
Small Applied Research Paper No. 13

FINANCING HEALTH SERVICES
. THROUGH INSURANCE:
A CASE STUDY FROM KENYA

Submitted to:

The Divislnn of Health Services
Office of Health

Bureau of Research & Development
Agency for International Development

By:

Germano Mwabu
-Joseph Wang'ombe.

Gerishon Iklara
Mutsembl Manundu

Dr. Simon Klugu

OCTOBER 1993

HEALTH FINANCING AND SUSTAINABILITY PROJECT

Abt·Associates Inc, Prime Contractor
4800 Montgomery Lane, Suite 600
Bethesda, MD 20814 USA
Tel: (301)913-0500 Fax: (301)652-3916

"b$ - (

ic;..P1 C;OJ'3F

Management Sciences for Health, Subcontractor
The Urban Institute, Subcontractor

AID Contract No. DPE-5974-Z-00-SJ26-o0

HEDRA LTD
Galexon House, 6th Floor
Golf Course Commercial Center

. Bagamoyo Road, off Mbagathl Road
P.O Box 19884, Nairobi, Kenya _-----
Tel 254-2~718204, Telefax 254-2-7hI204

Jr
\



-

~

-!

ABSTRACT

Over a 20-year period of economic decline resulting primarily from
uncontrolled expansion of the country's public sector and its deteriorating trade
1ndustry, Kenya's public health services have suffered significant shortages in
drugs, per'sonnel, and facility maintenance. One refDnn option for government
medical service underfundingis the development of user fee-based health
insurance. It is believed health insurance would protect households agiinst
financial risk in the event of their inability to afford health care. In Kenya,
however, health insurance isa service burdened with serious limitations, both
geographically (it is available primarily in the urban sectors) and in coverage
provided. Kenya's current insurance system is weakened by internal and external
problems, including fraudulent claims, outdated insurance laws, and the need for
better regulation of insurance markets.

This re:>ort documents a survey undertaken in three Kenyan districts to
detennine the feasibility of developing private and public health insurance
plans. Atotal of 153 employers, insurance companies, and health care providers
were. interviewed. Results confinmedthatmost employers already purchased some
type of insurance for their employees, commonly wor~en's compensation and group
medical i~~urance. Employers, however, are generally dissatisfied with their
cur~~fit options and would be interested in more refined mechanisms.

Four promising in~CArance schemes have recently emerged: the national
hospital insurance fur,ad, Harambee movement funds, private insurance, and
prepayment schemes. D~velopment of some or all of these schemes and additional
actions, such as re~1sed tax laws that support insurance purchases by employers
and households and basic insurance education for the public, are, strongly
supported as ,positive remedies for the current insura~ce problems in Kenya.
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FOREWORD

The Health Financing and Sustainability (HfS) Project provides technical
assistance and conducts applied research, training, and information dissemination
to developing countries in health economics, health sector policy development,
and health services management. The applied research (AR) component of the
project provides opportunities to increase knowledge of the complex issues under
lying health financing problems, and augments the supply of qualified individuals
who can contribute to policy analysis and reform. HFS is emphasiziniQ the
following rolicy areas for AR activities: cost recovery, productive efficiency,
social financing, and private sector development in the health sector.

As part of the project's AR component, HFS will complete up to 30 small
applied research (SAR) activities over the life of the project, from 1989 through
1994. These include studies undertaken by developing country researchers, HFS
researchers, or academics at universities in the United States. The objectives
of the SAR program are to carry out practically oriented research in developing
countries, and to encourage the development of local capacities to undertake
research.

Most SAR activities are initiated through proposals to the HFS Project. The
proposals are evaluated by HFS staff, including criteria such as: practical
policy orientation, resource and time requirements, and appropriateness to the
HFS research agenda. Most proposals for SAR activities accepted by HFS undergo
several revisions, as the. researchers refine their research objectives,
hypotheses, and methodologies, based on suggestions and comments from the HF.S
staff. Once approved, SAR activities are overseen by HFS task managers, who work
closely with principal investigators to monitor the timeliness and quality of the
work and facilitate logistics.

Other SAR studies are done in conjunct10n with technical assistance or
major applied research activities of the HfS Project. In these cases, the SAR
contributes to the technical guidance provided to clients, or adds to the body
of knowledge of topics of health financing and economics.

