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Foreword

In a meeting with Mr. Assane Diop, Executive DigectSocial Protection Sector, ILO, in
March 2010, the Permanent Secretary of the Kenyanisivly of Labour, Mrs. Beatrice
Naliaka Kituyi, requested that the Internationabtar Office (ILO) provide technical
assistance in developing an integrated nationadlspitection policy for Kenya.

In a formal request, the related terms of refereweee specified by Dr. Sammy T.
Nyambari, Labour Commissioner on 8 April 2010. Hissagreed to provide the technical
assistance in the form of an analysis based onrésslarch and an advisory mission.

Following the agreement, the ILO hosted a meeting8oJune 2010 in Geneva with
members of the Kenyan delegation to thé” ®ession of the International Labour
Conference to discuss the details of current spe@kction policies in Kenya.

The advisory mission to Kenya was undertaken fr@dane 2010 to 3 July 2010 by Ms.
Xenia Scheil-Adlung, ILO Health Policy Coordinatord Mr. Axel Weber, Consultant.

This report presents an analysis of key informatéord data publicly available and
provided during the mission and discussions witpresentatives of the Government,
Labour Unions, Employers’ Organizations, numeroatomal authorities in Kenya, the
donor community and NGOs on Kenya's main sociatqmtion schemes and initiatives. It
further provides advice with a view to achievinguaensal coverage and access to social
protection benefits within the context of the Sbckecurity (Minimum Standards)
Convention, 1952 (No. 102) of the International dab Organization, the Social
Protection Floor Initiative and the Millennium Ddepment Goals (MDGS).
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Executive summary

This report aims at assisting the Government ofyideén designing an integrated National
Social Protection Policy. It is based on an assessrof the existing social protection
schemes for both formal and informal economy wasleerd their families.

Between 60 to 90 per cent of the Kenyan populatommong them the poor, ill,
unemployed and elderly, particularly those whofaneale — have an urgent need for social
protection. This report identifies that there ayesignificant gaps in social protection
coverage, particularly for informal economy workeasd their families ii) important
deficits in access to benefits in kind and cashtffose who are covered and iii) insufficient
levels of benefit provided. Further, some of thatomencies outlined in ILO Convention
No. 102 (Minimum Standards of Social Security),lsas unemployment, are completely
absent from social protection in Kenya.

The report reveals that Kenya's overall spendingsocial protection of less than 2 per
cent of GDP, lags behind that of most developingntides that spend at least 3 per cent of
their GDP. Further, social protection expenditur&enya is rather unbalanced with more
than 57 per cent spent on pensions for former emilvants, whereas social pensions do
not exist and expenditure on social assistancéhfopoor amounts to less than 5 per cent.
In addition, efficiency and effectiveness in finamgt social protection is hampered by a
fragmented scheme landscape and related low rescamd risk pooling as well as
scattered institutional and decision making franmwo

Against this background, the development of argirateed national social protection policy
should prioritise achieving universal coverage anolviding access to at least essential
benefits in health care and income support asnadtliin the Social Protection Floor

Initiative. The related strategic approach suggkste ILO includes i) focusing on key

principles of social protection, mainly affordatyliat national and household level,
accountability and sustainability ii) maximizingséal space, iii) increasing capacity for
implementation and monitoring of reforms and ivphoving social dialogue.

Such an inclusive approach would require definiagy moles for existing schemes, e.g. the
NSSF and NHIF which should cover large populatioougs including workers in the
informal economy and their families; Occupationaghemes could play a complementary
role; Income support through social assistancemseleshould be unified and extended;
and synergies among all schemes should be reahzedier to maximize efficiency and
effectiveness.

Based on preliminary ILO projections and the prangiseconomic situation in Kenya,
such a comprehensive national social protectioityacbuld be successfully implemented
and progress towards the Millennium DevelopmentlS&significantly accelerated.

Kenya. Developing an integrated national social protection policy 1X
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Introduction

Background and objectives of the report

The overall objective of the present report is tovige support in achieving the goal of
improving social protection in Kenya. Specificallis purpose is to provide assistance to
the Government of Kenya in developing an integratexdal protection policy.

This report is based on information provided bykstmlders whom the ILO team
discussed with, ministerial publications, indepernideesearch and analysis, and
International Labour Office (ILO) publications. Adlvailable literature and documentation
was collected and analyzed by the ILO. It must lmtioned, however, that use of data
was limited, partly because it does not exist, padly due to disclosure limitations.
Consequently, any follow-up to this study shoulsbahvest in improving accessibility to
and availability of core social protection data.

The report analyzes and assesses Kenya's socicpom schemes in the formal and
informal economy. It includes an evaluation of syyths and weaknesses of the current
social protection system particularly concernind afje, health, and income support. The
report takes into account the institutional setamd regulatory frameworks. It also
provides an appraisal of existing benefits givegicg@conomic conditions, financing
arrangements and other aspects. All assessmenéemmmendations provided are derived
with consideration to social security expertiseQllperspectives, and Kenya's specific
economic, social and political situation and cutreolitical debate regarding social
protection. Overall, the assessment was carriedwithit a view to achieving universal
coverage of social protection and a possible follgaproject.

More specifically, the terms of reference that waddressed in this report include:

* Undertaking a literature review on issues in so@abtection schemes by
analyzing quantitative and qualitative data, asalupossible, regarding different
population groups, gender, age, etc., with a viewftective access to benefits and
conclude on priorities;.

» Based on preliminary ILO projections and the prangiseconomic situation in
Kenya such a comprehensive national social pratectpolicy could be
successfully implemented and progress towards tlikeriium Development
Goals significantly accelerated;

» Assessing the existing institutional, financialpeemic and political environment
taking into account the formal and informal econpmy

* Outlining the scope for extending social protectiociuding to the workers in the
informal economy, using mechanisms such as sossiktance schemes, social
insurance, Community Based Health Insurance (CBHY voucher schemes (e.g.
vouchers for maternal health services or income@aup

» Describing existing benefits and cost impacts ofoues options to extend effective
coverage, taking into account different financingamanisms, benefit packages,
corresponding contribution/premium rates (estinmticcubsidies necessary and
identifying gaps in coverage for policy inclusiomdafuture proposals;

» Evaluating possible institutional, administrativeramgements, and regulatory
frameworks with the considerations of the potentidé of the various national

Kenya. Developing an integrated national social protection policy 1



1.2

authorities, the socio-economic situation, the rffimag arrangements and other
related aspects;

» Assessing the advantages and challenges of diffeheices in the light of overall
social protection policies, poverty reduction pigl; social and economic
contexts, and modelling basic costs for each option

» Assessing the main areas where technical advice skilld development of
stakeholders are needed to implement and/or exserdhl protection in the
context of options suggested and providing a fraamkvior the transition of the
current National Social Security Fund (NSSF) Actadfully-fledged pension
scheme;

e Assisting in formulating and designing a Nationati@l Protection Policy that is
linked to the Social Security (Minimum Standardgh@ention, 1952 (No. 102) of
the International Labour Organization suited to firesent and future social
protection needs of Kenyans;

» Suggesting, as far as possible, geographical aseamrs and/or population groups
suitable for possible testing of options consideaad conceptualizing a follow-up
project with a view to needs, financial means, @ion of quality health services,
administrative aspects, potential support of staelddrs such as community
organizations and others.

Social protection and its role for Kenya

The global need for social protection is undeniablet only is social protection a social
and economic necessity for individuals and sod@etiat it has long been acknowledged as
a human right. This right to social protection le form of social security is enshrined in
the ILO Declaration of Philadelphia (1944) as wedl in the Universal Declaration of
Human Rights adopted by the General Assembly of Wmited Nations in 1948.
Unfortunately, four out of every five people worldie still lack comprehensive and
adequate coverage and more than half of the wopdjsulation is unable to access any
type of protection at all.

Substantial evidenteexists suggesting that where peoples’ social ptiote needs are
unfulfilled, the result can be increased poverighkr levels of exclusion from access to
health care and education, low access to employarehproductive activities, an increase
in the prevalence of child labour and in the sprefdisease, such as HIV/AIDS. As this
report highlights in the following sections, Kenymd all Kenyans have a great need for
social protection, not only from a rights-basedspective, but also from a practical,
development-oriented viewpoint, in order to curé #ibove effects.

Certain populations have an increased risk of éa&peing and being susceptible to
hazards, for example, economic shocks, naturakiieg loss of income or ill health.
Unfortunately, in Kenya as in other nations, th@rpbave a tendency to be exposed to
multiple risks at once, making them less able tal géth shocks when they hit. The lack
of means to cope with a hazard or risk is what makwalividuals and populations
vulnerable. Furthermore, it is these groups whoehiére greatest access deficit to social
security. Increased risk to lifetime contingenciesh as ill health may be determined by

1 ILO. 2010. World Social Security Report 2010. Providing cogeran the time of crisis and beyond
(Geneva).
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factors such as gender, age, income, health statoapation and employment status. In
order for policy makers globally and in Kenya torelep a social protection system that
truly protects those in need, these vulnerable labipn groups must be identified and
targeted accordingly.

Before introducing and analyzing Kenya's socialtpetion system, it is useful to discuss
what is meant by social protection and social sgcuwithin ILO, the terms social
protection and social security are in fact usedsysnyms. However, the term social
protection is used in institutions across the wavith a wider variety of meanings than
social security. Often, it is interpreted as havingroader character than social security
(including, in particular, protection provided betn members of the family or members
of a local community), but it is also used in som@ntexts with a narrower meaning
(understood as comprising only measures addressélietpoorest, most vulnerable or
excluded members of society).

In this report reference is made to “social pratectas being interchangeable with “social
security” as well as with “protection” provided bgcial security in case of social risks and
needs. An extended operational definition of sos&durity, based on ILO Conventions,
can be found in Annex A.

The notion of social protection (or social secyrindopted here covers all measures
providing benefits, whether in cash or in kindsezure protection, inter alia, frdm

a) lack of work-related income (or insufficient incomeaused by sickness,
disability, maternity, employment injury, unemplogm, old age, or death of a
family member;

b) lack of access or unaffordable access to healt) car
c) insufficient family support, particularly for chilen and adult dependants;
d) general poverty and social exclusion.

Social protection thus has two main (functionathelsions, namely “income security”
and “availability of medical care”, which are sgexlly identified in the ILO Convention
102, the ILO Income Security Recommendation, 194d. (67) and the Medical Care
Recommendation, 1944 (No. 69), respectivelyessential elements of social security

What distinguishes social protection from otheriaoarrangements is that benefits are
provided to beneficiaries without any simultaneceprocal obligation (thus it does not,
for example, represent remuneration for work oreotbervices delivered. However, for
some social protection benefits contributions havee paid). Further, it is not based on an
individual agreement between the protected persohpaovider (as, for example, a life
insurance contract) but the agreement applies wodar group of people and so has a
collective character with corresponding risk poglend financing according to ability to

pay.

The ILO has developed a series of Conventions @rmalssecurity, the core being ILO
Convention No. 102, which is generally regardech ggimary international standard and
instrument for defining and extending social seguifhe Convention includes minimum
requirements for coverage and cash benefit ragg¢satle outlined in Annex B.

2 |LO. 2010. World Social Security Report 2010. Providing cogeran the time of crisis and beyond
(Geneva).
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While ILO Convention No. 102 is the primary intetioaal standard-setting instrument in
social security, some benefit levels and standerele extended or raised in subsequent
Conventions on social security. These conventiamdude the Employment Injury
Benefits Convention, 1964 (C121), Invalidity, Ol and Survivors’ Benefits
Convention, 1967 (C128), Medical Care and Sickmasefits Convention, 1969 (C130),
and in the Employment Promotion and Protection regjaUnemployment Convention,
1988 (C168). Each of these Conventions deals wih @f the nine branches on social
security, whereas Convention No. 102 sets standerdsll of the nine areas. ILO
Convention No. 102 and subsequent Conventionsfypémi examplé:

* Old-age benefit:
o Periodical payments, at least 40 per cent of tfezence wage;

0 The rates of periodical payments must be reviséddwing substantial
changes in the general level of earning and/dneéncbst of living.

 Medical care:

o Preventive care;

o

General practitioner care, including home visits;
0 Specialist care in hospitals or outside;

0 The essential pharmaceutical supplies as preschieaiedical or other
gualified practitioners;

0 Hospitalization where necessary; and

o Prenatal, confinement and postnatal care eithendxical practitioners or
by qualified midwives; and hospitalization whereessary.

* Family benefits:
0 (a) Either periodical payments; or
o (b) The provision of food, clothing, housing, halid or domestic help; or
o0 A combination of (a) and (b) above.
Minimum amount for the total value of the beneftanted in the country.
* Unemployment benefit:

o Periodical payments corresponding to at least 4 @et of the reference
wage.

Kenya has not yet ratified Social Security (Minim8tandards) Convention, 1952 (No.
102), nor subsequent Conventions 121, 128, 13068r Currently, Kenya is not fulfilling
the targets or minimum levels specified in the ICGNventions.

3 ILO. 2002. Standards for the XXIst Century. Social Secuflityernational Labour Standards Department,
ILO, Geneva.
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Social security benefits are typically providedotmgh public institutions, although their
delivery is often mandated and shared by privatitien As in Kenya, many private
institutions (insurance, self-help, community-basednutuals) can take responsibility for
providing selected services or fulfilling selecsatial protection roles.

Depending on the category of applicable conditianglistinction is made between non
means-tested schemes (where the conditions of ibemgtlement are not related to the
total level of income or wealth of the beneficianyd his or her family) and means-tested
schemes (where entitlement is granted only to theglke income or wealth below a
prescribed threshold).

Another distinction that exists in the provision bénefits is a special category of
“conditional” schemes. These schemes require bmagés (and/or their relatives or

families) to fulfil certain conditions in order teceive their benefit, for example, requiring
participation in prescribed public programmes, sasha specified health or educational
programme. In recent years, schemes of this type bacome known as Conditional Cash
Transfer (CCT) schemes.

Regardless of branch, financing mechanism, or tyfpeenefit provided, all the social
security schemes and institutions in a country amevitably interlinked and
complementary in their objectives, functions angaficing, and thus, form a national
social security system. As all of these schemes iastitutions work independently
towards the same objectives, it is vital that tinkdges between schemes be understood
and expanded upon. The integration of Kenya’'s otrsehemes is the objective of this
report.

In any discussion on the extension of social ptaigac it is necessary to discuss the
concept of the Social Protection FIGdFhe reference to a “socio-economic floor” and its
relationship to social protection was first intredd in the report of the World
Commission on the Social Dimension of Globalizatiamich stated that: “A minimum
level of social protection for individuals and fdies needs to be accepted and undisputed
as part of the socio-economic floor of the globabreomy®. Since then, the term “social
floor” or “social protection floor” has been usedl mean a set of basic social rights,
services and facilities that the global citizen wWHoenjoy. The term “social floor”
corresponds in many ways to the existing notiorf'amire obligations”, to ensure the
realization of, at the very least, minimum essédéaels of rights embodied in human
rights treaties. This concept was adopted in thren fof The Social Protection Floor
Initiative, by the United Nations System Chief Extdees Board in April 2009 as one of
the nine key initiatives to address the currerdriirial crisis. The ILO and the WHO are
leading the initiative, which advocates for the elepment in all countries of a social
protection floor consisting of two main elementsattihelp to realize respective human
rights:

a) services: geographical and financial access tm#akservices such as water and
sanitation, health, and education;

b) transfers: a basic set of essential social trasisiiercash and in kind, as aid to the
poor and vulnerable to provide minimum income siégwand access to essential
services, including health care.

* ILO; WHO. 2010.The Social Protection Floor. A joint Crisis Initigg of the UN Chief Executives Board for
Co-ordination on the Social Protection FlofBeneva).

® ILO. 2004.A fair Globalization: Creating opportunities for alReport of the World Commission on the
Social Dimension of Globalization (Geneva).
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In the context of its campaign to extend socialugécto all, the ILO is promoting the
social transfer component of the social protecfiimor; this basic and modest set of
essential social guarantees realized through gendh cash and in kind could ensure a
minimum level of income security and access totheadre for all in need.

The basic set of guarantees in all countries, @inlyKenya, consists of the following:

a) all residents have the necessary financial pratedti order to be able to afford
and have access to a nationally defined set ofnBakdealth-care services, in
relation to which the State accepts the genergloresbility for ensuring the
adequacy of the (usually) pluralistic financing atedivery systems;

b) all children have income security, at least atrthgonally defined poverty level,
through family/child benefits aimed at facilitatiragcess to nutrition, education
and care;

c) all those in active age groups who are unable ta egfficient income in the
labour market should enjoy minimum income secutitpugh social assistance or
social transfer schemes (such as income transfemses for women during the
last weeks of pregnancy and the first weeks aftvety), or through employment
guarantee schemes; and

d) all residents in old age and with disabilifiémve income security, at least at the
level of the nationally defined poverty line thrdugensions for old age and
disability.

The level of benefits and scope of population ceggfor example, age eligibility for old-
age pensions) for each guarantee should be definedrding to national conditions
(potential fiscal space, demographic structuretagrds, income distribution, poverty and
inequalities, etc), political choices, charact&ssiof groups to be covered and expected
outcomes. In no circumstance should the level ofebebe below that which ensures
access to an adequate level of goods and servidestich ensures a life of dignity.

The implementation of social protection in the favfra social protection floor is critical in
the reduction of poverty and in laying the foundas for long-term peace and prosperity.

As this report highlights, Kenya has made achievemim establishing the basis of a basic
social protection floor. However, substantial gapsoverage — specifically of vulnerable
populations — still exist and must be addressed.

There is also a link between social protection #ml Millenium Development Goals
(MDGs). As discussed later in the report, Kenyasfgrmance in achieving the MDGs is
not yet satisfactory.Progress towards the poverty and health systeaterkljoals would
be strongly impacted by the development of an eddnsocial protection floor.
Specifically, extended social security coverage atckss to social services and transfers
would accelerate the achievement of the goalsaifieating extreme poverty and hunger,
reducing child mortality, improving maternal healdnd combating HIV/AIDS, malaria,
and other diseases.

Given the many people in Kenya who face extremeegigyincreased risk of hazards —
such as chronic illness or loss of income — and labk the means to protect themselves,

® This means a degree of disability that excludemtirem labour market participation.

" UNDP. 2005 Millennium Development Goals in Kenya. Needs and Gb&w York).
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the need for the extension of the social protecfloor in Kenya is irrefutable. As of
August 27th 2010, which saw the promulgation of tlesv Kenyan Constitution, social
security is recognized as a Constitutional rightdib. It is against this background that the
Government of Kenya wishes to develop a holistiategy to meet the various challenges
with respect to poverty and coverage with basiéas@cotection.
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2.

2.1

Socio-economic environment and
vulnerability of the population

Economic situation

In contrast to the majority of economies worldwidecent economic developments in
Kenya have “been promising and create optimismKleaiya will begin the new decade on
an upward growth patt.”

Within the last ten years the GOK has made a sefisgnificant changes and advances in
macroeconomic management. The most significantragvavas the reduction of the debt
to GDP ratio from 60 per cent to 40 per cent betw2@00 and 2008Kenya, unlike many
other developing countries, has additionally beble @0 de-link its fiscal policy from
business cycle in the country; “Sound macroeconopailicies and progress made in
reducing public debt-to-GDP ratios in the recendétpgave the government some fiscal
space to support higher levels of expenditure, evldeparting only moderately and
temporarily from its fiscal anchor of a 40 perceatto of debt to GDP* The government
has adopted an expansionary fiscal policy appragulsh includes stimulus targeted at
agriculture and infrastructure.

Despite strong growth and momentum between 2004280 Kenya’s economy has
hard hit in 2008 following the post-election vioten Following this, the economy showed
signs of recovery in the first quarter of 2009,haét growth rate of 3.9 per cent compared
to a drop of 0.6 per cent in the first quarter 2. There are several issues which resulted
from the post-election crises, which may take stime to fully correct and recover from,
including the displacement of approximately 1% bé tKenyan population (300,000
people), loss of confidence on the part of invessemd tourists, and damage to physical
assets and social capital.

Due to the success of de-linking fiscal policy frtme business cycle, the Government was
able to use tax and expenditure policies to stiteullae economy and mitigate the effects
of the recession when the crises of 2008-08°fihe Kenyan economy was thus more able
to respond to the global economic crisis. The fistimulus raised the ratio of debt to GDP
marginally in 2009; however, the increase was snadéltive to the crisis impact on other
countries.

8 WB. 2010.Kenya Economic Update. Edition No. 2. Running on @ngine: Kenya’'s uneven economic
performance. With a special focus on the port ofrdasa (Nairobi, Poverty Reduction and Economic
Management Unit Africa Region).

° Masha, lyabo. 2010. “IMF Shocks Loan, Policy Changetp Kenya's Recovery.” International Monetary
Fund. Available at: http://www.imf.org/external/mifi/survey/so/2010/car010810a.htm.

19 Masha, lyabo. 2010. “IMF Shocks Loan, Policy Chanigetp Kenya's Recovery.” International Monetary
Fund. Available at: http://www.imf.org/external/mifi/survey/so/2010/car010810a.htm.

“Masha, lyabo. 2010. “IMF Shocks Loan, Policy Changetp Kenya's Recovery.” International Monetary
Fund. Available at: http://www.imf.org/external/mifi/survey/so/2010/car010810a.htm.

2\we. 2010.Kenya: Country BriefAvailable at: http://web.worldbank.org.

13 \MF. 2010. World economic outlook: Rebalancing Growthternational Monetary FundWashington,
DC).
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Table 2.1.

As indicated in Table 2.1, Kenya’'s GDP per cap@és more than doubled over the last
decade, rising from 409 US dollars per capita id@@® 938 US dollars by 2010, a change
which is on par with, or ahead of that of compagatbuntries. Kenya's market-based
economy operates within a liberalized externaldragistem, although exports remain low
as a share of total GDP, and have in fact declmest the last five decad&sDespite
decreased investor-confidence as of 2008, the pouststill generally perceived as
investment friendly. Agriculture is the primary ustry in Kenya, which has been affected
by drought and the resulting energy, food and watesis. Higher food prices affect
consumption levels, although it is likely that aidll have a moderating effect on
consumption declines. In the manufacturing sectalye-added has decreased, although
wholesale, retail trade, transport and construdtiave recently recorded positive growth.
Remittances represent a substantial proportionesfy’s foreign inflows, and remittance
transfers totalled 609,156 US dollars in 2699.

Gross domestic product per capita, current prices, (in US dollars)

2000 2005 2010
Ghana 271 514 755
Kenya 409 560 938
Senegal 454 748 1,026
Tanzania 303 378 592
Uganda 255 320 515

Source: IMF, World Economic Outlook Database, April 2010

Kenya continues to face varied challenges includingieakening exchange rate, trade
deficit, “pressure on the current account due takvexports, remittances and tourism [and
the] combination of output and employment lossedgjich, coupled the sharply rising
inflation of 2008, had a strong impact on poventytie country” Average annual inflation
was increasing over the last years, from 18.5 pat in the year up to June 2008 to 25.0
per cent in the year up to June 26bBefore falling significantly until the end of 2000

is expected that inflation will stabilize e.g. dte lower food prices resulting from
improved weather.

Other promising trends include monetary policy resg remaining within targets, interest
rates staying stable, and the public debt presgrsimstainability? The 2008/09 fiscal
deficit remained within the 5.3 per cent of GDRy&r Furthermore, Kenya was one of the

4 wa. 2010.Kenya Economic Update. Edition No. 2. Running on @ngine: Kenya’'s uneven economic
performance. With a special focus on the port ofmasa (Nairobi, Poverty Reduction and Economic
Management Unit Africa Region).

15WB. 2010.Kenya: Country BriefAvailable at: http://web.worldbank.org.

16 central Bank of Kenya. 2010. “Remittances from Diaagohvailable at:
http://www.centralbank.go.ke/forex/Diaspora_Remjias

wa. 2010.Kenya: Country BriefAvailable at: http://web.worldbank.org.

18 Central Bank of Kenya. 2002009 Revised Annual Repoftvailable at:
http://www.centralbank.go.ke/downloads/publicati@msiualreports/cbk/Revised Annual_2009.pdf.

19 central Bank of Kenya. 2010lonetary Policy Committee Meeting of January"28010: Enhancing the
Transmission Mechanisms for Monetary Palisgirobi.
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2.2

few countries that grew faster in 2009 than in 2808he most recent estimates of
Kenya's GDP growth were quite positive, at 4 pertggowth for 2010, and at 5 per cent
predicted growth in 2011. This increase would bi@nya back in line with the economic
growth experienced from 2003 to 2007 before the320(¥is.

Demography

In 2008, Kenya had a total population of around83&iillion”’. Population estimates
explicitly take into account the effects of excessrtality due to AIDS which impacts
population statistics by presenting lower life estp@acy, higher infant mortality and death
rates, lower population growth rates, and changdhké distribution of population by age
and sex than would otherwise be expected.

The age structure of Kenyans is as foll&ws
» 0-14 years: 42.5 per cent of the total population
» 15-64 years: 55.2 per cent of the total population
* 65 years and over: 2.3 per cent of the total pajpula

Kenya's population grew at a rate of 2.6 per cemtgmnum. In 2008, the birth rate was 39
births and the death rate was 12 deaths per 1 §@@ation.

