Vol. 12(1), pp. 5-8, 2025
ISSN: 2354-2357

Copyright ©2025, Creative Commons Attribution 4.0 International.

DOI:

Analysis of the Public Policies that Reduce the
Cost of Living and Increase Economic Growth

Morris Mwiti Mbabu; Dr. Obange Nelson

School of Business, Maseno University

ARTICLE’S INFO

Article No.: 121724200
Full Text: PDF, PHP, EPUB, MP3

DOI: 10.15580/gjea.2025.1.121724200

Accepted: 19/12/2024
Published: 20/01/2025

Keywords: Public policies, cost of living,
economic growth

*Corresponding Author

Morris Mwiti Mbabu

E-mail: morrismbabu@ gmail.com

Article’s QR code

Introduction

Maintaining a balance between the cost of living,
economic growth, and employment is a key challenge in
public policy. In an increasingly volatile global economy,
governments and policymakers must implement
strategies that promote sustainable economic growth,
foster job creation, and manage inflation to maintain the
affordability of essential goods and services. This paper
examines policies that can maintain or reduce the cost of
living while promoting or sustaining economic growth and
employment. It also explores the delicate balance
between controlling inflation and fostering economic
development, using real-world examples to illustrate
effective policy interventions.

1. Policies that Maintain the Cost of Living While
Increasing Economic Growth/Employment

In today’s dynamic economic environment, maintaining
the cost of living while simultaneously fostering economic
growth and employment requires carefully targeted
policies. Supply-side policies such as infrastructure
investments are crucial in reducing production costs,
thereby benefiting both businesses and consumers.
Kenya’s Standard Gauge Railway (SGR), for instance,
has helped lower logistics costs for businesses, allowing
goods to reach markets more affordably while creating
jobs in transportation and trade (Kenya Railways, 2021).
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Similarly, China’s Belt and Road Initiative has shown that
infrastructure development can generate employment
and improve trade efficiency (World Bank, 2019).
Investment in education and workforce training is
another essential strategy. Kenya’'s Kenya Youth
Employment and Opportunities Project (KYEOP),
supported by the World Bank, provides vocational
training aligned with industry needs, helping improve
productivity and employment without pushing up wages
excessively (World Bank, 2021). Similarly, Germany’s
vocational training system enhances the skills of its
workforce, leading to controlled wage inflation and
increased output (OECD, 2020).

Monetary policy is also a vital tool. The Central

Bank of Kenya (CBK) has maintained stable interest
rates to control inflation while encouraging investments,
supporting job creation without pushing up the cost of
living (CBK, 2022). However, as Japan’s experience with
prolonged low interest rates shows, excessive borrowing
may lead to unintended price increases if not carefully
managed (IMF, 2021; Riksbank, 2019).
Tax incentives for businesses that invest in innovation
and job creation can also help maintain living costs while
fostering economic growth. In Kenya, the Special
Economic Zones (SEZs) offer tax breaks to companies,
especially in manufacturing, to stimulate growth and
employment without driving up prices (Kenya Investment
Authority, 2021). Similarly, Ireland’s tax incentives for
tech companies have spurred rapid growth without a
significant increase in living costs (European
Commission, 2020).

Regulation of essential industries, such as
energy and housing, ensures price stability. France’s
energy regulation policies, including rent control and
energy subsidies, prevent rapid increases in costs while
encouraging investment in renewable energy, thereby
balancing job creation with cost control (IEA, 2022).
Kenya has also taken steps to stabilize energy prices by
investing in renewable energy projects like the Lake
Turkana Wind Power, which provides affordable
electricity to citizens and creates jobs (Kenya Power,
2021).

Finally, trade policies that increase market
access can help maintain living costs while supporting
growth and employment. Kenya’s participation in the
African Continental Free Trade Area (AfCFTA) has
opened new markets for local products, allowing for
expanded production and employment without triggering
inflation (UNCTAD, 2020).

2. Policies that Reduce the Cost of Living While
Increasing Economic Growth/Employment

To reduce the cost of living while driving economic
growth, a combination of fiscal, monetary, and regulatory
approaches is effective. Reducing taxes on essential
goods and services directly lowers consumer prices,
encouraging spending that boosts the economy. Kenya'’s
VAT exemptions on staple foods help ease household

budgets, stimulating consumer demand and economic
growth (Kenya Revenue Authority, 2020). Similarly, the
UK’s reduction of VAT on energy bills during the COVID-
19 pandemic provided relief to households while
promoting economic recovery (UK Parliament, 2020).

Subsidies in critical sectors such as agriculture
and energy are also vital. Kenya’s National Agricultural
and Rural Inclusive Growth Project (NARIGP) provides
subsidies for small-scale farmers, reducing their
production costs and ensuring affordable food prices for
consumers while supporting employment in agriculture
(Ministry of Agriculture, 2021). The United States uses
similar agricultural subsidies to stabilize food prices and
support the sector’s growth (USDA, 2021).