As with·;ll HFS research, drafts of SAR reports are reviewed by HFS staff•
.Drafts are then evaluated by external technical reviewers selected on the basis
of substantive and/or geographic expertise.

Ho11y Wong
Applied Research Coordinator
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PREFACE

In response to a persistent financial crlS1S in the health sector, the
Kenya Government gradually shifted from the old method of financing health ser
vices through general taxation to a new systam of user charges in public health
facilities. Implementation of the new system started in lYS8 and was concluded
during the first quarter of 1993. Under the new system, health insurance has
assumed prominence as a possible mechanism for cushioning households against risk
of financial ruin in the event of catastrophic illnesses or inability to afford
medical care.

This study examines the potential for developing private and public health
insurance schemes in Kenya. Detailed data sets from 153 establ ishments (Ill
employers, 23 insurance companies, and 19 health care providers) in three urban
areas show that there exists potential for developing health insurance both for
people engaged in modern sector activities as well as for those employed in the
infonDal and agricultural sectors. The research further shows that virtually all
employers purchase some type of health insurance for their workers, the most
common insurance schemes being workmen's compensation schemes and group medical
benefi ts. Employers appear to be unsatisfi ed with these schemes, however, because
in addition to the schemes, they also make other medical care arrangements for
their employees. These include provision of medical facilities at workplaces as
well as medical schemes negotiated directly with providers, without involving
insurance carriers.

Changes in corporate taxes that encourage purchase of insurance by employ
ers and individuals, amendment of insurance law to remove its undesirable
aspects, and increasing the sources of public information about insurance seem
to be the most promising ways of promoting growth of the health insurance indus
try in Kenya.

ix



EXECUTIVE SUMMARY

INTRODUCTION

Over the past two decades, the Government of Kenya managed to allocate only
about five to seven percent of the national budget to the financing of medical
care. This has resulted in a major underfunding of this essential service.

Development of health insurance schemes is one of the reform options that
is being explored in an effort to cope with the problem of severe budgetary con
straints in health services del ivery. Private health insurance in Kenya is
limited, and is mainly an urban phenomenon. For example, of 38 companies in the
country, only five companies underwrite health or medical insurance schemes.
Moreover, medical insurance schemes are underdeveloped in terms of their coverage
and the content of the services they deliver. However, several examples of pro
mising insurance schemes emerged in post-independent Kenya. These include the
national hospital insurance fund, Harambee movement funds, private insurance
funds, and rural-based prepayment schemes.

RESEARCH QUESTIONS AND METHODOLOGY

This study attempted to answer the folloWing empirical and policy ques
tions.

Against what types of illness expenses do Kenyans generally insure
themselves? How do these differ across social groups?

What kinds of insurance market structures exist in urban and rural
arS3S in Kenya? How do these structures affect geographical and
social distribution of health insurance services?

What policy instruments need to be designed to promote the develop
ment of the insurance industry in Kenya? What further policies need
to be pursued to ensure equity in health insurance coverage in the
population? Are there incentives that the government can give to
encourage the expansion of the insurance industry?

In an endeavor to conduct an empirical analysis of these questions, a
variety of survey instruments were used to collect data on: types of insurance
in the country; public policy on insurance, especially health insurance; struc
ture of rural and urban ii1surance markets; and types of health insurance coverage
commonly purchased by the population.

The survey was carried out between December 1992 and May 1993 in Nairobi,
~eri, and Machakos district~. N~irobi, with about twam11110n people. 1s the
country's administrative and industrial capital. Most of the insurance firms in
Kenya are situat~d in Nairobi. Nyeri is a small town of about 100,000 people and
serves a largely rural population of central Kenya. It is situated about 150
kilometers north of Nairobi. The town was chosen for the study mainly because it

x
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serves as a hinterland inhabited by a very large rural population-a key concern
in our study.

Machakos 1s the largest town in eastern Kenya, with a population of about
. 80,000 people. It is situated some 40 kilometers southeast of Nairobi. Machakos

was chosen because it is a peri -urban area-i n relati on both to Nairobi and Nyeri ,
i.e., the short distance between Machakos and Nairobi makes it a medium-sized
town, half-way between a metropolitan city like Nairobi and a rural town like
Nyeri. It serves as a satellite town to Nairobi. Due to its proximity to Nairobi,
Machakos serves a large urban and rural population.