The overall migration rate was 13.2 per cent (idiclg cross border and internal
migration), with rural areas losing a large portiohtheir population to urban areas.
Among the eight provinces, Nairobi, the Western #re Central provinces experienced
the highest rates of out-migration with over 156 pent. This is also reflected in the
influx of population to urban areas, which saw & gan in population in terms of in-
migration. According to the UNHCR planning figur2810-2011, in January 2010 Kenya
was host to 448,000 refugees from neighbouring tt@msy including 352,000 from
Somalia, 22,810 from Sudan, and 27,030 from Etafapi

According to household survey data, the averagesdtmid size was 4.2 persons (3.3
persons in urban areas and 4.7 persons in ruratjar€he infant mortality rate is 59.26
deaths per 1,000 live births. An estimated 32 pent cof Kenya's population is
malnourished.

The life expectancy at birth in 2008 was as folltws

» total population: 54 years

20 wa. 2009.Kenya Economic Update. Edition No. 1. Still standikgnya’'s recovery from a quadruple
shock. With a special focus on the food cridiairobi, Poverty Reduction and Economic Managentémit
Africa Region).

Zwe. 2009.Kenya at a glanceWashington, D.C.

2 |LO. 2007.Decent work Kenya. 2007-2011L.O's country programme for the Republic of Kenya
(Geneva).

% UNHCR 2010UNHCR Country Operations Profile

2 \WHO. 2010Kenya: Health Profile
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* male: 53 years
» female: 55 years
The total fertility rate in 2008 was 5 children bgrer woman.

There are various ethnic groups in Kenya. The rgadups are the Kikuyu who represent
22 per cent, Luhya at 14 per cent, Luo at 13 pet, ¢@lenjin at 12 per cent, Kamba at 11
per cent, Kisii at 6 per cent, Meru at 6 per cetler Africans at 15 per cent, and non-
African (Asian, European, and Arab) at 1 per cdrihe populatiof?.

About 16.4 per cent of the Kenyan population over age of 5 years is reported to have
had no formal education at all. Those with primadycation constituted 59.0 per cent of
the reference population while 19.7 per cent héairetd secondary education. Only 1.1
per cent had attained university education.

2.3 Labour market

Table 2.3.1

Data measuring labour market trends in Kenya afertumately either limited or outdated.
The most comprehensive labour statistics on ungmmpat are from the Integrated
Labour Force Survey from 1998/1999 (ILF8}ccording to this survey, there were 15.9
million persons aged 15 to 64 (the working popolafiof which 77.4 per cent were
reported to be economically active. Most of theévacpopulation was between 24 and 34
years of age. About 14.6 per cent of those who wetenomically active were
unemployed. Some 3.6 million persons were repottedoe economically inactive,
representing 22.6 per cent of the population age@4lyears. The majority of the inactive
population were full-time students (47.3 per ce@ply 2.0 per cent of the inactive
population reported being out of the labour foreeduse they were retired.

Employment statistics (in thousands), 2003-2007

2003 2004 2005 2006 2007
Wage Employees 1,727.3 1,763,7 1,808.7 1,859.7 1.907.3
Self-employed and unpaid 65.7 66.3 66.8 67.2 67.4
family workers
Informal economy 5,717.4 6,168.2 6,628.3 7,048,7 7.475.6
Total 7,510.4 7,998.2 8,503.8 8,975.6 9,450.3

Source: Government of the Republic of Kenya (2008). Kenya Economic Survey 2008. Kenya National Bureau of Statistics,
Ministry of Planning and National Development. Nairobi.

The overall labour force participation rate for apulation aged 15 to 64 years stood at
73.6 per cent. Urban areas had a higher laboue fpagticipation rate of 86.4 per cent,
compared to rural areas with a rate of 73.8 pert.cBtales had a slightly higher
participation rate of 74.7 per cent compared to dtfidemales, at 72.6 per cent. The results
show that participation rates increase along tleespgctrum to about 95.2 per cent for the

% central Intelligence Agencifhe World FactBoakWebsite. Available at
www.cia.gov/library/publications/the-world-factbadlgleos/ke.html.

% Kenya National Bureau of Statistics. 20L8bour Force 1998/9 Summargvailable at
http://www.knbs.or.ke/.
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Table 2.3.2

age group 40 to 44, before levelling out at 80.Agamt for the age cohort 60 to 64 years.
Also, patrticipation rates tend to rise with thedkwf formal education, rising from 83.7
per cent for those with no education to over 9&8qent for those who have completed
post-graduate education.

The number of employed persons aged 15 to 64 gtaod at 10.5 million persons, giving

an employment rate of 85.4 per cent. The overalenm female employment ratio was
1.08; however females dominated rural based sralegarming and pastoralist activities,
with a ratio of 0.67. Rural employment absorbedl 4fer cent of those employed. The
working population could largely be categorizedihtvo groups: unpaid family workers

(39.6 per cent) working mostly in rural areas aadlmployees, concentrated largely in
urban areas (33.4 per cent). Self-employed persomstituted 23.8 per cent of the
employed. Of the three sectors of the economy, Issnale farming and pastoralist

activities engaged the most people, with 42.1 mart of those working. The informal

economy employed 31.6 per cent of the total woddorand the formal economy

employed the remaining 26.3 per cent.

Most of those employed reported being skilled agrical and fishery workers (37.3 per
cent), largely self-employed and based in rurahsrédhose who reported working as
professionals were mainly in paid formal employmamid accounted for only 1.2 per cent
of total employed persons. Agricultural activitigissorbed 63.1 per cent of the employed
persons. Other major employers included the semvidastry, followed by community,
social and personal services accounting for 6.1cpat of the employed. The industries
employing the fewest people were private householith employed persons, and
electricity and water supply. The number of femaewployed in activities that have been
traditionally dominated by males (such as consima¢cimining and quarrying) was notably
low. However, females were concentrated in aguealtactivities, trades, and educational
services.

Average earnings amounted to KSH 7,766 per monith, ttwe main source of employees’
remuneration being basic salary, making up 81.3 geeit of the overall earnings per
person. Earnings in urban areas were almost dahbleverage earnings in rural areas.
There were significant disparities in earnings keyndgr, with female earnings and wages
being significantly lower than their male countartp in both rural and urban areas.

About 4.8 per cent of the 10.5 million working pams were under-employed. During the
reference week of the survey, the majority of thdaremployed worked between 18 and
25 hours. Males constituted 65.1 per cent of thdse were under-employed.

The number of informal economy enterprises in Kenga estimated at 2.7 million. About

70 per cent of those enterprises were based ih aveas. Many of the enterprises were
engaged in wholesale and retail trades (64.5 pet) @d manufacturing activities (24.0

per cent). Males owned 53.0 per cent of the erisapiin rural areas, while females owned
55.3 per cent of the urban-based enterprises. @taerniumber of workers in the informal

economy was around 7.5 million in 2007. Most of #maployees were self- employed

(75.4 per cent), followed by wage employees (1@r2cent).

Informal economy workers according to area of activity (in thousands), 2003-2007

Activity 2003 2004 2005 2006 2007
Manufacturing 1,236.1 1,318,5 1,434.0 1,532.4 1,619.0
Building and Construction 163.8 173.7 190.2 204.2 215.0
Wholesale and retail trade, 3,356.3 3,632.4 3,890.8 4131.6 4,386.8
Services

Transport and 170.1 186.5 197.9 209.8 223.0
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Communications

Community, social and 530.3 576.9 614.2 650.6 692.2
personal services

Others 259.8 280.2 301.2 320.1 339.6
Total 5,716.4 6,168.2 6,628.3 7,048.7 7,475.6

Source: Government of the Republic of Kenya (2008). Kenya Economic Survey 2008.

Kenya has long faced a serious problem with uneynpémt. In 1999, at the time of the
labour force survey, there were 1.8 million unergplbpersons aged 15 to 64 years, which
resulted in an overall unemployment rate of 14.6 qgant. More recent estimates range
from 12.7 per cent (for 2005/2066)0 40.0 per cent (for 2008), which places Kenyath8

in the world?®

Both labour participation rates and unemploymetdgsare higher in urban areas than in
rural?® The urban unemployment rate stood at 25.1 per tgntl999. Likewise,
unemployment in the rural areas was high at 9.4cpet, but less acute than in urban
areas. The majority of the unemployed were youth famales. Most of the unemployed
persons (94.2 per cent) had looked for paid empémtnauring the survey's one-week
reference period. It is also worth noting the shiifim subsistence farming, as more jobs
searchers were ready to start self-employment (gpné&iund in the expanding informal
economy) than farming activities in the small-scahel pastoralist sector. The main mode
of job search in both urban and rural areas wasskofriends or relatives (41.3 per cent),
followed by directly approaching employers (32.8 pent).

Youth unemployment is a particularly serious isfaeing Kenya, with an estimated
unemployment rate of double the adult average.nAmiany countries, the share of youth
among the unemployed is high, and the proportioKénya has risen to 72 per céht.

Even where youth are employed, many face undergmmaot. Financial crises further
aggravate this problem, with new entrants to theua market more likely to incur job

losses than their colleagues with greater senioitguth unemployment has strong
negative social, economic and political impactKemya; an indicator of this is that youth
unrest due to unemployment was implicated as a megose of the 2008 post-election
violence.

In terms of labour relations and labour rights ieniga, the situation is promising, although
there does exist some scope for improverfelenya has a long history of autonomous
trade unions, legally authorized freedom to assecad collectively bargain. There are
currently 500,000 Kenyans being represented byettadons. However, there still exists
some resistance to unionization among employersyeds as a sub-optimal degree of

%" Government of the Republic of Kenyg&enya Economic Survey 2Qd8enya National Bureau of Statistics,
Ministry of Planning and National Development. i

28 Central Intelligence Agencirhe World FactBoakWebsite. Available at
www.cia.gov/library/publications/the-world-factbalgleos/ke.html.

2 Kenya National Bureau of Statistics. 208&nya Integrated Household Budget Survey (2005/2006)
(Nairobi).

Ows. 2010.Project Appraisal Document on a Proposed Credithia Amount of SDR 19.35 Million (US$ 30
Million Equivalent) in Pilot Crisis Response WinddBRW) Resources to the Republic of Kenya for a Youth
Empowerment Proje¢iVashington, DC).

31 puddington, A (ed.). 201@lobal State of Workers’ Rights: Free Labor in astite World(Freedom
House).
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2.4

enforcement of labour laws. The right to strikeastricted. While the right to collectively
bargain exists, the ability to freely collectivddgrgain is limited for some groups. Kenya’s
trade unions serve as representatives of the siteref workers and this allows for
informed national and local social dialogue on anber of issues, including social
security.

Income inequality and poverty

Despite long-standing attempts to improve growgkuce inequalities and reduce poverty,
far too many Kenyans are still living and dyingpioverty. Many of them become trapped
in chronic, long-term poverty that is inter-genamaal. This reality coupled with the
essential stagnation of poverty reduction in thenty has implications for Kenya’'s
development goals.

In 2005/6, almost 47 per cent of Kenyans (17 millisvere unable to afford the cost of
buying the amount of calories sufficient to meeé¢ ttecommended daily nutritional
requirements and minimal non-food needs. The wagority — 14 million — live in rural
areas. Many of these people are very poor; indgethst one out of every five could not
meet the cost of this minimal food bundle everhéyt spent their entire budget on fodd.
The national poverty line in Kenya lies at US$3b ddban and US$16 for rural areas per
adult per montff®

As of 2005, the UNDP Human Poverty Index for Kemyas 37 per cent, having increased
only marginally from 36.7 per cent in 2004. The HRlue for Kenya is lower than the
income poverty level of 56 per cent, meaning thatihcidence of income poverty in the
country is higher than human poverty. Despite raggdnomic growth in the last two
years, human poverty appears to have deepened.c@hide attributed to the growing
structural inequalities in the HPl components,gwample, access to health, water, doctors,
and nutritional status of childréh.

Over the long term, little inroads have been madeetducing poverty over the past 25
years; the officially estimated poverty rate wasp& cent in 1981. This record is not
surprising in light of the weak growth performarmesr the period overall and high levels
of inequality across households.

Inequality, measured across the distribution ofsetwald consumption, is high, especially
when one compares the position of those at thetboghose at the bottom. In 2005/6, the
consumption decile ratios of the top 10 per cerithéobottom 10 percent stood at 20:1 and
12:1 in urban and rural areas, respectively. Thregares to 5:1 in Tanzania and 3.3:1 in
Ethiopia, for example. There are also significantizontal differences, across groups, in
particular provinces.

Over the period from 1997 to 2005, labour prodigtifias risen, and there were falls in
urban unemployment, which would normally have pesitimpacts on poverty, however,

2wa. 2008.Kenya Poverty and Inequality Assessn{#viashington, DC).

33 World Water Assessment Programme. 2006. “Movingatols an integrated approach”, Tie United
Nations World Water Development, Report 2. Wateshared responsibilitfParis, UNESCO; New York,
Berghahn Books, New York).

34 UNDP. 2006 Kenya National Human Development Report 2006. Huneaor@y and Human development:
A deliberate ChoicéNew York).
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low agricultural productivity remains a drag on tbeerall economy and on poverty
reduction. For many — about 60 percent of workegarnings are below the poverty line.

For many households in Kenya, shocks are a falifeofThis is especially the case for the
poorest in the country. The most common shocks thesperiod 2000-2005 were, in order
of importance, food price inflation, droughts atabfis, illness, and death.

Average annual growth in the working age populat®rapid, and exceeds the growth of
new jobs. At the same time, dependency rates ae, l@ind there continues to be a
significant correlation between family size and @ay risk. Poverty in Kenya is
multidimensional and includes aspects such as\ddn of knowledge and declines in
life expectancy and quality of life.

Past efforts to reduce poverty in the country haften been unsuccessful due to a number
of reasons, including poor implementation and laik focus on specific targeted
programmes. In order to combat this trend, the govent therefore formulated further
(some past, and some ongoing) initiatives, whiehvaried, and include:

» the National Poverty Eradication Plan (NPEP) 1992045 which stipulates the
long term strategy to fight poverty over a 15-yéaeframe;

» adoption of the MDGs, which aim at reducing thédeace of poverty both in the
rural and urban areas by 50 per cent by 2015 aedgihening the capacity of the
poor and vulnerable groups including aged persons;

» the Poverty Reduction Strategy Paper (PRSP) 2@mD4; and,

» the Economic Recovery Strategy for Wealth and Egmknt Creation 2003 —
2007.

Table 2.4  Inequality in distribution of consumption gains, 1997 — 2005/06

1997 2005/06 Percentage change
Area
Urban 4,436.59 5,493.96 23.8
Rural 1,962.94 1,993.21 1.5
Quintile
Poorest 708.07 702.99 0.7
2 1,159.83 1,268.59 94
3 1.680.82 1,846.75 9.9
4 2,439.84 2,778.18 13.9
Wealthiest 5,758.93 6,895.72 19.7
National 2,349.36 2,698.12 14.8

Source: WB estimates based on Kenya Integrated Household Budget Survey (2005/06), Welfare Monitoring Survey (1997).

Notes: Mean adult equivalent per capita expenditures. 1997 is adjusted to 2005/06 values using the ratios of the urban and rural
poverty lines.
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2.5

Gender

As in the majority of countries in world, gendesuss, specifically inequalities and
discrimination based on gender, persist in Kenyany@ remains a patriarchal society
which has unfortunately meant that women “contitiube marginalized and discriminated
against in almost all aspects of their lives, aation which is reinforced by the existing
laws and policies, as well as the socio-culturatdes™. Women in Kenya may face an
inferior legal status in relation to marriage, intence, guardianship, property ownership,
maintenance and other legal matters, which plabhemtin a disadvantaged position
economically and politically, which in turn comprim®s their ability to challenge their
marginalization. This situation is, however, beirigcreasingly questioned and
challenged®

Unfortunately, the way in which certain social si#tgubenefits are provided is often
gender-biased. Given the fact that, as we have, $esrales are underrepresented in the
formal labour market, they are also underrepreseimte terms of social protection
coverage.

Particularly, old-age pension coverage has a stgemgler dimension. Women workers in
the formal economy may have fewer years of workl @ccordingly fewer contributions)

due to many reasons including childcare or othee aasponsibilities. Further, many
women are employed in jobs that pay low wages. Aasalt, pension benefits will be of
lower levels than that for male workers.

In addition, women are often obliged to maintaintaie levels of activity to compensate
for declining intra-family support and the absenok universal pension schemes.
Additionally, because life expectancy for womerhigher than for men, women may be
trapped in poverty, supporting this burden for agker period of their lives. This means
that a woman'’s chance of losing her partner isdrighn economic contingency that may
be compounded by the fact that women are lesg/liketemarry than men. In developing
countries, women over 60 who have lost their pastrgreatly outnumber their male
equivalents’ Not only does the loss of a spouse entail the déssipport and income, it

can also lead to exclusion due to the stigma obwltbod.

The prevalence of discriminatory practices consgia persistent gap between the formal
equality of men and women as recognized by natiamgiional and international legal
frameworks, and the substantive equality that tkbpuld enjoy. Thus, a gendered
perspective on human rights generally, and on éguand non-discrimination
specifically, calls for an understanding of thetdnial, social and cultural circumstances,
as well as the structural barriers that impede rd@ization of genuine equality, even
though much of the existing human rights concdptsgjuage and practice are weakened
by male bias.

The improvement of the situation for women in Keligyéeing monitored by the GOK in
collaboration with UNDP in relation to MDG 3, whiaims to promote gender equality

3 Federation of Women Lawyers; International Womedigman Rights Clinic. 2008Kenyan Laws and
Harmful Customs Curtail Women’s Equal Enjoyment of SCR Rights: Supplementary Submission to the
Kenyan Government’s Initial Report under the ICES&Reduled for review by the Committee on Economic,
Social, and Cultural Rights during its 41st sesqidfashington, DC).

% Creighton, C., Yieke, F. (eds.). 2006ender Inequalities in Keny@Paris, UNESCO). Available at
http://unesdoc.unesco.org/images/0014/001458/145887

37 |LO. 2010. World Social Security Report 2010. Providing cogeran the time of crisis and beyond
(Geneva).
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and empower women. Notable developments in actgeiis goal include the formation
of the MGCSD whose mandates include gender maarsirgy in national development,
and the formation of policies regarding gender. ifiddally, affirmative action policies
have been introduced in the public sectors in &ortab increase the hiring and promotion
of women.

2.6 Health

Figure 2.6

Causes of death in children under-5

Some of Kenya’s health indicators are unfortunatetyse than those of other African
countries. The main causes of death in the coumtiy are HIV/AIDS and infectious

diseases. Under-five mortality is high and the drerdicates that the health-related MDG
targets will not be met. The progress on improvasi¢éa maternal health is similarly

discouraging, with Kenya's maternal mortality ratamaining at an unacceptably high
level. While maternal mortality figures vary widddy source and are highly controversial,
the best estimates for Kenya suggest that appréeiyna4,700 women and girls die each
year due to pregnancy-related complications. Addélly, another 294,000 to 441,000
women and girls suffer from disabilities causeddmynplications during pregnancy and
childbirth each year. More details can be obtaifreth the WHO databases and the
WHO's annual World Health Report.

Kenya health indicators

Distribution of causes of death Annual estimated proportions of death
among children under 5 years of age by cause for neonates
Kenya, 2000-2003 Kenya, 2000
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Meonatal causes® 24 26 Neonatal tetanus 3 al
HIV/AIDS 15 7 Severs infection® 28 2
Diarrhoeal diseases 16 17 Birth asphyxia 25 24|
Maasles 3 & Diarrhoeal diseases 2 3
Malaria ) 14 17 Congenital anomalies ] '5|
Pnleu.m:mla 20 H Preterm birth? 26 =
Injuries 3 2
Ozhers -] 7
Others 3 & E I 2 ¥ "
y + a. Includes deaths from pneumonia, meningizis, sepsis/septicaemiz
8. IﬂdUdIES_ dl-?l'_thEﬂ du!’-‘ng_necmatal period and other infections during the neonatzl pericd,
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rounding. complications of praterm birth such 2= surfactant deficizncy, but not
zll deaths in preterm infants,
. Sum of individual proportions may not equal 100% due o rounding,.

Causes of Death

Top ten causes of death, all ages
Kenya, 2002
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Source: http:/www.who.int/countries/ken/en/.
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Kenya's total expenditure on health as a percentdg8DP was 4.6 per cent in 2006,
according to the 2009 World Health Statistics Refdn 2006, Kenya spent 29 USD per
capita on health services, several dollars beloe 8% USD threshold which is
recommended to be spent by countries to providessential health package for their
citizens. The Abuja Declaration calls for spendiofg15 per cent and the Economic
Recovery Strategy outlines a target of 12 per beget spending on health. Evidently,
current spending is still far below these targets.

As far as government spending is concerned, theisiynof Finance sets three-year
budget ceilings for each sector in Kenya. In pradtierms, this means that the Ministry of
Health, based on indications of the Ministry of &ine, creates a budget that will allocate
funds for health expenditures rather than subrgitttnbudget request based on actual
needs. The Ministry of Health then disseminatesftimels received through its District
Health Management Boards.

There are two components in the Kenyan health dudgerecurrent budget which covers
staff salaries, maintenance, and pharmaceuticalupement, and a development budget,
which funds construction of new facilities and margme implementation. According to
the WHO, the Government of Kenya covers about f8ricent of the overall expenditures
on health, while private expenditures account fb:36per cent of overall spending. In
2006, 80 per cent of private expenditures wereobytecket payments for health services.

Despite an increase in the absolute governmenthhbablget (nearly doubling between
2003/4 and 2007/8 from KSH 15.3 billion to KSH 38i#ion), ** it declined as a share of
government spending. As on-budget donor fundingimagased, government funding has
been accordingly withdrawn: in 2004/5 the healthddmt including on-budget donor
funding represented 7.66 per cent of governmenndipg, falling to 7.3 per cent in
2007/8, and in 2002 government financing on he@presented 8.0 percent, but dropped
to 5.2 per cent by 2008.

Kenya is currently experiencing an overall staforsaige of health care workeYsThese
deficits have a large impact on the quality, avaliy, comprehensiveness, and
accordingly, effective access to health care fonynenyans. In 2007, staffing levels
were estimated at 47,247, a number which lies fovb the estimated minimum
requirement of 72,234 staff. Shortages were founbet geographically concentrated and
were particularly large in certain parts of the &palorth Eastern, Rift Valley and Nyanza
provinces. As expected, these are the regionsthéthowest health indicators.

An additional challenge that exists in health humesources is ensuring productivity of
the workforce and the delivery of quality servicéfealthcare workers are salaried
meaning that there exist a lack of incentives fiaréased productivity. Payment of salaries
is however, effective in terms of cost containmemd predictable budgeting.

3 WHO. 2009.World Health Statistics 200€Geneva.

3 Ministry of Public Health and Sanitation and Mimsof Medical Services. 200Healthcare Financing
Policy and Strategy: Systems Change for Universak€age. Draft.

40 Ministry of Public Health and Sanitation and Mimsof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

“1 Government of the Republic of Kenya. 206fiman Resources for Health Strategic Plan (2007089210)
(HRHSP). Draft.
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The inequitable distribution of health care resears not limited to human resources, but
also applies to other health resources includimijiti?s, and budgets for operations and
management. Those areas which are generally usdezes particularly those that are

rural, tend also to be under-resourced in termsheadlth resources. This is because
“resource allocation is driven largely by existimdrastructure (although other population

parameters are used)” and “allocations are basduoedrutilization and outpatient cases.
Though the district resource allocation criterigh(, provides a weight of 30 per cent for

poverty, this mechanism needs to be strengthenibe i€urrent resource allocations are to
favour under-served districts and population grodps

Resource allocation is highly centralized in thélmusector, which has meant that districts
have limited flexibility to plan for the use of arallocate resources for themselves.
Currently, the system for “budget and cash managéemanains inflexible, and tends to

undermine the districts’ ability to utilize theiuddgets fully, resulting in the unavailability

of services.*

The support that health facilities receive is ofterkind, which creates further rigidity;
inability to reallocate and disperse resourcesnugty, based on local knowledge of needs
further leads to an inefficiencies and an inability improve availability of services.
Additionally, it can contribute to low budget exé&ou.

Budget execution of recurrent budgets has beertivella good, although challenges
remain, as there have been continued problemsfulithexecuting the drugs and medical
consumables, as well as the purchase of plantegungment.

Conversely, there has been under-spending in thse adf development budgets;
development spending represented only 40 per dehteadevelopment budget in 2004/5.
While there have been improvements in developmeending, raising to 50 per cent in
2005/6, these relatively low levels may be a sifiriroubles with absorption capacity.
Furthermore, a recent health expenditure revieweaed that the Ministry of Health only
spent about 33 per cent of the approved developmetget.**

In addition to government funding, substantial fimgdis received from the more than 20
donors operating in the Kenyan health sector. Thgrity of these funds are dispersed
through the pubic sector, including the Ministrytdéalth, NGOs, teaching and research
institutions and other donor agencies. The suppbrnany of these donor agencies is
concentrated in particular areas. For examplerge lproportion of programmes which are
financed by donors have been focused on HIV/AID&c#ically providing increased
access to anti-retroviral therapy (ART). Additidgala substantial amount of donor
funding goes toward malaria and tuberculosis progmnas.

Unfortunately, the majority of Kenyans are unaldeatcess affordable health care. This
access deficit is primarily due to poverty; as 002, 44 per cent of those who become ill
did not seek health care due to a lack of incomsest of fund$?® In place of qualified

42 Ministry of Public Health and Sanitation and Mimjsiof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

. Ministry of Public Health and Sanitation and Mimjsiof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

a4 Ministry of Public Health and Sanitation and Mimjsiof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

5 Government of the Republic of Kenya. 208fusehold Health Expenditure and Utilisation SuriRgport
2003.Ministry of Health.Nairobi. Government Printer.
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2.7

medical treatment, self-diagnosis is common, wihpér cent of the poor population
reporting having undertaken self-diagnoses whek.’8iSelf-diagnosis was particularly
widely used in the Western (51 per cent of the pdeastern (42 per cent), and Nyanza (44
per cent) provinces, and is predominantly dueck & finances.

