcher when following the scientific approach is to discover specific nature
of cause-and-effect relationships. It is mechanical, in nature of scientific approach
that can be explained in a way that researchers develop hypotheses to be proved or
disproved via application of specific research methods (Park, et al., 2020). This leads
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to the fact that science uses methods that are applied mechanically to operationalize
theory or hypothesis. Application of methodology involves selection of
measurements, analysis and reaching conclusions about hypotheses (Park, et al.,
2020).

The term positivism is derived from philosophy that appears in the works of Francis
Bacon in the 16th century (Maksimovic & Evtimov, 2023). Positivism is based on a
rationalist, empiricist philosophy that originated with Aristotle, Francis Bacon, John
Locke, Auguste Comte, and Immanuel Kant (Maksimovic, & Evtimov, 2023).
Positivism is a scientific paradigm rooted in empirical philosophy with very broad
influence in various fields of science (Maretha, 2023). August Comte was an 18th
century French philosopher known as the founder of positivism. In positivism,
everything or phenomenon must be able to be measurable (Maretha, 2023). The role
of positivist philosophy in the aspect of learning methods can be seen from two
things, namely positivist philosophy plays a role in developing learning methods and
positivist philosophical thinking plays a role as a learning method (Maretha, 2023). It
is based on universal laws and emphasises the existence of a common reality. One of
the basic assumptions of positivism is the unity of science. There is no difference
between natural and social sciences as both are governed by laws and the essence of
every science is their discovery. Positivism follows Hume's radical conception that
knowledge does not exist outside of what can be observed (Loughlin, 2012). From
the empirical standpoint, quantitative research aims to test theory. This can be
achieved by questioning previous research and established theories, then postulating a
hypothesis and collecting and analysing data to see if the findings confirm or disprove

those theories (Maksimovi¢ & Osmanovic, 2020).

The positivism philosophy is the framework that guides how research is conducted
based on ideas about reality and the nature of knowledge as averred by Collis and
Hussey (2014). In positivism, reality is independent, and the researcher can observe
reality objectively. Positivism philosophy is an objective approach since it requires

the researcher to be free from bias and be an objective analyst.
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3.2.1 Ontological Aspect

The ontology of this study is that there is only one truth as contented by Slevitch,
(2011). The ontology of this research made meaning of the numerical data used in the
analysis. This ontology contributed to the development of the research question, its
significance and the approach to data analysis (Moroi, 2021). Understanding the
philosophical basis of science is critical in ensuring that research outcomes are
appropriately and meaningfully interpreted (Moon, et al 2019). With an increase in
interdisciplinary research, an examination of the points of difference and intersection
between the philosophical approaches can generate critical reflection and debate about
what can be known, what can be learnt and how this knowledge can affect the conduct
of science and the consequent decisions and actions as asserted by Moon and
Blackman (2014). The quantitative research design, as averred by Nitish et al., (2023)
was chosen for the following strengths, ontology, epistemology, and philosophical

perspectives.

Moon and Blackman, (2014) as cited by Moon, et al. (2019) aver that ontology is the
study of what exists in the world about which knowledge can be acquired. It helps
researchers recognise how certain they can be about the nature and existence of
objects they are researching. It is on how researchers deal with different and
conflicting ideas of reality. Realist ontology relates to the existence of one single
reality which can be studied, understood, and experienced as a truth. Meanwhile,
relativist ontology is based on the philosophy that reality is constructed within the
human mind, such that no one true reality exists. Instead, reality is relative, according

to how individuals experience it at any given time and place.
3.2.2 Epistemological Aspect

Epistemology is the philosophical study of the nature, origin, and limits of human
knowledge. The term is derived from the Greek epistemé (“knowledge”)
and logos (“reason”), and accordingly the field is sometimes referred to as the theory
of knowledge (Martinich & Stroll, 2023). Epistemology has a long history within
Western philosophy, beginning with the ancient Greeks and continuing to the present.

Along with metaphysics, logic, and ethics, it is one of the four main branches of
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philosophy and nearly every great philosopher has contributed to it (Martinich &
Stroll, 2023).

Epistemology is concerned with all aspects of the validity, scope, and methods of
acquiring knowledge, such as what constitutes a knowledge claim and how can
knowledge be acquired or produced. The extent of its transferability should be
assessable. Epistemology is important because it influences how researchers frame
their research in their attempts to discover knowledge Moon and Blackman, (2014) as
cited by (Moon, et al., 2019). By looking at the relationship between a subject and an
object we can explore the idea of epistemology and how it influences research design.
Obijectivist epistemology assumes that reality exists outside or independently, of the
individual mind. Objectivist research is useful in providing reliability, consistency of
results obtained and external validity being the applicability of the results to other
contexts (Moon, et al., 2019).

3.2.3 Pnhilosophical Perspectives

Philosophical perspectives are the starting point from which assumptions about the
research are based (Creswell & Poth, 2018). They influence how the study is
conducted, the researcher's role and the type of knowledge that is produced. Each
perspective will also have a particular set of criteria to be used in evaluating a piece of
research. According to Creswell and Poth (2018: p128), “whether we are aware of it
or not, we always bring certain beliefs and philosophical assumptions to our
research”. They influence how a researcher seeks information to answer the questions
and serve as basis of evaluation of a study. Creswell and Poth (2018) assertion
underscore the importance of becoming aware of these assumptions as they shape the
direction of research. Researchers formulate research questions, plan how the issue
can be investigated, design research, and identify data collection and analysis
methods. Understanding philosophy is important because social science research can
only be meaningfully interpreted when there is clarity about the decisions that were
taken that affect the research outcomes (Creswell & Poth, 2018). Philosophy provides
the general principles of theoretical thinking, a method of cognition, perspective, and
self-awareness, all of which are used to obtain knowledge of reality and to design,

conduct, analyse and interpret research and its outcomes (Creswell & Poth, 2018).
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Moon and Blackman (2014) as cited by Moon, et al. (2019) contend that stemming
from ontology, what exists for people to know about and epistemology, how
knowledge is created and what is possible to know are philosophical perspectives, a
system of generalised views of the world, which form beliefs that guide action.
Philosophical perspectives are important because, when made explicit, they reveal the
assumptions that researchers are making about their research, leading to choices that
are applied to the purpose, design, methodology and methods of the research, as well
as to data analysis and interpretation (Moon, et al., 2019). Basically, the mere choice

of what to study in the sciences imposes values on one’s subject.
3.3  Quantitative Research

The aim of this study is to explicate the quantitative methodology. The study
established that quantitative research deals with quantifying and analysing
variables in order to get results. It involves the utilisation and analysis of
numerical data using specific statistical techniques to answer questions like how
much, what, where, when, how many and how (Apuke, 2017). It also describes
the methods of explaining an issue or phenomenon through gathering data in
numerical form. The study further reveals that quantitative methods can be
categorised into experimental research and causal-comparative research. In
understanding the quantitative methodology, it is pertinent to give an overview of
what research is all about (Apuke, 2017). Thus, this research deals with the search for
knowledge. Since research deals with academic activity, it is pertinent to define it in
a more technical way. Therefore, Kothari, (2004) as cited by Apuke (2017) describes
research as a scientific and systematic search for pertinent information on a specific
topic. Research also involves creativity that is carried in a systematic way to improve
knowledge which consists of human knowledge (OECD 2002) as cited by Apuke
(2017). This implies that research is utilised to investigate facts, reconfirm the results
of previous experiments, provide solutions for existing or new issues, support
theories, as well as propound new theories. Furthermore, research involves
knowledge building, carrying out experiments to find out the cause and effect of

something as well as to provide the basis for further studies.

However, replicability is another benefit derivable from the use of this research
approach. Since the research approach basically relies on hypotheses testing, the
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researcher need not to do intelligent guesswork, rather would follow clear guidelines
and objectives (Lichtman, 2013). The research study using this type of research tool is
conducted in a general or public fashion because of its clear objective and guidelines
and can therefore be repeated at any other time or place and still get the same results
(Shank & Brown, 2007) as cited by McCombes (2019). Noordin and Mohamad
(2016) contend that quantitative research is primarily deductive process used to test
pre-specified concepts, constructs, and hypotheses that make up a theory. The
research is objective, uses statistical data.

3.4  Research Approach

Quantitative research objectives are measurable and cannot be separated from
variables and hypothesis hence the use of deductive approach. Variables are concepts
that have variations that can take numerous values while hypothesis are untested

assumptions of relationship between variables.

This quantitative research used deductive logic, starting with hypotheses and then data
collection which was used to determine whether empirical evidence to support that
hypothesis exists. The quantitative methodology used Autoregressive Distribution
Lag (ARDL) to analyse the data through exploration of numeric patterns. | gathered a
range of numeric data on GDP, capital expenditure, economic growth, corruption,
sanctions relationships with foreign direct investments and international trade of
goods and services. The collection of the numeric data allowed statistical analyses
that aggregated the data such as averages and percentages (Coghlan & Brydon-Miller,
2014). The purpose of this quantitative research is to generate knowledge and create
understanding on the relationship between capital expenditure and economic growth
amid corruption and sanctions as averred by Allen, (2017). This research study used
quantitative data in a single research study (Saunders & Bristow, 2023). The
guantitative research was used to investigate specific research questions arising from
the data (Saunders & Bristow, 2023). The research approach was conducted as

articulated below:-
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Methodology

Philosophical world view

Data collection — Stage 1

Secondary data conceptual model refinement and
confirmatory!

Data collection — Stage 2

Data from websites, financial institutions
(Treasury, RBZ, IMF, World Bank) and ZACC

Data Analysis

Findings and discussions

Figure 3.1. Research design outline
Source: Adapted from Zikmund et al (2013)
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3.5  Research Design

Experimental design is the process of carrying out research in an objective and
controlled manner so that precision is maximised and specific conclusions can be
drawn regarding a hypothesis statement Bell (2009) as cited in Zubair (2023). Itis a
scientific method of conducting research in which one or more independent variables
are altered and applied to one or more dependent variables in order to determine their
influence on the latter (Zubair, 2023). The author further asserts that it is the design
of an information gathering experiment in which a variation is present or not, and it
should be executed under the researcher’s complete control. Sirisilla (2023) asserts
that it utilises established procedures that allowed to test the hypothesis and to
systematically and scientifically study causal relationships among the variables of
concern corruption and sanctions. A set of variables act as a constant, used to
measure the differences of the other set (Sirisilla, 2023). This research gathered
enough quantitative secondary data necessary to help make better decisions. The
Experimental research was conducted as time was a vital factor in establishing a
relationship between cause and effect (Cash et al., 2016). The success of
experimental studies hinged on confirming the change of a variable was based solely

on the manipulation of the constant variable (Zubair, 2023).

It was used to investigate relationships between variables, the independent (capital
expenditure) and dependent (economic growth). Furthermore, it was used to collect,
analyse, interpret and report on the research data (Creswell & Clark, 2007). The
design was the plan for connecting the research problem with the relevant empirical
research (Grey, 2014). It was also used to interrogate the effects of the moderating
factors, the corruption, and economic sanctions. The choice of experimental Research
Design was to prevent control, nor making of any changes to the variables and the
moderating factors. The experimental research design allows to test the ideas in a
controlled environment and could after analysing the results, apply the findings to

similar ideas or situations (Sirisilla, 2023).

It indicated the strength and direction of the relationship between the variables

whether positive or negative.  To conduct this experimental Research the
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Autoregressive Distribution Lag (ARDL) model by Pesaran et al. (2001) which is
based on Ordinary Least Square (OLS) was used. Complementary Dynamic Error
Correction Model (ECM) was derived from ARDL through a Simple Linear
Transformation for data analysis. It addressed both Stationary and Non-Stationary
Time Series Data. The main objective of the study was to explore the relationship
between capital expenditure and economic growth during corruption and sanctions.

To achieve this, it drew statistical, quantitative results.

This study adopted the descriptive research design using already existing data to
provide empirical answers to the research problem. Descriptive research design
helped provide answers to the questions about who, what, when, where and how
connected with a research problem. A descriptive research design was used to
generate information on the current state of the phenomenon and to explain what

exists with respect to the variables (Joy & Panda, 2020).
3.6 Model Specification

Theoretically, economic analysis suggests that there is a long run relationship between
variables under consideration (Nkoro, & Uko, 2016). There are inherent dynamic
features in time series in the process of analysing the time series regression models.
Cointegration is being used to overcome the problem of non-stationarity and prior
restrictions on the lag structure of a model (Nkoro, & Uko, 2016). Cointegration is a
powerful way of detecting the presence of steady state equilibrium between variables.
It has become an over-riding requirement for any economic model using non-
stationary time series data (Nkoro, & Uko, 2016). Autoregressive Distributed Lag
(ARDL) cointegration technique and bound test of cointegration by Pesaran and Shin
(1999) and Pesaran et al. (2001) cointegration techniques was used in determining the
long run relationship between series that are non-stationary, as well as
reparametrizing them to the Error Correction Model (ECM). The reparametrized
result gives the short-run dynamics and long run relationship of the underlying
variables (Nkoro, & Uko, 2016). This study adopted conditions that necessitate the
application of the Pesaran et al. (2001) Autoregressive Distributed Lag (ARDL)
cointegration or bound test of cointegration technique and its interpretation. The study
shows that the adoption of the ARDL cointegration technique does not require pre-
tests for unit roots unlike other techniques (Nkoro, & Uko, 2016). Consequently,
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ARDL cointegration technique is preferable when dealing with variables that are
integrated of different order, 1 (0), I(1) or combination of both and robust when there
is a single long run relationship between the underlying variables (Nkoro, & Uko,
2016). The long run relationship of the underlying variables is detected through the F-
statistic (Wald test). In this approach, long run relationship of the series is said to be
established when the F-statistic exceeds the critical value band. The major advantage
of this approach lies in its identification of the cointegrating vectors where there are
multiple cointegrating vectors.

3.6.1 Autoregressive Distribution Lag (ARDL)

Real-world phenomena are often characterized by complex relationships. Some
observed variables might exhibit erratic behaviour in the short run but tend to comove
in a stable and predictable way over longer time horizons (Kripfganz & Schneider,
2023). Attempting to empirically uncover such long-run equilibrium relationships is
tantamount to separating them from the overlaid short-run dynamics (Kripfganz &
Schneider, 2023). This separation allows one to find evidence for or against an
equilibrium relationship, which is at the centre of the research question of this study.
It also allows analysis of the short-term fluctuations around the equilibrium, which is

valuable.