The target sample for the study was 254 establishments. Contrary to plans,
however, the following sample sizes were realized: employers (111), insurance
firms (23), and health care providers (19). Thus we ended up with a sample size
of 153 establishments. Reasons for the high sample attrition are given in the
main text.

We analyzed the health insurance situation in Kenya from the perspective
of a competitive market model. This model is to be viewed merely as a benchmark
analytic construct. It helps uncover shortcomings in health insurance markets,
and how these defects can be rectified by public policy.

FINDINGS AND POLICY IMPLICATIONS

At the time of the study, there were 38 registered insurance companies in
Kenya. Twenty-three of these responded to our questionnaires. One common business
feature among the companies is that each of the companies underwrites several
different kinds of risk. The most common-insurance business portfolios for the
insurance companies are marine, motor vehicle, life, public liability, personal
accidents, and fire risks.

Only five out of the 23 insurance companies in our sample sold medica1
insurance schemes as pure insurance packages. Among the remaining companies,
those that underwrite medical expense risks normally package them together with
other insurance coverage or require that the insurees hold other insurance
schemes with them. Other such schemes involve coverage for accidents, death, and
disability compensation, workmen's compensation, and group medical schemes for
out-patient and in-patient treatments. We find that the private health insurance
market in Kenya is oligopolistic, but contestable. One reason for this latter
attribute is that insurance companies do not sell insurance policies directly;
they use brokers and agents. There are about 3,000 insurance brokers and agents
in Kenya. The agents and brokers introduce a strong competitive element in the
insurance industry. The spread of health insurance (both private and public) has
been uneven and slow. There is potential, however, for extending modern insurance
coverage to people working in the informal, unregistered establishments. The
National Hospital Insurance Fund, despite its. weaknesses, is perceived to have
a 'major role to play in the financing of medical care in the country.
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The study has suggested several policy options which need more work to
concretiz.e intervention designs. The results of our study suggest that:

The pervasive aversion to risk taking in health insurance by the
insurance comp.anies can be moderated by better information flow
between all the actors in the insurance market;

Cost escalation can be controlled by judicious regulation of health
insurance markets;

Fraudulence and mismaaagement in the insurance industry discourage
potenthl insurance buyers and investors and should be addressed
with urgency;

Fundamental changes are needed in the National Insurance Fund;

Insurance law needs to be changed to enable the insurance industry
to function better, and

Potential exists for extending health insurance schemes in
unregistered firms in urban areas and in non-market settings in
rural areas.

xii
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1.0 INTRODUCTION

1.1 THE PROBLEM

Ouri ng the past two decades, sub-Saharan Afri ca experi enced the most
relentless economic decline in the world.·Over this period, the Aftican region
recorded an average growth rate of minus one percent (World Bank, 1993). This
decline can partly be explained by a persistently h~gh population growth rate,
which eroded the region's capital formation ability; uncontrolled expansion in
the public sector, which compromised efficiency in resource use; and a severe
deterioration 1n terms of trade for primary commodities.

It is no surprise that 1n this situati~n of economic decline, increased
demand for public health services has made it increasingly difficult for the
large majority of African governments to afford costs of basic inputs required
in the health sector. Thus, sho~~ages in drugs and personnel and inadequate plant
maintenance have become pervasive in the public health facilities in nearly all
African countries. In addition to the financial diff'lculty, there are also severe
allocative inefficiencies and other types of resource. mismanagement. In the
government sector for example, scarce public money has repeatedly been spent on
ineffective interventions. In virtually all African countries, there have been
an over emphasis of clinical medicine at the expense of preventive medicine.
Confounding" these allocative and operational inefficiencies are ineffective
administrative and bureaucratic practices. Money is, for example, routinely
wasted on brand-name pharmaceutical instead of generic drugs; health workers are
wrongly deployed and supervised; there are poor drug prescriptions; and muc~ of
the health infrastructure is underutilized.

Aseparate but equally difficult problem is the gl~ring inequality in the
consumption and distribution of health services in much of Africa. The urban poor
and rural populations, for instance, have little access to basic health care, and
receive low quality care. The bulk of available public financial resources is
spent in secondary and tertiary health care facilities, which by design are
urban-based and not easily accessible to the majority of the population.