A large proportion of total expenditure on healttprivate spending, which is usually un-
pooled and in the form of out-of-pocket paymentfie TILO, the WHO and other
organizations acknowledge these financing mechanis® inequitable as well as
inefficient. Furthermore, “it is far from clear theuch spending offers value for money; 69
per cent of private spending on out-patient canislrugs, with little or no evidence as to
whether this follows the practices of rational o§erugs.*’

The share of private financing has, however, dedliquickly in absolute and relative
terms, (from 54 per cent in 2002 to 39.3 per can2006) partly due to the increase in
donor funding. In absolute terms, private spendirgpped from KSH 30.8 to KSH 27.8
billion over those four years (a decrease of 9.8 qant). There was also a decline in
household spending as a percentage of health expeysd(51 percent to 36 per cent) and
inflation-adjusted spending per capita (KSH 77K&H 713). The substantial decline in
household spending “mirrors a significant increesélow of development partner funds
(especL%IIy from PEPFAR [the US President's Emecgelan for AIDS Relief]) to the
sector.

The poor spend less on health care than those wéobetter-off, however these
expenditures account for a larger share of thaishbold expenditure. When compared to
the better-off, those who are poor were found tiizathealth care services less, and were
less likely to seek treatment when*fllindicating that Kenyans are at risk for fallingdn
the cycle of poverty and ill health.

HIV/AIDS

Thus far, Kenya has made remarkable progress irbating HIV/AIDS. Despite these
recent gains in reversing the trend in its incigeand prevalence, HIV/AIDS still presents
a major challenge in the country. The continued/gence of the disease in the country is
a threat to sustained progress in human development

As those living with HIV/AIDS can remain asymptomeaor many years, the virus has the
additional risk of spreading rapidly but silentlgrass the country. Furthermore, there is
still no vaccine and no easily affordable treatmémt it. It is urgent that effective
prevention and changes in behaviour and attituéeadopted to combat HIV/AIDS and
mitigate its effects on those living already witHWAIDS. Such actions are key to
consolidating recent gains in reversing the cousipyevalence rates from 13.9 per cent to
the current level of 6.7 per cent.

6 Government of the Republic of Kenya. 2008ell-Being in Kenya: A Socio-Economic Profilkéenya
National Bureau of Statistics. Nairobi.

4 Ministry of Public Health and Sanitation and Mimjsiof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

8 Ministry of Public Health and Sanitation and Mimjsiof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.

49 Ministry of Public Health and Sanitation and Mimjstof Medical Services. 200%ocial Protection in
Health: Policy and Financing Strateghairobi: Government Printer.
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An overview of Adult HIV prevalence by provincepsovided in the table below. It shows
that highest percentages of people living with Hixé found in Nyanza followed by
Nairobi.

Table 2.7  Adult HIV Prevalence, 2004

Province Number HIV+ Male (%) Female (%) Total (%)
Nairobi 159,000 71 10.9 9.0
Central 124,000 2.3 8.9 5.6
Coast 84,000 48 6.6 5.7
Eastern 90,000 14 59 3.7
North Eastern 17,000 2.1 4.0 3.0
Nyanza 292,000 10.2 16.0 13.1
Rift Valley 207,000 35 6.6 5.0
Western 85,000 3.6 54 4.5
National 1,057,000 43 8.3 6.4

Source: Government of Kenya, 1998 and 2004. World Development Indicators Database. August 2005.
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3.

3.1

Social protection context

Social protection policies

At present, Kenya already has in place some sqmialection arrangements, which
constitute a basic social protection floor for sgpaets of the population. However, given
the gaps and scattered nature, the current levs@él protection cannot be considered as
sufficient compared to nationally and internatibpagreed objectives, particularly with
reference to the right to social security recogmiie the new Constitution and to the
MDGs. Large parts of the population are still ueatd access the most necessary social
security benefits even where schemes are alreadlaice. In addition to extending
Kenya’'s social protection floor horizontally, to seme that all gaps are filled and all
populations adequately covered, the eventual obgcshould be to extend social
protection vertically, by increasing benefit levbsyond minimum levels and adequacy. It
is this vertical extension that is critical to halp Kenya achieve its aim of becoming a
middle-income country providing a high quality délto all its citizens by the year 2030.

It is agreed by the Government of Kenya that sopratection needs to be developed
further. What has been less clear is the most tefeeand efficient way to do so. During

recent consultations on social protection policyjKienya, concerns have been expressed
about the:

» effectiveness of social spending;

* need to link demand and supply side interventiorasnisure that the poorest in the
country have access to adequate basic services;

* need to reorganize social assistance interventitmsgnsure that lessons are
learned from past programmes; and

» importance of improving targeting approaches.

As expressed above, the most prominent challermgesxéending population coverage and
level of benefits. Another major issue going fordvarill be how to better link the existing
schemes, which are currently scattered (espediadige providing social assistance) and
need realigning.

Social assistance and social insurance — e.geirfield of old age and health — exist but
provide limited access to in kind and cash benefitsthermore, they have low population
coverage. The political challenge that exists liete make related schemes more efficient
and to expand coverage defined as access to seciatity benefits. Pensions and old age
saving systems afford some level of income sectwitgbout one half of the employed in
the formal economy, but problems with the admiatén and financial sustainability of
these programmes limit their effectiveness andrne$oare needed (especially as the large
informal economy is outside the programme). Healdurance is the scheme with the
largest coverage but administration costs are &ighbenefits are limited.

Progress is being made in the development of spoiééction policies for the ultra poor in
Kenya, designed to meet the nutritional needs @fpior and vulnerable. First, there is a
School Feeding Program, which is a GOK programmgpaered by the World Food
Programme (WFP). This programme supports selectémots in unplanned urban
settlements of Nairobi and in the most food-insecauwb-districts in Arid and Semi-Arid
Lands (ASAL) areas with the lowest enrolment andhgletion rates and high gender
disparities. In addition, there are Emergency FAatprogrammes, which reach around
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1.8 million people in ASAL areas as well as 250,08figees annually. Third, there is the
Hunger Safety Net Program (HSNP), which is a pilaigramme being implemented by
the GOK with support from DfID. There is also aioatl drought contingency fund,

which includes support from the World Bank (WB) ded Arid Lands Resource

Management Project and the European Commission (EC)

Apart from individual shortcomings of the schemibgre exists a perceived general lack
of coordination or holistic view of social protemmi policy. In this context, political debate
regarding social protection has increased, bothngnik@nyan stakeholders and within and
between international partners.

3.2 Current policy debate

Given the recognized need for social protectionrgwpment, political attention and
debate about reforming social protection systenss sudbstantially increased in the last
years. The debate about the need to reform sowtdgtion arose for various reasons; it is
clear to all parties that progress on poverty regdn@and on meeting the MDGs is too slow
and that there are groups in the country whose rpogituation is getting worse; social
protection spending is very low compared to Kenyat®nomic capacity; furthermore,
even where funds are allocated, there is a gereetihg that there is a mismatch of
scattered schemes and that existing schemes areffigiééent; and finally, the reform
process so far has been very slow (for exampleminey years of delays in reforms of the
health insurance and pension schemes) and mustdedemted. The GOK has recently
undertaken a series of measures to increase gootakttion, as described below.

The promulgation of the new Kenyan Constitutiorthe most notable change to social
protection policy, as it recognizes social secudtya right for all. Whereas under the
previous Constitution, Kenyans without access twad@ecurity were unable to take action
or seek recourse where their rights were violategly may now do so. Importantly, and in

line with international standards, it supports ghts-based approach to social security.
This significant shift is important both symboligabnd in practice for Kenyans. It also

means however, that the GOK has a renewed obligatidhe Kenyan population upon

which it must act.

As part of ambitious economic, social and politiodjectives of Vision 2030, the GOK
has recently finalized its Strategy for Nationahiisformation (SNT) 2008-2012 as its
Medium-Term Plan (MTP)°

Several government ministries and national autiesriave attempted to address gaps.

The Ministry of Gender, Children and Social Devetgmt (MGCSD) has drafted a social

protection policy paper and a National Social Ritive Strategy (NSPS}. The objective

is to harmonize social protection interventions tire country and assure a better-
coordinated, effective and efficient social prot@ttsystem in Kenya. In the long-term, the
strategy aims to facilitate the development of mpeehensive social protection system. In
the short and medium-term, the objective of thatsgy is to meet the immediate needs of
the poorest and most vulnerable, focusing primasitythe population living in extreme

*0 Government of the Republic of Kenya. 208&nya Vision 203(Nairobi).

1 Ministry of Gender, Children and Social Developméfgnya. 2010Capacity Building Strategy for Social
Protection for the Ministry of Gender, Children a8dcial Developmer{Nairobi).
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3.3

poverty and those most vulnerable to income powtuy to external shocks. Additionally,
the MGCSD has developed a capacity building styategsocial protection?

The Ministries of Public Health and Sanitation aviédical Services have prepared a
document entitled “Social Protection in Health: i®pland Financing Strategy” that aims
at extending health care coverage.

Further, terms of reference for a secretariat tergse the completion of the National
Social Protection Strategy and Policy Progtessere developed and a Ministerial Task
Force has been created to develop a holistic apprtwesocial protection.

A draft bill to convert the NSSF provident funddrd fully fledged pension fund has been
developed’ The Ministry of Finance has commissioned an a@latudy to calculate the
financial implications of making the Government\Beg Pension scheme a contribution
financed funded scheme.

The current social assistance schemes are beingnéeg and developed further,
especially the orphans and vulnerable children (D&t the urban cash transfer scheme.

Against this background, the Cabinet is aimingatetoping a more holistic approach in
social security that addresses the needs of vagimugps of the population and emphasizes
coordination among all government ministries, naloauthorities, social partners and
others involved in social security.

Millennium Development Goals

Kenya has been involved in MDG-related activitiexce September 2002, with the first
national stakeholders’ workshop on the MillenniurevBlopment Goals was held. The
workshop established a national MDG Task Forceamsiple for the campaign in Kenya.
The 2003 MDG Progress Report for Kenya emphasibedfact that Kenya would be
unlikely to meet the MDG targets by 2015 given tbelicy context and resource
constraints.

This prediction prompted a cabinet directive to msieam the MDGs into the

policymaking, planning and budgeting of all Goveemn Ministries, Departments and
Sectors, and later lead to the establishment o2@0& to 2008 project "Mainstreaming of
MDGs in Kenya's Development Process." As of Felyr2@09, the MDG Programme had
entered a transition period for the completion leé project, which aimed to: develop
frameworks of action; deepen awareness of MDGsyorg mainstreaming capacity in

planning and policy formation; establish trackimglaeporting systems; undertake policy
research and advocacy among stakeholders; assw@lisapport project manageméht.

2 Ministry of Gender, Children and Social Developméfgnya. 2010Capacity Building Strategy for Social
Protection for the Ministry of Gender, Children a8dcial Developmer{fNairobi).

%3 Government of the Republic of Kenya. 2008. “Term$Reference for the Mini Secretariat to oversee the
completion of the National Social Protection Stggtand Policy Progress”, lBconomic SurvegNairobi).

4 Government of the Republic of Kenya. 20@&Upplement No. 8®ills No. 36 (Nairobi, Kenya Gazette,
Official law reports of the Republic of Kenya, 13hgust 2007).

% Government of the Republic of Kenya. 2008oordinating and Accelerating MDGs in Kenya's
Development Process: Transition Period for the Catiph of the Project: Mainstreaming MDGs in Kenya's
Development Process (2005 - 2008) Jan-Dec, 2008irobi).
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The institutional framework on MDGs consists of &V levels:

» At the policy level there is a National Steeringn@uittee (NSC) chaired by the
Head of Public Service and Secretary to the Cabirtet Permanent Secretary in
the Ministry of Planning and National Developmesst the Convener. The
members of the National Steering Committee are Beemi Secretaries in the
Ministries  implementing MDG-related activities, repentatives from
development partners, civil society, and privatetae

» At the second level there is a Technical Commitésponsible for the provision of
technical oversight to the MDG process, which isid by the Permanent
Secretary, Ministry of Planning and National Deystent.

» The actual work is carried out within the existigctor Working Groups (SWGS).
The national MDG Focal Point at the Ministry of mdng and National
Development coordinates the whole process.

The achievement of the MDGs poses tremendous cigaiée Despite some signs of
economic recovery, the growth of the economy it lstlow the necessary growth rate of
about 7 per cent needed to support implementafidbhDG-related activities before 2015.

A more detailed description of Kenya's progressl@nMDGs is presented in Chapter 5 in
the context of the overall assessment.

3.4 Political support, donor commitment and
international partnerships

Over the last decade, particularly since 2003, supipr social protection has grown in

Kenya. Various strategy papers have been develdpedGovernment has implemented a
series of development strategies on poverty reslucppromoting regional and individual

equity, and providing increased access to senfimeall, in particular to the poor, across
regions and income categories. The aim of theseldement strategies has been to
provide a just and cohesive society that enjoystalgle and equal access to economic,
social and political development and justice.

The Economic Recovery Strategy (ERS) of 2003, andemnecently, the Kenya Vision
2030 of 2007 and various sector level policies atrdtegies have guided this process.
Vision 2030 is founded on improved economic growdich has then afforded and
enhanced programmes that have provided increasedsfor all, and especially the poor,
to education, health, water, housing, inputs, tredid other services. This has increased
the development and rehabilitation of infrastruetuand access to devolved funds,
improved public services and programmes that happated households to build assets,
to respond to adverse events and safety nets. Adgsalso included the process of
expanding access to market-based social protestionices both through the public sector
and in collaboration with the private sector.

Part of the impact has been the reduction of thalmu of those under the poverty line,
down to 46 per cent in 2007; improved levels ofoément in schools; improvement in
some health indicators, in particular child motyalthe recovery and improved viability of
a number of industries that many Kenyans, and itiqudar the poor, depend on, such as
the dairy, tea, coffee and the sugar sectors; antkasing opportunities for income
generation both through formal and informal empleptm An increasing number of
household and industries have started accessirigl gotection services, as the NHIF
expanded its range of services towards more coresad, and as the NSSF planned for
extending services and enhancing savings for reéint, amongst others.
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The objectives of the MGCSD's social protectiorigyohre to®°

» Promote the protection of the poor and vulneratdéviduals and households from
the impact of adverse shocks that are capablesifipg them into deeper poverty;

* Promote key investments in human and physical as$gtoor households capable
of ensuring their resilience in the medium-term aod stopping the
intergenerational cycle of poverty in the long-term

» Establish coherent and progressive social protedimergies that would ensure
strong positive linkages to influence economic awtial policies and risk
management;

* Provide reference guidelines to all stakeholderghim design, implementation,
monitoring and evaluation of social protection pesgmes and processes;

* Provide guidelines for cost-effective, predictadiel sustainable interventions that
benefit the recipients, implementers and financiansl

» Establish an institutional framework with the mated@o initiate, coordinate,
implement, monitor and evaluate national sociatqmiion programmes.

To further develop these suggestions a Nationak Fasce has been established by the
President.

The main Development Partners supporting sociateption in Kenya are the World
Bank, DFID, the United Nations Children's Fund (@&F) and GTZ. In addition, the
ILO, the WHO and GTZ all support the developmensotial protection, through policy
advice and capacity buildirtg.

The ILO has also been active in Kenya for some timea number of areas, including
social health protection, youth unemployment anttldabour. The main objective of the

ILO is to promote opportunities for decent work faen and women worldwide, a goal
which is undertaken through the ILO Decent Work Adg In addition to the promotion

of rights at work, the creation of employment ogpoities, and the strengthening of social
dialogue, the enhancement of coverage and effeesseof social protection for all is one
of the four core elements of the Decent Work Ageriddhe area of social protection, in
line with the objectives of the SPF-I, the ILO sapp the provision of comprehensive
social protection to as many people as possible aviview to achieving the objective of
universal coverage.

In an effort to realize the objective of decent kyathe ILO establishes Decent Work
Country Programmes (DWCPSs) in countries such asy&eBWCPs are programming
tools meant to deliver on a limited number of gties over a defined period with a view
to integrating country characteristics and policiesnstituents’ priorities and ILO
objectives. Kenya’s DWCP runs from 2007 to 2011 andleveloping strategies and
targeted interventions towards:

6 Ministry of Gender, Children and Social Developmefénya. 2010National Social Protection Policy
(Nairobi).

" World Bank. 2009Project Appraisal Document on a Proposed Credithia Amount of SDR 33 Million to
the Republic of Kenya for a Cash Transfer for Orghand Vulnerable Children ProjeiVashington, DC).

26

Kenya. Developing an integrated national social protection policy



* Youth empowerment, youth employment and eliminatioh child labour,
particularly in its worst forms.

» Expanding and strengthening the principle of indador enhanced influence of
tripartite partners in the national and internagidnamework.

« Expansion of social protection and the fight agatiti¥/AIDS at the work placé®

The ILO International Programme on the EliminatiohChild Labour (IPEC) supports
efforts to progressively eliminate child labour lgldly, and is active in Kenya. The
programme, created in 1992, aims to combat chibduato ensure that they can gain the
skills and education necessary for a better futline. Government of Kenya and the ILO
have together signed a Memorandum of Understanaiggrding child labour. The ILO
monitors the incidence of and trends related ttddabour in Kenya. The overall goal of
IPEC is to protect the rights children and to aedk the fight against poverty through
working towards the achievement of the MDGs.

In June 2008 the ILO developed TACKLE, a projeatiag to tackle child labour through
education in Kenya, and in 10 other countries aciAdsica, the Caribbean and the Pacific
(ACP). The project is funded by the ILO with findalcsupport from the European
Community, and developed in agreement with the Citteenof Ambassadors of the ACP
Group of States. It's objection is to “reduce pdyday providing access to basic education
and skills training for disadvantaged children godth; and to strengthen the capacity of
national and local authorities in the formulatiomplementation and enforcement of
policies to tackle child labour in coordination vitocial partners and civil society.

The ILO has also been active in Kenya as part@fitoviding for Health Initiative (P4H).
P4H comprises bi- and multilateral partner orgarosa (e.g. WHO, ILO, World Bank,
GTZ, Agence Francaise de Développement (AFD) witheav to support countries in the
area of social health protection focusing on therpB4H’s work is country-specific and
builds upon existing mechanisms, strategies antbissgs P4H has been and remains an
important partner for Kenya in developing sociahltte protection. The Initiative funded
and supported multiple undertakings including timalization and dissemination of the
Health Care Financing Strategy for the MinistryHgfalth in 2009, identifying methods for
testing and social inclusion, advocating for healdine financing reform, and engaging
discussion between public, private and civil stakeérs.

The World Bank provides Kenya with operational suppand its current projects relating
to social protection include the Cash Transfers Guphans and Vulnerable Children
Project, and the Kenya Youth Empowerment Projeuth) lof which are described in more
detail in the next chapter. The World Bank Ins&t@tVBI) has also been supporting a
series of workshops in Kenya on social protectasués. These have focused particularly
on OVC issues.

The GTZ has also been involved with social healtbtgetion in Kenya. Two recent
initiatives include plans to use a public-privatgtpership (PPP) for health care education,
and a pilot project with DFID called "Health forlAdenyans through Innovation” (HAKI).

%8 Geren, B.L. 2007. “The Decent Work Agenda in Kenya Simon Sigué (ed.). 200Repositioning African
Business and Development for the 21st Century. Regrewed Proceedings of the 10th Annual Internationa
Conference, held at: Speke Resort & Conferébeetre Kampala, Uganda May 19-23, 2009.

9 |ILO. No date.Tackle Child Labour Through Education: Moving chédr from work to school in 11
countries International Programme on the Elimination of @hilabour (IPEC), ILO. Geneva. Available at
www.ilo.org/ipecinfo/product/download.do?type=do@mt&id=8511.
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The need for the development of social protectigstesns has also become a recognized
priority for the East African Community (EAC). Irddition to the provisions of Article
120(c) of the Treaty for the Establishment of thastEAfrican Community, which
stipulates a commitment to close cooperation in‘filedd of social welfare with respect to
the development and adoption of a common approaalartls the disadvantaged and
marginalised groups, including children, the youitie, elderly and persons with disabilities
through rehabilitation and provision of, among oghdéoster homes, health care education
and training,*® EAC has recently released a proposal for the dewegnt of a Strategy on
Social Protectiofi* This Strategy would advocate for social protecgstems supporting
vulnerable populations in overcoming risks, towatids goal of a more equitable East
Africa. The paper proposes identifying the mostneshble groups through baseline
surveys, targeting these groups, engaging non-ataes with whom EAC can work with
going forward, and finally establishing a timeliaed full working structure for a Regional
Social Protection Strategy. While the Strategyrik/an the planning stages, this proposal
signifies a commitment towards the principles otiiggand social justice through the
provision of social security.

Social partners, employers and trade unions aremied to social protection and support
a discussion on how to improve coverage and benefsipecially with a view to reaching
the large informal economy. The Kenyan populatitso ahowed its broad support for a
rights based approach to social security by votyes” to the new Constitution of the
country.

%0 East African Community. 1999reaty for the Establishment of the East Africatmm@wunity(Arusha).

b1 East African Community. 201®roposed Strategy for Social Protection in the Eastcan Community
(Arusha).
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4.

4.1

Current state of social protection programmes

Retirement benefit schemes

4.1.1 Description

As outlined in the table below, there is a multéuaf old age pension schemes in Kenya.
This has created a variety of institutional apphescthat are scattered and fragmented.
The retirement benefit schemes all are funded (With exception of the civil service
pension scheme, which is paid out of the curredgbt) and control a total asset of about
KSH 250 billion which amounts to approximately héilé size of the public budget. There
are over 1,300 occupational schemes, 16 individetidlement schemes and the National
Social Security Fund (NSSF). Moreover, there ipec&l pension system for public-sector
employees, some occupational schemes and indivisciadmes. In terms of benefit
payments, the largest scheme is the public perssibame. Its annual budget is nearly five
times the size of the NSSF.

Table 4.1.1.1 Pension schemes in Kenya

Scheme Type National Social Public Service Pension  Occupational Individual Schemes
Security Fund Schemes Schemes
Legal Act of Parliament Act of Parliament Established under Act of Parliament
Structure Trust
Membership  Employees in formal  All public service Formal economy  Open to all on voluntary
economy employees, including civil  workers in basis
establishments with  servants, teachers and companies that
5+ employees disciplined forces. Separate operate retirement
excluding public scheme for armes forces  schemes

service employees
Funding Funded Non funded Funded Funded
Regulation =~ RBA Act of Parliament RBA RBA

Source: Sundeep, 2008, and RBA Website.

Together, these schemes together provide covesatfe per cent of Kenya’'s labour force,
of which most are in formal employment. In termsnegmbership, NSSF has the highest
coverage with around 67 per cent of the total,ofedd by the Civil Service Pension
scheme with 22 per cent and occupational schemigs 3i per cent. In terms of assets,
however, the occupational schemes contribute 61ceet of the total, followed by the
NSSF with 38 per cent. The individual schemes @&gligible in terms of membership
(some 9,000 members compared to over 300,000 iodtwpational schemes and over two
millions in the NSSF}? Of these employees, 91 per cent are employeesargk |
companies.

In 2007, the Minister for Finance excluded pensisaged 65 and above from taxation on
their pensions. In 2008, the Minister for Finangetfer excluded individuals aged 65 and
above from taxation of their lump sum retirememedfés. In addition to these exclusions,

%2 Retirement Benefits Authority. 200Mhdividual Retirement Benefit Schemes in Keryailable at
http://rba.go.ke/file/Individual%20Retirement%20Beate¥h20Schemes.pdf.
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pensioners earning up to KSH 15,000 per month nsipas are excluded from taxation if
they have other sources of income. If they haveother sources of income, pensioners
enjoy tax-free pensions of up to KSH 26,000. IndiiNgls who have worked for at least 10
years enjoy a tax-free lump sum of KSH 480,000.

National Social Security Fund

Organization

Coverage

Funding

The largest social protection scheme in Kenya & National Social Security Fund,

founded in 1965. Employed persons, traders, seffl@yed persons, and some workers in
the informal economy, including farmers are coverédluntary coverage is possible.

Some types of casual workers are excluded.

The NSSF was established in 1965 by an Act of &adnt (Cap, 258 of the Laws of
Kenya). It administers a provident fund scheme grilm for workers in the formal
economy. The scheme is run by a Board of Trusteespdsing the employers and
workers unions and the Government. There are alse ttrustees from the professional
sector. The Managing Trustee is the Chief Execuwtitis also a member of the Board.

The NSSF has a staff of 1600 with a branch netwdek3 spread across the country. The
branches carry out employer/employee registratiooljection of contributions law
enforcement and payment of benefits. They alsoovolup with defaulters, impose
penalties and prosecute those who have failedriouraheir obligations.

The NSSF provides high levels of coverage in comparto other pension schemes in
Kenya. It covers primarily formal economy employe#s 2009, there were 2,143,000
wage employees in Kenya and of these, 1,182,558 WS8SF membefS.Conversely, the
informal economy had far more workers — 8,200,008nd only 40,218 of them were
NSSF members. The total coverage rate of the NSSkpproximately 20 per cent of
workers.

The NSSF now covers all categories of employersstMecently, (November 2009)
coverage was extended to employers with 1 to 4 @ympk. As of April, 2010, there were
101,100 employers registered with NSSF.

As of April 2010, the scheme’s cumulative membgysias 4,272,853.