The data for this study were extracted from Ministry of Finance, Economic Planning,
and Investment Promotion Zimbabwe for the period 2009 to 2022. The data consists
of annual time series data for Zimbabwe. This study employs the Autoregressive
Distributed Lag (ARDL) model and the Error Correction Model (ECM) for
cointegration to investigate the long-run and short-run relationship between economic
growth and capital expenditure and its determinants as contended by Rasool, et al.
(2022). To implement the bounds testing procedure, the conditional ARDL Error
Correction Model (ECM) is modelled using Equation. The bounds test is meant to

prove or disprove the nexus between the two key variables.
3.6.2 Variables of concern:
Economic Growth (EG)

Capital Expenditure (CE)

127



Corruption (CP)
Economic Sanctions (ES)

3.6.3 Empirical Model “Examining the Moderating Effects of Financial Leakages
and Sanctions on Capital Expenditure and Economic Growth for Zimbabwe”

Economic Growth (EG) =f(Capital Expenditure (CE), Corruption (CP),

Economic Sanctions (ES))
3.6.4 Econometric Model:
EG=f,+ B,CE+B3,CP +B,ES+ ¢

3.6.5 ARDL Bound cointegration test model.

o
AEG, =1+ B EG._, + B,CE._, + B,CP._, + BES._, +Z a;AEG,_;
i=1

B o B
+ Z @, ACE,_, + Z ay ACP,_, + Z a AES,_, + &,
i=0 i=0

i=0

3.6.6 ARDL Model

o g r s
EG, =a + Zﬁlf‘rsr—z‘ +ZJB:CEr—i +ZJBECPE'—E +Zﬁq£5r—i +e
i=1 i=0 i=0 i=0

Where?

P=optimum lag length
EG= Economic Growth
CE=Capital Expenditure
CP=Corruption
ES=Economic Sanctions

B, = coef ficients
g, = error term

The model is interrogating the relationship between capital expenditure, the

independent variable and economic growths, the dependent variable amid moderating
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variables. Qamruzzaman and Jianguo (2018) contend that the Autoregressive
Distribution Lag (ARDL) is one of the best econometric methods compared to others
in a case when the variables are stationary at 1(0) or integrated of order I(1). Based on
the study objectives, it is a better model than others to catch the short-run and long-
run impact of independent variables on economic growth. This method was made
popular by Pesaran (2001) due to its numerous advantages (Pesaran, 2001). The
primary advantage of the ARDL model is the fact that it can be applied irrespective of
(0) or I (1) variables (Oskooee & Oyolola, 2007). Though the ARDL is only based on
the assumption of serially uncorrelated residuals, however, this study tests for other
assumptions such as no heteroscedasticity, normal distribution, misspecification, and
stability of the model to confirm how close is it to the true model for reliable and

valid inferences.
3.6.7 Capital Expenditure

The study of the relationship between capital expenditure and economic growth has
continued to generate a series of debates. While some economic scholar concludes
that the effect of capital expenditure on economic growth is positive (Akpan, 2005) as
cited by Waweru and Mose (2021) through an increase in productivity, others indicate
that the effect is negative (Gregorious & Ghosh, 2007) as cited by Waweru and Mose
(2021) through the crowding out effect. This source of fiscal policy promotes
economic growth in the sense that public investment contributes to capital
accumulation (Mose et al 2014) as cited by Waweru & Mose, (2021). The beneficial
side of government spending includes the use of fiscal policies like income
taxes and transfer payments which can lead to more equitable redistribution of
income; The supply of pure public goods which may constitute a sizeable
component of aggregate demand; Government often acts as a facilitator in the
markets with asymmetric and imperfect information (Husnain et al 2011) as cited
by Waweru and Mose (2021). According to the Keynesian school of thought,
government expenditure can contribute positively to economic growth. The opponents
of this approach stipulate that government consumption crowds out private
investment, discourage economic growth in the short run, and diminish capital
accumulation in the long run (Mose et al., 2014) as cited by Waweru & Mose (2021).
A Keynesian hypothesis leads to the conclusion that aggregate demand management
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policies can and should be used to improve economic performance. For Keynesians
demand is a prerequisite for growth. According to the Harrod-Domar model, to
determine an equilibrium growth rate in the economy, the balance between
supply and demand for a nation’s output should be maintained (Romer, 1996) as
cited by Waweru & Mose (2021). Solow (1956) identified the size of physical capital
as the source of growth differentials between nations. The model assumes that
technology will always grow at a constant rate. The modern-day theory of economic
growth by Solo-Swan as cited by Shakirat Adepeju Babatunde (2018) contends that
expenditure on infrastructure has positive effects on economic growth. In Zimbabwe
the GDP was constant to decreasing for the period 2009 to 2022. However, the
capital expenditure is the opposite it has been consistently increasing annually. The
performance of the annual GDP Growth Rate shows the years in which it has been

declining.

In 2009 the Zimbabwe economy was fully dollarized and the effects were expected to
be witnessed in the increase in capital inflow in the form of FDI and international
trade. This would have resulted in increase in GDP. However, negative growth was
witnessed instead.  The severity of stagnation of economic growth rate despite the
increase in capital expenditure was further demonstrated by the negative trade balance
indicators shown in the UNCTAD trade (UNCTAD Statistics 2019). In Zimbabwe
there has been significant deployment of capital expenditure. However, little
economic growth has been realized. Questions continue to emerge on the impact of
government capital expenditure on economic growth. There are contradicting views

on whether the government should continue to prioritise capital expenditure.

According to the Keynesian school of thought, government capital expenditure is
expected to contribute positively to economic growth. On the contrary, Zimbabwe
has been witnessing negative growth. This asymmetrical relationship between growth
in capital expenditure and decline in economic growth is the subject of this research
study. This study is therefore interrogating dual moderating effects of corruption and
sanctions on the relationship between capital expenditure and economic growth. The
effects of these moderators on the independent variables of capital expenditure and

the dependent variable of economic growth remain an area of empirical contestation.
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Ther ARDL time series model is being used to analyse the relationship between

capital expenditure and economic growth amid corruption and sanctions.

The ARDL toolkit was used to analyse adjustment processes on the effects on
macroeconomic activity (Varona & Gonzales, 2021). The ARDL model can be
conveniently re-parameterised in error-correction (EC) form, which disentangles the
long-run relationship from the short-run dynamics (Kripfganz & Schneider, 2023).
When the variables are non-stationary, integrated of order 1 the long-run relationship
embedded in an EC model corresponds to a cointegrating relationship (Hassler &
Wolters, 2006). Testing for cointegration in such a setup therefore equals testing for
the existence of a long-run relationship (Kripfganz & Schneider, 2023). However, the

latter concept retains its relevance when some of or all the variables are stationary.

Nan (2022) contends that in order to support economic growth, nations should
effectively allocate funds and work to reduce corruption. However, empirical research
has not comprehensively examined the role of corruption in the impact of government
spending on economic growth. Additionally, corruption is one factor that can affect
the relationship between government spending and economic growth. Corruption may
weaken or undermine the positive effects of government spending on economic

growth, acting as a negative moderator in this context (Nguyen and Bui, 2022).

On the other hand, the impact of government expenditure on economic growth may
not be automatic, as several factors can influence government expenditure and its
translation into economic growth. One of the factors that has been identified as
moderating the role of government expenditure on economic growth is corruption. It
should be noted that many countries in Africa have been characterized by excessive
corruption, and resulted in poor economic performance. Corruption has been shown
in numerous empirical studies to affect government expenditure (Al Qudah et al.,
2020; Banerjee et al., 2022; Oyadeyi,2023a; Malanski and Pdvoa, 2021). It has been
demonstrated to influence the efficiency of resource allocation in the economy,
impacting new investment and stimulating real growth. Research in the literature has
shown that corruption typically hinders growth by impeding government and private
sector investment spending, as well as reducing the effectiveness of public services
(Afonso and Rodrigues, 2022; Malyniak et al., 2019). Although there is a general

consensus that corruption harms growth, the literature is still divided on how
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corruption specifically influences growth and the extent of its direct and indirect
effects on growth rate (Akrout, 2020; Yusof et al., 2023).

This research is examining the moderating effects of corruption (financial leakages on
the relationship between capital expenditure and economic growth using time series

autoregressive distribution lag.
3.6.8 Variables

A fundamental component in statistical investigations is the methodology
employed in selecting the research variables. The careful selection of
appropriate variable types can significantly enhance the robustness of your
experimental design. Understanding the different types of variables in
research can greatly aid in shaping the experimental hypotheses and
outcomes. The study is examining the moderating effects of corruption and
sanctions on capital expenditure impacts on economic growth in Zimbabwe. The
variables of this research study are therefore economic growth (depended) and capital
expenditure (independent). A variable is an attribute of an item of analysis in
research. The types of variables in research can be categorised into independent

variables and dependent variables.

A variable is an essential component of any statistical data as cited by Seltman (2012)
in Kaliyadan and Kulkarni (2019). It is unique and can differ in quantity. Variables
either are the primary quantities of interest or act as practical substitutes for the same.
The importance of variables is that they help in operationalisation of concepts for data
collection (Kaliyadan & Kulkarni, 2019). For a variable to be good, it needs to have
some properties such as good reliability and validity, low bias, feasibility and
practicality, low cost, objectivity, clarity, and acceptance (Kaliyadan & Kulkarni,
2019).

In the context of an experimental study, the dependent variable (also called outcome
variable) is directly linked to the primary outcome of the study. In this research study
GDP would be the dependent variable. Kaliyadan and Kulkarni (2019) contend that
the independent variable (sometimes also called explanatory variable) is something
which is not affected by the experiment itself but which can be manipulated to affect

the dependent variable. Other terms sometimes used synonymously include blocking
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variable, covariate, or predictor variable. Other terms sometimes used synonymously
include blocking variable, covariate, or predictor variable. In this research study
capital expenditure would be the independent variable (Kaliyadan & Kulkarni, 2019).
Confounding variables are extra variables, which can influence the experiment. They
are linked with dependent and independent variables and can cause spurious
association (Kaliyadan & Kulkarni, 2019). However, a control variable is a variable

that must be kept constant during an experiment.
3.6.9 Economic Growth

Cornwall (2024) contends that economic growth is the process by which a nation’s
wealth increases over time. The author further clarifies that although the term is often
used in discussions of short-term economic performance, in the context of economic
theory it generally refers to an increase in wealth over an extended period. The three
definitions are close as they all speak to economic goods and services. It can be
measured in nominal or real (adjusted to remove inflation) terms. Increases in
capital goods, labour force, technology, and human capital can all contribute to

economic growth.

The World Bank (2020) states that GDP can be defined as the sum of gross value
added by all resident producers in the economy, plus any product taxes, minus any
subsidies not included in the value of the products. It is calculated without making
deductions for depreciation of fabricated assets or for depletion and degradation of
natural resources. Annual percentage growth rate of GDP at market prices is based on
constant local currency. The Zimbabwe aggregates are based on constant 2015 prices,
expressed in U.S. dollars. The GDP growth rates for the period 2009 to 2022 show
very little growth with negative growth in some years.

The World Bank (2020) contends that that economic growth is the increase or
improvement in the inflation-adjusted market value of the goods and services
produced by an economy over a certain period. Statisticians conventionally measure
such growth as the percent rate of increase in the real gross domestic product (GDP).
Economic Growth is usually calculated in real terms thus inflation-adjusted terms to
eliminate the distorting effect of inflation on the price of goods produced. Several

theories have been developed to explain the economic growth of a country. For
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example, Rostow (1960), developed the Rostow’s Stages of Growth model in which it
explains the idea about the transition of an economy from underdevelopment status to

a developed status through various stages a country must precede.

The Solow-Romer model developed by Solow (1956), relies on the capital-output
ratio which is endogenous. The World Bank (2022) contends that economic growth
in Sub-Saharan Africa (SSA) is estimated at 4 percent in 2021, up from a contraction
in economic activity of 2 percent in 2020. However, growth in the region was
expected to decelerate in 2022 amid a global environment with multiple new shocks,
high volatility, and uncertainty. The World Bank (2022) states that the economy was
set to expand by 3.6 percent in 2022, down from 4 percent in 2021, as it struggled to
pick up momentum amid a slowdown in global economic activity, continued supply

constraints and outbreak of the new coronavirus variants.

In Zimbabwe the GDP for the period 2009 to 2022 witnessed constrained growth. In
some years the growth rate was negative. This research sought to investige the
reasons for the increase of capital expenditure while the GDP growth rates are in
some years negative or marginally positive. The study is looking into the moderating
effects of corruption and sanctions on the relationship between capital expenditure

and economic growth. The ARDL model interrogates this relationship.
3.6.10 Moderators

A moderator variable in research methodology is a variable that influences the
strength or direction of the relationship between two other variables (Bhandari, 2023).
It modifies the relationship between the independent and dependent variables in the
study (Bhandari, 2023). Moderator variables help explain why and how different
variables are related and to identify conditions or contexts under which the
relationships are stronger or weaker (Magnus, 2023). Moderators can produce a more
complete understanding of theoretical phenomena and can provide practitioners with
higher levels of precision (Magnus, 2023). Moderators also provide a way to
reconcile conflicting theoretical positions and conflicting results from different
authors (Chaplin, 1991) as cited by (Magnus, 2023). Moderators (if correctly
conceptualized and analysed) can produce more detailed theories and can provide

higher levels of precision in the search for influential activities (Magnus, 2023).
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A moderator is a third variable that influences the causal relationship between an
independent variable and a dependent variable, typically in terms of the strength and
or the direction of the relationship (Goldshy et al., 2013) as cited by Magnus (2023).
With respect to strength, independent variable can neutralize, weaken, or strengthen
the dependent variable relationship. As for the direction, independent variable can
make the relationship negative or positive. However, there is also a second aspect of a
moderator variable that is to count as a moderator, the independent variable is not
correlated with the dependent variable, Helm and Mark (2012), as cited by Magnus
(2023). Moderators usually help in judging the external validity of the study by
identifying the limitations of when the relationship between variables holds.
Moderators can be categorised to be quantitative variables such as GDP, capital
expenditure (Bhandari, 2023).

The variables of this research study are the GDP (dependent) and the capital
expenditure (independent). The moderators of these two variables are corruption and
sanctions.  Sanctions moderate through inflow of quality FDI inflows and
international trade of goods and services.

3.6.11 Data Sources for the Moderators

Corruption was extracted from World Bank Database. Foreign Direct Investment and
International Trade, to analyse the impact of sanctions, were also extracted from the
World Bank Databases (World Development Indicators WDI).

Its not clear how the sanctions are being measured here. Decline in trade may not be
used exclusively as a proxy for measuring impact of sanctions. Review literature in
terms of how sanctions can be measured and what can be sued effectively as proxies
for that. What are the challenges of using such proxies for measuring sanctions?