Encouraging competition in essential industries
helps reduce prices while promoting economic growth.
The liberalization of Kenya’s telecommunications sector
led to increased competition and reduced service costs,
which expanded access to telecommunications and
created numerous jobs (Communication Authority of
Kenya, 2021). Similarly, deregulation in India’s
telecommunications industry resulted in competitive
pricing and expanded employment (TRAI, 2021).

Investing in technology and innovation lowers
operational costs, which can be passed on to
consumers. Kenya’'s M-Pesa mobile payment system
has reduced transaction costs, making financial services
more accessible and affordable while creating jobs in the
fintech sector (Safaricom, 2021). China’s growth in e-
commerce also illustrates how technology can reduce
living costs and boost employment (World Bank, 2020).

Flexible labor policies, such as promoting
remote work, further reduce household expenses. By
allowing employees to work from home, organizations
reduce commuting costs, which improves the
affordability of living without affecting economic
productivity. The increased acceptance of remote work
in response to COVID-19 has demonstrated the potential
for economic growth through cost savings on
transportation and office infrastructure.

3. Policies that Reduce the Cost of Living While
Maintaining Economic Growth at a Constant Point

In some situations, the objective is to lower the cost of
living while keeping economic growth steady. Price
controls on essential goods and services, such as rent
controls, help prevent sudden increases in living costs.
Kenya’s rent control regulations in Nairobi help keep
housing affordable, which provides financial relief for
residents without overstimulating the economy (Nairobi
County Housing Department, 2021). Similarly, France’s
decision to cap energy prices stabilized utility bills during
the 2021 energy crisis, offering cost relief without
excessive demand spikes (IEA, 2022).

Public investment in infrastructure, such as
transport and housing, also helps reduce living costs
while keeping growth stable. Kenya's Nairobi
Expressway project has improved urban mobility, cutting
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commuting costs without inflating demand excessively
(Nairobi Expressway Company, 2022). Japan’s
investment in public transportation infrastructure
demonstrates how long-term infrastructure projects can
enhance affordability without destabilizing economic
growth (OECD, 2020).

Local production initiatives also reduce
dependency on imports, lowering production and
transportation costs. Kenya’s Buy Kenya, Build Kenya
policy supports local industries, stabilizing prices for
consumers while fostering consistent industrial growth
(Kenya Association of Manufacturers, 2020). Ethiopia’s
local manufacturing investments in essential goods
provide a similar example, reducing living costs while
sustaining growth (UNIDO, 2020).

Welfare programs that target low-income
households, such as food assistance and housing
subsidies, help to directly lower the cost of living without
creating excessive demand. The Inua Jamii Cash
Transfer Program in Kenya, which supports vulnerable
families, lowers essential expenses and supports
economic stability without driving rapid inflation (Ministry
of Labour and Social Protection, 2021). The U.S. SNAP
program similarly reduces living costs for low-income
families without disturbing steady economic growth
(USDA, 2021).

Conclusion

Balancing cost of living, economic growth, and
employment requires a blend of fiscal, monetary, and
regulatory policies. In Kenya, supply-side investments,
subsidies, and tax incentives have effectively maintained
living standards while promoting growth and
employment. Reducing taxes on essentials, encouraging
competition, and supporting local production have further
enhanced affordability, contributing to Kenya’s economic
resilience.

Scholarly Analysis

Kenya’s policies on managing cost of living, economic
growth, and employment illustrate a comprehensive
approach that aligns with both neoclassical and
Keynesian economic principles. Supply-side
investments, such as those in infrastructure, align with
neoclassical theories that emphasize efficiency and
productivity as drivers of sustainable growth (Solow,
1956). Similarly, Kenya’s VAT reductions and agricultural
subsidies reflect Keynesian ideas of stimulating demand
to drive growth.

The Kenyan approach, however, faces
challenges. While subsidies and tax incentives reduce
the cost of living, they also strain government resources,
highlighting the need for efficient public spending. For
Kenya’s model to remain sustainable, further emphasis
could be placed on building self-reliant industries,
especially in sectors like manufacturing, where the Buy
Kenya, Build Kenya initiative has shown promise.

Additionally, Kenya'’s investments in digital infrastructure,
such as the M-Pesa system, demonstrate the country’s
adaptability to global trends, but expanded digital access
and education are still necessary to maximize the
potential of such innovations.

In  summary, Kenya’s policy landscape
demonstrates a balanced, context-sensitive approach to
addressing cost of living, economic growth, and
employment. By aligning global economic insights with
local realities, Kenya has built a resilient model that could
serve as a reference for other developing economies.
Continued adjustments, particularly in digitalization and
sustainability, will be essential for Kenya to maintain
economic stability and growth.
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