The NSSF is financed by employer-employee contidbgt of 5 per cent of earnings, and
subject to a combined ceiling of KSH 400 (amountimdKSH 200 for both the employer
and the employee).

The contribution levels are as follows:
* Insured persons contribute 5 per cent of their mgnearnings. Voluntary

contributors pay between KSH 100 and KSH 1,000. agimum earnings for
contribution calculation purposes are KSH 4,000:

8 Government of the Republic of Kenya. 2008nya Economic Survey 2Q0Renya National Bureau of
Statistics, Ministry of Planning and National Dey@nent. Nairobi.
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» Self-employed persons pay 5 per cent of monthlgiegs.

» Employers pay 5 per cent of their monthly payroll.

* The government sector pays no contributions.
Benefits

The NSSF is a typical provident fund. Currentlyddes not pay pensions, but rather pays a
lump sum upon retirement. Benefits are paid inlamg sum for the following categories:

* Old-Age Benefit/Retirement Benefit: paid to a membeho is no longer
employed, and can be claimed at the earliest a§& gears, up until the age of 60
years;

» Withdrawal Benefit: paid to members at 50 years/igied they are no longer in
employment;

» Invalidity Benefit: there is no prescribed age tiniowever a recognized medical
practitioner must certify the member as being peendy incapable of working.
Essentially, the benefit is a refund of the paidtdbutions;

» Emigration Grant: there is no prescribed age limitywever, the claimant must be
permanently leaving Kenya. Essentially, the bengfita refund of the paid
contributions;

* Survivor's Benefit: paid to eligible dependants afdeceased NSSF member.
Essentially, the benefit is a refund of the paidtdbutions;

* Funeral Grant: paid to the family of a deceased ba#nmn order to help bear the
cost of funeral expenses. The refund of is curyesdt at KSH 2,500; and

» There are plans to introduce a mortgage plan.

The qualifying conditions for the old-age, disailisurvivor and funeral benefits are
described below:

» Old-age Benefit: age 60 and retired from insuredpleyment. Regarding a
drawdown payment, the benefit is paid at age 5théfy are not in insured
employment or at any age if they are emigratingrnaerently.

» Disability Benefit: the fund member must be asséssigh a total incapacity for
performing any work. The disability is assessedh® fund member’s doctor, a
NSSF doctor, and the Director of Medical Servicethe Ministry of Health.

e Survivor Benefit: paid for the death of the fundmimer before retirement. Eligible
survivors are the spouse and orphans; in the abs#ra spouse and orphan, other
dependent relatives may receive the benefits.

* Funeral Grant: the deceased fund member must hade @t least 3 months of
contributions. The grant is paid to a dependantethby the deceased.

The benefit levels are:

* Old-age benefit: a lump sum equal to total emplogeed employer contributions
plus interest (currently around 5 per cent) is pRiggarding a drawdown payment,
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the maximum lump sum is equal to total employee emgloyer contributions
plus interest. The average amount paid lies ard(®H 200,000, which equals
less than two annual salaries. The maximum bepaifit so far was approximately
KSH 1.2 million.

» Disability benefit: a lump sum equal to total enyge and employer contributions
is paid.

e Survivor benefit: a lump sum equal to total empkoyed employer contributions
is paid.

* Funeral grant: an amount of KSH 2,500 is paid.
Portfolio of the NSSF
The provident fund is based on investments, whiainea return. It is invested in
adherence to Retirement Benefits Authority regatetiand now stands as indicated in

Table 4.1.1.2;

Table 4.1.1.2 Investment Portfolio of the NSSF

Percentage
Government Securities 7
Immovable Property 31
Cash Deposits in Financial Institutions 4
Fixed Deposit, Time Deposit and Tenant Purchase Scheme Depositors 4
Quoted Stocks (Nairobi Stock Exchange) 52
Unquoted Stocks 2
Total 100

Source: RBA.

Total assets are about KSH 91 billion. The returnnwestment (ROI) of the portfolio lies
around 12 per cent. The interest rate lies arouper ent.

Reform plans

The plan is to convert the provident fund into agien scheme. A Conversion Bill has
been drafted! According to this Bill, the following changes grianned:

* To provide pensions instead of lump sums for a rermobcontingencies;
» To change the pensionable age to 60: and
* To make the scheme a funded scheme.

According to a study by the RBA, and outlined irblEa4.1.1.3, most of those surveyed
would prefer a pension in place of a lump sum.

%Government of the Republic of Kenya. 20&upplement No. 8ills No. 36 (Nairobi, Kenya Gazette,
Official law reports of the Republic of Kenya, 13hgust 2007).
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Table 4.1.1.3 Retirement preferences

Was a member of Prefers Proportion of group (%)
Pension scheme Pension scheme 88.4
Pension scheme Provident fund 7.2
Pension scheme Not aware 34
Provident fund Pension scheme 60.7
Provident fund Provident fund 32.1
Provident fund Not aware 7.1
Not aware Pension scheme 100.0
Not aware Provident fund 0.0
Not aware Not aware 0.0

Source: RBA: Report on Retiree’s and Pensioner’'s Survey 2008.

The objective is to achieve a replacement ratebopdr cent. The plan is to increase the
contribution rate to 10 per cent (for each empl@met employee).

Occupational schemes

There are a total of about 1,300 occupational sekem the country, including both
defined benefit (DB) schemes and defined contriltu(DC) schemes.

On average, the DB schemes operate with a contibof about 10 per cent, but struggle
with low rates of return. The DC schemes have duution rates of about 30 per cent.
Replacement rates go up to 80 per cent but higtptacement rates often correspond with
low salaries.

Often, the increases in pension do not match inflatout rather depend on the financial
performance of the respective fund. The RBA issuegulations on investments.

According to these regulations, a maximum of 15 pemt can be invested off-shore
(actually 5 per cent). Currently, 40 per cent aneested in Government security, 35 per
cent in the stock market, and 6 per cent in rdates

The civil servants pension scheme

Currently, there are 425,000 civil servants in toentry and about 200,000 pensioners.
The pension budget is KSH 25.2 billion. The schesm&inded from the public budget.
Currently, there are no contributions paid. Thesmanformula is:

1/480 x last salary x number of months in service

One quarter of the benefit can be requested amja swm, and the rest will be provided as
a monthly pension. The minimum pension is KSH 2,000ile the average pension is
KSH 10,500. The pensions are adjusted annually rdicup to the CPI. The regular
retirement age is at 60 years of age, and earkengtnt can be requested at 50 years of
age.

A survivor pension is paid at a rate of 100 pert éen5 years. The orphan pension is one
third of the regular pension.

There are plans to reform the public pension sch&mg reforms will include:
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* The introduction of a 15 per cent contribution floe employee and a 7.5 per cent
contribution for the employer:

» The creation of a separate pension fund; and

» The establishment of a reserve fund and, in thg tan, the transition to a funded
scheme.

A long transition period is required until the piemsscheme will be fully funded. In the
mean time, it is planned to give people the chbiesveen a funded and a pay-as-you-go
(PAYG) arrangement.

It is planned to include all those over 45 in tlesvrscheme and to leave the older staff in
the former scheme.

Currently, the main concern for the Governmenbifiand over the pension funds to an
independent institution, thereby losing influen@n the other hand, a recent actuarial
study has shown that the annual increase in peesimmitments of the public budget will
go up to 15 per cent if there is no reform of fungdiThis means that the Government is
under pressure to make employees contribute topkesion arrangement.

4.1.2 Performance assessment

NSSF

Given the description of the NSSF above, it camlmeerved that the performance of the
NSSF, in terms of coverage, cost/benefit ratio, r@barn on investments is not convincing.

The total revenue from NSSF contributions is KSB léillion. This corresponds to about
KSH 5,000 per paying member, per year. Table 4fofides an overview of the benefits
paid in 2009 and 2008.

Table 4.1.2.1 NSSF benefits payable, 2009

KSH'000 Percentage
Age benefits 1,060.390.00 41.5
Survivor benefits 303,432.00 11.9
Invalidity benefits 31,024.00 1.2
Withdrawal benefits 1,137,604.00 446
Emigration grant 12,818.00 0.5
Refunds 3,893.00 0.2
Funeral grant 3,295.00 0.1
Total 2,552,456.00 100.0

Source: NSSF, 2009.

As it can be seen, the largest proportion of bé&ngfaid-out are for withdrawals. This
tendency for beneficiaries to make withdrawals esisome questions concerning the
guality of NSSF as a retirement instrument, giveat twithdrawal benefits normally
benefit from no or lower interest rates. Furthemaising ones withdrawal benefits means
that one accesses their money before retiremesrielili reducing its function as old age
security.
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In general, the quality of the NSSF as a realeetent scheme can be debated, given that
the only benefit is a lump sum. According to an RBBuiry — the results of which are
shown in Table 4.1.2.2 — nearly 50 per cent of tbéirees use their lump sums for
dependants and not for themselves

Table 4.1.2.2 Utilization of lump sum benefits

How lump sum was used 2008 2004 2003
Paid school fees for my dependants 49.58 228 21.9
Bought land/Bought a house/Built own resident property 36.67 242 251
Started a business 25.42 214 19.2
Invested in an already existing business 18.75 23 23
Paid off loans/Paid debts 16.67 47 5.0
Bought livestock/farming implements 13.33 0.0 0.0
Paid medical fees 12.50 1.4 3.2
Invested in the capital markets/other investment 8.33 28 5.9
Completed my mortgage 7.08 0.0 0.0
Bought a vehicle/Bought household/consumption goods 6.25 13.5 8.7
Saved in a bank 5.00 0.0 0.0
Other 5.00 0.0 3.2

Source: RBA Report on Retiree’s and Pensioner’s Survey, 2008.

The total administrative costs for the NSSF sumaukSH 4.9 billion (3.7 billion without
doubtful investments), a sum which is nearly doubkamount of benefits paid or 78 per
cent (59 per cent) of the contribution income. Tihigel of administrative costs is far too
high, and raises questions regarding the effectsesof contributions.

The total investment income, or return on investn{®OI), is about 18 per cent. The
interest on individual member’'s accounts was 2.6qant in 2009 and 4.8 per cent in
2008. These interest levels may indicate inadequrttye usage of funds. It seems that the
interests in favour of members could be signifisahtgher, if costs were to be reduced.
Currently, these levels are not even high enougittount for changes in inflation. Due to
these issues, the current situation of the NSSHdcba examined in order to fully
understand the reasons behind these issues, aehtdy possibilities to improve current
performance.

Analysis of the recent developments of the NSSEdam a 2008 repoit,and on NSSF
financial data found in Annex E, indicates theduling:

e Contributions to the NSSF have increased. The iecémmm contributions has
more than doubled from KSH 2.2 billion in 2002 t8K 6.3 billion in 2009;

» The level of benefit outgoing has remained sté@tyeen just over KSH 2 billion
and KSH 2.5 billion in the last 10 years;

* The total reported assets of the NSSF increased K8H 40 billion in 2002 to
nearly KSH 100 billion in 2009; and

» Although there has been an improvement in operaliefficiencies, the level of
administrative and staff expenses remain high coegpato country and
international benchmarks, especially as the NSSffabgs as a provident fund and
does not disburse pension payments.

& Sundeep, K. Raichura. 2008nalytical Review of the Pension System in Kéhiarobi).
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The current level of benefits, given the low mongtaeiling on contributions, is
inadequate. Indeed, at the current contributioelevassuming a member contributed to
the NSSF for 30 years, the amount available toagushat member during retirement is
projected to be less than the average earningsvioiyears. In order to provide a decent
pension, at least six annual earnings are needed.

The benefits available to members are also impauayethe high costs of administration,
the low investment returns and the even lower nstaredited to members. Furthermore,
there is no consistency between the rates of retarned and those credited to members’
accounts;

The NSSF only provides lump sum benefits and tienmeo provision for annuitization.
Unfortunately, there is a tendency for lump sum g to be poorly applied or
squandered by beneficiaries, which in turn resalisadequate protection against poverty
in old age. Additionally, the NSSF has a range aridfits that is quite limited; there is no
pooling or sharing of risks and no minimum levelsafety net’ of benefits.

The level of contributions, which is effectivelylgri.3 per cent of average earnings (and
higher where earnings are less than national ageemgnings), can be regarded as
affordable, but is by far too low for a decent alge security system.

If the NSSF remains a defined contribution schethen measures should be taken to
ensure that assets are in balance with liabilitlpsdesign. However, the differences in
returns allocated to members vis-a-vis returnseghroan create mismatches between
assets and liabilities; legislatively stipulatechmmum annual credit to members of 2.5 per
cent, regardless of net return earned, also impatasicial position. Hence, regularly

evaluation of the asset-liability relationshiprigoiortant.

The NSSF is not a pure defined contribution schdmepverall ought to have the capacity
to withstand major shocks. This would be subje@dopting a proper and more equitable
basis of allocating net returns to members andt disg®lity management. Discussions

with the NSSF indicate progress in a number ofsameluding increased computerization,
improvements in processes, turnaround times foefitepayments and customer care
standards. A new customer service charter was lheghinn 2007 and for the first time ever

the NSSF published its financial statements forybar ending June 2007 in the print
media.

In spite of these improvements and the significglinges that have been made at an
institutional level, there remain concerns over itfgitutional structures at the NSSF and
their effectiveness. Nevertheless, given its estiabd structures and wide branch network
of 35 regional offices, and provided that the tibnal weaknesses are addressed, the
NSSF can provide a good platform on which to immatfurther reforms of the Kenyan
pension system. Reform of the NSSF and its conver® a pension scheme has been a
Government policy objective for some years. The &oment’s Economic Recovery
Strategy for Wealth and Employment Creation 2003007 explicitly provides for the
NSSF Act to be reviewed to convert the NSSF int@atonomous pension fund with an
increased coverage and range of benefits. A bilcdavert the NSSF into a social
insurance pension scheme has been presented tanttarl and possible reform options
for the NSSF have been the subject of debate waktebolders.

Concerning the plans to convert the NSSF into b-flddged pension scheme the key
parameters are:

« The current benefit level is about 1.5 annual ssgar

» To provide a replacement rate of 40 per cent, afsautannual salaries reserve are
needed, based on an average salary of 10,000 K&ldraaverage pension period
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(unisex life expectancy) of 15 years, an interag of 6 per cent and an annual
pension increase of 6 per cent.

* To fund such a reserve a 12 per cent contributid@ is needed (from employers
and employees together, given an annual salargaserof 6 per cent).

* The administration costs (about 3 per cent accgrtbninternational experiences)
need to be added to this.

Table 4.1.2.3 Calculation of the needed pension reserve

Average annual salary (KSH) 120,000.00
Average replacement rate 40 per cent
Interest rate for benefits 6 per cent
Unisex life expectancy of pensioners 15
Annual pension increase 6 per cent
Present value of Reserve fund 466,187.95

Source; Authors’ calculation based on NSSF data.

Table 4.1.2.4 Calculation of contribution rate

Reserve fund needed 466,187.95
Years contribution paid 35
Average salary 10,000.00
Average annual salary increase 6 per cent
Interest rate 6 per cent
Contribution rate 12 per cent

Source: Authors’ calculation based on NSSF data.

The scenario described above does not yet includéver and invalidity pensions. Given
the unavailability of data, several assumptionsum&ble to be made which are necessary
for relevant calculations. Data required for theedlepment of appropriate and accurate
assumptions and calculations includes:

* Number and life expectancy of survivors.

* Number of invalids, their kind of disability (deg)eand life expectancy (for
pensions).

Based on international experience, we can assuraéditional 2 to 3 percentage points to
the contribution rate in order to finance a desafteme. Thus, the final contribution rate
including these benefits and appropriate admirtistiacosts might be around 18 per cent
of the salary.

To implement such a pension plan, a gradual stofbhflump sum payment to pension is
needed. A transition period, during which peopleldde given the choice between the
two payment options, could be created. A feasihteline for the plan would be:

* By 2012, introduce a pension scheme with a deficmatribution rate of 15 per
cent.

* Between 2012 and 2020 pay lump sums.
* By 2020, begin to pay pensions, starting with newsgioners.

» Between 2020 and 2025 give people the choice betlveap sums and pensions
(for those with pensions less than KSH 2,000).
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Public pension scheme

4.2

The public pension scheme is by far the largestabpcotection scheme in the country in
terms of costs, and currently dominates public egfiare on social protection. These
large costs are not reflected in high coveragesraide annual budget of the public
pension scheme is KSH 25.2 billion. This amounheéarly five times the budget of the
NSSF, however the NSSF covers nearly eight timesasy people. The public scheme
has an average (and very generous) replacemerdfrateund 90 per cent according to the
pension formula after an active period of 35 years.

The budget of the public pension scheme constituta® than half of the public expenses
on social protection. The Government’s intentionintroduce a contribution for this
scheme must be supported. If even half of the selerxpenses were financed through
contributions, then the resulting savings couldsitelg be used towards the creation of a
universal pension scheme. Such a scheme wouldlbdaabrovide coverage and income
security in old age to about 500,000 elderly people

Health insurance schemes

4.2.1 Description

There are several schemes in Kenya that offer stegeee of social health protection; the
main schemes are the National Hospital InsurancedFwsome private insurance
companies and health maintenance organization (HM&3swell as some micro insurance
schemes. By far, the largest scheme is the NHIR¢ctwhas approximately 10 million
beneficiaries.

National Hospital Insurance Fund (NHIF)

Organization

The NHIF was founded in 1966. The current law peing to hospital insurance dates
from 1998. The NHIF is a social health insurancstesy that provides medical benefits
only.

The NHIF will register all eligible members fromthahe formal and informal economy.
For those in the formal economy, it is compulsasybe a member. For those in the
informal economy as well as retirees, membershgpéen and voluntary.

Following medical care provision, and after the rhens have been discharged from the
hospital, claims are submitted by hospitals digetdlthe NHIF. The claims are examined
by the Fund to ensure validity prior to paymentclaim can, however, be rejected, at
which point the hospital will be informed accordingo incorporate either the missing

documents or to address the identified abnormalifidle majority of this process is now

computerized. The Fund aims to pay claims withirdays of the receipt of the claim from

the hospitals. Members who opt to pay the billth®hospital may launch a general claim
directly to NHIF for reimbursement.

The Fund is in the process of converting contritaiand their dependants into individual
account holders and issuing them with photo cdtds.the hope that the photo cards will
enhance service provision and help curb fraud.dditen, the database is undergoing
changes, using electronic downloading of payrdlbrimation on a monthly basis. The
administration costs of the fund are relativelythég 30 to 40 per cent.
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Coverage

Funding

Table 4.2.1

Those covered under the NHIF are employed persamsng at least KSH 1,000 a month,
including public-sector employees and self-emplopetdsons. The dependants of those
insured are also covered. Voluntary coverage fosqes earning less than KSH 1,000 per
month is possible as well.

It is estimated that the Fund has about 2.5 milkontributors with approximately 7.5
million dependants. Unfortunately, the NHIF premguramain too high for the 20 per cent
of the poor population who are unable to affordrthe

The scheme is funded by government expenditure tarsligh contributions. NHIF
expenditure accounts for an estimated 12.26 per afegocial protection expenditure in
Kenya (see Annex G) and an estimated 10 per cenpublic health spending.
Contributions are based on the following structure:

* Insured persons pay a variable monthly contributdepending on their income,
of between KSH 140 and KSH 320 with an average pmn@nof around KSH 240.
Voluntary contributors pay a flat rate of KSH 16€r pnonth (although there is a
planned increase to KSH 300);

» Self-employed persons pay a variable monthly couation of between KSH 140
and KSH 320; voluntary contributors pay a flat raté&cSH 160 per month;

* Employers pay no contribution; and

* Government pays no contribution.
Formal economy employees' contributions are dedustel remitted to the Fund by their
employers. This is done by cheque or through eibgnkhe employer gets a Certificate

of Contributions Paid (CCP) book and official rgxtérom the NHIF.

For members under the voluntary category, they K&KH160 per month (KSH1920 per
year). For those in formal employment, contribusi@me made according to their income.

The Fund maintains an annual reserve of one tfiitldeopremiums collected.

The total revenue of the NHIF is around KSH 5.4idnl or about KSH 540 per capita. The
structure of expenses is shown in the followingedalt can be seen that the share of
expenses used for benefits lies at 54 per centhakiquite low.

NHIF Cost Structure, 2008/2009

Million KSH Percentage
Benefits 2,812.87 54.2
Personnel costs 1,447.38 27.9
Administration expense 909.27 17.5
Board and conferences 17.94 0.3
Total 5,187.45 100.0

Source: NHIF. 2009. Annual Report and Financial Statements 2009.

% Government of the Republic of Kenya. 208acial Protection in Health: Policy and Financingr&egy.
Ministry of Public Health and Sanitation and Mimysof Medical Services. Nairobi.
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Qualifying Conditions

There is no qualifying period to be eligible for NHbenefits; however, voluntary
contributors must have at least 60 days of coveragim medical benefits and at least 6
months of coverage to claim maternity medical care.

Benefit levels

Although the NHIF provides both in-patient and patient care, current benefits only
include in-patient hotel costs. Care is provideduigh three types of hospitals:

» Government hospitals (Category A).
» Private hospitals (Category B).
* High-cost establishments (Category C).

There are over 400 accredited hospitals in Kenyachvhave over 40,000 betlsThe
WHO estimates that were an average of 14 hospatds kincluding inpatient and maternity
beds, and excluded cots and delivery beds) perOQOppulation between 2000 and
2009%® NHIF services are purchased from these facilitigsich make up approximately
60 per cent of the total bed capacity in the cquntrith varying coverage proportions
across provinces, ranging from 30 per cent of tb&als in the North Eastern provinces,
and 77 per cent in the Rift Valley.

Government hospitals are normally of a lower quadlitterms of queues and availability
of drugs, although this is mostly the case in Nadjravhereas up-country they are the first
choice. Those who can afford to do so will go tivgiie hospitals.

Category A and B hospitals get special rates amsl thn afford higher support values. The
support values lies at over 50 per cent in govermrhespitals and significantly lower in
category B and C hospitals. The government hospitdlen have a waiver system,
whereby very poor persons are treated free of eharg

The official co-payment scheme foresees the folhgwiuser charges for outpatient
treatment:

» Dispensary costs KSH 10.

* Health centre costs KSH 20.

* And higher categories can vary.
Free care is provided in government hospitals &tain illnesses, including tuberculosis,
sexually transmitted diseases, and AIDS. Givenstiggma associated with some of these
illnesses, and the fact that many of them go umdiagd, many Kenyans who are ill will

not seek care.

The maximum duration of benefits is 180 days a year may be extended in the case of
exceptional hardship.

57 Government of the Republic of Kenya. 208acial Protection in Health: Policy and Financingr&egy.
Ministry of Public Health and Sanitation and Mimysof Medical Services. Nairobi.

%8 WHO. 2010World Health Statistics 2018Vorld Health Organization. Geneva.
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Free inpatient treatment in government hospitajgaesided to employed persons who are
not covered by health insurance but who contriboitthe National Social Security Fund.
Government employees receive subsidized care a&rgment facilities.

According to the schedule provided for in law, cgisaring exists in the form of refunded
expenses for hospital and medical treatment farréd persons. Maximum reimbursement
rates range from KSH 200 to KSH 24dper hospitalized day, depending on the facility
visited. Medical services provided abroad are reirséd at KSH 750 a day.

Dependent children are entitled to up to 10 daybewfefits up until age 18, or age 22 if
still dependent.

Future plans
For the future, the NHIF has several areas whdéoems are to be implemented:

» ltis planned to expand the benefit scheme to deloutpatient care. To finance
this shift, an increase of contributions will bequéed to more than double the
current contribution (to bring the average to abi$SH 650).

* Tointroduce a contribution as a percentage ofgateth a cap.

* To reform the co-payment system and to introduéeialf co-payments instead of
maximum rates of reimbursement.

* Toinclude more hospitals in the contracting system
* Toincrease coverage to include the entire inforecahomy.

Notably, however, there are no plans yet to intoeda subsidy from the public budget to
cover the poor who cannot afford to pay the countidmn.

Cash benefits: sick leave and maternity leave

Paid sick leave benefits are provided for under 186 Employment Act. The Act
requires employers to pay 100 per cent of earrfimigap to 2 months of sick leave. Some
trade unions have negotiated alternative benefits @mployers, for example, to pay 100
per cent of earnings for one, three or six morahs, then pay 50 per cent of earnings for a
period of equal duration.

Maternity benefits are also stipulated in the 1%f6ployment Act. The Act requires
employers to pay 100 per cent of earnings for ug taonths of maternity leave. Some
maternity medical benefits are also provided by leyers.

Private health insurers and HMOs

There are various private health insurers in thentty that mainly cater to those within the
upper income brackets. These companies offer schevitd risk-based premiums and
reimbursement schedules with caps. Some privatardrs are organized as health
maintenance organizations. About 500,000 Kenyatenbeo private insurance schemes.
Higher income groups take out private insurancénmny in lower income groups often

% Government of the Republic of Kenya. 208acial Protection in Health: Policy and Financingr&egy.
Ministry of Public Health and Sanitation and Mimysof Medical Services. Nairobi.
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cannot afford to do so due to high premiums and lafclow-cost options in private
schemeg?