3.7 Robustness Checks

Robustness testing is the extent to which a significance test leads to correct statistical
decisions, even when assumptions made in the mathematical derivation of the test are
not strictly fulfilled. It is process in empirical studies examining how the core
regression coefficient estimates behave when the regression specification is modified

in some way, typically by adding or removing regressors. Neumayer and Plimper
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(2017) aver that robustness testing offers the answer to model uncertainty. The
uncertainty faced on the ARDL model specifications provides the optimal trade-off
between simplicity and generality. Robustness testing allows the exploration of the
stability of estimates to plausible model specifications as contended by Neumayer and
Plimper, (2017). Robustness test was used to analyse the variation in the estimates
resulting from ARDL model uncertainty. The uncertainty has the potential to
invalidate inferences. This made robustness testing an important way in which the
empirical research improves the validity of the inferences (Neumayer & Plimper,
2017). However, Robustness testing does not meticulously transform uncertainty and
potentially invalid inferences into valid inferences with certainty. Rather it reveals
the true uncertainty of point estimates, the dependence of estimates, on model
specifications. Robustness testing, instead of trying to achieve the unachievable to
perfectly fit the ARDL model onto the data generating process, the logic of testing
accepts the uncertainty of the model specification (Neumayer & Plumper, 2017).
Robustness testing asks to what degree estimated estimates and ultimately inferences
depend on model specifications (Neumayer & Plumper, 2017). Analysing the
influence of model specification on estimates and ultimately inferences depended on
ARDL model specifications. In the regression analyses of observational data, the
“true model” remains unknown and faces a choice between plausible alternative
specifications (Neumayer & Plumper, 2017). Robustness testing allows the
exploration of the stability of the main estimates to plausible variations in the model
specifications. The explanatory variables and their functional form, causal or
temporal heterogeneity, effects dynamics or spatial dependence (Neumayer &
Plumper, 2017).

3.7.1 Stationarity

Stationarity is a process with a property of which the mean, variance, covariance,
standard deviation, and autocorrelation structure do not change over time (Maal,
2022). It can be defined in precise mathematical terms, but for academic purpose it
has a flat looking series, without trend, constant variance over time, a constant
autocorrelation structure over time and no periodic fluctuations or seasonality (Vijay,
2023). Another reason for trying to have stationary time series is to be able to obtain

meaningful statistics such as means, variances, and correlations with other variables.
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Such statistics are useful as descriptors of future behaviour only if the series is
stationary (Vijay, 2023). If the series is consistently increasing over time, the mean
and variance will grow will always underestimate the mean and variance in future
periods (Castro et al, 2015). Furthermore, if the mean and variance of a series are
not well-defined, then neither is its correlations with other variables (MaaR, 2022). It
is for this reason to be cautious about trying to extrapolate regression models fitted to

nonstationary data.

The study used stationary data whose statistical properties do not depend on time at
which the series were observed as contended by Vijay (2023). Nonstationary data
would affect the value of the time series at different times (Maal3, 2022). In general,
a stationary time series will have no predictable patterns in the long-term. Time
plots will show the series to be roughly horizontal, although some cyclic behaviour
is possible, with constant variance (Vijay, 2023). In data science, it is important to
know about statistical tests to help understand the data better and select forecasting
models, like the ARDL (Autoregressive Distribution Lag) model. There are various
statistical tests to check stationarity, including the Augmented Dickey-Fuller (ADF)
test and the Phillips-Perron test. The ADF test is a widely used test for checking the
stationarity of a time series and it checks for the presence of a unit root in the data
(Vijay, 2023). The Phillips-Perron test checks for the trend stationarity of the data,
and it is often used in conjunction with the ADF test (Castro et al, 2015). They are
used to inform the degree to which a null hypothesis can be rejected or fail to be
rejected. The result must be interpreted for a given problem to be meaningful (Maal3,
2022). Furthermore, they provide a quick check and confirmatory evidence that the
time series is stationary or non-stationary (Castro et al, 2015). The Augmented
Dickey-Fuller (ADF) test used is a statistical test called unit root test.  In probability
theory and statistics, a unit root is a feature of some stochastic processes that can
cause problems in statistical inference involving time series models (Maal3, 2022).
The unit root test is non-stationary but does not always have a trend component. ADF

test is conducted with the following assumptions:
Null Hypothesis (Ho): Series is non-stationary, or series has a unit root.

Alternate Hypothesis (Ha): Series is stationary, or series has no unit root.
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If the null hypothesis is not rejected, this test may provide evidence that the series is
non-stationary. The Phillips-Perron test is a type of Unit root test that tests for the
stationarity of a given series around a deterministic trend (Castro et al, 2015). The
test is somewhat like the ADF test. A key difference from the ADF test is the null
hypothesis of the Phillips-Perron test is that the series is stationary. The Phillips-

Perron test is conducted with the following assumptions:
Null Hypothesis (Ho): Series is trend stationary or series has no unit root.
Alternate Hypothesis (Ha): Series is non-stationary, or series has a unit root.

If the null hypothesis is not rejected, this test may provide evidence that the series is

trend stationary (Vijay, 2023).

Both tests are useful in determining the stationarity of a time series, and it is a good
idea to use them together to get a more complete picture of the properties of the time
series.

The residuals in the ADF and Phillips-Perron tests represent the differences between
the observed and predicted values of the model used in the test (Castro et al, 2015).
In the case of the ADF test, the residuals are stationary if the time series is stationary,
while in the case of the Phillips-Perron test, the residuals are non-stationary if the time

series is non-stationary (Castro et al., 2015).
3.7.2 ARDL Bound cointegration test model.

Cointegration was conducted to find out if there was long-run relationship among the
variables. When all the variables are stationary at same level, we conducted the
Johansen cointegration Test. When some of the variables were stationary at level and
some at first difference we conducted the Bound Test from Autoregressive
Distribution Lag (ARDL). ARDL model uses a combination of endogenous and

exogenous variables and could be specified:

If the variables are integrated of different orders i.e., a model having a combination of

variables with 1 (0) and I (1) order of integration.

If all variables are integrated of order one i.e., stationary after first difference.
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3.7.3. Vector Error Correction Model (VECM) Bound Test Model

From the Bound Test results when the variables were cointegrated specified both
short-run (ARDL) and long-run Vector Error Correction Model (VECM) model.
When the variables were not cointegrated, specified only the short-run (ARDL)

model.
3.7.4 Heteroskedasticity

It was not until the mid-20th century that heteroskedasticity became recognized as an
issue in regression analysis. The term "heteroskedasticity" was first coined by the
economist Ragnar Frisch to describe situations where the variance of the dependent
variable varied across observations (Frisch & Waugh, 1933 as cited by Raza, et al.,
2023). Heteroskedasticity is more common in cross-sectional data because cross-
sectional data usually includes observations from different groups, regions, or
categories that may have different levels of variability in the dependent variable
(Wooldridge, 2002 as cited by Raza, et al., 2023). This can result in varying levels of
variance of the error term in the regression model, leading to heteroskedasticity.
Heteroskedasticity refers to the situation where the variance of the dependent variable
(or the error term) in a regression model varies across different groups or observations
within a dataset (Greene, 2003 as cited by Raza, et al., 2023). Measurement error
can also contribute to heteroskedasticity in cross-sectional data. If there is more
measurement error in some observations compared to others, this can result in varying
levels of variability in the dependent variable. Extreme values can also contribute to
heteroskedasticity in cross-sectional data. If some observations have much larger or
smaller values than others, this can result in varying levels of variability in the
dependent variable. When the relationship between the independent and dependent
variables is nonlinear, this can also result in heteroskedasticity in cross-sectional data
(Wooldridge, 2002 as cited by Raza, et al., 2023). Heteroskedasticity can lead to
incorrect statistical tests in regression analysis. It can lead to biased variance estimates
in a regression analysis. This is because the ordinary least squares (OLS) method
assumes that the variance of the dependent variable is constant across all
observations. When this assumption is violated, OLS estimator may produce biased
covariance estimates (Gujarati, 2022; Ramsey, 1969). This means that the standard
errors of the coefficient estimates may be larger than they should be, making it harder
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to detect statistically significant relationships. This can reduce the power of statistical
tests and increase the probability of type Il errors. This is because the OLS estimator
places more weight on observations with higher variance, leading to a larger standard
error and a smaller coefficient estimate. Therefore, it is important to test for
heteroskedasticity and if present, to use appropriate methods to correct it
(Wooldridge, 2002 as cited by Raza, et al., 2023).

Hayes et al. (2022) contend that heteroskedasticity (or heteroscedasticity) happens
when the standard deviations of a predicted variable, monitored over different values
of an independent variable or as related to prior time periods, are non-constant. With
heteroskedasticity, the tell-tale sign upon visual inspection of the residual errors is
that they will tend to fan out over time (Hayes et al 2022). Heteroskedasticity often
arises in two forms: conditional and unconditional. Conditional heteroskedasticity
identifies nonconstant volatility related to prior period's (e.g., monthly, or quarterly)
volatility. Unconditional heteroskedasticity refers to general structural changes in
volatility that are not related to prior period volatility (Hayes et al., 2022).
Unconditional heteroskedasticity is used when future periods of high and low

volatility can be identified.

Heteroskedasticity is a violation of the assumptions for linear regression modelling
and so it can impact the validity of economic analysis. While heteroskedasticity does
not cause bias in the coefficient estimates, it does make them less precise; lower
precision increases the likelihood that the coefficient estimates are further from the
correct value (Hayes et al., 2022). As it relates to statistics, heteroskedasticity (also
spelled heteroscedasticity) refers to the error variance, or dependence of scattering,
within @ minimum of one independent variable. These variations can be used to
calculate the margin of error between data sets, such as expected results and actual
results, as it provides a measure of the deviation of data points from the mean value.
For a dataset to be considered relevant, most of the data points must be within a
particular number of standard deviations from the mean as described by Chebyshev’s
theorem, also known as Chebyshev’s inequality. This provides guidelines regarding

the probability of a random variable differing from the mean.

Based on the number of standard deviations specified, a random variable has a
particular probability of existing within those points. For example, it may be required
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that a range of two standard deviations contain at least seventy five percent of the
data points to be considered valid. A common cause of variances outside the
minimum requirement is often attributed to issues of data quality. The opposite of
heteroskedastic is homoscedastic a condition in which the variance of the residual
term is constant or nearly so. Homoskedasticity is one assumption of linear
regression modelling. It is needed to ensure that the estimates are accurate, that the
prediction limits for the dependent variable are valid and that confidence intervals
and p-values for the parameters are valid (Hayes et al., 2022).

Unconditional heteroskedasticity is predictable and can relate to variables that are
cyclical by nature. This can include higher corruption reported during a certain
month or quarter. Changes within the variance can be tied directly to the occurrence
of events or predictive markers. Heteroskedasticity can also relate to cases where the
data approach a boundary, where the variance must necessarily be smaller because of
the boundary's restricting the range of the data. However, conditional
heteroskedasticity is not predictable by nature. There is no tell-tale sign that leads
analysts to believe data will become scattered at any point in time. Often, financial
products are considered subject to conditional heteroskedasticity as not all changes

can be attributed to specific events or seasonal change.

Onifade and Olanrewaju, (2020) contend that one of the crucial assumptions in the
multiple linear regression models is that the variance of the errors should be constant.
The Ordinary Least Squares (OLS) method is very popular with statistics practitioners
as it provides efficient and unbiased estimates of the parameters when the
assumptions, especially the assumption of homoscedastic error variances, are met
(Bartlett & Kendall1946) as cited by Onifade and Olanrewaju (2020). But in many
real-life applications, variances of the errors vary across observations. Since
homoscedasticity is often unrealistic assumption, researchers should consider how the
results are affected by heteroscedasticity (Onifade, & Olanrewaju, 2020). Even
though the OLS estimates retain unbiasedness in the presence of heteroscedasticity, its
estimates become inefficient. However, heteroscedasticity yields hypothesis tests that
fail to keep false rejections at the nominal level, or estimated standard errors as well
as confidence intervals that are either too narrow or too large (Lim & Loh, 1996) as
cited by Onifade and Olanrewaju (2020). Every statistical procedure carries with it
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certain assumptions that must be at least approximately true before the procedure can
produce reliable and accurate results (Ogunleye, et al., 2014). Researchers often
apply a statistical procedure to their data without checking on the validity of the
assumptions of the procedure. If one or more of the assumptions of a given statistical
procedure are violated, most especially in multiple linear regression analysis, then
misleading results will be produced by the procedure (White, 1980) as cited by
Onifade and Olanrewaju (2020).

3.7.5 Granger Casualty Tests

Granger causality test is a statistical hypothesis test used to determine if the past
values of one time series can predict the future values of another time series (Alain et
al., 2023). It helps in assessing the causal relationship between two variables by
estimating the ability of one variable to forecast the other (Tank et al., 2019).
Traditional approaches to Granger causality testing rely on linear models, but in real-
world applications, non-linear dynamics are often present (Alain et al., 2023). Recent
work has proposed using machine learning techniques, such as deep learning, to
capture the non-linear relationships. For example, Tank et al. (2019) introduced a
method that to overcome the limitations of linear models. Other approaches include
the use of multilevel modelling and generalized least squares. Introduced more than a
half-century ago, Granger causality has become a popular tool for analysing time
series data in many application domains, from economics and finance (Tank et al.,
2019). The notion of Granger causality captures predictability given particular
information set (Granger, 1980). If the addition of variable X to the given information
set Q alters the conditional distribution of another variable Y, and both X and Q are
observed prior to Y, then X improves predictability of Y, and then the Granger Cause
Y with respect to Q (Alain et al., 2023). Spurious Granger causality from X to Y may
be found when both X and Y are Granger caused by Z, but Z is omitted from Q. This
study focuses on testing Granger causality in mean using linear models ARDL, in
which setup the VAR model is the natural tool to investigate the research problem
(Alain et al., 2023). The Granger casualty test was used in conjunction with the

heteroscedasticity test.
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3.8 Data Sources

The quantitative data for capital expenditure was taken from Ministry of Finance
Economic Planning and Investment Promotion. The GDP was taken from African
Development Bank, IMF, and World Bank. Corruption, FDI and International Trade

indices were taken from the World Bank Databases.