As already noted, underfinancing of the public health care sector is
Widespread in sub-Saharan Africa. It is no longer in question that governments
in sub-Saharan Africa cannot finance health care to the required level-in terms
of acceptable quality and volume. Government financing of health care delivery
in this region is inadequate, and there are no prospects for improving it in the
short run (World Bank, 1987 and 1993). In the face of increasing demand for
publicly provided health care, Kenya, like most other African countries, has over
the last decade allocated only between five to seven percent of the national
budget to the financing of health care. This has resulted in a major underfunding
of lfiis 'essential service.' ,

Available evidence, especially in Kenya, shows that quality of care has
declined over the years: general accessibility of health services has sharply
declined, probl em of shortages of drugs and medical commodities has become

13
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perennial, and facilities of the national referral hospital are in very poor
condition (Republic of Kenya, 1988; Makinen, 1988). These problems have raised
th~ urgency to search for additional financing strategies to supplement ~'~blic
resources in the health sector.

1.2 HEALTH CARE FINANCING POLICY REFORMS

Recent studies on health finance (USAID, 1988 and 1989; World Bank, 1993)
have proposed several reforms to improve the financing and management of health
care delivery systems in Kenya and elsewhere in the developing world.

These proposals, some of which have already been implemented, include:

Charging users of public health services;

A Expanding the role of the private sector in the provision and
financing of health services;

Decentralization of government health services and strengthening of
district health systems, and

Tapping other sources of finance (especially budgetary realloca
tions) and improving efficiency in the pUblic health sector.

In implementing some of these proposals, the Government of Kenya (with a
grant from the USAID) developed the Kenya Health Care Financing Project (KHCFP)
to provide technical assistance to the Ministry of Health in its search for
options to broaden its financing base. Technical assistance is needed to deal
with issues of intervention design, implementation, and sustainabllity. Introduc
tion or development of health in~~rance schemes is one of the health care finan
cing options that is being explored'by KHCFP. Strengthening of health insurance
in the country is expected to encourage expansion of the private sector and
enhance the financial resources for the public sector. This study analyzes the
health insurance industry in Kenya and provides baseline information on which
policy and future plans for the expansion and further development of this indus
try can be based. The study also provides rich descriptive information about the
insurance industry in Kenya.

At the global level, USAID has sponsored a project to provide technical
assistance on the issues of sustainabil1ty of health care financing reform
initiatives to several countries. This project works in collaboration with local
initiatives on health care financing. This study fits in two categories of the
global Health Financing and Sustainabi1ity Project (HFS) currently being
undertaken by Abt Associates Inc., namely, the social financing and private
sector categories. The study examines the possibilities of enhancing the role of
various groups in Kenya, especially employers and consumers, in the financing of
-health care, so as to reduce the-irs over-rel lance on government in this respect.
The study falls within the private sector category of the global HFS research
agenda, since it examines insurance schemes primarily in the private sector and,
to a le5ser extent, in the parastatal subsector. Considerable emphasis is given

14



to an examination of factors which have helped or hindered the developmont of
private sector-based health insur~nce schemes in the country so far, and how
these factors could be manipulated to promote this mode of health care financing
in the coming decades.

1.3 HEALTH INSURANCE

In countries where raarkets for health services function relatively well,
private insurance is an important mechanism for financing medical care. In
countries where health care markets are underdeveloped (or are not allowed to
fonn) , however, various types of social insurance schemes are the principal
mechanisms of paying for health services delivered to the general population.
Health insurance is an institutional and financial mechanism that helps
households, indiViduals, and organizations set aside financial resources to meet
costs of medical care in the event of illness. Health insurance schemes and
related forms of social financing have become important mechanisms for comple
menting the health finance available from public sources in some developing
countries, especially in Latin America (Abel-Smith, 1989). Health insurance,
however, is only beginning to take root in sub-Saharan Africa.

An indiVidual, household, or organization needs health insurance to cover
itself against two basic types of risks, namely:

• losses due to cost of normal but expensive illnesses. Households and
other agents typically like to cover themselves against expenses
which are likely to occur due to some illness in the future. If the
sum of premiums these agents have to pay to join a risk-sharing
scheme is smaller than the expected cost of illness, then the risk
sharing scheme is worthwhile and they are likely to join it.