Employer-based schemes

Various large employers provide health coveragetifigir employees through private
health insurance. Apart from this, there are someleyers that provide special health
programs for their staff. One such scheme is theertde Hotels Employee Wellness
Programme. In partnership with the Internationalalhice Corporation (IFC) and others,
Serena Hotels has developed a Wellness scheme ifsokilV/AIDS programme. The
scheme was first developed in 2002 to reduce theadpf HIV/AIDS among workers and
the local communities and improve worker produttiviNow, Serena offers subsidised
medical services at the company’s clinics, trainii@gommunity wellness educators, free
condoms, and provides free insecticide-treated mitsched nets in the community.
Community members can access clinical servicesrandive free consultations, only
having to pay for drugs. Further, nurses from tl@ias conduct information sessions on
HIV/AIDS and malaria at churches and schddls.

With HIV/AIDS continuing to affect all aspects dfd in Kenya, including the workplace,
domestic and international employers need a mooeagiive approach in the health of
their employees. One such example is at Unilevdreres some 800 employees from
Unilever and other companies participated in a \Worgkevent on HIV/AIDS education.
The event was part of Unilever Kenya's 15-year-lcaghpaign, which began in 2002, to
educate its employees about the disease. The cgmspasidises its campaign, events, and
resources in partnership with other companiesffér® voluntary counselling and testing
of HIV/AIDS, and health checks for blood pressuredy mass index and diabetes are also
given. Along with HIV/AIDS, tuberculosis is oftemdtured in the campaign to highlight
the links between the two diseases as well asetfenergence of TB in Kenya. Through
education and awareness, the company allows fopan forum and discussion of illness
for employees hopefully diminishing the social staof the diseasé.Especially in low-
income countries, only recently have private congmiegun to push for more health
initiatives relating to the specific needs of thefnployees. It is important that the private
sector continues to play a role in providing healtlucation, counselling, and other health-
related measures to its employees. It complemerdssapports the benefits provided by
health insurance.

Micro insurance schemes and voucher schemes

Recently, many micro insurance schemes have emeoggavide health to and to cover
more households. One such scheme is that develyptite Kenya Women Finance Trust
(KWFT). The scheme was developed in partnershijn Wie National Health Insurance
Scheme and the Co-operative Insurance Scheme (TH®).scheme is based on a similar
scheme, Bima ya Jamii (“health for the family”) umance Policy, which is offered in a

" International Social Security Association (ISS2)08. Kenya.Expansion of Coverage for Low-Cost
Private Health InsuranceAvailable athttp://www.issa.int/aiss/Observatory/Country-
Profiles/Regions/Africa/Kenya/ per cent28link pent&9/Reforms per cent201

" Lutalo, M. 2007. "The Wellness Program of SerenteldpKenya — A Case Study", iiV/AIDS — Getting
ResultdWorld Bank Global HIV/AIDS Programme). Available a
http://www.ifc.org/ifcext/aids.nsf/AttachmentsByIEtThe+Wellness+Program+of+Serena+Hotels/$FILE/GR-
Serena_Final Aug29 07.pdf

2 Unilever. 2010Kenya: Fighting HIV/AIDSAvailable at .
http://www.unilever.com/sustainability/casestudiesith-nutrition-hygiene/kenyafightinghivaids.aspx
(accessed on 14 June 2010).
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partnership between the CIC and NHIF. It also fioms as a voluntary scheme aimed at
members of the CIC.

The KWFT scheme covers approximately 100,000 haadehThe premiums cost KSH

10 per day or KSH 3,600 per year, which is a realslenrate for small business owners
who receive service loans from KWFT starting at KSB000 for businesses. Premiums
are subsidized by the NHIF, which means that theFQVEcheme costs only one third of
the standard NHIF scheme per day.

Regarding benefits, all in-patient expenses forrtteenber and her family are included in
the scheme. There are no exclusion clauses andichiimess, maternity, and surgery
costs above KSH 15,000 are also covered. Howeirailas to the public NHIF scheme,

expenses must be incurred in an approved privatielicp or mission hospital, and are
covered for up to 180 days.

Another approach is used by KfW Entwicklungsbankiher than giving grants to the
general health care system, KfW has been finarewvaucher scheme since 2006.

Kenya's high rate of maternal mortality throughldhirth complications and abortions led
KfW to find alternate schemes. Less than 7 per oéttie 9 million people in the informal

economy are insured. Those without insurance masgtout of pocket. The high cost of
child birth means that many women are forced t@ diwvth at home without professional
supervision and often under unhygienic conditioffisese women and their families can
also not afford antenatal care which would givarthaformation about their pregnancy,
their health, and family planning leading to furtliesues of ill health among the poor in
Kenya.

During the first phase of the project, 150,000 Vwrs were handed out in three rural
regions and in two Nairobi slums. In 2009, the secphase was launched to lay the
foundations for a nation-wide program.

Bima Ya Jamil’’ as mentioned above, is a micro insurance schemieefidth which has
been developed out of a partnership between Thep@aative Insurance Company of
Kenya Limited (CIC) and The National Hospital Insnce Fund (NHIF) for the uninsured
population in Kenya.

Bima Ya Jamii is an insurance package that costd B®50 per family per year. The
benefits include doctor fees, bed charges, surgeciyding food, X-ray and laboratory
costs, prescribed drugs, maternity costs for noandlcaesarean births

The principal member is the contributor. Childree aovered from one-day old to 18-
years old. Children between 18 and 25 years areredvf they are still dependent on their
parents. There is no exclusion clause for HIV/AlBXSother pre-existing conditions. The
policy has no upper age limit for the principal nien and spouse. The policy is
renewable every year immediately after expiry.

The insurance package is supplementary, not conapieary to the NHIF scheme. Given

the costs of the premium, it primarily targets thigldle class of the informal economy,
and less so the poor.

3 CIC InsuranceMicro Insurance Available atttp://www.cic.co.ke/Our-Policies/Micro-Insurance
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4.2.2 Performance assessment

Kenya faces many of the same challenges in extgndiiversal social health protection as
other developing countries: low levels of publigperditure, limited coverage rates and
even more limited access rates, high prevalenceoutfof-pocket payments, and a
corresponding tendency for populations to be begoaneof the vicious cycle of ill-health
and poverty. In order to understand how socialthgalotection can be improved in the
country, it is necessary to assess its currerg.stat

The NHIF has contribution collections and otheiome combining to KSH 5.4 billion. Of
this, 2.8 billion — over 50 per cent — are useddenefit expenses. The majority of the rest
of this income is used to cover administrative eges, a proportion that is very high by
international standards. Additionally, the NHIF hagye amounts invested in property and
plant equipment (two annual incomes), which, adogrdo the financial statements is not
included as administrative expenses or adequaten@drom rent; as many premises are
used by NHIF. These costs should however be refiedtVith standardized accounting,
large portions of these funds would be added toathministrative expenses and would,
accordingly drive up administrative costs furthgmp to an additional KSH 1 billion.

Future options for the NHIF, excluding reductioradininistrative expenses include:
e expansion of coverage to the informal economy;
» introduction of a support scheme for the poor;
» expansion of the benefit package to cover outpiatiare;

» increase in the support value of the benefit paekagd

introduction of an affordable co-payment scheme.

The fact that the NHIF covers only inpatient caveld possibly lead to high confinement
rates; instead of seeking treatment at outpatiaailitfes, members may prefer to get
confined, as it is more cost-effective, given tihé at least partly covered by NHIF.

Currently, the benefit expenses per capita lie rdddSH 200 per year, or KSH 1,200 per
year per paying member. If coverage is expandetheéowvhole country, this would cost
approximately KSH 4.6 billion. This would be a godtince to create economies of scale
as it can be assumed that this shift would nottereere administrative expenses.

The actuarial contribution covering the entire so$éincluding administrative costs)
currently lies at KSH 170 per month. Given the seenmentioned above, these costs
would be halved, lying around KSH 85 per month.si¢an be attributed to two factors:

» Economies of scale (no increase in administratpss)
* The dependency ratio would decrease from 5 to pagng member.

The decrease in the dependency ratio is reflegtatiebfact that currently NHIF calculated
with a ratio of 4.8. However, if we put the entiabour force of 9.5 million in relation to
the rest of the population, the dependency rat@yadeses to 3. This might be due to the
fact that in this scenario, all working family meenb would pay a contribution, meaning
that there would be several paying contributorsanh family. It is not clear how this issue
is handled today.
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Given the low levels of income in many Kenyan hdwsdés, it is evident that not
everybody will be able to pay a contribution. Itftseseeable that the poor will require
assistance. If the state were to cover the conitoibifor the estimated 20 per cent hard
core poor in the population, this would have a letdgplication of KSH 1.5 billion.

The costs of the expansion of the scheme to oettatare are very difficult to calculate.
The reason is that specific cost data, which isvaiteble, is necessary. While the NHIF
estimates that this change would roughly doubleeegps, we are less sure about this. In
other countries, the relationship of outpatient ¢cosnpatient cost per capita is about 1:3,
meaning that inpatient care is three times moresipe than outpatient care. However,
this largely depends on the respective supporteyatin which we have limited and
inconclusive information. Recorded support valuasyvsubstantially, ranging from the
very low (below 50 per cent of the actual costxafe paid by the NHIF) to complete
(NHIF pays 100 per cent of the costs, at leastublip hospitals). These discrepancies
require further analysis. Due to these data linaitet, we were unable to establish any
scenarios about the consequences of an increétse support value.

Concerning co-payments, the logic is that if thera support value of 100 per cent and no
space for out-of-pocket payments, at least in sdaudities, there is room for the
introduction of an official co-payment scheme. Thagain, would only make sense to
discuss with the availability of full informationbaut the actual support value. If, for
example, the NHIF pays maximum amounts only artllstives part of the costs to the
insured, there is no need to discuss co-payments.
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Table 4.2.2 Model calculation for expansion of coverage

4.3

KSH per year (2009) KSH per month
Total contributions 5,079,569,956.00
Total expenses 5,187,453,769.00
Benefit expenses 2,812,868,248.00
Other expenses 2,374,585,521.00
Total paying members 2,500,000.00
Family members 12,000,000.00
Total beneficiaries 14,500,000.00
Total labour force 9,500,000.00
Contributions per paying member 2,031.83 169.32
Per capita expenses for benefits 193.99
Estimated population (full coverage) 38,000,000.00
Coverage gap 23,500,000.00
Estimated additional benefit cost for 4,558,786,470.90
100 % coverage™
Total expenses at 100 % coverage’ 9,746,240,239.90
Estimated contribution for 100 % 1,025.92 85.49
coverage’®

Source: Authors’ calculations, NHIF data.

Employment injury schemes

4.3.1 Description

Organization

Kenya’'s basic employment injury scheme dates backi946 (and has since been
repealed). The current laws regarding workmen’s pmmeation date from 1974, and
underwent amendments in 2007 with the creatiorhef@ccupational Health and Safety
Act (OSHA) and the Work Injury Benefit Act (WIBA)The system is based on the

" This amount is obtained by multiplying the coverage (23,500,000) by per-capita expense for benefit

> This amount is obtained by adding the current texplense (5,187,453,769.00) and the estimatediaualit
benefit cost for 100 % coverage (4,558,786,470.98)s implicitly means that the estimate is madetioa
assumption that no 'other' cost would be incuroaéach the non-covered population of 23,500,000.

® This is estimated by dividing the total expens&Qit % coverage by the total labour force (9,500,000
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principle of employer-liability, and normally inwgés the employer purchasing insurance
with a private carrief’

The Ministry of Labour is responsible for enforcitige law, approves settlements, and
pays benefits from funds deposited with it by ergpls.

Coverage

Those covered under the legislation are formallpleyed persons in the public and
private sectors. Non-manual employees earning rtttae KSH 4,000 per month, self-
employed persons, casual workers, and family ladrsuare excluded.

Source of funds

The total cost is met by employers through thectliprovision of benefits or insurance
premiums. Those who are covered (the insured) Ipeatcosts. The government is
responsible only for the provision of insurancengirens for government employees.

Benefit levels

The benefit levels for each covered category afelksvs:

Temporary Disability Benefits: The benefit is eqt@b0 per cent of the insured’s
earnings, up to KSH 540. The benefit is paid afte3-day waiting period; the
benefit is paid retroactively if the incapacity tedor more than 3 days. The
maximum total temporary disability benefit is KSH®000. The disability is

assessed by the insured’s doctor, an NSSF doatdrtte Director of Medical

Services in the Ministry of Health. Benefits arguatkd periodically by the

Minister of Labour.

Permanent disability benefit: A lump sum equal @ ronths of the insured’'s
earnings is paid for a permanent partial disabillige maximum total permanent
partial disability benefit is KSH 240,000. The diddly is assessed by the
insured’s doctor, a National Social Security Furattdr, and the Director of
Medical Services in the Ministry of Health. Bengfdre adjusted periodically by
the Minister of Labour.

Survivor Benefits: A lump sum equal to 60 monthghedf deceased’s earnings is
paid to survivors who were fully dependent on tleeeahsed; in the absence of
fully dependent survivors, a reduced benefit islpaisurvivors who were partially
dependent. The minimum benefit is KSH 35,000. Tlaimum benefit is KSH
240,000.

Funeral grant: A lump sum equal to the cost offthreral is paid to dependants;
the employer pays KSH 2,000 if there are no depssdd@enefits are adjusted
periodically by the Minister of Labour.

" International Social Security Association(ISSA) an8lA Social Security Administration (SSA). 2009:
Social Security Programs Throughout the World: @200 Washington D.C., Social Security
Administration Office of Retirement and DisabilitplRy Office of Research, Evaluation and Statistics)
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4.3.2 Performance assessment

Due to their recent implementation, the effectghaf 2007 Acts relating to work injury
have not yet been fully evaluated. There is alslack of data on work injury and
occupational disease, which will continue to impeeealuation and accordingly,
appropriate policy changes.

Preliminarily however, the legislation providesrarhework for the extension of coverage
within the formal labour market. At present, theDllestimates a legal coverage rate of
some 13 per cent (1,200,000 Kenyans), which meatatatory coverage gap of nearly 90
per cent. As in most countries however, it is §kdat many employment injuries will go
unreported by employers, and benefits will not headigible workers. Furthermore,
existing schemes do not protect those in the indbriabour market against loss of
productivity and income in the case of injury. Rbese individuals, protection is even
more crucial, as their working conditions tend ¢orbore hazardous.

The benefit adjustment by the Ministry of Laboubeneficial as it will allow for gradual
improvements in replacement rates and maximum kenphid as Kenya's social
protection floor expands.

4.4 Social assistance and comparable income
support schemes

4.4.1 Description

About 46 per cent of the Kenyan population live emthe poverty line, and an estimated
20 per cent are chronically poor and food insedGtassical social assistance programmes
like conditional cash transfers could be used ttgetiathis part of the population. Although
such programmes currently exist in Kenya, theygaiite limited.

Poor households are often unable to respond torselwyents, even if traditional coping
systems and market-based social protection senacesin place. Traditional systems
based on reciprocity depend on the same livelitadats members that often only provides
low incomes, low assets and low savings, and ame themselves subject to adverse
events. The insufficient resources provided by bhaokls, neighbourhoods, communities,
or social organizations are therefore often untbkerve as a coping mechanism given the
extent and frequency of adverse events. Access ddkanbased social protection,
including health insurance, social security, reteat benefits, and asset insurance is
extremely limited to the poor due to their low inm®s and unviable livelihoods.
Vulnerable traditional systems and the difficultiesaccessing market-based systems thus
reduce “the resilience of many poor households, emteases their dependence on
external support from Government and other soutoesustain basic levels of food
security and access to health and other basioccgsrif

The main social assistance programme in Kenya &xus families with orphans or

vulnerable children. The impetus for developingaalctransfer programme stemmed from
the growing realization that some of the other elet® of social protection in Kenyan

society, especially family and communal mechanismese breaking down in the face of

the growing HIV/AIDS pandemic.

8 Ministry of Gender and Social Development. Keny@&l@ National Social Protection PoligyNairobi.
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It is estimated that one in seven of all orphanghefAfrican Region live in Kenya. This
amounts to approximately 1.8 million Kenyan orplhohildren under the age of 18 that
have lost one or both parents as a result of d&dthrecent years, the proportion of
children in Kenya orphaned due to HIV/AIDS infectso of their parents has risen
dramatically. While about 9 per cent of orphans haad their parents to HIV/AIDS in
199886 this proportion grew to 11 per cent in 2083 has currently reached over 60 per
cent.

The number of other “vulnerable children” whosefésg, well being and development are
(for various reasons) threatened” or “who are eomatily deprived or traumatizett”is
also increasing. According to estimates of the dfeti AIDS Control Council (NACC),
there are approximately 600,000 vulnerable childnelienya, many of whose parents are
affected by HIV/AIDS, who are unable to work or pop their children, or need treatment
and care from family members. The total number ¥COn Kenya thus amounts to about
2.4 million#

The OVC programme is administered by the Ministiysender and Social Development
and provides cash transfer of KSH 1,500 per mam#ligible households. All households
that apply for support through the programme algesti to a proxy means test, are not
allowed to receive funds from other programmes randt have one orphan or vulnerable
child under 18 years old living in the household.

Currently 82,000 households are covered in selerieals, corresponding to about 400,000
individuals. There are plans to expand to 100,000skholds in 2010. The Ministry
estimates that the total number of people in neadbout 1 million.

The cash transfer is delivered though post offarethrough district offices. There are also
pilot programmes exploring other transfers methémsexample, through mobile phones.

The OVC programme began in 2004 with a small plat-grogramme supported by
UNICEF and the Swedish International Developmerngay (SIDA) and managed by the
Children’s Services Department of the MGCSD. Theufo of the pre-pilot was on
households that: were poor, had OVC and were ragivieg benefits from other cash
transfer programmes at that time. The pre-pilowigied benefits to 500 OVC in three
districts provided lessons on targeting, selectimtedures, implementation and costs, to
be used for scaling-up the programife.

The second phase of the programme was launche@Di® @hd was guided by the lessons
learned from the pre-pilot. Phase 2 aims to extdmd number of OVC who receive

transfers, as well as to provide further informatan the design, efficiency and impact of
programme. It consists of the pilot programme mesedistricts, as well as an extended

"9 UNICEF. 2005 The State of the World’s Children 200%ew York).

8 wa. 2009.Project Appraisal Document on a Proposed Credittie Amount of SDR 33 Million to the
Republic of Kenya for a Cash Transfer for Orphans ¥atherable Children ProjeqWashington, D.C.).

81 Government of the Republic of Kenya. 200ational Policy on Orphans and Vulnerable Childrétinal
Draft November 2005 (Nairobi, Office of the ViceeBident and the Ministry of Home Affairs).

82 wa. 2009: Project Appraisal Document on a Proposed Creditie Amount of SDR 33 Million to the
Republic of Kenya for a Cash Transfer for Orphans ¥ntherable Children ProjecWashington, D.C.

8 World Bank (WB). 2009 Project Appraisal Document on a Proposed Creditlie Amount of SDR 33
Million to the Republic of Kenya for a Cash Transfer Orphans and Vulnerable Children Project
(Washington, DC).
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programme in another 40 districts which was und#ertagiven the urgency of OVC needs,
even before the pilot was completed.

OVC beneficiary households each receive KSH 1,500month. The beneficiaries are
selected based on the same three criteria emplioyéte pre-pilot, however with more

refined indicators. This is especially the casetlfier poverty criterion, which defines poor
households as those that, due to lack of incomenataprovide for their basic needs
(appropriate food, shelter, schooling, health cared clothing). The targeting of

beneficiaries is clearly delineated in a five-spepcess which includes the involvement of
community leaders.

When beneficiaries enrol in the programme, housEhekceive relevant information
regarding their entittements as well as their respwlities as beneficiaries. The pilot
programme also includes research on the use ofltgsnas incentives regarding
compliance with the co-responsibilities of the Hénéor example, sending the OVC to
school and ensuring vaccination. The implementatiamangements, roles and
responsibilities of the programme have been céatifind recorded, alongside the creation
of a Management Information System. Additionallye tprogramme has incorporated a
complaints and appeals mechanfém.

There are some other social assistance programmeKenya; however they are
substantially smaller than the OVC programme. Omgramme is to support the elderly,
which was launched in 2009 and currently proviceshdransfers to about 33,000 people.
Another programme targets the urban poor with d fdosidy.

The government of Kenya has launched the pilot @lofishe subsidy programme aiming
to provide poor Kenyans with a monthly cash allogeato meet basic food needs. The
government will be providing the cash allowance2®000 Kenyan families living in
Nairobi slums. The pilot programmemarks the firsage of the Saidia Jamii (‘'Help the
Family") programme during which each household béllreceiving KSH 1,500 per month,
delivered through mobile phone transfer and eleatroard system.

A second pilot phase will expand the programme &my&a's second and fourth largest
cities, Mombasa and Kisumu, where another 20,000litzs will receive the subsidies. If
successful, the results of these two pilot phas#snform the roll-out of the full Saidia
Jamii programme into other urban areas in 2010.

The Kenyan food subsidy scheme is being implemehyethe Kenyan government with
the support of Oxfam and the World Food Programiv&F). The pilot phase of the
Saidia Jamii programme is being funded primarilytiy Kenyan government, which will
invest KSH 600 million (approximately US$ 8 milliprwhile the WFP will contribute
about KSH 81 million (approximately US$ 1 million).

‘Community-based targeting' is to be used to sdketilies, through a local community
targeting committee. These will be composed ofcall@administration representative, the
village chief, head teachers, community mobilizexsmmunity elders, a city council
representative, staff from other NGOs and otheevieit actors. The committee will
choose which households are eligible for supposetieon targeting criteria such as the
presence of several elderly people, child househells or people living with terminal
illness and no support.

84 World Bank (WB). 2009 Project Appraisal Document on a Proposed Credithie Amount of SDR 33
Million to the Republic of Kenya for a Cash Transfer Orphans and Vulnerable Children Project
(Washington, DC).
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In order to prevent possible abuse, WFP will enslaé targeted households are registered
in its database. WFP will also verify the registerdatabase against a monthly
disbursement list. Additionally, there will be mhblyt monitoring of randomly selected
households to ensure their receipt of the entittemidouse-to-house calls will also be
made to verify that recipients qualify for the sdlys

The cash transfer programme will complement otlastiag government social safety net
programmes including the OVC cash transfer progranand the Hunger Safety Net
Program (HSNP).

The use of mobile phones for cash transfers i®aging in Kenya. In fact, Kenya was one
of the first countries in the world to use mobileopes for cash transfétsThe service,
called M-PESA, was developed by Safaricom LimitedPESA was first used for bulk
cash transfers during the post-election emergencegairly 2008 in the Kerio Valley.
During the violence, communities in the Kerio Vgllead their lifestock looted, and were
displaced. Cash transfers were seen as a way ofamwueng the challenges posed by the
terrain and the security situation in the provism distribution of food aid. In all, 570
households were targeted with cash transfers. & t6tKSH 3,600,000 was disbursed in
two instalments.

4.4.2 Performance assessment

The main scheme of social assistance in the coumtilye OVC scheme. It pays a lump
sum of KSH 1,500 to 82,000 households per month¢tlwhas a budget implication of
KSH 1.5 billion. The total coverage of the schemaliout 410,000 people (5 persons per
household). There are some other transfer programthe main of which is the food
subsidy programme, with planned coverage of 40l@@&eholds. The benefit level of this
programme is the same as the OVC. Unfortunately,sthemes are too new, and there
does not exist enough data to in order to judgé therformance. There are, however,
some general comments that can be made:

* There is a discrepancy between the funding for OW@ntioned by the
Government (KSH 2.3 billion) and the costs that lsarcalculated from the benefit
level of KSH 1,500 monthly and the number of betiafies (82,000), which is
KSH 1.5 billion. There is no information on the @atadministrative costs.

* The minimum pension in the public pension schemkSsi 2,000. If this is an
indication of minimum income, the benefit level WEH 1,500 is very low. It is
about KSH 300 per capita or KSH 10 per day. It ismless than the 1$ per day
per capita, which was for a long time the inteiowadily accepted poverty line
(which has since been shifted upward by the WoddK}. Thus, the benefit does
not seem to fulfil the requirements of an acceptadulcial assistance scheme. It
should, however, be regarded as a minimum incomerdéeide a very basic
support.

* The coverage seems very low.

Assuming the figure of 7.6 million poor in the coynand the household size of 5, it
would follow that in order to cover all those whie gooor, about 1.5 million households
would need to be covered. The total budgetary irafithns for this coverage level would

8 Datta, D. et al. 2008. "Mobile phone-based castisfaas: Lessons from the Kenya emergency respoimse”,
Humanitarian PracticeNetwork, Overseas Development Institute). Availadtle
www.odihpn.org/documents/humanitarianexchange.pdf
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Table 4.4.2

be KSH 27 billion. All cost figures mentioned abade not include administrative costs.
This means that a full and adequate social assistarogramme would have substantially
larger budget implications.

Potential social assistance scenario

Households Persons Costs (KSH)
Currently covered 110,000 550,000 1,980,000,000
Coverage gap 1,410,000 7,050,000 25,380,000,000
Total 1,520,000 7,600,000 27,360,000,000

Source: Authors’ calculations, Ministry of Gender Data.

It is not clear to what degree all the 7.6 millippople would be eligible to benefits
according to current criteria. According to the Mtry of Gender, Children and Social
Development, the target group of hard core poastsnated to be much smaller in size —
200,000 households or 1 million people — which wlondduce the total costs to KSH 3.6
billion.

In general, the social assistance schemes presafénya are very scattered and need
substantial alignment in order to harmonize besgefititeria and to avoid unnecessary
costs.

4.5 Unemployment insurance and related schemes

There are currently no formal unemployment insuearschemes in the country.

Unemployed people mainly depend on savings, oreittended family and perhaps on
loans and withdrawals from NSSF (available for ¢hokler than 50). There is an extensive
network of retraining programmes, although theytgpically of rather low standard and

poorly coordinated. Kenya'’s labour market regulaiare mostly in place, but are poorly
enforced.