The data used in this study were gathered from secondary sources. The major
macroeconomic data was the Gross Domestic Product in United States Dollars. The
GDP Growth Rates were in percentages. Considering the limitations of data
availability, the data for the fourteen years was quarterised using the Lisman and
Sandee (1964) technique. Secondary data was selected as this data had already been
checked and validated either by external auditors or other regulatory bodies prior to
their publication. This process made the data reliable. However, the possibility of

random errors was not overlooked.
3.8.1 Quarterised Data

The quantitative data for the period 2009 to 2022 were annual GDP and capital
expenditure figures.  The Ministry of Finance, Economic Development and
Investment Promotion, IMF, African Development Bank and World Bank published
annual statistics for the two variables the independent capital expenditure and the
dependent GDP. The government of Zimbabwe does not keep monthly, quarterly or
half yearly quantitative statistical data. The annual quantitative data for the period
2009 to 2022 comes to only fourteen observations. The fourteen observations are
inadequate for the intended ARDL purpose which requires thirty or more
observations. It therefore became necessary to convert the annual statistics to
quarterly data. This has been found to be the trend in those countries whose statistics
are only annual data. Some countries who store only annual economic statistics are
the 1CG partner countries Pakistan, Bangladesh, Ethiopia, Ghana, Liberia,
Mozambique, Rwanda, Sierra Leone, Uganda, Zambia, and India. In these countries
they ended up converting the annual data into quarterly data. They used synthetic
mechanical method to robustly interpolate annual data into quarterly data estimates

for their countries.
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This research had to convert the annual data into quarterly data using the synthetic
mechanical method by Lisman and Sandee (1964). Their method comes up with a
purely numerical disaggregation technique called the Lisman and Sandee Quarterly
Distribution Formula for constructing synthetic quarterly data based on past trends in
annual data. It makes a forecast of the annual data for the current year (AP +1) and
for the next year (AP +2). The Lisman and Sandee (1964) technique interpolates
quarterly data obtained from yearly aggregates while at the same time, ensuring that
variability is present. This method is used if no assumption is made about the pattern
of the quarterly figures such that a smooth trend is obtained when conducting a Time
Series analysis. The variability in both the regressor and the regressand is essential to
use regression analysis as a tool according to Gujarati (2005) as the variables must
vary. The procedure obtains a good adaptation of the quarterly figures to the annual
totals. To a certain extent, the solution contains some arbitrary aspects, but it has the
advantage of simplicity, plausibility, and practical usefulness. There is scarcity of
quarterly data on some important variables. However, the method by Lisman and
Sandee (1964) is one of the best to ensure a smooth trend in the quarterly estimates.
Boot, Feibes and Lisman (1967) proposed a least-squares-based technique for

constructing synthetic quarterly data based on past trends in annual data.
It works as follows:
(i) Make a forecast of the annual data for the current year (Ap + 1).

(ii) Derive a smooth continuous quarterly time series from the annual data using a
least squares minimisation technique, as follows: under the restriction that (that is, the
sum of the quarterised data should be equal to the observed annual data) where t is
used as a generic symbol for time (t = q, y) (e.g., t =4y — 3 is equal to the first quarter
of year y, and 4y the fourth quarter of year y); X: is the derived quarterly estimate for
quarter t; Ay is the annual estimate for year y; and B is the last year for which any

annual observations are available.

Some of the alternatives to the above methods include the autoregressive integrated
moving average (ARIMA) model-based procedure proposed in Stram and Wei (1986)
and Wei and Stram (1990); and the state space modelling procedure proposed in Al-

Osh (1989). While generally producing similar results to the above methods, these
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alternative methods are substantially more complicated, hence the use of the Lisman
and Sandee mechanical method. The annual GDP and capital expenditure for the
period 2009 to 2022 were therefore interpolated into quarterly figures using the
Lisman and Sandee Quarterly Distribution Formula.

3.9 Data Collection Procedure

Secondary data is every dataset not obtained by the author. Its collection involves
retrieving already available data from sources other than target audience. When
working with secondary data, the researcher does not “collect” data; instead they
consult secondary data sources (Silva et al., 2018). Secondary data sources are
broadly categorized into published and unpublished data. Published data has been
published and released for public or private use, while unpublished data comprises
unreleased private information that researchers or individuals have documented
(Silva et al., 2018). On collection of secondary data issues of validity, reliability,
objectivity, and authenticity of data are very important (Taherdoost, 2021). The data
must therefore be collected accurately to eliminate unnecessary data and not using
fake and cooked-up data. The collected quantitative data was numerical in nature and

can be mathematically computed (Hamed, 2021).

Thus, secondary data is an essential part of research that can help to get information
from past studies as basis conduction for implementing research or as the required
background information (Taherdoost, 2021). It can also help to design a study and

provide a baseline to compare primary results.
3.9.1 Source of Secondary Data

High-quality research can also be conducted using secondary data, collected by
someone other than the user (Silva et al., 2018). The secondary data are from a wide
range of sources: censuses, information collected by government departments,
organizational records, databases maintained by universities and other research
institutions, surveys conducted by universities and research institutions, and so forth
(Kumara & Ajantha 2022). There are advantages of using secondary data for
researching. Use of much information that has been collected in the past and relevant
variables can easily be generated by using secondary sources (Silva et al 2018).

There is no need to wait for a longer time for collecting data. The research can be
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conducted in a timely manner. Accordingly, the researcher may proceed directly to
the stage of data analysis. Generally, the secondary data is available for a larger
number of observations (Silva et al., 2018). Periodically, government institutions
collect data on finance and economic developments in a country. This information

can be found in government libraries and use it for research purposes.
3.9.2 How the data was collected.

In quantitative research process, data collection is a very important step (Lawton,
2019). Quality data collection methods improve the accuracy or validity of study
outcomes or findings (Lawton, 2019). Researchers have emphasised on the use of
valid and reliable instruments to measure a variety of phenomena of interest. An ideal
data collection procedure captures a construct that is accurate, truthful, and sensitive
(Polit & Beck, 2017). The collection of the data was based on four important
dimensions of structure, quantifiability, obtrusiveness and objectivity. The
quantitative secondary data collected was based on a structured plan which guided on
how to collect the data. The information gathered was quantified by doing statistical
analysis. The collection of data was an important component in creating relevant

research evidence and was rigorously carried out.

Secondary data is categorised into internal and external data obtained from various
sources such as websites, internet, journals, books, directories, non-governmental
statistical data, and Census data. Based on the suggestions of Bryman (1989); Dale et
al. (1988); Hakim (1982) as cited by QuestionPro (2023), secondary data is also
classified into documentary data, survey-based data and multiple source secondary
data.

Although all data is intended to provide information for analysis and decision making,
secondary quantitative data can be used in several ways in the context and conduct of
a research study. Accordance to McDaniel and Gates (2004) as cited by Lawton
(2019) secondary data can be useful to identify the research problem. Secondary data
can also be used to test the hypothesis.
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3.10 Descriptive Statistics and their nature

Descriptive statistics as the name implies is the process of categorising and describing
the information. Descriptive statistics are used to summarize data in an organized
manner by describing the relationship between variables of the collected secondary
data (Yellapu & Vikas, 2018). Descriptive statistics provide summarizing
information of the characteristics and distribution of values in one or more datasets.
The classical descriptive statistics allow analysts to have a quick glance of the central
tendency and the degree of dispersion of values in datasets (Sharma, 2019). They are
useful in understanding a data distribution and in comparing data distributions.
Calculating descriptive statistics represents a vital first step when conducting research
and should always occur before making inferential statistical comparisons (Yellapu &
Vikas, 2018). Descriptive statistics include types of variables (nominal, ordinal,
interval, and ratio) as well as measures of frequency, central tendency,
dispersion/variation, and position (Laerd, 2018). Since descriptive statistics condense
data into a simpler summary, they enable economic growth analysis decision making.
Statistics can be broadly divided into descriptive statistics and inferential statistics
(Ali & Bhaskar, 2016). Descriptive statistics give a summary about what is being
studied without drawing any inferences based on probability theory (Kaliyadan &
Kulkarni, 2019). Even if the primary aim of a study involves inferential statistics,
descriptive statistics are still used to give a general summary (Kaliyadan & Kulkarni,
2019). Descriptive statistics help in summarizing data in the form of simple
quantitative measures such as percentages or mean (Sharma, 2019). Descriptive
statistics can be used to describe a single variable (univariate analysis) or more than
one variable (bivariate/multivariate analysis). In the case of more than one variable,
descriptive statistics can help summarize relationships between variables using tools

such as scatter plots.

Descriptive statistics is one of the approaches for collection of tools that quantitatively
describe the data in summary and graphical forms (Laerd, 2018). Such tools compute
measures of central tendency and dispersion. Mean, median, and mode are commonly
used measures of central tendency (Sharma, 2019). Each measure indicates a different
type of typical value in the data. Measures of variability include minimum and

maximum values, range, quantiles, standard deviation/variance, and distribution
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skewness (Laerd, 2018). The distribution of a variable in a dataset plays an important
role in data analytics. It shows all the possible values of the variable and the
frequency of occurrence of each value (Peace & Hsu, 2018). Measures of central
tendency, that is, mean, median, mode, measures of spread, the standard deviation and
parameter estimation measures of confidence intervals were calculated (Stang &
Rothman, 2023). Descriptive research aims to describe the data accurately and
systematically, or phenomenon (Sharma, 2019). It is useful when not much is known
about the problem.

3.11 Inferential Statistics

Inferential statistics help to suggest explanations for a situation or phenomenon and
allows drawing conclusions based on extrapolations (Grigorios et al., 2023).
However, inferential statistics usually suggest but cannot absolutely prove an
explanation or cause-and-effect relationship (Guetterman, 2019). Inferential statistics
is the practice of using sampled data to draw conclusions or make predictions about
the sample data (Plaue, 2023). Inferential statistics help to draw conclusions about an
entire observation (Guetterman, 2019). Inferential statistics frequently involves
estimation and hypothesis testing (i.e., finding evidence for or against an explanation
or theory) (Grigorios et al., 2023). Statistics describe and analyse variables which are
then measured characteristically or attributes that may assume different values.
Variables may be independent, meaning the value is not affected by any other
variables, or dependent, where the value is pre-determined by other variables (Stang
& Rothman, 2023). An independent variable in a statistical model may be dependent
on another. An analysis of one variable at a time in a statistical method is called
univariate analysis. When two or more variables are analysed at the same time
becomes bivariate analysis. An example of bivariate analysis is analysis of GDP and

Capital Expenditure at the same time looking at their effects on economic growth.

This quantitative research assumes that the constructs under study are measurable. It
follows that this quantitative research aims to process numerical data to identify
trends and relationships and to verify the measurements made to answer questions like
how much, what, where, when, how many, and how (Grigorios et al., 2023). In this
context, the processing of numerical data is a series of steps taken for the research to

make meaning from the data. An amount of numerical data was collected for
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purposes of analysis. The data was carefully checked for any possible errors and
missing values.  The inferential statistics aid in testing hypotheses about whether a
hypothesised effect, relationship, or difference is likely true (Stang & Rothman,
2023). The inferential statistics therefore allows making assumptions based on

collected secondary data.
3.12 Chapter Summary

The chapter set detail framework for the methodological decision of the research. It
pointed to a positivism philosophical stance that gave birth to experimental research
design. The study found that an experimental quantitative research approach was
pertinent to meet the objective of the research. In addition, the approach ensured the
validity of the overall research. It also set the procedures to collect, analyse and report
on secondary data. It used procedures for the quantitative approach on the purpose of
the study. The quantitative study relied on secondary data sources which were
publicly available and were less prone to the risk of data aggregation. The data
analysis for the quantitative study was based on statistical analysis and hypothesis
testing on selected variables from the conceptual framework and the literature review

findings.

This study used quantitative secondary data. Using secondary data has proved itself a
valuable approach to finding solution to the research question. Care was exercised in
selecting secondary data by verifying its suitability, checking whether the data may be
safely used to accept or refuse of the hypotheses. A rigorous analysis that meant
using appropriate and reliable statistical techniques and tools to process, summarise,
visualize, and interpret the data, and was able to check and validate the assumptions,
results, and conclusions (Tran et al 2020). In conducting a rigorous analysis, the
researcher considered the following questions: What are the best statistical techniques
and tools for the secondary quantitative data. The researcher also looked at how to
handle missing, incomplete, or erroneous data. The study took into consideration how
to assess the significance, effect size and confidence of the results. The study also
addressed the potential errors, outliers, or anomalies in the secondary quantitative

data.
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CHAPTER FOUR: RESULTS AND DISCUSSION

4.1 Introduction

The preceding chapter described the data that was collected and the tools which were
employed to achieve the primary objective of this study, as outlined in Chapter one.
The study’s intention was to empirically assess the moderating effect of corruption on
the capital expenditure-economic growth nexus in Zimbabwe between 1992 and 2022.
This chapter displays the results of the tests and interprets the findings in the
discourse of theory and other empirical studies. Data descriptive will be presented
first followed by unit root test results. Thereafter, the results from the bounds test for
cointegration, the long-run coefficients and the ECM of the ARDL are reviewed.
Finally, the chapter examines the diagnostic tests which evaluate the reliability of the
results. E-Views 13 was used for all the empirical tests performed.

The four objectives of this research study are as follows:

1. To examine the effects of capital expenditure on economic growth in
Zimbabwe;

2. To examine the moderating effects of economic sanctions on the relationship
between capital expenditure and economic growth;

3. To establish the moderating effect of financial leakages (corruption) on the
relationship between capital expenditure and economic growth; and

4. To establish internal economic variability in Zimbabwe’s economic growth

pattern consequent of capital expenditures.
4.2 Descriptive Statistics

The descriptive statistics for the eight-time series are presented in Table 4.1. The
variables for economic growth, trade and capital expenditure were transformed into a
natural logarithm. The study used natural logarithmic transformation as a handy
means of transforming highly skewed tested variables into a more normalized dataset.
The study found that the average quarterly economic growth (GDPG) in Zimbabwe
range between 5.19% and -2.97% as depicted by the maximum and minimum values
portraying the existence of severe disparities in growth. This disparity is also reflected

by the standard deviation value (1.98%) which is greater than the mean (1.35%)
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signalling high volatility in growth. The mean corruption level in Zimbabwe for each
quarter stood at -0.33 which falls within the high-level category, as the grading ranges
between -2.5 to 2.5 with lower figures indicating lower level of corruption control
(high level of corruption). This is also supported by the maximum and minimum
values (-0.19 and -0.57, respectively) which falls within the high level of corruption
category. Foreign direct investment (FDI) stood at 0.41%, on average indicating low
levels in general. The variation on the above two variables as reflected by the standard
deviation is low, a sign of low volatility. In addition, the standard deviation for Long
Run Gross Domestic Product (LNGDP) and Long Run Trade (LNTRADE) are also
low compared to the mean. The series LNGDP, Gross Domestic Product (GDPG),
Long Run Capital Expenditure (LNCAP), and LNTRADE are positively skewed with
positive coefficients of skewness (0.346; 0.100; 0.241; and 1.249, respectively).
However, Corruption (CORR), FDI is negatively skewed having negative coefficients
of skewness (-0.683; -0.024 and -1.359, respectively). Variables such as LNTRADE,
has peaked distributions (leptokurtic) having kurtosis coefficients of 3.262; 11.84 and
3.115 respectively which is greater than the threshold level of 3. Meanwhile, LNGDP,
GDPG, LNCAP, CORR and FDI are flat-topped distribution (platykurtic) relative to
the normal distribution, having coefficients of kurtosis (2.977; 2.745; 2.893; 2.166
and 1.900, respectively) which are less than the threshold level of 3 with moment
distribution. The Jarque-Bera statistics for normality test signal that the series
LNTRADE and CORR are not normally distributed since their respective p-values are

less than the 5% level of significance.