Costs of catastrophic and unexpected illnesses. Certain illnesses
will occur within a population which will involve the affected
household in major financial outlays on medical care. IndiVidual
households, however, face a very small probability of experiencing
such catastrophie illnesses. For an affordable premium, each house
hold would like to be covered. against such expenses. Both the poor
and the rich need insurance to cover themselves against these risks.

The attractiveness of health insurance lies in risk sharing. Health
insurance involves sharing illness costs between the well and the sick. At any
one time, it is only a part I:,f the insured population that will need to claim for
benefits from the. insurance scheme. At the same time, all the insured will pay
their premiums regularly. Hence, at the time of medical treatment, the cost of
the insurance the individual pays (i.e., premiums) will be lower than th~ cost
of illness for which the insurer pays. The insurer will be able to pay the

_. b"enefftsofttre insurance schenie and at the saine time make a profit. To the
suppliers of health care, insurance is attractive because it provides a guarantee
that the services will at least be paid for at cost. In this sense, insurance
insulates providers from business losses.

15
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There are three conditions that must prevail for private market insurance

to thrive:

.'
Providers of health services must charge for their services.
Insurance will not thrive in situations of free services. In ~uch

situations, households would have no incentive to buy insurance
coverage because ttiey would fact! no financial risk from illnesses.

The insured population must be able to maintain regular payments of
insurance premiums. Regular payment of premiums guarantees that
whatever scheme is in operation is adequately financed. Otherwise,
insurers and medical care providers will not be able to operate
since there would be no funds to meet their costs. '

The legal and administrative framework must be supportive of private
.insurance entrepreneurshi p. The government might need to enact
enabling legislation specifically for such a purpose, if it does not
already exist. EXisting legislation may also need to be amended if
it introduces entry barriers to the insurance market.

There are many types of insurance mechanisms in Kenya, spanning different
varieties of social and private insurance schemes. What follo\lls is a brief
description of major insurance categories in the country. We start off with the
formal social insurance schemes in the health sector. Social financin~ of health
services includes those modes of health care financing that do not depend
directly on the exchequer or corporate financing. It encompasses different types
of risk sharing and prepayment schemes. Social financing of health care in Kenya
is underdeveloped relative to the other modes of financing. As shown ~ere, how
ever, there are several conspicuous and iHustrative examples of he~lth insurance
schemes in the post-independent Kenya.

1.3.1 National Hospital Insurance Fund (NHIF)

NHIF is a compulsory hospital insurance scheme for all employees earning
upward of Ksh 1,000. It was established in 1966 and operated under the
supervision of the Ministry of Health. Prior to 1991, all those eligible for the
scheme paid a uniform monthly premium of Ksh 20 (approximately US $0.30). Since
1991, several changes have been introduced in the NHIF. Premiums have been
increased, and are based on salary levels. The lowest monthly premium is Ksh 30
(about US SO.50), paid at the entry salary of Ksh 1,000 (approx. US S20). The
highest monthly premium is Ksh 320, paid by those earning upward of Ksh 15,000
per month. If a beneficiary of the NHIF is hospitalized at a particular health
facility, the NHIF compensates that facility at a fixed daily rate, based on the
type of facility, as categorized by the Ministry of Health. Health facility

,~{9~~~::n~:~t~/~~~e~m~~~~~~~~~~l~~~i~o~od~i~;i~~U~nl"~!~~Vb~tw~~;k;hlao
and 450. The small facilities recover daily costs at the rate of Ksh 80, while
the largest facilities recover daily costs at the rate of Ksh 450. Any expenses
in excess of the daily rate allowed for any facility are paid for by the patient
from other sources.

16



The NHIF is presently estimated to have a membership of over one million
people. Assuming that the average size of the nuclear family in Kenya is six,
NHIF covers about six million people or approximately 25 percent of the total
population for part of their hospitalization expenses.