Public works are generally very limited in scopdathwthe exception of the following
programmes, which support a major campaign to &egbya’s problem of mass youth
unemployment: the Kazi Kwa Vijani (KKV) programm&dathe related Kenya Youth
Empowerment Programme (KYEP). The KYEP is beingpsuied by substantial funding
from the World Bank and the International Developim&ssociation, and aims to provide
access to targeted temporary employment programm@med to increase youth
employability. This will be done over the next foyears through the development of
labour-intensive works and social services, thatwa of private sector internships and
training, and capacity building and policy develagmnhwith the Ministry of Youth Affairs
and Sports. The KYEP aims to provide paid employntennearly 200,000 additional
KKV beneficiaries.

Increasing youth employment and employability ie thort term will have long term
positive effects on family income stability, sociairest, human capital development and
in breaking the cycle of intergenerational poveRyrthermore the gradual formalization
of the labour market will increase the number asth covered under employer-based
social security schemes.
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46 Other schemes

4.6.1 Background

There are a number of other schemes related taalseecurity existing in Kenya,
particularly micro insurance and micro finance sobe focusing on various risks.

4.6.2 Coverage

Currently there are about 75 registered micro feaschemes. The largest provider of
micro-insurance is the Cooperative Insurance Compdrkenya (CIC), which provides
access to a total of 300,000 Kenyans. The memigetalgely consists of people in the
informal economy.

4.6.3 Risks covered

Risks covered include death and disability of theured member, personal accident
compensation and funeral benefits for the insurethbers and their families. For business
people some micro insurers offer Insurance for @rgpagainst risks such as Fire and
Burglary.
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5. Overall assessment of social protection in Kenya

5.1 Progress in social security towards achieving the MDGs

Table 5.1

Globally, “there is little hope that the MDG targewill be reached without a decisive
global move towards introducing a national sociatgction floor of basic social security

benefits in countries where no such scheme existwhere they only have a limited

coverage:® the situation is unfortunately little different kenya, where the achievement
of the MDGs poses tremendous challenges. Despite signs of economic recovery, the
growth of the economy is still below the necessgugwth rate of 7 per cent needed to
support implementation of MDG-related activitieghim the remaining decade to 2015.

Kenya's progress on each of the MDGs is providednmex C. The main link between
social protection and MDGs exists in the GoalsratiEating extreme poverty and hunger,
reducing child mortality, improving maternal healdnd combating HIV/AIDS, malaria,
and other diseases (Goals 1, 4, 5 and 6). In atldbthese areas, Kenya’'s performance is
not yet satisfactory. The table below shows thesHaee, the current situation and the
target for each relevant MDG, with reference to keg indicator. While there have been
improvements in moving towards the targets relatmgoverty, maternal mortality, and
under-five mortality, these improvements are nondgemade at an appropriate pace.
Furthermore, the HIV prevalence rate — the primadicator of MDG 6 — has actually
increased since the MDG base line date of 1990diadth, it should be noted that the HIV
prevalence rate peaked at 13 per cent in 2000/200has since been declining).

MDG performance Kenya
Base line (1990) Current level Target Selected Indicator
(2009)

MDG 1 56 % 46 % 28 %  People living below the poverty line

MDG 4 90 74 33 Under 5 mortality rate (per 1,000
live births)

MDG 5 670 414 174 Maternal mortality ratio (per
100,000 live births)

MDG 6 51 74 - HIV prevalence rate (% of the
population)

Source: UNDP. MDGs Report Kenya..

Against this background, the Government of Kenygadased its emphasis on the role that
social protection has to play in relation with deypenent goals. Kenya’'s Vision 2030 is a
prime example of how social protection can be lthke economic development policies
and strategies.

Because the MDGs are outcome-oriented, there estdtstantial debate as to how, or by
which process, these goals can be achieved. Théhdi<adopted a series of Conventions
on social security, which can be seen to providk réquired process-orientation in order
to address Kenya's social protection needs andlieee related MDGs (1, 4, 5 and 6). As
outlined in Chapter 1, the core Convention on doséurity is Convention No. 102.
Subsequent Conventions, including C. 121 (1964)2€& (1967), C 130 (1969) and C 168
(1988), stipulate extended and higher standardbenefit levels.

8 |L0. 2010.World Social Security Report: Providing coverageiines of crisis and beyor{Geneva).
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Kenya has not yet ratified these Conventions. Hamnethe Kenyan government has
expressed strong commitment and the will to additessssues and aims at accelerating
progress towards the ratification of Convention N@2. In this context it is important to

recall that universal coverage of social protect®a milestone towards the achievement
of the MDGs by 2015.

5.2 Coverage and access gaps

Currently, social protection coverage is still vdirmited in Kenya, with coverage rates
ranging from between 10 and 30 per cent dependinthe risks regarded. As this report
has outlined, the scheme with the highest coveraggs is the National Health Insurance
Fund. The pension scheme is limited to public sgs/aFurther, we find a limited number
of occupational schemes in Kenya with low populatamverage. The social assistance

scheme as well as the micro insurance and micaméi@ schemes, are rather limited. There
is no unemployment scheme.

The table below shows estimates of coverage iemdifit contingencies of social protection
and the corresponding coverage gaps. However,umbers indicated are rough estimates

given the lack of transparency on the multitudescédttered cash transfer schemes that
exist in Kenya.
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Table 5.2  Labour force and social protection coverage in Kenya

Population Coverage Coverage
In 1,000 In 1,000 In percentage of
reference group
Population 37,538.82
Labour force 9,450.30
Formal employed 1,907.30
Self employed 67.40
Informal 7,475.60
Coverage
Pension
Civil Service 311.86
NSSF 1,200.00
Occupational Schemes 155.93
Total 1,667.79 18 % 82 %
Health Insurance
NHIF members including voluntary 2,500.00 26 % 74 %
NHIF families 12,000.00
Micro insurance (estimate) 300.00
Total 14,800.00 39 % 61 %
Unemployment
Total - - -
Work accident 1,200.00 13 % 87 %
Social assistance
Poor persons 7,507.76
Social assistance recipients (estimate) 500.00 7% 93 %

Source: NSSF, NHIF, World Bank, Statistical Office, Authors’ calculations.

It can be observed that the coverage is highesidrhealth sector and lowest for social
assistance. By social security branch the covegyags are estimated as follows:

* More than 60 per cent of the Kenyans are not cavagainst the risk of ill health.

* In the area of old age pensions, more than 80 gair af the population have no
protection.

e 100 per cent of the Kenyans are unprotected in @agseremployment.
» 87 per cent of the Kenyan workforce is uncovereckise of occupational injuries.

* More than 90 per cent of the population cannot etxpay support through social
assistance in the event of need due to poverty.

* The total social protection coverage gap rangesvdexi 60 and 90 per cent
depending on the risks regarded and even if coybestefit levels remain low.
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In order to raise the social protection floor, aage and benefit levels must be expanded
significantly, horizontally and vertically respeatly, and efficiency and effectiveness
must be enhanced.

In any attempt to identify and address social mtate coverage deficits it is crucial that
coverage be clearly defined and understood. Theeginof social security coverage is
multidimensional; first, there is a distinction Wween legal coverage and effective
coverage. Legal coverage refers to those who shdautdlaw, be covered by social
security; effective coverage relates to those wdtoadly receive benefits and this depends
on how legal provisions are implemented in reafiby,example, the number of those over
65 years who actually receive a pension benefive@me in social security also refers to
the scope, extent and levels of benefits as wet #se number of branches provided.

Unfortunately, even for Kenyans who are covereddyial protection schemes, it must be
highlighted that legal or formal coverage does alatays lead to effective access, e.g. to
health services. This is due to the fact that éffeaccess is based on dimensions such as:
availability of services in terms of infrastructuteealth care workforce, medical products,
etc. as well as information regarding these sesyiaordability of services, defined as the
absences of barriers to accessing needed heaéhfoencial protection, which includes
minimizing out-of-pocket payments and providing ante replacement during illness-
related loss of productivity; and quality of care hoth medical and social terms, for
example, maintaining dignity during treatment. Withhis context, it is suggested to
assess social health protection coverage with & teethe effective access to affordable
health services at a specified level of qualityd do financial protection against the
economic burdens related to ill health.

5.3 Fragmented scheme landscape

One obstacle to coverage and effectiveness of Ismaigection in Kenya is the scattered
nature of the existing schemes. In principle, itiigroblematic to have various schemes
that provide social protection. However, in thiseacoordination has to be ensured in
order to create synergies and avoid gaps in cogefagther, the rules, terms and targets
of individual schemes and of the system as a whkbtmild be clarified with a view to
achieving universal coverage. This, however, isthetcase in Kenya:

* In the pension area, there exist a large numbecleémes such as the NSSF, the
occupational schemes, the public pension scheméhanddividual schemes. This
is costly, because all of them collect contribusionhrough their own
administrative structures and processes.

* Inthe health area, the NHIF is by far the largesteme — however, it seems that it
does not provide access to adequate and needddesefor all those who are
covered. It excludes those working in the inforrmabnomy and it is debatable
why the NHIF enters into cooperation with microurance schemes rather than
expanding its own coverage. Further, high co-paymeaaps in infrastructure and
an insufficient number of health workers often tedaarriers to access to care for
those in need that cannot be addressed only bynmisurance.

* The most scattered area is that of social assestavitere few people seem to be
covered by a variety of different schemes that oloahways provide access to the
needed cash benefits. This bears the risks of wdicded benefits, doublings,
and unnecessary costs in terms of for example nmeatssand delivery of benefits.
In this area there lies a large potential gaindopding a uniform approach and
coordinating and merging the various schemes aitidtine into a holistic basic
income support scheme.
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The fragmented approach in social protection lesmissignificant inefficiencies in
achieving key objectives related to addressing¢lgairements of the populations most in
need, governance, financing of social protectiah @tocation of funds.

5.4 Scattered institutional and decision making frameworks

There are numerous government ministries and radticauthorities that claim
responsibility for social protection policies anelated implementation. Currently,
decisions about social protection are made indheviing context:

* The health insurance is managed by the NHIF, wigaimder the purview of the
Ministry of Public Health and Sanitation and Mimjsof Medical Services

» The retirement scheme is managed by NSSF, whicimdgr the purview of the
Ministry of Labour. Similar to the various occupatal and private schemes it is
regulated by the Retirement Benefit Authority (RBA)

* The public pension scheme is managed by the MynidtiFinance and the Office
of the Deputy Prime Minister.

* The main social assistance scheme (the OVC schism&gnaged by the Ministry
of Gender, Children and Social Development.

Generally, it is not a problem to involve variousstitutions in the provision of social
protection, especially as it is such a broad armbepassing policy area. Most countries
around the world employ this structure. Howevegr¢hare some issues to be considered:

» It is questionable whether it is good practice avédhvarious institutions in charge
of means testing and contribution collection. Insincases this is a waste of
money and leads to overlaps and contradictions.

» The more institutions there are in charge, the rtfmgee is a need for coordination,
which takes time and may lead to deadlocks. Thiates the need to establish
mechanisms that force decision making and leaihtd flecisions and avoid the
waste of resources and time through endless pregess

* There is a need for the establishment of an infaomaand communication
culture. We witnessed several cases, where deaisaing institutions did not
share important documents and did not inform edlcbroThis leads to deadlocks
and unnecessary costs.

The MGCSD has developed a National Social Protedalicy document, which proposes
steps and institutional setting to enhance sodaiateption in Kenya. This document also
foresees some institutional restructuring, for epl@mintroducing a National Social
Protection Board in charge or coordinatfon.

87 Ministry of Gender, Children and Social Developméf¢nya. 2010National Social Protection Politicy
(Nairobi).
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5.5 Efficiency and effectiveness in financing social protection

5.5.1 Resource pooling and burden-sharing

The collective pooling of risks is an important ltdor fair burden-sharing and efficient
financing and therefore constitutes a distinctiwatfire of rights-based social security. An
example relates to social insurance that emplog&-pooling and burden-sharing;
premiums are paid by insured workers and their eygps in order "to cover the expenses
incurred by persons affected by the occurrence haf televant (clearly defined)
contingency or contingencie®’In contrast, commercial-type insurance schemesitzaé
risk premiums individually, and do not employ burddnaring.

At present, resource-pooling and burden-sharingvesy limited in Kenya. Social
protection funding is low with an estimated 2 pentcof GDP (excluding public health
expenditure). This counts for all major risks ttamtially covered by social protection:

* In the area of old age there is very limited riblaring as the main scheme is a
provident fund that covers only a small share efgghpulation.

* In the area of health the support value of the rsalreme NHIF is unclear but at
least there is a large institution of risk shargayering about 30 per cent of the
population. Unfortunately administration costs ranguite high.

 There is no risk sharing in the areas of accidemt@hth and invalidity,
unemployment and professional diseases. Also inatlea of survivor benefits
there is hardly any protection.

Overall, social protection financing needs to bearimked to efficiency and effectiveness
as well as to be improved with a specific focusrisk-sharing mechanisms in order to
achieve solidarity and promote equity by applyingights-based approach. Kenya’s
national motto,harambee can be understood to espouse the importance Wihgu

together, sharing burden, and of enhancing soolaasity. It is as important now as it
ever was to embed these principles in a natior@ksecurity policy.

5.5.2 Financing patterns of social protection

The current GDP of Kenya is KSH 2,250 billion, whiepresents about KSH 60,000 per
capita. The 2010 expenditure on social protectgdow with less than KSH 10 billion; this
is especially low when compared to the overall jpupidget of KSH 524 billion.

The largest social security institutions, NSSF &idlF combined have annual benefit
expenses of less than KSH 5 billion, which represdess than 0.5 per cent of GDP.
Together with occupational schemes, other insuracbemes including micro insurance
and cash transfers (OVC has KSH 1.6 billion annegbenses), we estimate social
protection to represent around 2 per cent of GDPcdmparison, most developing
countries have at least 3 per cent of GDP expemdior social protection. Developed
countries like US, Japan, and those in Europe,dpeheast 20 per cent of their GDP on
social protection.

Key patterns of social protection financing carsbmmarized as follows:

8 |L0. 2010.World Social Security Report: Providing coverageiimes of crisis and beyor{Geneva).
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* The current social protection expenditure is veny,lwith less than 2 per cent of
GDP or around 6.2 per cent of the public budget.

* Expenditure on NSSF amounts to less than 15 pdrafaotal social protection
expenditure and to just 12 per cent on NHIF. Irgstélae bulk of expenditure is on
public pensions, with more than 57 per cent ofl tewaial protection expenditure.

» Allocations for social assistance are as littledds per cent of social protection
expenditure.

Table 5.5.2 Overview of key patterns of social protection financing in Kenya, 2010

GDP (KSH/constant prices) 2,250.000
Public budget
e Inbillion KSH 524.00
e Inper cent of GDP 23
Tax and contribution burden
e Inbillion KSH 550
«  In per cent of GDP 25
Total spending on social protection
e Inper cent of public budget 6.18
*  Inper cent of GDP 1.96
Total expenditure on social protection in per cent
e NSSF 14.30
e Public Pensions 57.19
+  Social Pensions 00.00
* NHIF 12.26
04.90

*  Social Assistance
e Other (estimates)

Total 100

11.35

Source: Authors' calculations.
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6. Developing a comprehensive national
social protection policy for Kenya

6.1 Overall objectives and strategic approaches

The new Constitution of Kenya stipulates that “T$tate shall provide appropriate social
security to persons who are unable to support tabses and their dependants.” Within the
context of the new Constitution, and given the enirrsituation in the country as outlined
in the previous chapters, there is a call for ptyveeduction to range first among the
objectives to be achieved.

The key strategy to achieving the objectives relate poverty reduction is to create a
comprehensive social security policy with a broad apen perspective that is based on
what exists, rather than building new schemes. fdtjgires that

» Each scheme, structure and programme has its owdatey
* Roles of schemes are clearly defined; and

» All systems are integrated into a broader concegtaae coordinated with a view
to ensuring universal coverage of social protecsicdmemes.

The work carried out by the National Task ForceSacial Security is the most important
integration structure currently existing in thisntext. It ensures a broad dialogue among
all involved government ministries, national auities, labour unions and other
stakeholders. To achieve long-term efficient, @ffecand sustainable solutions, it will be
important to further broaden the dialogue and irgegdiscussions with e.g. neighbouring
countries and relevant African organizations. Tihidudes, for example, the East African
Community, which aims at widening and deepening@geration among the partner States
in the field of social policies, amongst otherspider to create mutual benefits. Increased
dialogue will also ensure that best practices gmglied and cross-border issues — e.g.
regarding migrants or health — can be sufficierdlydressed by coordination and
portability of rights.

The starting point for Kenya is the existing sogiadtection landscape — covering the areas
of old age, health and income support — that neetle transformed into a comprehensive
system efficiently addressing the key issues amdlariges of the Kenyan population. This
requires improvements both vertically and horiztyta his would entail extending legal
coverage for the population, increasing benefiglewand closing social protection gaps on
risks that are not sufficiently covered yet, suchumemployment, family allowances,
maternity benefits, and other contingencies asilstipd in ILO Convention No. 102.

Besides the legislative work which is requiredtis tcontext, it will be important to ensure
that within a realistic time frame people in Kergiee served by efficient and effective
social security administrations that are goverme@n accountable and transparent way.
This includes a key role for the government inisgttthe legislative framework and
ensuring the functioning of the system with a vieveconomic and fiscal affordability and
active involvement of all stakeholders such as ewwi, employees, women,
representatives for vulnerable groups, etc.

The Decent Work Programme for Kenya points to i that “... with regard to social
protection, the challenges are daunting. Some 8@ of Kenyans work in rural areas,
mainly in small-scale farming and crop growing. Mdige in large extended families
whose members have worked together for generationfemily farms. Accordingly, the
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concept of social protection or security for thatttar has not fully spread from the mostly
urban formal economy to the rural farms and infdrmarkplaces. Thus, extending social
protection/ security coverage in the country wil thallenging® The most promising
way forward relates to the approaches outlinedhe $ocial Protection Floor Initiative

(SPF-1) led by ILO and WHO and supported in theternof ONE UN.

The SPF Initiative promotes a holistic and cohengatv of national social protection
systems as a key component of national developsiteategies. The initiative supports
countries in identifying and closing crucial prdten gaps through efficient measures that
maximize the effects of scarce resources on thectieoh of poverty and insecurity. One of
the main objectives of the SPF-I is to ensure tbacerted actions of UN agencies,
national governments and stakeholders, as wellrdagencies in an effort to alleviate the
negative social impact of the crisis and increds® resilience of societies against the
impact of future crises, including the implemerdatiof automatic social and economic
stabilizers?®

The central objective of the Social Protection Flmitiative is to facilitate and accelerate,
as part of a country's National Social Protectioticy, the introduction or strengthening
of sustainable social protection systems to pro@sgential services and cash transfers.
These services and transfers are critical to ntitigathe poverty and welfare
conseqguences of the crisis, while at the same piroeiding a significant stimulus to the
economy. The Social Protection Floor policies wiliild on, enhance and strengthen the
social protection schemes already in pficEhe SPF-I policies advise to:

» identify essential social services and programrashave quick impacts and can
be scaled-up or introduced rapidly (e.g. nutritimogrammes to address food
insecurity, or cash transfers);

» identify core social sector spending to be maimaim order to preserve human
development gains and longer term national devedoprbjectives;

* provide an estimate of the budgetary costs of thestons and indicators
necessary for monitoring.

The Government needs a long-term commitment towardgersal access to a clearly
defined basket of services of the highest qualiiyen the available resources, this basket
may initially be a limited set of interventions aservices, which will be expanded as the
economy grows. A dynamic process is envisaged iclwdach objective and the proposed
critical path is reviewed and adjusted regularlyinorease the likelihood of success.
Important milestones have been set to ensure thaedictable times, tangible outcomes

891L0. 2007.Decent Work Kenya 2007-2011. ILO’s Country Progranfonéhe Republic of Keny@seneva).

90 ILO; WHO. 2010.Social Protection Floor InitiativeThe sixth initiative of the CEB on the global finehc
and economic crisis and its impact on the workhefWN systeniManual and strategic framework for joint UN
country operations. Available at
http://www.ilo.org/public/english/protection/spfadgivnload/background/spfframework.pdf.

o ILO; WHO. 2010.Social Protection Floor InitiativeThe sixth initiative of the CEB on the global finehc
and economic crisis and its impact on the workhefWIN systeniMianual and strategic framework for joint UN
country operations. Available at
http://www.ilo.org/public/english/protection/spfadivnload/background/spfframework.pdf.
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accrue, and that they lead to concrete benefitsifdividuals, families or population
92
groups:

The social protection systems need to be put inegal framework, that is i) based on a
sustainable financing and fiscal strategy, ii) agegly monitored to achieve the desired
increase in the resilience of households and iddals against a range of endogenous and
exogenous shocks and iii) able to serve as a fiadise build-up or strengthening of more
comprehensive and self-sustained national socxéption systems.

This approach also allows for the acceleration hef achievement of the MDGs. To
achieve these goals within the stipulated timefrainis important that the GOK moves
with speed in implementing macroeconomic policieat tincrease growth and adopt
practical strategies for eradication of poverty.
Against this background, the strategic approacht fisa suggested regarding the
development of a comprehensive national sociakptian policy for Kenya is composed
of the following components:

e Principlesand reform challenges

» Maximizingfiscal space

* Increasing capacity for implementation and monitoring

* Improving social dialogue

Implementing the approach will require additioned¢earch, data development and/or will
need to be piloted.

6.2 Principles and reform challenges

6.2.1 Establishing principles for policy design and
defining roles of schemes

When developing and implementing a comprehensivemea social protection policy
some key aspects need to be prioritized. They diectbe:

» Agreement on key principles to be applied in sopratection policies that form
the basis for strategies and reforms; and the

» Development of appropriate definitions of roles amdndates of public and
private schemes.

Regarding the first aspect, possible points foculsion among all stakeholders in social
protection include the following principles, whiohderlie the suggestions provided in this
chapter:

» Affordability: Regardless of which solutions are envisaged, thaye to be
affordable for the target population and for thetestoudget. Especially as the poor
have very limited resources to spend for socialgmt@n, all concepts have to take

92 Ministry of Health and Sanitation, Kenya. 20@&cial Protection in Health: Policy and Financing&egy
(Nairobi).
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into account their ability to pay. Concerning theates budget, fiscal space is
discussed in this report and in general it can &id ¢hat there is room for
improvement, also in an international comparisarthe end, the state budget has
to be used to solve affordability issues of therpoo

e Sustainability: Similarly, regardless of which solutions are saged, they must
be sustainable. Affordability in this regard is oagpect of sustainability. Only
affordable solutions will be sustainable. Sustaiitgbrefers not only to the
amount of funding, however, but also to the metbbdunding, the costs, the
effectiveness of administration and widespread stgpr the system.

» Accountability: Accountability involves acknowledging and assugnithe
responsibility that comes with policies, actionsdadecision-making. It is an
aspect of governance that is discussed widely licalntries, in relation to the
responsibility, liability and answerability of gaveng bodies in both the public
and private sector, as well as in not-for-profigamizations. Institutions dealing
with social protection must be accountable to teaegal public and to their
members. In order to ensure accountability and ggmernance, they must make
their accounts, targets and performance public.ithd@lly, those financing the
systems (for example, contributors and internatiatemors) can observe what
they get for their money.

» Conditionality versus non-conditionality: This refers to different concepts of
cash transfers. There are examples of non-condlticash transfer programs and
conditional cash transfers around the world (faragle, in Pakistan and Mexico,
respectively). Conditionality involves aligning tbayment of a benefit to certain
conditions that have to be fulfilled, such as segdihildren to school or ensuring
regular health care. While conditionality can pkaypart in ensuring outcomes,
limitations in availability of corresponding sergiand difficulties in verifying the
fulfilment of conditionality may curtail the feadlity of this approach. Only where
availability of services and verification are guatesed, does conditionality makes
sense.

* Targeting versus universalism: Targeting means that the beneficiaries of a
scheme have to be selected. Universalism meanspthatically everybody is
entitled to the benefit. In most cases, targetakes$ the form of either means
testing or self-targeting. Means tests are expensiid have inclusion and
exclusion errors. This is why self-targeting may dereferred method, and is
common with all types of benefits that require sao#on to avail of them (food
for work, applications, etc.). The effect is thibse who are better off will not
undergo the necessary steps to access the bemefipposed to those in need.
However, exclusion errors may remain if those blayi for benefits are
insufficiently informed about their entitlements.

e Inter-ministerial/multi-sectorial social protection processes. To establish a
functional and holistic social protection systemuiees complex processes, which
include a multitude of stakeholders. Isolated stk projects and initiatives are
not helpful and can even damage the positive owtcdrhis is why coordinated
processes are required.

Social security provision is, in its essential mafua public responsibility. This has been
acknowledged by the GOK through its current commaiitnn the form of numerous social
protection policy initiatives, and for example, gtmmmissioning of this report. The public
nature of social security means that even wherelseecurity is provided through private
entities, it should ideally be mandated, directintrolled and thoroughly regulated by the
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GOK. Unfortunately, this is currently not the caae many schemes operate independently
and privately, and with the public schemes opegatiithout coordination.

As highlighted in this report, between 60 and 90qant of the population in Kenya is in
need of at least basic social protection. Therevan®us technical challenges in achieving
the desired outcomes in social protection. The neghnical challenges lie in reforming
the retirement and health protection scheme andnttiesion of the informal economy.

Addressing both of these issues will require adbtinnovative ideas and a stepwise,
inclusive agenda.

