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Overview

Kenya is a small open economy that depends on energy for growth. Since independence in 1963, it has experienced tremendous urban and rural population growth, placing an increasing strain on energy resources and economic development. Therefore, in this paper the relationship between urban and rural populations, economic development, and energy use is studied. The empirical analysis uses a vector autoregression framework. The Granger Causality test results suggest unidirectional causality running from urban population to GDP. The vector error decomposition results imply that urban growth will continue to play a major role in energy consumption in Kenya.

Methodology
This chapter studies the relationship between energy use, economic development, and population within a vector autoregressive (VAR) framework. The total population is decomposed into urban and rural populations. Granger Causality tests were performed prior to conducting vector error decomposition analyses. 

Results

· The Granger Causality test results suggest unidirectional causality running from urban population to GDP.

· The urban population has a greater effect on the future variability of energy usage than the rural population.

· Findings also reveal that the urban population has a greater effect on economic development than the rural population. 

· The analysis shows that energy use has a large impact on Kenya’s economic development.

Conclusions

Results show that Kenya’s urban population has a greater effect on the future variability of energy usage than the rural population. Therefore, the government should consider setting up energy distribution centers near urban areas to cater for increasing urbanization. Findings also reveal that the urban population has a greater effect on economic development than the rural population. Therefore the government ought to explore the process of how urban populations support economic development then set up mechanisms to aid those sectors that support growth. This it can do by providing enabling environments for sectors aiding urban growth. It can offer incentives that support development of areas neighboring the major cities to prevent overcrowding in the core areas. The government can also offer low interest loans to developers in urban areas, and facilitate the construction of infrastructure required to aid development of these areas.
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