Table 4.1 Data Descriptive

LNGDP | GDPG | LNCAP | CORR | LNTRADE | FDI

Mean 1.624 1.352 4.630 -0.333 2.708 0.40
8

Median 1.584 0.707 4.618 -0.311 2.631 0.43
3

Maxim 2.667 5.186 8.167 -0.188 3.170 0.64
7

Minim 0.796 -2.965 1.698 -0.568 2.509 0.13
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Std. Dev | 0.418 1.983 1.477 0.122 0.179 0.14
6
Skew 0.346 0.100 0.241 -0.683 1.249 -

0.24

Kurtosis 2977 2.745 2.893 2.166 3.262 1.90
0

J-Bera 1.119 0.245 0.569 5.976 14.726 3.35

7
Prob. 0.571 0.885 0.752 0.050 0.001 0.18
7
Sum 90.961 75.701 259.3 -18.63 151.7 22.8
7
S.S Dev 9.559 216.4 | 115.1 0.820 1.759 1.17
2
Observe 56 56 56 56 56 56

Source: Author’s Computation using E-Views 13 (2024)

However, LNGDP, GDPG, LNCAP and FDI are normally distributed, having their p-
values (0.571; 0.885; 0.752; and 0.187, respectively) exceeding the 5 percent level of
significance. The average GDP and capital expenditure figures for Zimbabwe over the
period was US$ 5.55 billion and US$301.6 million respectively.

The study also presented correlation coefficients to reveal the probability of having
multicollinearity and over-parameterization problems in the study. The study made
reference to the correlation coefficient maximum threshold of 0.85 as recommended
by Elith et al. (2006). The correlation analysis, shown in Table 4.2, shows the highest
correlation exists between LNGDP and LNTRADE and also between LNCAPEX and
LNTRADE while the smallest correlation exists between FDI and CORR. There is a
strong negative correlation between trade and variables such as FDI, LNCAPEX,
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LNGDP and CORR over the time period. Moreover, LNGDP and GDPG are
negatively correlated with CORR and positively correlated with LNCAPEX.

Regarding the control variables, LNTRADE and CORR are negatively correlated with

LNGDP. There is no multicollinearity issue in the research model, because the

correlation between the independent variables and the control variables is generally

low.

Table 4.2 Correlation Analysis

FDI GDPG |LNCA |LNGD |LNTRA |CORR
P P DE
FDI 1.000
GDPG 0.182 | 1.000
LNCAP -0.420 | -0.272 | 1.000
LNGDP -0.026 | -0.381* | 0.596* | 1.000
LNTRAD | 0.186 | 0.758 -0.283* | -0.529* | 1.000
E
CORR -0.007 |-0.070 |-0.142 |-0.126 |-0.057 1.0000

Source: Author’s Computation using E-Views 13 (2024)

Figure 4.1 Graphs of Time Series
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4.3 Unit Root Test Results
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Table 4.3: Augmented Dickey-Fuller (ADF) Unit Root Test Results
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Variable Order | Intercept | Trend and | Without a | Decision
intercept trend and
intercept

LNGDP 0 -0.2060 -3.1905 0.9545 1(2)
1 -14.189 -14.192 -13.992

GDPG 0 |-2.106 -3.4468 -1.5298 1(1)
1 -3.7066 -6.5071 -3.7184

LNCAP 0 -2.7529 -3.2704 -0.1490 1(1)
1 -8.1657 -8.2604 -8.2065

CORR 0 -3.7788*** | -3.2319*** | -3.7853*** 1(0)
1 -3.4997 -3.4434 -5.6669

TRADE 0 |-2.4965 -1.8436 -0.9326 1(1)
1 -3.1533 -5.5058 -3.1172

FDI 0 -2.0169 -3.2348 -0.1106 1(2)
1 -4.2332 -5.3065 -4.0442

Note: *** denotes statistical significance at 1% level

Source: Author’s Computation using E-Views 13 (2024)

The graphs in Figure 4.1 demonstrate an informal way to identify the stationarity of
the variables. The variables are in levels before the application of unit root tests. The
variables are not oscillating around the mean and thus are not stationary in levels. The
results for the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests are
shown in Tables 4.3 and 4.4 respectively in levels and first differences, where
appropriate, including an intercept, intercept with a trend as well as without a trend or
intercept in the test regression.

As explained in the methodology chapter, when the test statistic is more negative than
the critical value, it implies that the null hypothesis that the variable contains a unit
root can be rejected whereas if the test statistic is not more negative than the critical
value, then the null hypothesis cannot be rejected. The results with intercept, trend
and intercept and no trend and intercept indicate that the control of corruption is
stationary at levels as the null hypothesis can be rejected at the 5% significance level
or higher. The test statistics for the log of real GDP, GDP growth, capital expenditure
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and foreign direct investment indicate that the null hypothesis cannot be rejected at

level terms for all specifications meaning that the series have at least one-unit root.

Turning to the Phillips-Perron test results, the findings largely confirm the
conclusions from the ADF tests as both LRGDP, Gross Domestic Product Growth
(GDPG), LRCAPEX, TRADE and FDI are identified to be non-stationary at level
I(1). Corruption is stationary in levels. The combination of I (1) and | (0) variables

makes it affirmable to proceed with the ARDL model estimation. The findings from

the above two-unit root tests that were applied inform that the dependent variable was

I (1) whilst the independent variables were either I (1) or 1(0) when examined with an

intercept, or with trend and intercept and without a trend and intercept. These

conclusions thus make it suitable for the analysis to proceed using the ARDL method.

Table 4.4: Phillips-Perron (PP) unit root test results

Variable | Order | Intercept Trend and | Without a trend | Decision
intercept and intercept
LNGDP 0 -1.8327 -5.4956 0.3100 1(1)
1 -11.579 -12.425 -10.078
GDPG 0 --1.8857 -2.091 -1.5816 1(2)
1 -4.8529 -4.5271 -4.9090
LRCAPEX 0 -2.1077 -2.7095 -1.2758 1(2)
1 -6.2336 -6.7659 -6.3876
CORR 0 -10.263*** | -21.570*** | -1.8630*** 1(0)
1 -34.5517 -33.567 -35.0218
TRADE 0 -1.5424 -1.9469 -0.3427 1(2)
1 -5.4418 -5.3441 -5.5239
FDI 0 -3.2929 -3.2209 -0.7266 1(2)
1 -8.8754 -7.1989 -0.1684

Note: *** denotes statistical significance at 1% level

Source: Author’s Computation using E-Views 13(2024)

4.4 Lag Selection

As mentioned in the methodology, the first step in estimating the ARDL model is the

determination of the optimal lag length. Table 4.5 shows the results for the VAR lag
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length selection criterion and revealed 4 as the appropriate optimal lag. Using the AIC
test to break down the lags for each series, the results in Figure 4.2 shows that ARDL
(3,0,0,0,4,0) is the appropriate model to use for this study. This is the combination
that minimise the Akaike information criterion a Box Jenkins approach to estimation
models with lags. According to Kutu and Ngalawa (2016), issues of serial correlation
in the residuals are resolved with the right lag length selection. More results are

shown in the appendix (see Table 4.5)
4.4.1 Lag Length Selection Criteria

Table 4.5: ARDL Lag Length Selection

VAR Lag Order Selection Criteria

Endogenous variables: LNGDP LNCAPEX CORR CORRCAP FDI  LNTRADE
Exogenous variables: C

Date: 12/14/23 Time: 09:53

Sample: 2009Q1 20220Q4

Included observations: 52

Lag LogL LR FPE AIC SC HQ
0 25.12879 NA 1.93e-08 -0.735723 -0.510579 -0.649408
1 158.1646 230.2543 4.67e-10 -4.467870 -2.891866 -3.863667
2 2447197 129.8326 7.06e-11 -6.412297 -3.485432 -5.290206
3 3246490 101.4486 1.5le-11 -8.101883 -3.824156 -6.461904
4 400.7186  78.99535* 4.39e-12* -9.643021* -4.014434* -7.485154*

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Source: Author’s Computation using E-Views 13
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Model6230: ARDL(3,0,0,0,4,0)
Model6205: ARDL(3,0,0,1,4,0)
Model5605: ARDL(3,1,0,0,4,0)
Model3105: ARDL(4,0,0,0,4,0)
Model6105: ARDL(3,0,1,0,4,0)
Model6235: ARDL(3,0,0,0,3,0)
Model6210: ARDL(3,0,0,1,3,0)
Model3080: ARDL(4,0,0,1,4,0)
Model6080: ARDL(3,0,1,1,4,0)
Model5610: ARDL(3,1,0,0,3,0)
Model2480: ARDL(4,1,0,0,4,0)
Model6229: ARDL(3,0,0,0,4,1)
Model6085: ARDL(3,0,1,1,3,0)
Model6180: ARDL(3,0,0,2,4,0)
Model2980: ARDL(4,0,1,0,4,0)
ModelS580: ARDL(3,1,0,1,4,0)
Model605: ARDL(4,4,0,0,4,0)

Model4980: ARDL(3,2,0,0,4,0)
Model6204: ARDL(3,0,0,1,4,1)
Model3110: ARDL(4,0.0.0.3.0)

Figure 4.2: ARDL Lag Length Selection (AIC) (the Figure is not quite readable)

Source: Author’s Computation using E-Views 13 (2024)

The study also diagnosed the model before estimating the interplay to check for the
problem of model misspecification, autocorrelation, heteroscedasticity and normality

of the error term.
4.5 Diagnostic Tests Results
4.5.1 Lagrangian Multiplier Test for Residual Autocorrelation

Serial auto-correlation refers to the correlation that occurs when one period residual
are correlated with residuals in previous lags. According to Litkepohl et al. (2006), a
null hypothesis of no serial correlation is accepted if the computed p-value exceeds
0.005 at 5% level of significance. On the other hand, a null hypothesis of no serial
correlation is rejected if the computed p-value is less than 0.005 at 5% level of
significance. The study employed the Breusch—-Godfrey LM Test to ascertain the
existence of serial correlation problems. Results in Table 4.5 indicated a p— value of
0.4371 which is greater than 0.005 at 5% level of significance. Therefore, the null
hypothesis of no serial autocorrelation was accepted concluding that the model does

not suffer from serial correlation problems.
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Table 4.6: Serial Correlation LM test for Autocorrelation

Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation at up to 2 lags

F-statistic 0.608311 Prob. F(2,37) 0.5496
Obs*R-squared 1.655414 Prob. Chi-Square(2) 0.4371

Source: Author’s Computation using E-Views 13(2024)

4.5.2 Stability Test
4.5.2.1 CUSUMQ Test

If the residual plots around the central line without closing the two parallel lines at the
5% level of significance, the model is deemed stable and can be used for projection or
forecasting. The residual experiences have a mean regressive characteristic, which
signal that the model is stable. As shown in Figure 4.3, Figure 4.4 and Figure 4.5
there were no structural breaks in the modeled variables, indicating a stable model.
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Figure 4.3: CUSUMQ Stability Test

Source: Author’s Computation using E-Views 13 (2024)
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Figure 4.5 Model Stability Test

Source: Author’s Computation using E-Views 13 (2024)

4.5.3 Heteroscedasticity Test

The fourth parameter to be tested is the assumption of unequal variances or
heteroscedasticity. The assumption of heteroscedasticity means that different samples
have the same variance even if they come from different populations. In ARDL
analysis, heteroscedasticity means the residuals are not well-fitted with the predicted

values. Failure to comply with this assumption could significantly affect the results or
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even invalidate them. Various models can be used but this study employed the

Breusch-Pagan Godfrey Test. The calculated p-values are shown in Table 4.6. Since

the calculated p-values are greater than 0.005, this signal that a null hypothesis of no

serial correlation is accepted at 5% level of significance.

Table 4.7 Heteroscedasticity Results

Heteroskedasticity Test: Breusch-Pagan-Godfrey
Null hypothesis: Homoskedasticity

F-statistic 1.668406 Prob. F(12,39) 0.1126
Obs*R-squared 17.63927 Prob. Chi-Square(12) 0.1271
Scaled explained SS 9.358025 Prob. Chi-Square(12) 0.6721

Source: Author’s Computation using E-Views 13(2024)

4.5.4 Normality Test

For robustness, the researcher also conducted diagnostic tests in the form of normality

test to see how good the model specifications are. The results of the test are shown in

Figure 4.6. The model passed the normality test since the probability of the Jarqua-

Bera exceeds 0.005.
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Figure 4.6 Normality Test Results
Source: Author’s Computation using E-Views 13 (2024)

4.6 Bound Test Results

.1 0.0 0.1 0.2 0.3

Series: Residuals
Sample 2010Q1 2022Q4
Observations 52

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Jarque-Bera
Probability

4.10e-16
0.005785
0.321690

-0.349756

0.148530
0.020034
2.886301

0.031488
0.984379

According to Pesaran et al. (2001) when the calculated F statistic is greater than the

upper bound critical value, the null hypothesis is rejected; it signals that the

underlying variables in the study are co-integrated. If the F-statistic fails to exceed the
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lower bound critical value, the null hypothesis is accepted, informing that there is no

co-integration among the variables.

Table 4.8: ARDL F-Values

ARDL F-Bounds Test

Critical Value Lower Bound Value 1(0) Upper Bound Value 1(1)
1% 3.06 4.15
5% 2.39 3.38
10% 2.08 3.00
F-Statistic 4.208

Source: Author’s Computation using E-Views 13(2024)

Equally, if the F-statistic falls between the upper and lower bounds, the co-integration
or order of integration must be known in order to make a conclusive reference. Based
on this study’s results in Table 4.7, the calculated F statistic of 4.208 exceeds the
upper bounds at 5 percent significance levels, signaling that the variables have a long
run relationship in line with previous studies such as Oteng-Abaiye (2011), Odihambo
(2015), and Mazorodze (2018). These studies observed a cointegrating relationship

between economic growth and government expenditure.