In order to address the scattered nature of bdttigpand private schemes, it is suggested
to come to a convergence process, in which roleslidmes are newly defined:

* The main pension scheme should be the NSSF (foylevgy. It could even be
discussed that public servants become member oN8®F and that the public
pension scheme assumes a complementary role).

» Occupational and other schemes should still pleylea but more complementary
in nature.

* The various social assistance schemes should iedumto one main scheme
with several branches and target groups. Howevenefits should also be
analyzed as to the possibility of standardizing anidying them.

 The NHIF should increase coverage and thus creati¢uation in which other
schemes, especially micro- and community-basednseheffer complementary
coverage. In any case, given their continued efftot provide coverage, they
should also have a place in the system.

* Synergies among schemes should be realized, ugjfyor example, tasks like
service to members and contribution collection.réhie no need to have so many
institutions collecting contributions.

Considering the introduction of new elements teselgaps e.g. regarding unemployment
and other contingencies, it is advised to take egp-by-step approach that starts by
including all those in need of income support igigbassistance schemes as a first step
and when appropriate funds become available toeaddelated gaps.

Currently, the economic situation in Kenya is ratheomising, especially as Kenya is
among those African countries with the best econopgrspectives. Current issues are
inflation and deficit, although inflation is expedtto lower and there have been successful
measures to reduce the deficit. There is definitelgm for improvement of social
protection given the low contribution burden on é&gprs and workers when considering
international comparison. Also State-funded measare still possible. An issue will be to
convince decision makers and stakeholders to inmesé funds into social protection and
to realign the focus of public spending. To enablamooth transition, lending might be an
option.

6.2.2 Reforming Pension Schemes
In the field of old-age pensions, two major changmdd be considered:
» A shift from the present provident fund to a cdmition-based pension scheme.

* The development of a universal pension scheme.
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Table 6.2.2

The shift to a fully-fledged pension scheme baseadcontributions would require a
transition period and a great deal of awarenessgaamong people who are accustomed
to the current provident fund scheme. Moreover itisecase from currently less than two
annual salaries reserve fund to over four annuatiea reserves will require a substantial
increase in contributions (the NSSF calculates Walper cent, however, ILO predicts that
this will not be sufficient to ensure a decent agpiment rate). In order for this shift to be
successful, for benefit levels to be sufficientd da ensure the compliance of all parties,
substantial discussions with employers and workélisneed to take place. Another issue
is the modality of the inclusion of the large infal economy.

A successful transition to a fully-fledged penssmineme would need to address various
guestions:

» How to deal with people who have been members @fptlovident fund scheme
for many years? Would they still receive lump sumésuld people be given the
choice between a lump sum and a pension? This woatlde the rationale of a
pension scheme, but including all existing benafies into a single pension
scheme would lead to many very small pensions.

» The issues regarding benefit levels as well asethegarding coverage. How can
all workers currently excluded from the scheme roguided in the new pension
scheme?

The creation of a universal pension scheme isahdaviable option for the GOK. Such a
shift would require government allocations of theesof 1 per cent of GDP. This is a
relatively low share of GDP to be spent for a cleatigat would substantially improve
social protection coverage in Kenya. A universaigien would make this a viable option,
and would also encompass the informal economy.

Generally, a social pension scheme would help ®ramme the coverage issue and the
poverty reduction issue. It would not, however,radd the problem of old age income of
the non-poor and would have a substantial budgetapjication. For example, a social
pension of KSH 2,000 for 1 million pensioners wootst KSH 24 billion per year, which
represents less than 5 per cent of public budgst T&ble 6.2.2). This measure would
however reduce the need for other poverty reduati@asures like social assistance as
well as basic contribution financed pensions. Tiusould require fewer contributions for
the pension scheme and less budgetary allocatiwrso€ial assistance. Universal pensions
are an option worth considering and “deserve aniote attention than they have received
to date as a way to provide at least some suppdhet rural older people. The pension
holds great promise that no one will face povertgld age™?

Annual estimates of benefit payments of a social pension scheme in Kenya, in billion KSH

Level of monthly Number of recipients
pension, KSH 200,000 400,000 600,000 800,000 1,000,000
1,000 2.4 2.8 7.2 9.6 12.0
1,500 3.6 7.2 10.8 14.4 18.0
2,000 4.8 9.6 14.4 19.2 24.0
2,500 6.0 12.0 18.0 24.0 30.0

Source: Authors’ calculations.

% Keizi, L.K. 2006.Barriers to Pension Scheme Participation by Workerthe Informal Economy
(Retirement Benefit Authority). Available at
www.rba.go.ke/Publications/Research%20paper%2008-pdf.
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Regarding the effectiveness of different types ohesnes, it can be said that “a
Constitutional provision of a means-tested sod@alstance scheme to cover those outside
the formal old age pension system and are poor)dmoertainly extend coverage of the
system. The scheme will be provided under the lasva universal and non-contributory
scheme as it aims at the poorest groups. Howdwermprovision of universal pensions in
Kenya's pension laws and in particular in the Cibmsbn to guarantee basic income floor
to the elderly would have the potential to achiéecoverage of the target groups. The
advantage of the universal pension scheme whiftingded by general tax revenues is that
it does 9r‘I‘ot carry social stigma and it avoids adshiative costs associated with means-
testing.’

It is suggested to discuss both options: chandiegekisting provident fund scheme to a
fully-fledged pension scheme and the introductiba social pension scheme. An example
of a social (universal) pension scheme may be faumdauritius.

If the decision to change to a fully-fledged pensseheme is taken, it will be important to:
* invest in awareness-raising through social pratectiducation;

* make a decision regarding how to deal with theessiuvery small pensions and
lump sums;

» improve administrative costs and interests on mesndecounts; and

» ook into issues regarding the large amount of dvidlwvals, investigate the reasons,
improve the image and conditions of the NSSF amduage possibilities of
withdrawal. A high withdrawal rate will reduce riskaring among pensioners.

Regardless of possible future transition, thereaareimber of ways in which the current
provident fund can be improved. In particular,strecommended to take the following
steps in order to improve equity, effectivenesseifidiency:

* To undertake a thorough actuarial analysis abaptbssibilities to substantially
increase the interests on members accounts, ablease the CPI.

» To substantially reduce administration costs te than 30 per cent.

* To improve benefits for survivors (that is, to noly refund the contributions paid
but to also provide a decent interest rate).

» To consider the introduction of benefits in casdisfbility.

Another issue that requires some attention is tfighe transition of the civil servants
pension scheme to a contribution-financed schenhés Would affect around 200,000
current pensioners and 425,000 civil servants. Wgai this case the question would be
how to deal with current pensioners and with peacfise to pension age.

Given the Government’s objective to put in pladelly funded scheme, it is important to
consider the vast amounts of funds that would lspiired. For example, funding the
current pension requirement would require a resefvabout KSH 200 billion. To fund
future pension entitlements of today’s civil setgwould require up to KSH 500 billion
(exact calculations can only be made with adequ#tamation about the underlying

o Nyakundi, D.B. 2009Pension Coverage in Kenya. Legal and policy FramevwRekuired to enhance
Pension Coverage in Kenyhairobi). Available at http://ssrn.com/abstrac3¥4975.
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parameters). For each pensioner a reserve of 8tout0 annual salaries is needed to fund
the current replacement rates. The problem ishefuture allocations to the reserve fund
but rather how past entitlements can be dealt Wibdth with respect to current pensioners
and with respect to those who have already acqpeedion rights.

According to our view, the only feasible optiontis phase-in a new scheme gradually
replacing budget funding by contribution financirgcontribution rate based on a defined
benefit should be calculated, but gradually theessh should move to a defined
contribution scheme. This could occur by payingkasions from two sources: from the
reserve fund (as far as the reserve has beenum)iland from the public budget. This

would substantially reduce the burden on the putlidget and would at the same time
create space, for example, for a universal pensicmeme or for additional social

assistance benefits.

6.2.3 Reforming social health protection

In the field of NHIF, the following areas requirttemtion:

» To increase coverage. This would take two forms: to campaign for coveray
the informal economy and to support the coveragthefpoor. In order to reach
the informal economy it is suggested to exploresipigies of how to lower the
planned premium of KSH 300 for voluntary memberke Tcurrent intention to
double the contribution will create and additionbbktacle, especially for persons
with low incomes. Furthermore, it is suggested s® @ll available channels,
including cooperatives, associations and other rorgdons to increase
membership. Special schemes with contribution dist could be a possible
option for group membership. Awareness campaignsddoe conducted. Finally,
for the poorest 20 per cent, a state subsidy coedbivith means-testing should be
introduced. In a first step, the means-testing @dace of the OVC programme
could be used. Actually, the sponsored programmedcbe linked to the OVC
programme. Currently, GTZ and DFID are piloting mgramme to waive user
fees for the poorest segments of the populationtanghy for the NHIF health
card. The experiences of this pilot could be usedtudy the possibilities of
introducing such a system nationwide.

e To monitor the support value in A, B and C providers. This could be done
through the claims processing in the form of samptpiiries among members.
The objective would be to get a representative tstdeding of the out-of-pocket
payments incurred by NHIF members. This would ptwe ground for future
amendments in benefits and co-payments.

* To substantially reduce the administration costs and to increase the current
pay-out rate of 56 per cent. For this purpose, a thorough etalo of the entire
administration should be conducted. Synergies adlirrdancies should be
identified as well as gaps and defaults in servicesiembers. In the interim, to
curb costs, the need to hire new staff should laéyaed.

» The current real estate portfolio should be analyzed in terms of ROI. Returns
should be either income or costs (administratisstscéor rent of buildings) and be
recorded accordingly. ROI below the interest ratestate bonds should lead to
separation from the objects.

* The expansion of the benefit package to outpatient care should be supported.
However, this should not lead to an increase inptteenium of more than 30 per
cent. This could be achieved through the thorougth eformed shaping of
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reimbursed benefits, direct billing with preferrgdoviders, adequate provider
payment mechanisms and the introduction of usegelsaor co-payments.

* An analysis of existing provider payment mechanisms is suggested in order to
evaluate possible alternatives, which could leadntproved care and perhaps
reduced costs.

» Tointroducereferral systems, which would act as gatekeepers.
* Tousepublic and private purchasing.

 To introduce regulations for private insurers including voluntary health
insurance.

The main focus of a reform of the current systentoicover the whole population if
possible and to improve the cost-benefit ratio.

6.2.4 Extending social assistance schemes

In general, the government should be supportedsinendeavour to address extreme
poverty through cash transfer programs and potgntiatroduce voucher schemes.
Concerning the existing social assistance progrénis,suggested to conduct an analysis
of the existing programs to increase understandintpe following issues:

* The final number of potential beneficiaries. Theeems to be a discrepancy
between the official number of hard core poor ahd projected number of
potential beneficiaries of the cash transfer progra

» The effectiveness of the targeting.

» Administrative efficiency and possibilities to streline and merge scattered
services.

* Actual use of funding and actual relief provided.

For the existing programs, it is suggested to disdhe introduction of conditionalities.
Another potential consideration for reform, as nwmmd above, is the creation of a
universal pension scheme. This would make a sutigtacontribution to poverty
reduction, especially among the elderly and thaainifies.

Finally, it is recommended to expand and to stre@rihe existing programs in order to
develop a holistic and comprehensive approach. bhdget allocations for social

assistance should be increased substantially, butwithout optimizing the existing

structures and delivery mechanisms. The proposgs stre important in order to improve
the current schemes before additional fundingleated.

6.3 Financing and fiscal space

6.3.1 Preliminary scenario of a social protection budget

A primary question in any discussion of Kenya’'siabprotection system must be: how
much financial space is currently available and houch could be made available to
implement the necessary reforms? The responséstgubstion requires some estimations
in order to make projections of current and of fatuevenues and expenditures of the
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various social protection schemes. Furthermors, iecessary to work with assumptions
that are in line with recent socio-economic develepts and that are consistent with long-
term national plans and policies.

The social budget methodology developed by the ik@n approach that is frequently
used in this contexf. Given the limited data available on the Kenyaniaogrotection
schemes, only a rough social protection budgetchasesome preliminary scenarios can
be presented herein. The scenarios include, as emiqossible, expenditure incurred by
different institutions that provide social protectj as well as some sources of expenditure
e.g. taxes and contributions that constitute thmaurce of financing social protection in
Kenya. The many cash and in kind benefits whichfis@ced by donors and NGOs are
not reflected. Despite limitations, the informatiprovided here may serve to support the
ongoing decision-making process and as a tooldoalise broadly the effects of reform
approaches.

This preliminary scenario and projection of Kenységial protection budget for the next
10 years (from 2010 to 2020) is shown in Annex @e Tprojection is based on the
following:

1. Economic valuables:

* Real growth rate of annually 7 per cent from 201dicl is in line with
current economic development.

* A declining inflation rate which stabilizes at 8rpeent from 2014
onwards, given the positive perspectives of Kenggsnomy forecasted
by the World Bank and IMF.

* The public budget to increase from 23 per cent BPGo reach 28 per
cent in 2019 resulting from various reforms to lbelertaken and can be
justified by comparison with international benchksar

2. Beneficiaries:

Given the current reform plans of the governmehg following tentative
assumptions on the developments in beneficiaries wsed:

* NSSF: Increasing annually by 0.5 million from 1.8 mili in 2010 to
reach 6.8 million in 2020.

* NHIF: Increasing annually by 15 per cent from 10 millim 2010 to
reach 40.46 million in 2020.

e Social assistance: Increasing annually by 30 per cent from 0.15ionillin
2011 to reach 1.59 million in 2020.

* Public pension: Increasing annually by 5 per cent from 0.20 midliin
2010 to reach 0.33 million in 2020.

* Social pension: Increasing annually by 0.06 million from 0.5 nah in
2012 to reach 0.98 million in 2020.

3. Individual average amount:

% see, for example, Cichon, M. et al (2004), and Sghal et al (2000).
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Table 6.3.1

Increases in individual average amounts of beneiies tentatively assumed to
reflect current reform plans, most notably the ddtrction of a fully fledged

pension scheme in the NSSF, the introduction ofnevemsal pension scheme
funded from the public budget, and the introductbrcontributions for the public

pension scheme, which will provide for 10 per cehthe total public pension
financing. More specifically, increases are temtdti assumed as follows:

* NSSF: Increasing annually by 17 per cent in real tefros) 3,500 KSH in
2010 to reach 16,800 KSH in 2020.

* NHIF: Increasing annually by 8 per cent in real ternasnf540 KSH in
2010 to reach 1,170 KSH in 2020.

» Social assistance: No increase (1,500 KSH per month, meaning onigepr
indexation).

* Public pension: Increasing annually by 7 per cent in real termemf
monthly 10,500 KSH in 2010 to reach monthly 20,#02020.

e Social pension: Starting at a monthly amount of 1,500 KSH in 2011
increasing by the estimated real growth rate oérf/gent in 2012, and with
no increase in real terms as of 2013.

Total expenditure:

Total expenditure is calculated as the produchefabove-mentioned assumptions
under (2) and (3). This does not include indicatiomde in Annex G regarding
other expenditure (‘others’) which is estimatedtss bulk amount starting with 5
billion KSH in 2010, increasing annually by 10 pmnt to reach 12.97 billion
KSH in 2020.

A summary table of key results on expenditure esented below. It compares the current
situation in 2010 with the projected situation 018 and 2020. In assessing these
preliminary projections, several important trenda be observed.

Preliminary projections of social protection (SP) expenditures, selected years

2010 (%) 2015 (%) 2020 (%)
SP expenditure as % of public budget 6.18 8.33 8.81
SP expenditure as total % of GDP 1.96 411 712
Scheme expenditure as % of total SP expenditure
NSSF 14.30 25.92 37.01
NHIF 12.26 12.54 15.26
Social Assistance 4.90 6.06 9.26
Public Pension 57.19 35.44 26.13
Social pension 0.00 13.72 8.14
Other (estimates) 11.35 6.33 4.20
Total 100.00 100.00 100.00

Source: Authors' calculations.

First, it is important to note that the projectedrease in the share of the public budget
dedicated to social protection is very moderateespide the comparatively low social
protection expenditure of less than 2 per cent BPGn 2010. It also remains quite low,
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increasing by 2.15 per cent in the next five ygtnem 6.18 per cent in 2010, to 8.33 per
cent in 2015), with additional increases in thédi@ing five years (up to 8.81 per cent in
2020). This is especially notable given the assumeéokms and substantial changes in
coverage.

This modest increase is due to that fact that demarios involve the introduction of far
greater contributions (in public pensions and ti&SH). Overall, the scenario shows that a
moderate financial commitment can have an enornmapsovement on social protection
coverage and benefits.

The scenario also highlights that total social gction expenditure as a percentage of GDP
can — and must — increase considerably in theteaexgears, from the current 1.96 per cent
to 7.12 per cent of GDP by 2020.

Given the assumptions described above, the relatipertance (in terms of expenditure
only) of each scheme changes substantially. Motthhg the relative expenses of the
public pension scheme are reduced from 57.19 pet o€ total social protection
expenditures in 2010, down to 35.44 per cent in52&dd dropping to 26.13 per cent by
2020.

This development is due to the increase in experalitor the other branches of social
protection. The share of social protection expemditspent on the NSSF more than
doubles, climbing from 14.30 per cent in 2010 tdd37per cent by 2020. Additionally, the
introduction of a social pension would account #&.71 per cent of social protection
spending in 2015, but drop to 8.14 per cent in 2020

The proportion of social protection spending on KiglF would remain fairly constant
over the next ten years, rising only marginallynird2.26 per cent to 12.54 per cent of
total social protection expenditure in the nexefixears, and then rising to 15.26 per cent
of total social protection expenditure by 2020.

Further, although the proportion of spending ooiadoassistance nearly doubles, rising
from 4.90 per cent in 2010 to 9.26 per cent by 200share in overall expenditures
remains modest. One reason for this is that we atxprich of the need for social
assistance will be provided by the universal pansitheme.

Given the substantial increase in population caye@ssumed in major branches of social
security, the numbers are still within internatibagndards, although the share of social
protection expenditure in per cent of GDP more tinigtes.

6.3.2 Maximizing fiscal space

Developing fiscal space involves raising money freamious sources, but it also entails
considering the consequences of doing so. Issuesoftsideration include, but are not
limited to:

* Receiving donor grants for health spending may tereaoncerns about
sustainability and could have effects on inflatedrhealth-care prices;

* Increasing taxes may jeopardize economic performaht some cases, people
may also object to increases in insurance contabsit

Thus, there are limits to the fiscal space thatlmereated. The range of benefits that can
be provided under a social protection scheme depernidarily on the available fiscal
space and on the needs, which is what makes it @ughportant topic of discussion in
this context. It is apparent that Kenya currerglyot exhausting the available fiscal space;
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* Social protection spending as a share of GDP ig/ VYew, especially by
international standards. An increase to 8 to 10cpet of public budget per year
would be feasible here, and would help to overcamaay poverty challenges.

* The current schemes largely do not make the basbfahe funds available, and
this is exacerbated by the fact that administratiosts are high, and that benefits
are not supportive enough.

» The collection of revenue is not optimal. For exéamps of yet there is no pension
funding from civil servants, which would substaHyiaboost social protection
revenue.

If the government is able to realize the availadp&ons for fiscal space, then we estimate
that social protection spending could be doubldtiout creating a large additional burden
for the economy. In order to maximize its fiscahep, Kenya should focus on sustaining
economic growth, setting priorities and undertakingasures to ensure efficiency of
schemes.

Sustaining Economic Growth

Fiscal space is determined largely by the econgmaitormance of a country. Fiscal space
increases as the GDP grows per capita. In termsvefall economic growth, Kenya’'s
current and predicted levels are promising.

If, as predicted, Kenya is able to achieve andasust growth rate of 7 per cent — a rate
which is the minimum recommended growth level foumtries to meet the MDGs — the
country will be able to achieve coverage of thosstm need at a quicker pace.

Another positive indicator is that the promulgatioh the new Constitution signalled
political and economic stability in Kenya, incregginvestor confidence in the region, a
shift which should have positive impacts on investirand growth.

To sustain economic growth, the government mighsitter the implementation of related
macroeconomic policies and adopt effective stratedor eradication of poverty and
increase the health status of the population.

The government of Kenya is putting in place a macomomic policy framework that is

supportive to growth and poverty alleviation. Sypdiicies call for monetary and fiscal

policies that ensure low and stable inflation leyelmprovements in governance —
particularly accountability, transparency and moity of administrations and resources;
efficient and effective debt management; enforcanaériegislation and taxes; and the
broadening of tax bases.

Setting Priorities

As the GOK has set ambitious development targetsainy varied public policy domains,
the government must set priorities in terms of:

» Specific population groups on which to focus,
* Related schemes and their financing mechanisms.

This choice of population groups should be guidgcéeds. Those most in need include
the poor, particularly women, informal economy wenk people living with HIV/AIDS,
and migrant workers. These groups should be comsides a priority for the extension of
social protection, while simultaneously ensuringttstigma is not attached to the receipt
of benefits through the targeting mechanisms.
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In order to ensure that priorities are set in adance with needs, and to ensure the
sustainability of all schemes involved, decisiorking must be informed by civil society
and active social dialogue.

Against this background, entitlement conditions aedefit provisions should be gender-
fair and avoid any form of discrimination of thegpoThe mainstreaming of gender issues
and the reduction in institutional discriminatioancbe simultaneously achieved through
the careful design of social security schemes, filesngackages and coverage patterns.
Developing benefits that target women can havengtpositive effects on empowerment.
International experience from countries with taegesocial assistance schemes shows, for
example, increased inclusion and heightened statile beneficiary’s community, which
has in turn been manifested in being more creditwoamong local lenders. Social
transfers can have equally important effects on @mmincluding increased self-
confidence, awareness, and control over housebstilirces®

The ILO has also found that “social pensions, iditwh to improving income security,
have contributed to raising the social status & #iderly;®” when the elderly are
perceived as an economic value to a family, rath&n as a drain, they are able to move
towards restored dignity, which is one of the maims of the social protection floor

initiative and of the Decent Work Agenda.

As regards priority setting for schemes and finagenechanisms, it is important to focus
on high-impact approaches, for example, in termsresfenue generation for social
protection schemes. In general the Kenyan tax anttibution burden is still very low at
about KSH 550 billion or about 25 per cent of Gbfere, there might be room for a
substantial increase in measures to protect peggalimst impacts of risks.

A shift from a budget-financed to a contributionghced pension scheme for public
servants will free resources, which should be usathprove social protection, especially
for the poor. In any case, it is evident that @dddl fiscal space is available, given the low
levels of spending in Kenya. This refers to bothtabution and tax funding.

Concerning the willingness to pay contributionss twill depend on the credibility and
effectiveness of a proposed scheme. Employers &la@ady signalled that they would be
willing to support the improvement of social prdten. Workers would also support an
increase in benefits and financing if the paransetee appropriate; that is, if schemes are
efficient and effective, if benefits are adequiétthe sharing of burden between employers
and workers is just, and if contributions are ejlid and established according to ability-
to-pay.

In the long-term, if Kenya aims to aligning its Ed@rotection system with that envisaged
in Convention No. 102, substantial change and implgation of protection for
contingencies is required (refer to Annex B). Mostably, the development of protection
against loss of income in the case on unemploysieould be extended to Kenyans. Mass
and chronic unemployment in Kenya is a key issu¢hfe country.

Ensuring Efficiency

Fiscal space may also be generated through redudfiocosts, synergy effects and
improvement in efficiency that increases cost-dffeness. This includes measures such
as reducing administration costs, introducing dbations for the public servants pension

%L0. 2010.Extending Social Security to all: A Guide througdtallenges and option&Geneva)

IL0. 2010.Extending Social Security to all: A Guide througditallenges and option&Geneva)
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scheme, introducing effective primary care, focgsam generic drugs, negotiating prices
and quality with providers, using economies of scgktting discounts for bundling orders
and so on. Each of these measures can free fipagkswhich can be used to extend
coverage and subsidize payments for those whoveydimited financial means.

In Kenya, social protection schemes are burdendtl high administrative expenses.
Before additional sources are tapped, it is reconaied to address these issues. Therefore,
any improvement in existing schemes must includeciig administration costs. In NSSF
and NHIF the share spent for administration isttar high. There are two options to
reduce this share: to make an in-depth assessmeadentify areas of saving and/or to
expand membership without increasing administrakgenses.

It would be possible to create synergies and te &@pacities for better services through
the improvement of scattered structures and thraffgctive coordination. For example,

there is no need to have so many institutions cibtlg contributions. There are

opportunities to further improve the managementsefvices, so that they might be
coordinated better.

Additionally, there exists a lot of scope to extesutial protection to the workers in the
informal economy. This can be done through a waoéactions:

* Inclusion into existing social insurance programifi¢idiF, NSSF).

* Inclusion into existing and newly developed miongtrance programmes and
community based organizations.

» Cash transfer programmes for those below the ppliag.

« There is a lot of scope for intensifying health greoanmes for the informal
economy.

Ensuring efficiency at all levels related to sogabtection is vital to the efficiency and
sustainability of social security schemes indiviuand overall, both institutionally and
administratively. Overlapping responsibilities armfliplication of work — such as
developing and implementing contribution collectmechanisms and means tests — can be
avoided by closely coordinating all institutionsafved in social protection.

In this context, it is essential that there is elesordination between the various schemes,
both public and private and that — not least fasrdmation and planning purposes — the

revenues and expenditure accounts of all the scheare be analyzed in a national social

protection budget. This will ensure that future exghiture and financing of the schemes

comprising the social security system are plannezhiintegrated way.