1.3.2 Harambee Movement Funds

The Harambee movement in post-independent Kenya generated substantial
funds, especially in the 1970s and 1980s, to finance social services such as
health and education. Harambee refers to thl.! ad hoc community prilctice of
voluntarily pooling together community resourtes to finance private as well as
public projects. In the health sector, tiarambee has been chara.cterized by
contributions for financing two types of expenses:

Infrastructural expenses: Voluntary contributions have been used as
for the construction of dispensaries and expansion of hospitals.
Since the early 1980s, the Harambee movement has expanded hospital
in-patient capacity by 144 hospital wards countrywide. The communi
ties usually spend their money on capital investment in health
infrastructure under the assumption that the government would take
over the burden of recurrent costs once the facilities have been
constructed. By pooling resources together through Harambee, many
communities were able to bring health care facilities near their
homes. This mode of community financing was highly attractive to
various Kenyan communities, when government health services were
provided free of charge.

Expenses for catastrophic'- illnesses: Individuals contribute
vol untarlly to a common fund for bailing out families faced with
:-teavy medica1 bills. The incentive for an individual family to
contribute to sU'ch a fund on a voluntary basis, rests on the
expectation that if it were to be struck by a misfortune of a
catastrophic illness, other families would bail it out. A family
typically tries to avoid the risk of being bankrupted by such an
illness by entering cooperative risk-sharing arrangements with other
families. This type of insurance mechanism, informal as it is, is
very commo~ among Kenyan families in rural and urban areas.

1.3.3 Private Insurar.ee Funds

The private health insurance industry in Kenya is an urban phenomenon.
Historically (before independence), health insurance services were provided only
to non-Africans in urban areas where high-quality health services were available
on a fee-for-service basis, mainly in the private sector. As a result of this,
irsiiiaH health-insurance industry began to thrive in urban areas. This is because
when people are able to participate in private medical care markets, they almost
always do so, naturally wanting to cover themselves against costs of catastrophic
illnesses. It should be noted that user fees are a necessary but not sufficient
condition for the development of health insurance markets. Prior to 1967, for
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example, user fees were charged for health services in Kenya, but health
insurance markets did not develop outside the urban areas. Between 1967 and 1989,
the government provided free health services. During that period, the majority
of the population did not need to consider private health insurance as a serious
mechanism for paying for medical care. This situation changed in 1989, however,
when the government instituted a system of user charges in government health
facilities. The system is still )~ place, after a temporary suspension in 1990.

Existing private he"lth insurance in Kenya can be grouped into two
categories.

Direct private health insurance: This type of insurance is acquired
directly by the individual or the household. It is typically
confined to the people in midd1e- and high-income groups;

• Emp7oyment-based insurance: There are two types of employment-based
insurance (in addition to NHIF, which is compulsory for those who
are eligible): workmen's compensation and group health insurance.
Workmen's compensation is statutory insurance coverage bought for
all employees by employers. It only covers employees for injuries
sustained at the place of work. Workmen's compensation does not
cover the worker for costs of other kinds of health problems or
medical care for dependents, and .

Group health insurance is more general. Some government parastatals
and private companies buy this type of insurance for their
emp1oyees • Often, the type and extent of coverage is negoti ated
between insurer and employer. Many of the policies in this category
operate on a reimbursement ba~is. That is, the insured workers are
reimbursed the expenses they incur on medical care. It is estimated
that group health insurance covers ~hout 100,000 people in Kenya
(Abel-Smith, 1989).

1.3.4 Ru~al-Based Prepayment Schemes

Rur'.l-based prepayment schemes are a recent phenomenon in Kenya. They
appear, however, to provide a mode of financing health care for the rural
population that is promising and has great potential for expansion. The few
examples that can be cited are based on rural cooperatives and community groups.
For more than five years now, Chogoria Hospital in Tharaka-Nithi District has
made arrangements with the local coffee cooperative society so that its members
can receive medical care on credit. The money owed to the hospital by the

,cooperative society members is recovered from thei r coffee coopel"at i ve societies.
The disadvantage, however, is that the scheme covers only those ~ho are members
of the coffee cooperative movement in the district (Kirigia, 1987).