4.7 Empirical Findings

4.7.1 Error Correction Results

The bound test co-integration results inform that the variables are co-integrated at
level 1(0) and at first difference 1(1) in the long run. Subsequently, the study
established long run and short run equations together with the adjustment term.
Optimal lags were automatically chosen using information criteria, AIC. The
regression output was reported in Table 4.8 which also presents the result of the error
correction model (short-run form) and long run form of the ARDL. The coefficient (-
0.582) of the ECT term (speed of adjustment coefficient or error correction term) is
negative and statistically significant at 5 percent level of significance, thus satisfying
a convergence condition. This therefore suggests that LNGDP adjusts to LNCAPEX,
CORR, LNTRADE and FDI in the long run. About 58.2 percent of the disequilibrium
in the preceding periods has fallen back to equilibrium in the current period. In other

words, it takes approximately 2 years to reach the equilibrium level in this model.
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Therefore, long-run relationship or equilibrium has been restored amongst the
variables. The R-Squared value of 0.79 which is the explanatory power of the model
is high and thus, suggests that LRCAPEX, CORR and other control variables are
good determinants or predictors of economic growth in the short-run. The remaining
21 percent account for other macroeconomic determinants of economic growth which

are not accounted for in this study.

Table 4.9 ECM Results

Dependent Variable: D(LNGDP)

Method: ARDL

Date: 12/14/23 Time: 10:08

Sample: 2010Q1 202204

Included observations: 52

Dependentlags: 4 (Automatic)

Automatic-lag linear regressors (4 max. lags): LNCAPEX CORR CORRCAP
FDI LNTRADE

Deterministics: Restricted constant and no trend (Case 2)

Model selection method: Akaike info criterion (AIC)

Number of models evaluated: 12500

Selected model: ARDL(3,0,0,0,4,0)

Variable Coefficient Std. Error t-Statistic Prob.
COINTEQ* -0.582466 0.099906 -5.830161 0.0000
D(LNGDP(-1)) 0.081588 0.081685 0.998809 0.3232
D(LNGDP(-2)) -0.496894 0.095435 -5.206604 0.0000
D(FDI ) 1.329191 0.344011 3.863802 0.0004
D(FDI (-1)) 0.188113 0.374873 0.501805 0.6183
D(FDI -2)) 0.942212 0.378096 2.491992 0.0165
D(FDI (-3)) 0.718036 0.349799 2.052709 0.0459
R-squared 0.786309 Mean dependent var 0.016309
Adjusted R-squared 0.757817 S.D. dependent var 0.321308
S.E. of regression 0.158122 Akaike info criterion -0.726245
Sum squared resid 1.125121 Schwarz criterion -0.463578
Log likelihood 25.88238 Hannan-Quinn criter. -0.625545
F-statistic 27.59748 Durbin-Watson stat 1.880585
Prob(F-statistic) 0.000000

* p-values are incompatible with t-Bounds distribution.

Source: Authour’s computation using E-views 13 (2023)
4.7.2 Results for Model (1)

Model (1) in Table 4.9 shows the ARDL results on how corruption and capital
expenditure affect economic growth before including the interaction effect of these
two independent variables. The significant coefficients include the first lag of
economic growth (LNGDP); therefore, past values of economic growth are a
significant determinant of economic growth in the short run. The second lag of
economic growth (LNGDP(-2)) is negative and significant implying that bad
performance of the economy in the past has a cascading effect in growth in

Zimbabwe. The same trend applies in the long run where the effect of LNGDP (-1) is
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significant and negative. The short-run estimated results reveal that the level of capital
expenditure retards economic growth in Zimbabwe though the effect is weak before
introducing the interaction effect of capital expenditure and corruption. The results for
this variable demonstrate that a 1% increase in capital expenditure cause a decline in
economic growth, by about 0.19%, holding other variables in the model constant. This
means that capital expenditure (LCAPEX) is an insignificant factor in explaining
economic growth. This is against the apriori that government expenditure plays an
important role in economic growth (Keynes, 1936). This short run outcome is
consistent with Olaoge et al., (2018) who employed the panel vector autoregressive
and the two-step system generalised method of moments (GMM) models to examine
the direction of causality between government expenditure and growth in West
African states countries. The study findings showed no evidence of causality between
government expenditure and economic growth in West African countries. Olaoge et
al., (2018) used time series data and applies ARDL estimation technique to determine
the long run and short run relationship between the variables. The outcome of their
study favours the Classical economists who were against the heavy government
expenditure role since they believed in market economy. The classical economists
contend that government intervention creates nothing but disturbances to the
automatic mechanism of market economy. Although revenue programs and
government expenditure as ‘“necessary evils” (Economic Dream, 2010), ‘less

government role’ is emphasised.

However, in the long run the results reveal a significant positive effect of capital
expenditure on economic growth. The result suggests that a 1% increase in capital
expenditure has the potential to increase economic growth by 0.14%. The outcome is
in line with Pula and Elshani (2017) who examined the Wagner’s endogenous
approach against Keynes exogenous approach to the growth-public expenditure
relationship in Kosovo. They find a significant positive effect of capital expenditure
on economic growth between 2004 and 2016 thus supporting the Keynes’ exogenous
public expenditure growth theory. In addition, Sidek and Asutay (2020) employed
time series data from 1984 to 2017 and analysed the impact of government
expenditure on economic growth for a sample of 30 developed countries and 91

developing countries.
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The authors concluded that there exists a positive effect of capital expenditure on
economic growth in line with the findings in this study. This result supports the
Keynesian theory view which hypothesises that capital expenditure is growth-
stimulating in line with the empirical findings (Ram, 1986; Mhari, 2016). The
possible explanation is that improvement in capital goods enhances labour
productivity by making business entities more efficient and productive thus leading to

economic growth.

165



Table 4.10 ARDL Results (3,0, 0, 0, 4, 0) selected based on Akaike Information

Criterion

Sample:2010Q1- Dependent Variable: LNGDP Dependent Vari

2022Q4 Model 1 Model 2 Mode

Variables Coeff Std. Err T-Stat | Coeff Std. Err  T-Stat | Coeff Std. E
Long-run Results

LNGDP(-1) -0.627* 0.159 -3.944 | -0.582* 0.151 -3.854 | -0.583* 0.14

LNCAPEX 0.0849* 0.030 2.842 | -0.049* 0.062 -0.795| 0.124* 0.12

CORR -0.171  0.234 -0.730 | -0.272* 0.049 -2.77 | -0.296* 0.04

CORR*LNCAPEX - - - -0.231* 0.036 -8.83 | -0.368* 0.03

TRADE -0.7750* 0.262 -2.958 | -0.703*  0.249 -2.820 | -0.682*** 357

FDI(-1) 0.008 0.238 0.035 0.052 0.226  0.230 | 0.0429** 1.35
Short-run Results

ALNGDP(-1) 0.143 0.117 1.223 | 0.0816* 0.113 0.722 | 0.1249* 0.15.

A LNGDP(-2) -0.516*  0.118 -4.377 | -0.497** 0.112 -4.556 | -0.419* 0.15

A LNCAPEX -0.185  0.072 -255 | -0.127* 0.049 -2.75 | -0.120* 0.03

A CORR -0.196* 0.155 -2.99 | -0.236* 0.173 -2.88 | -0.324* 0.15

A CORR*LNCAPEX - - - -0.149* 0.244  2.662 -0.112* 0.29

A TRADE - - - 0.008***  3.736  -4.147 | 0.008*** 3.36

A FDI - - - 1.329**  0.4255 3.123 | 0.409** 1.05

No of Observations 52 52 52

R-Squared 0.754 0.786 0.69

Adj, R-Squared 0.686 0.721 0.62

Prob (F-Staitstic) 0.0000 0.0000 0.0000

Durbin-Watson Stat 2.0149 2.8041 2.6730

Note: *** ** * denotes statistical significance at 1%, 5% and 10% level, respectively

Source: Author’s Computation using E-Views 13 (2024)

This study informs that policymakers should recognize the importance of capital

expenditure in building and expanding economic growth based on the findings. The study

also corroborates Olouye et al. (2020) who find a positive effect of government spending

on economic growth in the presence of institutional quality. This outcome however

contradicts previous studies by Butkiewicz and Yanikkaya (2011), Babatunde (2015),
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Hajamini and Falahi (2018), Nguyen and Bui (2022) which concluded a negative effect of
capital expenditure on economic growth. These studies suggest that inefficient use of

capital expenditure by the government can hamper economic growth.

The results in model (1) also show that the effect of control of corruption on economic
growth is significantly negative both in the short run and long run. In the short run, a 1%
increase in control of corruption retards economic growth by 0.20% and this has the
potential of increasing to 0.25% in the long run. This finding demonstrates that corruption
can inhibit the allocation of government resources, which can successively dampen
economic growth. This is completely relevant in Zimbabwe which is characterised by
poor institutional quality. Corruption has the potential of increasing uncertainty in terms
of return on investment (Blackburn et al., 2006), which can consecutively lead to a
reduction in the investment motive for individuals thus decreasing the potency of resource
allocation in the economy (d’Agostino et al., 2016). In an environment linked with high
corruption, like in Zimbabwe where the mean index is -1.23, the allocated resources in the
economy will be wasted and ineffective (Cieslik & Goczek, 2018). Consequently,
corruption can result in the discouragement of new investment, thus destabilizing the
economy, hindering economic growth (Blackburn et al., 2006; Meon & Sekkat, 2005;
Pellegrini & Gerlagh, 2004; Rock & Bonnett, 2004; Nguyen & Bui, , 2022). The result in
Zimbabwe could also be attributed to limitations on the allocation of government
resources, thereby inhibiting economic growth. Corruption is negatively related to
economic growth, according to the findings, which concur with most literary works
including studies on analyzing the data on countries with amended development level,
such as Kato and Sato (2015) and Huang (2016). However, this study does not withhold
the crucial role of control of corruption in economic growth, which is proven in the
studies by Ugur (2014), Saleh et al. (2016), Cieslik and Goczek (2018). According to this
study, if control of corruption is implemented in concurrence with improved government
effectiveness (especially improving the effectiveness of capital expenditure management),

there is a possibility that control of corruption can stimulate economic growth.

This study finding advocates for the sand to the wheels’ hypothesis which argue that
corruption hinders economic performance by destructing innovative activities which
depends on government-supplied goods which are entirely provided by state institutions
such as permits, licenses, and import quotas, more than established producers do (Alfada,

2019; Bacao et al., 2019; Lawal & George, 2020). These commodities are characterised
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by high and inelastic demand; hence, they become a primary target for corruption (Ogun,
2018).

Loss and damage may arise from a wide variety of corrupt activities which take place in
connection with an infrastructure capital expenditure. These activities may include
bribery, extortion, fraud, cartels, abuse of power, embezzlement, and money laundering
and the individuals who carry out these corrupt activities may include government
officials (civil servants) and management and employees of the project owner, financiers
of the project, tenderers, contractors, consultants, sub-contractors, and suppliers
(Matorera, 2023). They may be acting either on their own behalf or on behalf of their
organisations. Corrupt activities may take place at any time during the project, from the
point where the project is being selected right through all phases of financing, design,
tendering, execution, maintenance, operation and dispute resolution. Each of the corrupt
activities may cause material and significant financial loss and damage. Financial loss
may arise from increased maintenance and repair costs and legal fees. In the case of
projects funded from the fiscus, the government is the owner of the infrastructure projects
such as trunk roads, airports, dams, bridges, hospitals, schools, and state universities. The
public funds voted for these capital projects are misallocated or outright misappropriated
with the projects remaining underfunded. In this case corruption is the amounts that
were not spent on the projects for which they were intended. This cost of corruption
could have been because of flawed tendering system. This may be due to the corrupt
supply of defective works, services and materials which have either been concealed from
the certifier or been corruptly approved, or it may be due to the incompetence of the
contractor who won the contract through bribery. These defects may necessitate
increased maintenance and repair works. The contracts may allow for price variation as a
way of increasing the cost of the project. In some cases, the project may be over designed
to no benefit to the public who are the beneficiary. All these additional costs account for
corruption. Corruption results in the taxpayer being burdened with the additional cost as
a result of bribery. The cost of such corruption is the additional amount paid towards the
government project. Lack of professional ethics and deficient laws regulating corruption
as a criminal offence and the prosecution and sanctioning of it are also an important cause
for the emergency and spread of corruption (Sumah, 2018). The author argues further
that a great influence comes from the ineffective sanctioning of corruption which only

increases the possibility of continuing the corruptive actions of those involved creating at
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the same time a strong likelihood that that others will join in the corruption due to this
inefficient sanctioning.  The World Bank survey shows that US$1 billion is paid in

bribes annually in both the rich and in developing countries (World Bank, 2015).

Corruption reduces economic growth when public resources are excessively allocated to a
given expenditure item. This would facilitate collection of more bribes with resultant

negative effects on economic growth.

Ghosh & Kyriakos 2017). Other more recent works show that an increase in corruption
leads to an increase in the share of public expenditure allocated to rent-seeking sectors in
the total budget, which drives states to spend more on capital (Hessami 2014; Liu &
Mikesell 2014).

Corruption derails investor confidence in a country as it increases the cost of doing
business thus affecting profitability and economic growth. Difficult and drawn-out
negotiations and bribes increase transaction costs as they act as a “hidden tax”, which is a
cost of doing business (OECD, 2016). Likewise, corruption oftentimes involves many
steps (heavy bureaucracy), including unnecessary procedures and delays that increase the
possibilities of collecting bribes. Corruption undermines sustainable development. As
indicated in the study results, corruption can negatively affect the capital expenditure as it
undermines the ability of states to collect taxes. Finally, corruption can interrupt the
decision-making process thus limiting the efficiency of government capital expenditure.
In terms of policy implications: reducing the level of corruption in Zimbabwe will help
efficient administration of capital expenditure and ultimately help increase economic
growth. There is still much work to be done in terms of the interaction between corruption

and capital expenditure.

The result of this oweverr contradicts several scholars (for instance, Mallik, & Saha,
2016; Grindler and Potrafke, 2019; Al Qudah et al., 2020; Malanski and Povoa, 2021)
who suggested a positive impact of corruption on economic growth. These scholars
contend that corruption can be useful in ‘greasing of the wheels”, which can boost
economic growth. For example, Mallick and Saha (2016) concluded that in the medium
corrupt countries’ corruption stimulates growth by reducing red-tape. This result however
does not apply in Zimbabwe where the corruption level is high as indicated by the mean

values in the descriptive statistics.
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As for the control variables, the effect of trade was negative and significant whilst the
effect of foreign direct investment was positive though not significant.