Further, it is suggested to achieve these effigiggains through leadership, transparency
and economic responsibility. There are a seriegayds that can be undertaken to promote
efficiency:

 Ensure good governance based on efficient manadenemsparency and
accountability.

» Design insurance schemes based on tripartite ganeenof independent, quasi-
autonomous funds ruled by public law and involvemeincivil society at the
regional, national, district and/or local levelsdiecision-making processes.

* Minimize administrative costs e.g. by using inceesi.
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6.4

» Development of data bases and monitoring.

* Following the implementation of an integrated apgto to social protection,
decentralize organizational structures with a vieweducing the burden of the
government and improving responsiveness.

» Ensure that regulations are enforced.
Some of these improvements will require capacityding where the priority should be

given to actors who will be involved in decision kimg and implementation of related
activities.

Improving social dialogue

Making decisions about the design and implementatibsocial protection strategies is
just one aspect of introducing reforms. Another kspect is consensus-building through
social dialogue. In free and participative socetibere is no alternative to this. This
process must occur partly during the planning aedigh process and partly once a
proposal has been made.

There is wide recognition of the role that social@ajue plays in advancing and sustaining
reform processes in many areas of social protedtioarder to improve coverage and
mitigate negative impacts on households. To enlsetter protection, the institutions and
capacity for social dialogue need to be strengtthiene

Social dialogue and consensus-building are neeéealise:

» social partners and stakeholders will eventuallyehta work with the new scheme
and thus should understand it and support it;

» governments and planners cannot anticipate allhef wnique concerns and
problems of stakeholders without consulting them;

» the Constitution of many countries foresees a sd@@ogue before decisions are
taken, and decision-makers depend on voters amdesitgroups acceptance of
decisions;

» social dialogue facilitates smooth implementation.

There are formal tools for social dialogue suclofigial parliamentary or government
hearings and non-formal types of dialogue suchxakange of information, conferences,
and working groups.

Social dialogue can rely on direct dialogue or adirect tools and methods. Direct

dialogue includes all types of negotiation and oftation, starting with the exchange of

information (between representatives of governmeesployers, employees and other
stakeholders) on issues of common interest relagreconomic and social policy. These

elements of social dialogue are crucial to the amte sought by the social partners and
their choice depends on the outcome desired. A ammunderstanding has to be reached
on the purpose of social dialogue. Therefore, astart of a process of social dialogue, the
social partners should have a clear idea of thaexs of social dialogue to be included

and who will decide on their inclusion.

Indirect tools are technical tools such as survelysgussion groups, workshops, focus
groups, and interviews with selected representaitofesocial groups. The purpose of all
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these instruments is to obtain information and tta&tive and qualitative data about the

problems, concerns and desires of the people iadolin the end, it is those who are

affected by the system who will make the systentsed. If the ideas and needs of these
groups remain unknown to decision makers, the messendered cannot be considered
representative or valid.

As regards social protection, the partners in $@gid national dialogue are — in principle

— all people concerned. People are usually repredathrough authorities and interest
groups including public authorities (as regulatargl as employers), private employers’
and workers’ organizations, and various stakehsldar the sector. Given the large

financial implications of the sector for other gowaent structures and for employers and
workers, other stakeholders beyond the sector risaybe involved in policy development

(except on matters that are exclusively the conoéparties that conduct negotiations and
collective bargaining). The organizations or ingitins that represent the groups in the
sector have changed over the past two decades Ehalso greater variety in the levels of
government levels now involved. New private empteydiave entered the social

protection sector and related services. Key pastard stakeholders are:

» central government (e.g. ministries and agencieb as the Ministries of Health,
Finance, Labour, Gender, Children and Social PtiotecCommerce, Agriculture,
Economic Affairs, and the Planning Commission);

» local government (provincial and district governtgencommunities, selected
villages, and mayors);

* employers’ organizations and individual large, mnediand small employers
(through interviews, workshops and site visits);

* employees (either through trade unions or througbug group discussions,
surveys and individual interviews);

» health care providers(through their respective mizgdions and or through site
visits, surveys and individual meetings);

» existing schemes like NSSF, NHIF, occupational sese

» civil society organizations and NGOs;

e community-based schemes;

» retirees, patients (through surveys and focus gdisgussions).
Many of these groups of partners have their owmmiEations or representatives that are
the counterparts in the dialogue. However, in maoyntries, patients, community-based
health insurance schemes and some types of healthh providers do not have
representatives. In order to get their opinions ideds, specific methods of dialogue must
be used, as discussed above.
In Kenya, the focus for the coming years must beéhenprocess. All stakeholders should
agree on the basic objectives to be achieved. Apoeinensive social dialogue should
follow at the end of which concrete proposals stidu¢ agreed upon. The Government
has already taken steps to moderate such a pracessling:

» Technical support and elaboration of proposalsHerdiscussion.

» Capacity building, best practices and forums.
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* Legislative inputs and promotion of reform measutieough draft laws and
technical assistance to Government, Parliamentadad other policy makers.

Additionally, in order to fulfil the mandate of tHeAC on the issue of cooperation in the
domain of social protection, it is suggested thahya align its social security policies with

those of Uganda, Tanzania, Rwanda and Burundi. Tbidd be achieved within and

outside the forum of the EAC through discussionghwelevant ministries and other

stakeholders in these neighbouring countries. Siadlbgue needs to be undertaken during
and following Kenya's reform, and should centre issues such as portability and

coordination.
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7. Laying the groundwork for universal coverage:
Suggestions for technical cooperation

In the past, Kenya had developed a social proteslystem that covers already some parts
of the population and provides benefits, e.g.hadrea of old age and health .

In the coming years it will be critical to achietlee objectives of i) raising the social
protection floor by providing effective access tdequate income support and health
services to all those in need and ii) meeting tfamdards of ILO Convention No. 102
through higher coverage levels, better risk prideanechanisms and improved benefits.

This report, in line with ILO Convention No. 102dathe Social Protection Floor Initiative
suggests a holistic approach towards social pioted{ey measures to undertake include:

» Extension of legal coverage in all social protettivanches.
» Development of adequate and affordable benefits.

» Improving the cost-benefit ratio in all existingabiches.

* Realizing the potentials that exist in the fornfisal space.

» Closing the gaps in the existing landscape of selseand benefits, e.g., with
regard to unemployment.

Success will rely on the efficient and effectivepleamentation of the reforms. This
includes the development of technical and admatisi capacity and increased
understanding of the reform processes in all grafpbe population through awareness-
raising.

Against this background, it is suggested to follgpvon this report. ILO stands ready to
support the implementation of a possible projecutth funds be made available. The
objective of the project would be to strengthen imistrative efficiency and effectiveness
of social protection institutions, to build capscind to raise awareness and support
consensus building among government, labour uniemgloyers and other stakeholders
on key aspects of social protection reforms e.gdnsion, health and social assistance.
The project would consist of two parts:

1. Strengthening capacity for the development, implaiaiéon and management of
reforms

2. Facilitating national and social dialogue on théoma process and awareness
raising.

7.1 Strengthening capacity for the development,
implementation and management

Strengthening capacity for the development, imple@téon, and management of reforms
should take place at various levels. At the adrrgive and managerial level, for
example, knowledge and competencies can be enhamtee following areas: the use of
funds, efficiency, managerial capacity, legislatioenforcement, decision-making
processes and monitoring as regards all branchesaiél protection. Target groups for
capacity building vary greatly and should includeninistrators, managers from different
departments and technical staff (pension schemesialshealth insurance, micro
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insurances), government policymakers, employerspl@mes, trade unions, health
providers, and academic, research or trainingtiniins.

Capacity building is an essential component thausaat complementing the development
of the national social protection framework an@tggic plan. Building administrative and
technical capabilities, through training and théaklishment of efficient structures and
procedures is one of the key preparatory activifis sustainable social protection
schemes.

Two interrelated projects in this area are suggeste

1. The first project will support the Government in creating capacity in the
following areas: Social protection planning, proj@anagement, data analysis.
Further, the participants will be trained to:

e understand and appreciate the socio-economic alidy penvironment
affecting the social protection schemes;

» analyze country specific issues and policy optimnsexpanding coverage
specifically for the informal economy (tax basedaficing, social
insurance, community and micro-insurance schemesichers, cash
transfers); and

» gain an understanding of the key principles infthancing, management
and governance of social protection schemes inufudata development
and monitoring.

The capacity strengthening will be tailored depegdon the current skills and
capacities of each participant and related to thespective mandates in social
protection.

This form of capacity building requires the develgmt of country specific
approaches involving local expertise and can barorgd either through sending
officials abroad - e.g. to special training centsash as the International Training
Centre of the ILO in Turin or through in-countryngears.

2. The second part of the project wilpport specific reform approaches for
NSSF and NHIF: It is suggested to carry out specific studiest thilow an
efficient and effective development, implementatiand monitoring of these
schemes.

With relation to theNSSF it is suggested to carry out

e an actuarial study to identify space to increasterést to member
accounts;

* an in-depth administrative review; and

* a technical assistance project to develop a ural/grension scheme or
alternatively a fully-fledged contribution basedpmn scheme.

With relation to theNHIF this would consist of:

e a study to assess returns of investments in theFNitid to assess and
develop possibilities for efficient use;
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* a study developing options for systematic inclusioin the informal
economy workers and their families; and

* an in-depth administrative review.

In addition, it would be useful to undertake ae=iof studies on specific schemes
and social security institutions to better inforolipy and procedures. This would
include an in-depth administrative review of eacjanscheme.

7.2 Facilitation of national and social dialogue and
awareness raising

It is suggested to support a broad national stddehdialogue through:

* The organization of aationwide conference in which key elements of the results
of part of the studies would be presented and dssli The objective would be to
create awareness among stakeholders and to caaensus. It should facilitate
dialogue among main stakeholders through the fatidn of information sharing,
gathering of stakeholder positions through intemgieand meetings in small
groups and the elaboration of a stakeholder mapping

e Supporting the developmeaft a consensus-based national action/cover age plan
outlining suggestions for improving health finargimechanisms, building
linkages between subsystems, designing adequatditopackages and creating
institutional and administrative efficiency.

* The creation of a consultative body of stakeholders and a framework for
national dialogue to form agreement on key administrative, legistatiand
regulatory policies that impact on the extensioemferage, e.g. subsidies, benefit
packages, fee schedules, auditing etc.

* The development and launch of a broad awareness raising campaign led by
the Ministry of Labour. It is suggested that this be done perhaps icdheext of
the above conference. Raising public awareness umurstanding of social
protection schemes is crucial for the developméminantegrated, effective social
protection system and for continued support andptiamce of all stakeholders. A
symbolic forging of commitments by relevant stakdbos (e.g. insurers, trade
unions, and employers, policymakers, health progidad decision makers) may
be done to signify consensus, support and intemiutgue the coverage of the
population. The campaign and the conference naylz used to institutionalize
the social dialogue and consensus building as &amésm to achieve national and
local level plans and reforms. This activity wouldolve the development of the
communication plan and strategy, forming a consenso key messages,
identifying the type of medium used to deliver thessages, for which sector of
the population, for how long and agency/ persopaesible.

The quality of Kenya'’s social protection systemlié a decisive factor in its success in
poverty reduction. As international experience kiasnonstrated, economic growth is
important to reduce poverty and to create fiscalcepfor social protection; however,
growth alone is not enough to protect people thatvalnerable. Markets fail in protecting
people. The predicted redistributive effects ofbglization and economic growth do not
exist to the degree required. This is why wealtloyintries, regardless of economic
success, have large, well-developed social protesithemes.
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Accordingly, without the implementation of effecivand adequate social protection
systems, Kenya will not be able to reduce its pgviavels significantly. This report has
outlined a series of recommended measures to stiemmgocial protection in Kenya and
the ILO is prepared to support Kenya on its way.
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Annexes

A. Operational Definition of Social Security

(1-2)

(1)

(2)

3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

protection in sickness, including:

medical care, as defined in Part Il of Coni@niNo. 102 and by Convention
No0.130;

income support in the form of cash sicknegwefits, as defined in Part Il of
Convention No. 102 and by Convention No. 130;

protection in disability, including income q@t but also medical care,
rehabilitation and long-term care — income suppolidity benefit as defined
in Part IX of Convention No. 102 and by Conventidm 128;

protection in old age, including income suppamd long-term care — income
support old-age benefit as defined in Part V of v@otion No. 102 and by
Convention No. 128;

protection of survivors in case of death d&mily member (“breadwinner”) —
income support benefit, as defined in Part X of ¥&mmion No. 102 and by
Convention No. 128;

protection in maternity, including medical eand income support maternity
benefit, as defined in Part VIII of Convention Nd@2 and by Convention No.
183;

protection in “responsibility for the maintere® of children”, including the
provision in kind to, or in respect of, childrerf, ‘dood, clothing, housing,
holidays or domestic help” and of cash income supfamily benefits as
defined in Part VII of Convention No. 102;

protection in unemployment, including incomepgort in the form of
unemployment benefits, and also other labour magdadicies promoting
employment — income support benefits as defindeiir IV of Convention No.
102, and income support and other labour markeicipsl as defined by
Convention No. 168;

protection in case of employment injury: medlicare, rehabilitation and
income support in the form of sickness, invalidity survivors’ benefit as
defined in Part VI of Convention No. 102 and by @amtion No. 121,

general protection against poverty and soedatlusion in through social
assistance that provides protection to all res&lemthout sufficient other
means of income from work and not covered (or meteced sufficiently) by
social security branches listed above.

Source: International Labour Office (ILO). 2010. World Social Security Report 2010-11: Providing coverage in times of crisis and beyond

(Geneva).
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B. Minimum requirements for coverage and minimum rates
of cash benefits under Convention No. 102
Branches Coverage Benefit (per cent)
Sickness benefit At least 50 per cent of all employees; or 45!
Economically active population constituting at least
20 per cent of all residents; or
All residents with means below certain limit.
Unemployment benefit At least 50 per cent of all employees; or 45
All residents with means below certain limit.
Old-age benefit At least 50 per cent of all employees; or 40
Economically active population constituting at least
20 per cent of all residents; or
All residents with means below certain limit.
Employment injury benefits At least 50 per cent of all employees 50
Short term 50
Disability 45
Survivors
Family benefit At least 50 per cent of all employees; or 3 (or 1.5
At least 20 per cent of all residents; or
All residents with means below certain limit.
Maternity benefit All women in prescribed classes, constituting at 45
least 50 per cent of all employees; or
All women in prescribed classes of the
economically active population, constituting at least
20 per cent of all residents.
Invalidity benefit At least 50 per cent of all employees; or 40
Economically active population constituting at least
20 per cent of all residents; or
All residents with means below certain limit.
Survivors' benefit Wives and children of at least 50 per cent of all 40
employees; or
Wives and children of breadwinners of classes of
economically active population, constituting at least
20 per cent of all residents; or
All resident widows or resident children with means
below certain limit.
1 Percentage of reference wage corresponding either to former earnings (earnings-related benefits) or to the wage of al unskilled
male labourer (flat-rate benefits).
2Percentage of reference wage multiplied by total number of children of persons protected (or of all residents).
Source: ILO. (2008) Setting Social Security Standards in a Global Society: An analysis of present state and practice and of future
options for global social security standard setting in the International Labour Organization.Social Security Policy Briefings, Paper 2
(Geneva).
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MDG Progress in Kenya

Goal 1- Eradicate Extreme Poverty & Hunger Base Level (1990) MDG Target | 1996/97 | 2000/01 2004/05 2008/09{or
{2015) maost recent)
Population living below the poverty line (%) 54 28 57 52 52 45
Poverty Gap Ratio M/& /A 18.7 3 MfA N/A
Stunting: % of Children below weight-for-age MiA N/A M/A N/A N/A 16.1
Children Underweight | MA N/A MiA 212 MfA 6.7
Goal 2- Achieve Universal Primary Education Base Level (1990) MDG Target | 1995/96 | 2001/02 2004/05 2008/09{or
{2015) most recent)
Primary Gross Enrollment Ratio (Grade 1-8) (3%) M/& N/A a3 93 104.8 107.6
Primary Completion Rate % M/A 100 52.8 769 795
Literacy Rate (%) e /A N/A N/A NfA 615
Goal 3- Promote Gender Equality and Women Base Level {1990) MDG Target | 1995/96 | 2000/01 2004/05 2008/09(or
Empowerment {2015) most recent)
Ratio of Girls 1o Boys in: Primary education MfA N/A M/A 7713 B35 925
Secondary education MyA /A MA a7 283 425
Higher education MA /A WA 442 M/A NJ/A
Number of Women in Parliament (HoPR) M/A N/A 41 41 NfA 22 (10.47%)
Goal 4- Reduce Child Maortality Base Level [1990) MDG Target | 1995/96 | 2000/01 2004/05 200809 (or
{2015) most recent)
Under-5 Mortality Rate {per 1,000} 33 112 112 115 74
Infant Mortality {per 1003) 20 74 74 77 52
Immunization 78 a0 76 75 73 a5
-Measles (%)
Immunization- DPT3 (3%) 84 a5 80 75 72 26
Goal 5- Improve Maternal Health Base Level (1990) MDG Target | 1995/96 | 200001 2004/05 200809 (or
{2015) most recent)
Maternal Mortality Ratio {per 100,000) 670 174 590 590 414 414
Contraceptive Prevalence Rate (%) 27 39 39 4 45
Proportion of Births Attended by Skilled personnel (3z) 45 (1993) 49 49 42 40
Ante-Natal Coverage S0 88
Goal 6- Combat the $pread and Impacts of HIV/AIDS, Base Level (1990) MDG Target | 1995/96 | 2000/01 2004/05 2008/09 (or
Malaria and other Diseases {2015) most recent)
Overall HIV/AIDS prevalence rate [%) 5.1 11 13 6.7 74
HIV/AIDS prevalence among 15-24 old pregnant 6.8 N/A 113 13 6.5 6.3
women (%) {199a)
% of HIV/AIDS receiving Anti-retroviral Treatment (%) MA N/A NSA N/A 405 544
% population W/Treated Bed nets (3 M/A N/A M/A N/A NfA 54
TB Prevention & control (% cases successfully treated Mf& N/A 75 BO N/A
with DOTS)
Goal 7- Ensure Environmental Sustainability Base Level (1990) MDG Target | 1995/96 | 2000/01 2004/05 2008/09 (or
{2015) most recent}
Population without access to safe water 40 52 43
Goal 8-Develop a Global Partnership 4 Dev 200102 2002/03 2003/4 2004/05 2005/06 2008/09
ODA per Capita (USD $) Significantly less compared to
very low income countries
Source: UNDP MDGs Report Kenya. http://www.ke.undp.org/download.php?f=571__UNDPKE-MDGs%20report%20Kenya.pdf.
Kenya. Developing an integrated national social protection policy 93




D. Income Statement NHIF, 2006-2008

Mational Hospital Insurance Fund
Income Statement
For Year Ending Ended 30th June 2008

20072008 20062007
Kihs Kshs
Motes

Revenue

Contributian 1] 4. 546,195,354 3954939675
Cither Incomes 12 265 146,634 340,665,322

Total Revenue 4,811,345988  4,295,604,997

Expenses
Benefit Expenies 13 1,054,179,529 I 414,855 260
Personnel Costs 14 1,353 6%, 868 1096, 044,560
Adminigtration Expenses 15 STLST7.336 563017620
Depreciaticn 254 894,779 243 444,705
Total Expenditure 4,240,548,532 3,317,366,245
Surplus (Diefich) for che pear ST0TIT A 978,238,751
Leas Withholding Tax L) [32,455458) {44,059, B05)
Met surplus after Tax 538,341,798 934,178,947

Source: NHIF 2009.
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E. Financial Statements NSSF 1. 2008-2009

JUNE JUNE

DESCRIPTION Nole Je 2008

SRS 000 NENS DE
DEALINGS WITH MEMBERS
Contributions Receivable 1 £, 317,954 5,570,353
Banafils Payable 2 2553 455 2375,.353
Net additions from dealings with members — XTE5. oY 2. 295 (00
RETURMN ON INVESTMENTS
Imvestments Intame | 4,566,502 5,035,664
Change in Market Value of Investments 4 _ {10,846 B53) 4,378,855
Total Return on Invesiments [6 3E0, 352 05,364,530
TOTAL REVENUE {2,514, 822) 12 659,530
Adeirgstration Expensas 5 4,897,950 3,648,219
NET INCREASE/{DECREASE) IN SCHEME
FUNDS DURING THE PERTOD A AL TT 4 e

Source: NSSF. 2009. NSSF Financial Statements for the Year ended 30 June 2009 (Nairobi).
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F. Financial Statements NSSF 2, 2008-2009
1. CONTRIBUTIONS RECEIVABLE
JUNE JUMNE
2009 2008
Particulars KSHS, 000 KSHS. 000
Cortributions Recsivable -Employes 3482431 3,125,461
Cortribufions Receivable -Emploves __ 2835 oo __2.544 853
Total Contributions Receivable __Gajl7.o84 5,670,353
2. BENEFITS PAYABLE
JUNE JUNE
2009 2008
Particulars KSHS, 000 KSHS, 0og
Age Benefit Payments 1,060,350 1,001,797
Survivors Bemefit 303,432 265,502
Invalidity Benefit 31.024 26,222
Withdrawal Benefit 1,137 604 1,057,928
Emigration Grant 12,818 15,506
Fefunds 38593 4,002
Funeral Grant 3295 3,355
Total Benefit Payable __ 2553 450 2375353
Source: NSSF. 2009. NSSF Financial Statements for the Year ended 30 June 2009 (Nairobi)
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G. Preliminary projections of social protection expenditures, 2010 - 2020
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
GDP (billion KSH in constant 2010 prices) 2,250.00 2,362.50 2,527.88 2,704.83 2,894.16 3,096.76 3,313.53 3,545.48 3,793.66 4,059.21 4,343.36
GDP (billion KSH in current prices) 2,250.00 2,622.38 3,068.18 3,559.09 4,092.95 4,706.89 5,412.93 6,224.87 7,158.60 8,232.39 9,467.24
Estimated growth rate 5% 7% 7% 7% 7% 7% 7% 7% 7% 7% 7%
Inflation Rate 15% 11% 10% 9% 8% 8% 8% 8% 8% 8% 8%
Public Budget (billion KSH) 524.00 567.00 606.69 676.21 723.54 805.16 861.52 957.28 1,024.29 1,136.58 1,216.14
Public budget in % of real GDP 23% 24% 24% 25% 25% 26% 26% 27% 27% 28% 28%
Social Protection Expenses (billion KSH)
NSSF 6.30 9.42 13.42 18.50 24.92 33.00 43.09 55.67 71.28 90.59 114.40
Beneficiaries (million) 1.80 2.30 2.80 3.30 3.80 4.30 4.80 5.30 5.80 6.30 6.80
NHIF 5.40 6.71 8.33 10.35 12.85 15.96 19.82 24.62 30.58 37.97 47.16
Beneficiaries (million) 10.00 11.50 13.23 15.21 17.49 20.11 23.13 26.60 30.59 35.18 40.46
Social Assistance 2.16 2.70 3.51 4.56 5.93 7.71 10.02 13.03 16.94 22.02 28.63
Beneficiaries (million) 0.12 0.15 0.20 0.25 0.33 0.43 0.56 0.72 0.94 1.22 1.59
Public Pension 25.20 28.31 31.81 35.74 40.15 45.11 50.68 56.94 63.97 71.87 80.75
Beneficiaries (million) 0.20 0.21 0.22 0.23 0.24 0.26 0.27 0.28 0.30 0.31 0.33
% contribution financed - - 10% 15% 20% 25% 30% 35% 40% 45% 50%
Social pension - 4.80 12.84 14.38 15.92 17.46 19.00 20.54 22.08 23.63 25.17
Beneficiaries (million) - 0.20 0.50 0.56 0.62 0.68 0.74 0.80 0.86 0.92 0.98
Other (estimates) 5.00 5.50 6.05 6.66 7.32 8.05 8.86 9.74 10.72 11.79 12.97
Total 44.06 57.44 75.95 90.18 107.10 127.29 151.48 180.55 215.57 257.88 309.08
Contribution financed 11.70 16.13 24.93 34.20 45.80 60.23 78.12 100.22 127.45 122.93 201.94
Financed from public budget 32.36 41.31 51.03 55.98 61.29 67.06 73.36 80.33 88.13 96.97 107.14
In % of public budget 6.18% 7.29% 8.41% 8.28% 8.47% 8.33% 8.52% 8.39% 8.60% 8.53% 8.81%
Total SP in % of real GDP 1.96% 2.43% 3.00% 3.33% 3.70% 4.11% 4.57% 5.09% 5.68% 6.35% 7.12%
% of total SP Expenses
NSSF 14.30% 16.40% 17.66% 20.51% 23.27% 25.92% 28.45% 30.84% 33.07% 35.13% 37.01%
NHIF 12.26% 11.68% 10.97% 11.47% 12.00% 12.54% 13.08% 13.63% 14.18% 14.73% 15.26%
Social Assistance 4.90% 4.70% 4.62% 5.06% 5.54% 6.06% 6.62% 7.22% 7.86% 8.54% 9.26%
Public Pension 57.19% 49.29% 41.88% 39.63% 37.49% 35.44% 33.46% 31.54% 29.67% 27.87% 26.13%
Social pension 0.00% 8.36% 16.91% 15.95% 14.87% 13.72% 12.54% 11.38% 10.24% 9.16% 8.14%
Other (estimates) 11.35% 9.58% 7.97% 7.38% 6.84% 6.33% 5.85% 5.40% 4.97% 4.57% 4.20%
Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Source: Authors’ Calculations.
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