4.7.3 Results for Model 2 Moderating effect of Corruption on the nexus
between Capital expenditure and Economic Growth

Displayed in Model 2 are the results on the moderating effect of corruption on the capital
expenditure-economic growth nexus. After introducing the interaction effect
(LNCAPEX*CORR), the coefficients for both capital expenditure and corruption were
negative and significant in the short run supporting the view that capital expenditure, and
control of corruption are all essential contributors to economic growth. In the short run a
1% increase in capital expenditure and control of corruption reduces economic growth by
0.13% and 0.24% respectively. According to Dzhumashev, (2014) and Keefer and Knack,
(2007), corrupt government officials often allocate expenditure on projects where they
can collect bribes and to keep them hidden. This means that corruption negatively affects
capital expenditure which consecutively affects economic growth. Moreover, corruption
can warp the budget revenue and affect the structure of the government’s capital
expenditure. Although corruption and government expenditure have negative impacts on
economic growth, good control of corruption has the potential to reduce the degree of the
negative impact of capital expenditure on economic growth. The findings in this study
also support Ugur (2014) who synthesized the results of 29 previous studies and establish
that corruption can impair economic growth through public finance. This is also in line
with d’Agostino et al. (2016) who demonstrated that control of corruption can minify the
level of the negative impact of government expenditure on economic growth. However,
the results from this study are the first empirical evidence found in Zimbabwe; hence,

they are of great significance for the economy.

In the long run, the study reveals a significant negative effect of capital expenditure on
economic growth. A 1% increase in capital expenditure reduces economic growth by
0.05% after including the interaction effect) and the effect is significant. The
transformation in the coefficients of capital expenditure from 0.08 (insignificant) to -0.05
(significant) implies that although government expenditure positively affects economic
growth slightly, the level of corruption adversely affects the impact. This suggests that
corruption in Zimbabwe is a drag and not a push factor for government capital
expenditure policies. The result thus provides empirical evidence of a conditional

relationship between capital expenditure and economic growth in Zimbabwe. The
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findings suggest that for economies to reap the fruits of capital expenditure, governments
should control or eradicate corruption. This outcome supports the Keynesian Theory
which contends that expansionary fiscal policies enhance economic performance
particularly in recessionary periods. The claim was hinged on the knowledge that fiscal
expenditure increases money injection into the economy leading to an increment in
aggregate demand which then cause a rise in economic growth. A rise in government
expenditure specifically on infrastructure development results in higher economic growth.
According to the theory private investment is inefficient in enhancing sustainable
economic growth especially in recessions but government intervention is recognised as
the most effective enhancer of sustainable economic growth. Basing on the theory a
positive long run relationship between capital expenditure and economic growth is
expected. This result is consistent with several scholars who found a positive relationship
between government expenditure and economic growth (Sedrakyan & Candamio, 2019;
Gisore, et al., 2014, Sedrakyan & Candamio, 2019).

This study opines that, if control of corruption is enforced simultaneously with improved
government effectiveness in the management of capital expenditure, it is assertable that
growth in the economy can be stimulated. In Table 4.9, the study found a significant
negative impact (-0.231) of the interaction variable (LNCAPEX*CORR) on economic
growth at the 1% significance level in the long run. This implies that increasing the
interaction (LNCAPEX*CORR) by 1% reduces economic growth in Zimbabwe by 0.23%
in the long run. This impact has lowered the individual impact level of LNCAPEX from
0.08 to -0.049. This shows that the combination of LNCAPEC and CORR will reduce the
positive impact of these two factors on LNGDP. In terms of CORR, the individual impact
level has increase from -0.171 to —0.272. These results are consistent with the previous
judgment of d’Agostino et al. (2016). However, our results are the first empirical
evidence found in Zimbabwe; hence, these findings are of great significance. This ARDL
estimation result answers the questions related to the role control of corruption plays on
the LNCAPEX and LNGDP nexus.

In terms of the control variables, both foreign direct investment and trade openness
positively affects economic growth in a significant manner in the short run. However, this
is not the case in the long run where a 1% increase in foreign direct investment (FDI)
leads to an increase in economic growth by 0.05% though the effect is not significant. The

assertable explanation for the positive relationship is that foreign direct investment (FDI)
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enhances industrialisation which increases production and output which are components
of economic growth. Due to the ease of doing business challenges in Zimbabwe, coupled
by a volatile environment could have dragged the effect of foreign direct investment.
Investors prefer to invest in other countries, in fear of some policies which may not be
investor friendly. The empirical evidence concerning the economic effects of sanctions
indicates that they trigger financial crises as averred by Hatipoglu and Peksen, (2018).
Sanctions result in reduction in trade (Felbermayr et al., 2020b) and reduction in foreign
direct investment (Mirkina, 2018). The impact of sanctions is often severe on countries
sanctioned by the United States. Carmichael et al. (2022) contend that lenders will want
to ensure that any transaction they enter complies with all relevant sanctions regimes,
because a breach of sanctions legislation may result in them being liable for civil and or
criminal penalties. Furthermore, a breach of any sanctions regime can lead to serious

damage to their reputation.

In the case of Zimbabwe, the sanctions were as a result of land reform. Zimbabwe
undertook a Fast-Track Land Reform and Redistribution Programme in year 2000 which
expropriated land from 4,500 white commercial farmers and reallocated it to 169,347
indigenous farmers of whom 149,743 were model Al and 19,604 were model A2
(Ministry of Lands, Agriculture, Fisheries, Water and Land Resettlement). This attracted
economic sanctions by United States of America (USA) through enactment of the
Zimbabwe Democracy and Economic Recovery Act (ZIDERA) in 2002. Supplementing
the US’ legislative sanctions of ZIDERA are Executive Sanctions (Executive Order
13288) of March 2003 renewable on yearly basis. The European Union also introduced
its own sanctions through the Common Position 2002/145/CFSP in February 2002. The
key results show a significant negative effect of sanctions on GDP growth, trade, and
foreign direct investment. The estimated effects are economically relevant, as the

country’s GDP has been declining over the study period 2009 to 2022.

Sanctions can result in trade controls in the form of import and export quotas and
cancellation and suspension of trade agreements. Furthermore, Aveisyana et al., (2020)
contend that various forms of government intervention in trade, such as tariffs, quotas,
and taxes, discourage economic interaction between states and reduce the gains from free
trade. Economic sanctions are a form of government action by senders of sanctions that

are designed to block specified categories of trade or investment in the target country. A

172



consequence of sanctions is that the more successful sanctions are at restricting the supply
of goods to the target, the higher the price of those goods become in the targeted country.
As the price of goods in the target rise above world prices, the incentive for third party
countries to step in and replace the supply of the goods also rises. Splinter and Klomp
(2021) have found weak but significant, positive effect of economic sanctions on the

likelihood of a growth deceleration.

The results show that contrary to expectation, the coefficient of LNTRADE is negative
and significant in negative and significant in the long run though positive as expected in
the short run. The negative contribution of trade on economic growth could be a result of
economic sanctions that were imposed on Zimbabwe because of the land reform of 2000.
The sanctions by the USA and European Union could have affected inflows of trade and
FDI performance in Zimbabwe during the period under study. For the best part of the
period under study, trade and FDI became an inherent source of revenue for Zimbabwe.
As the economy passed through a protracted period of economic crisis, characterised by
sanctions, insufficient domestic production, consumers resorted to imports thus negatively
affecting the position of trade in the country. Nguyen and Ahmed (2023) contend that
sanctions exert detrimental effect on the total inflows of FDI and its components.

The results in the short run confirmed the previous findings in literature that trade
openness has a positive impact on GDP (Dava (2012); Asiedu (2013); Mwaba (2010);
Yeboah et al. (2012) and Mazorodze (2018). However, Lutz and Ndikumana (2007)
found a limited impact of trade openness on economic development in 33 African
countries after controlling for export diversification, in contrast to other studies. This
might have been caused by corruption since the growth effects of trade are enhanced by

institutions.

4.8 Robustness of the Model Checks
Table 4.11: VAR Granger Causality/Block Exogeneity Wald Tests

VAR Granger Causality/Block Exogeneity Wald Tests
Date: 12/03/23 Time:00:06

Sample: 1992- 2022 Included Observations: 54

Dependent variable: LNGDP

Excluded Chi-Sq Df Prob
LNCAPEX 15.379622 2 0.0006
CORR 15.23935 2 0.0005
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All 24.81808 4 0.0002
Dependent Variable: LNCAPEX

Excluded Chi-Sq Df Prob
LNGDP 22.30563 2 0.0000
CORR 15.16478 2 0.0005
All 22.40944 4 0.0002
Dependent Variable: CORR

Excluded Chi-Sq Df Prob
LNGDP 0.420667 2 0.8103
CAPEX 0.246098 2 0.8842
All 1.500382 4 0.8266
Dependent Variable: LNGDP

LNTRADE 14.391622 2 0.0006
FDI 0.266981 2 0.8144
All 12.63950 4 0.62158

Source: Author’s Computation using E-Views 13(2024)

To check for robustness of the model results, the study conducted a granger causality test
using Block exogeneity wild tests. The result of the test is shown in Table 4.11. The
outcomes of the Granger causality test reflect causality among capital expenditure,
corruption, and economic growth in Zimbabwe. The outcomes from the Granger causality
test display a bidirectional causality relation between capital expenditure and economic
growth (LNCAPEX — LNGDP) and (LNGDP — LNCAPEX). Some scholars have
confirmed the causality running from government expenditure to economic growth (see
for instance Olugbenga & Owoye, 2007; Mazorodze, 2018). Such a result is generally
credible in the context of a developing economy like Zimbabwe where governments
employ fiscal spending as a tool to spearhead the economy. Furthermore, the results of
this study indicate that there is a unidirectional causal linkage running from corruption to
capital expenditure (CORR — LNCAPEX). Capital expenditure and economic growth
failed to granger cause corruption. This finding confirmed that government expenditure
affected economic growth through control of corruption. This therefore justifies the
outcome of the research where corruption and capital expenditure affects economic
growth negatively. This indicates that corruption affects economic growth and as the
economy grows corruption also increases. Combining the two outcomes, corruption
affects capital expenditure which also affects economic growth. Thus, it justifies the
result that the interaction between corruption and capital expenditure negatively affects
economic growth. In terms of the control variables, the study finds a unidirectional

causality from LNTRADE to economic growth, in line with the ARDL results.
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Table 4.12: FMOLS ; DMOLS & CCR estimation results

FMOLS Results DMOLS Results CCR Results
LNGDP Coeff. P >1ZI | Coeff. P>1Z1 | Coeff. P>iZ|
Constant 4.1897 0.000 | 1.6316 0.000 1.699 0.000
LNCAPEX 0.2656 0.0793 | 0.1514**  0.0843 | 0.106* 0.003
CORR -0.271*  0.001 | -0.269* 0.002 -0.271* 0.004
CORR*LRCAPEX | -0.5714* 0.0482 | -0.231*** 0.001 -0.234* 0.036
LNTRADE -1.090*  0.0002 | 0.009***  0.001 | 0.008*** 0.001
FDI 0.808*  0.0313 | 0.427 0.001 0.429** 0.001
R-Square 0.60751 0.95891 0.92461
Adjusted R-Square | 0.56750 0.83168 0.79154

Note:*** ** * denotes statistical significance at 1%, 5% and 10% level, respectively
Source: Author’s Computation using E-Views 13 (2024)

The study also conducted a Dynamic and Fully Modified Ordinary least squares
regression (DMOLS and FMOLYS) together with the Canonical Cointegrating Regression
(CCR) using LNGDP and GDPG as the independent variables respectively, so as to
determine the moderating role of control of corruption on the capital expenditure-
economic growth nexus in Zimbabwe. The results are shown in Table 4.12 and Table
4.13. The results from all the three models (DMOLS, FMOLS and CCR) confirm that the
interaction between corruption and capital expenditure derails economic growth in
Zimbabwe. The results remain the same in terms of signs of the coefficients when LGDP
is replaced by GDPG in Table 4.8. Model (3) in Table 4.8 also illustrates the moderating
effects of corruption on the capex-growth nexus for robustness. GDPG was used as the
independent variables and the ARDL results confirm the rest of the findings. The impulse

response results in the appendix also confirm the results on all these models.
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Table 4.13 : FMOLS ; DMOLS & CCR estimation results

FMOLS Results DMOLS Results CCR Results
LRGDP Coeff. P >1Z| | Coeff. P >iZ| Coeff. P >iZ|
Constant 1.9251 0.000 |1.9251 0.000 1.9255 0.000
LRCAPEX 0.048 0.001 | 0.048 0.001 0.045* 0.001
CORR -0.299 0.001 | -0.298 0.002 -0.298* 0.004
CORR*LRCAPEX | -0.268 0.003 | -0.268 0.003 -0.267* 0.003
LNTRADE 0.006*** 0.001 | 0.009*** 0.001 0.006*** 0.001
FDI 0.474** 0.001 | 0.468 0.001 0.474** 0.001
R-Square 0.76923 0.76833 0.76923
Adjusted R-Square | 0.68317 0.68492 0.68317
Durbin Watson Test | 2.58619 2.57604 2.58541
Prob (F-Statistic) 0.00000 0.00000 0.00000

Note:***, ** * denotes statistical significance at 1%, 5% and 10% level, respectively
Source: Author’s Computation using E-Views 13 (2024)

This outcome also differs from Mhari (2016) who concluded that capital expenditure

stimulates growth in Zimbabwe.
4.9  Chapter Summary

The analysis used quarterised data to interrogate the relationship between capital
expenditure and economic growth amid moderating variables corruption and sanctions.
There is a positive relationship between capital expenditure and economic growth.
However, both corruption and sanctions have negative effects on the relationship between

capital expenditure and economic growth.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction

Zimbabwe has been deploying significant capital expenditure. However, the economic
growth has been insignificant witnessing negative growth rates in some years over the
study period 2009 to 2022. The study was therefore, on the relationship between capital
expenditure and economic growth amid moderating variables financial leakages
(corruption) and economic sanctions. The study used Autoregressive Distribution Lag to
analyse financial leakages and economic sanctions to capture the heterogeneous effects on

Zimbabwe. The three objectives were:

a) To examine the relationship between capital expenditure and economic growth;

b) To establish the moderating effect of financial leakages (corruption) on the
relationship between capital expenditure and economic growth; and

c) To establish the moderating effects of economic sanctions on the relationship

between capital expenditure and economic growth.

It was important to establish internal economic variability in Zimbabwe’s economic
growth pattern consequent of capital expenditures. The results from amid the first
empirical evidence found in Zimbabwe on the relationship between capital expenditure
and economic growth in the midst of corruption and sanction. This makes the results of

this research study of critical significance for the Zimbabwe.

5.2  Summary of Findings

The findings of the research study are that there is a positive relationship between capital
expenditure and economic growth both in the short-run and long run. The results
provide empirical evidence of a conditional relationship between capital expenditure and
economic growth. The findings show that a rise in government expenditure, specifically
on infrastructure development, results in higher economic growth. Furthermore, the
findings are consistent with several scholars who found a positive relationship between
government expenditure and economic growth contradicting those who found negative
relationships. The research findings are also consistent with the Keynesian Theory which

states that expansionary fiscal policies enhance economic performance particularly in
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recessionary periods. During the study period Zimbabwe has been experiencing negative
growth rates despite significant capital deployment.

However, on financial leakages, the findings demonstrate that in Zimbabwe they are
negatively related to economic growth. Financial leakages have significant negative
effects on economic growth both in the short run and long run. The findings show that in
the short run, a 1% increase in control of corruption retards economic growth by 0.20%.
This has the potential of increasing to 0.25% in the long run. The findings demonstrate
that corruption can inhibit the allocation of government resources, which can successively
dampen economic growth. The findings are pertinent in Zimbabwe which is characterised
by poor institutional quality. Corruption increases uncertainty in terms of return on
investment which can lead to reduction in the investment motive in the economy. The
findings show that in Zimbabwe the environment is linked with high corruption, with the
mean index of negative -1.23. This makes allocated resources in the economy to be
wasted and ineffective. In Zimbabwe there is the Zimbabwe Anti-Corruption
Commission (ZACC), meant to deal decisively with those involved in corrupt activities.
Efforts by government to mitigate or eliminate corruption have not been successful
despite the existence of the Anti-Corruption Commission. The findings suggest that for
the economy to reap the fruits of deployment of capital expenditure, the government
should decisively deal with corruption. Corruption reduces growth through its effects on
the allocation of public resources because of allocating more resources to a given
expenditure. The findings support action against corruption requiring government
intervention through the Anti-Corruption Commission by giving it teeth.

On economic sanctions examined inflows of foreign direct investment and inflows of
trade of goods and services. Economic sanctions as a moderator on both foreign direct
investment and trade openness positively affects economic growth in a significant manner
in the short run. However, this is not the case in the long run where a 1% increase in
foreign direct investment leads to an increase in economic growth by 0.05% though the
effect is not significant. The assertable explanation for the positive relationship is that
foreign direct investment enhances industrialisation which increases production and
output. These components are imperative for economic growth. Due to the ease of doing
business challenges in Zimbabwe, coupled by a volatile environment could have dragged

the effect of foreign direct investment. Investors fear for penalties by “senders” to those
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countries that would trade with Zimbabwe. Furthermore, the policies of the government
of Zimbabwe may not be investor friendly to attract foreign direct investments and
stimulate trade of goods and services. The empirical evidence concerning the economic
effects of sanctions indicate that they trigger financial crises. The findings of the study
show that sanctions result in reduction in trade and reduction in foreign direct investment
Furthermore, a breach of any sanctions regime can lead to serious damage to their
reputation. The USA sanctions resulted in trade controls in form of import and export
quotas and cancellation and suspension of trade agreements. Furthermore, various forms
of interventions in trade, such as tariffs, quotas, and taxes, discourage economic
interaction between Zimbabwe and other states thereby reducing the gains from free
trade. As the price of goods in Zimbabwe rises above world prices, the incentive for
third party countries to step in and replace the supply of the goods also rises. The aim of
sanctions is to restrict the cross-border flow of financial activities. Such sanctions create
collateral damage by reducing trade in goods and services. The presence of sanctions
increases the risk of other countries doing business, with Zimbabwe. Sanctions engender
hesitation among potential investors, penalise capital accumulation and hamper economic
growth. Access to markets becomes elusive and expensive. The findings show that there
is a significant negative effect of international sanctions on GDP growth as well as on

trade and foreign direct investment.

53 Conclusions

In conclusion the findings of the research are that the government should continue to
prioritise capital expenditure as it has positive effects on economic growth as an engine
for economic growth.  However, working against this growth are financial leakages
(corruption). The authorities should deepen, sharpen and expand the fight against the
corrosive corruption by sanctioning those involved in the cancerous corrupt acts.
Procurement in the public sector should be more transparent. The government should

engage sanctions senders to resolve the challenges being caused by sanctions.

The philosophy that guided the quantitative research was positivism. This empirical
analysis on the relationship between capital expenditure and economic growth during
corruption and sanctions is the first in Zimbabwe. Both financial leakages and economic
sanctions are moderating on this relationship retarding economic growth. The
government should stimulate the economy by addressing the regressors. The study used
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guantitative secondary data from the World Bank and government of Zimbabwe for the
quantitative analysis. ARDL was used to examine the short run and long run secondary

quantitative data. It is recommended that we conclude based on the objectives set.
54  Recommendations

The research findings identified a positive relationship between capital expenditure and
economic growth. However, this relationship is being moderated by financial leakages
and economic sanctions. The financial leakages are eroding the financial value of capital
expenditure while economic sanctions are scaring away potential investors. The negative
effects of these two variables of concern explain the small to negative economic GDP
growth rates over the study period 2009 to 2022.

The recommendations from the findings of the study are subdivided into practice, policy,

theoretical implications and future studies.
5.4.1 Recommendations to Practice

On capital expenditure, the government of Zimbabwe should deploy even more financial
resources for capital expenditure towards infrastructure development to stimulate
economic growth. However, very strong and decisive measures should be taken to
eradicate corruption. Lifestyle audits should be more rigorous and ruthless. Long
custodial sentences are called for on all those fuelling and involved in corruption.

Some senior government officials are signing Integrity Pledges. However, this is optional
to those who want to sign them. The integrity pledges create sense of guilt on the part of
would-be corrupt officials. The signing of the integrity pledges should be made
mandatory to all public servants including politicians such as Ministers of Transport and
Infrastructure Development, Local Government and Public Works, Mines and Mining
Development, National Housing, Industry and Commerce, Information and Publicity and
Agriculture, Lands, Fisheries and Water Development. Theses Ministries handle large

tenders in respect of capital goods such as infrastructure.

On sanctions, the government of Zimbabwe, with the support of African Union and
Southern African Development Community, should directly engage the USA government
to have Zimbabwe Democracy and Economic Recovery Act repealed. This would create

an environment conducive for free international trade of good and services. Furthermore,
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it would attract inflow of quality Foreign Direct Investments, which is usually
accompanied with transfer of latest technology.

5.4.2 Recommendations on Policy

The policy makers, the government of Zimbabwe, should improve on governance on all
financial transactions. The government should strengthen current legislation on
procurement which is failing to serve as a deterrent to acts of corruption. The
procurement act should play a facilitating role minimising human interaction to eliminate

corruption in procurement in the public sector.

Elimination of corruption creates confidence in investors. The government should

therefore seriously consider entrenching Integrity Pledges into law through statues.

The authorities should create conducive macroeconomic environment to attract investors
and grow the economy. The policy makers should attend to the land reform issues, which
are of concern to the sanctions imposers. The hanging fruit to this is the fulfilling of the

undertaking to pay for improvements to the dispossessed farmers.

5.4.3 Recommendations on Theoretical Implications

More theoretical research is required on the less understood effects of sanctions as an
instrument of coercion. Most theoretical research has been restricted to one specific area
as opposed to comprehensive research. It is not clear whether the Zimbabwe economy
would not have still deteriorated in the absence of sanctions. Solutions from empirical

research are required to deal with the cancerous pathways of financial leakages.

5.4.4 Recommandations for Future Studies

This study restricted to analysis of the relationship between capital expenditure and
economic growth in the midst of moderating variables financial leakages and economic
sanctions. Other moderators such as inflation and poor management of the resources
were not analysed. The study also isolated capital expenditure as opposed to total
government expenditure. The research also used quantitative secondary data for its
analysis. No primary data was collected. More future research is required to investigate
what would have happened if there were no sanctions. Recommendations are being made
for more comprehensive research studies to address these areas based on cross country

experiences of other sub-Saharan African countries.
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In line with Education 5.0 future studies should find ways to tackle corruption which has
moderating effects on deployment and use of capital expenditure.
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APPENDIX 4.1 (Appendices are placed after list of references)
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APPENDIX A
LAG LENGTH

Dependent Variable: LNGDP

Method: ARDL

Date: 12/14/23 Time: 10:08

Sample: 2010Q1 20220Q4
Included observations: 52

Dependentlags: 4 (Automatic)
Automatic-lag linear regressors (4 max. lags): LNCAPEX CORR CORRCAP

FDI LNTRADE

Deterministics: Restricted constant and no trend (Case 2)
Model selection method: Akaike info criterion (AIC)
Number of models evaluated: 12500
Selected model: ARDL(3,0,0,0,4,0)

Variable Coefficient Std. Error t-Statistic Prob.*
LNGDP(-1) 0.499122 0.115584 4.318274 0.0001
LNGDP(-2) -0.578482 0.122362 -4.727623 0.0000
LNGDP(-3) 0.496894 0.111521 4.455602 0.0001
LNCAPEX -0.049245 0.061977 -0.794566 0.4317

CORR 1.747193 0.818975 2.133389 0.0392
CORRCAP -0.396788 0.163199 -2.431312 0.0197

FDI 1.329191 0.425581 3.123236 0.0034
FDI (-1) -1.089103 0.624643 -1.743560 0.0891
FDI  (-2) 0.754099 0.700925 1.075862 0.2886
FDI_ (-3) -0.224176 0.671550 -0.333819 0.7403
FDI  (-4) -0.718036 0.432062 -1.661881 0.1046
LNTRADE -0.702538 0.249053 -2.820839 0.0075

C 3.042262 0.866237 3.512041 0.0011
R-squared 0.843886 Mean dependent var 1.681335
Adjusted R-squared 0.795851 S.D.dependentvar 0.375919
S.E. of regression 0.169851 Akaike info criterion -0.495476
Sum squared resid 1.125121 Schwarz criterion -0.007665
Log likelihood 25.88238 Hannan-Quinn criter. -0.308461
F-statistic 17.56816 Durbin-Watson stat 1.880585
Prob(F-statistic) 0.000000

*Note: p-values and any subsequent test results do not account for model

selection.
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LAG LENGTH

Dependent Variable: LNGDP

Method: ARDL

Date: 12/14/23 Time: 07:32

Sample: 2010Q1 2022Q4
Included observations: 52
Dependentlags: 4 (Autom

atic)

Automatic-lag linear regressors (4 max. lags): LNCAPEX CORR FDI

LNTRADE CORRCAP

Deterministics: Unrestricted constant and no trend (Case 3)
Model selection method: Akaike info criterion (AIC)
Number of models evaluated: 12500
Selected model: ARDL(3,0,0,4,0,0)

Variable Coefficient Std. Error t-Statistic Prob.*
LNGDP(-1) 0.499122 0.115584 4.318274 0.0001
LNGDP(-2) -0.578482 0.122362 -4.727623 0.0000
LNGDP(-3) 0.496894 0.111521 4.455602 0.0001
LNCAPEX -0.049245 0.061977 -0.794566 0.4317

CORR 1.747193 0.818975 2.133389 0.0392

FDI 1.329191 0.425581 3.123236 0.0034
FDI_ (-1) -1.089103 0.624643 -1.743560 0.0891
FDI (-2) 0.754099 0.700925 1.075862 0.2886
FDI  (-3) -0.224176 0.671550 -0.333819 0.7403
FDI_ (-4) -0.718036 0.432062 -1.661881 0.1046
LNTRADE -0.702538 0.249053 -2.820839 0.0075
CORRCAP -0.396788 0.163199 -2.431312 0.0197

C 3.042262 0.866237 3.512041 0.0011
R-squared 0.843886 Mean dependent var 1.681335
Adjusted R-squared 0.795851 S.D.dependentvar 0.375919
S.E. of regression 0.169851 Akaike info criterion -0.495476
Sum squared resid 1.125121 Schwarz criterion -0.007665
Log likelihood 25.88238 Hannan-Quinn criter. -0.308461
F-statistic 17.56816 Durbin-Watson stat 1.880585
Prob(F-statistic) 0.000000

*Note: p-values and any subsequent test results do not account for model

selection.
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IMPULSE RESPONSE FUNCTIONS

Response to Cholesky One S.D. (d.f. adjusted) Innovations
95% Cl using analytic asymptoticS.E.s
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Dependent Variable: LNGDP
Method: Fully Modified Least Squares (FMOLS)
Date: 12/14/23 Time: 12:23
Sample (adjusted): 20090Q2 202204
Included observations: 55 after adjustments
Cointegrating equation deterministics: C
Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth

=4.0000)

Variable Coefficient Std. Error t-Statistic Prob.
LNCAPEX 0.002488 0.103561 0.024021 0.9809
CORR 2.565662 1.431141 1.792738 0.0792
LNTRADE -1.090209 0.270719 -4.027084 0.0002
FDI 0.808279 0.364596 2.216920 0.0313
CORRCAP -0.571366 0.281938 -2.026567 0.0482
C 4,189728 0.923769 4535469 0.0000
R-squared 0.607497 Mean dependent var 1.637168
Adjusted R-squared 0.567446 S.D.dependentvar 0.410264
S.E. of regression 0.269826 Sum squared resid 3.567501

Long-run variance 0.116569

Dependent Variable: LNGDP
Method: Dynamic Least Squares (DOLS)
Date: 12/14/23 Time: 12:52
Sample (adjusted): 2009Q3 202203
Included observations: 53 after adjustments
Cointegrating equation deterministics: C

Fixed leads and lags specification (lead=1, lag=1)
Long-run variance estimate (Bartlett kernel, Newey-West fixed bandwidth =

4.0000)

Variable Coefficient Std. Error t-Statistic Prob.
LNCAPEX 1.151443 0.646222 1.781807 0.0843
CORR -7.819959 8.999909 -0.868893 0.3914
LNTRADE -1.105598 0.284590 -3.884887 0.0005
FDI 0.315492 0.451125 0.699345 0.4894
CORRCAP 3.238194 2.007192 1.613295 0.1165
C 1.631584 2.693076 0.605844 0.5489
R-squared 0.755224 Mean dependent var 1.649197
Adjusted R-squared 0.602239 S.D.dependent var 0.400310
S.E. of regression 0.252469 Sum squared resid 2.039701

Long-run variance 0.072707
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Dependent Variable: LNGDP

Method: Canonical Cointegrating Regression (CCR)

Date: 12/14/23 Time: 13:05
Sample (adjusted): 20090Q2 202204
Included observations: 55 after adjustments
Cointegrating equation deterministics: C
Long-run covariance estimate (Bartlett kernel, Newey-West fixed bandwidth

=4.0000)

Variable Coefficient Std. Error t-Statistic Prob.
LNCAPEX 0.019513 0.151159 0.129091 0.8978
CORR 2.296138 2.112416 1.086973 0.2824
LNTRADE -1.082476 0.268076 -4.037944 0.0002
FDI 0.805129 0.349845 2.301390 0.0257
CORRCAP -0.517262 0.428867 -1.206111 0.2336
C 4.086822 1.073310 3.807679 0.0004
R-squared 0.606993 Mean dependent var 1.637168
Adjusted R-squared 0.566890 S.D.dependentvar 0.410264
S.E. of regression 0.269999 Sum squared resid 3.572082

Long-run variance 0.116569
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