Other examples of prepayment schemes include the experiments based on the
Bamako Initiative (UNICEF t 1990). These experiments have so far been started in
eight localities in Kenya. The participating communities start revolving drug
funds with assistance from UNICEF. The community pharmacy, which was started
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with this assistance, is stocked with generic drugs from the essential drugs
list. Prices for these drugs are modest. Members of the community pay for drugs
directly to the pharmacy. The money goes into the revolving fund. Due to their
moderateness these prices are considered reasonable both by consumers and
providers and do not, therefore, discourage use of drugs or their stocking.
Consequently, it is hoped that the revolving drug fund will help community
pharmacies maintain adequate stocks of essential drugs. The other sources of
drugs in the community are general retail shops and private pharmacies. Private
pharmacies are concentrated in big urban centers, however, which are hardly
accessible to ~ural communities.

1.4 RESEARCH QUESTIONS

Health insurance is an essential mechanism of paying for ~ealth services
in a situation where provision of these services is privately financed. The need
for health insurance in Kenya has been recognized by policymakers for quite some
time now, as exemplified by the establishment of NHIF in 1966 through an Act of
Parliament (Kenyatta National Hospital, 1988). This recognition raises several
pertinent issues. First, why have the existing insurance schemes not been
expanded to significantly cover rural populations and those urban residents who
derive their livelihood primarily from the informal sector? Second, what policies
need to be instituted to promote health insurance coverage across all social
groups? This is a crucial matter because reforms to provide medical services in
the public sector in accordance with market principles are now well under way.
This study attempts to tackle these issues by providing information on the
following empirical and contextual questions:

~ Against what types of illness-expenses do Kenyans generally insure
themselves? How do these differ across social groups?

What kinds of insurance markets (1n terms of structure, performance,
and conduct) exist in urban and rural areas in Kenya? How do these
affect the spatial and social distribution of health insurance
services?

~ What policy instruments need to be put in place to promote
development of the insurance industry in Kenya? What further
policies need to be pursued to ensure equity in health insurance
coverage 1n the population? Are there incentives that the government
can institute to encourage expansion of the insurance industry in
the health sector?
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2.0 DATA AND METHODOLOGY

2.1 DATA NEEDS

To ;onduct an empirical analysis of the research issues set out in Section
1.0, the following data were required: types of insurance in the country, includ
ing their principal characterhtics; public policy on insurance, esp~cially

health insurance; structure and performance of rural and urban insurance markets;
and types of health insurance coverage commonly purchased by the population.

2.2 DATA SOURCES

Data for this study were collected over a six-month period from four
sources, all of which are related to the insurance industry:

A Insurance coapanies, both those selling general insurance and those
specializing in health insurance;

Employers, both those who bought group health insurance for their
workers as well as those with workmen's compensation insurance;

Health care providers, primarily those providers whose services were
paid for through an insurance scheme, and

The Co..issioner of Insurance, the government official agency in
chary~ of policies that regulate the conduct and performance of the
insurance industry in the country.

2.3 STUDY AREAS

The survey was carried out between December 1992 and May 1993 in Nairobi,
Nyeri, and Machakos districts. Nairobi, with about two milHon people, is the
-country's administrative and industrial capital. Most of the insurance firms in
Kenya are situated in Nairobi. Nyeri, a small town of about 100,000 people,
serves a largely rural population of central Kenya. It is situated about 150
kilometers north of Nairobi. The town was chosen for the study mainly because it
serves a hinterland inhabited by a very large rural population-a key concern in
our study. The principal occupations of people in central Kenya are small-scale
commercial farming of coffee, tea and food crops such as maize, beans and fruits.

Machakos is the largest tewn in eastern Kenya, with a popuiation of about
80,000 people. It is situated some 40 kilometers southeast of Nairobi. There is
a variety of light industries in this town. Machakos town was chosen because it
is a peri-urban area in relation both to Nairobi and Nyeri; that is, it is
neither a metropolitan city, nor a small town. The short distance between
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Machakos and Nairobi makes it peri-urban, in comparison with Nairobi, but it is
not as rural as the town of Nyeri. Machakos serves as a satellite town for
Nairobi. Due to its proximity to Nairobi, it services a large urban and rural
population. The Machakos study site provides an opportunity to compare empirical
results from a peri-urban area with those from a largely rural (Nyeri) and an
urban {Nairobi} area. This comparison is important because it can provide a basis
for formUlating policies that would make health insurance services more
accessible to the people who reside in urban, as well as in rural and peri-urban
areas. As a1ready noted, most health insurance servi ces at the moment are
concentrated in the capital city.

2.4 FIELD-WORK DESIGN

The field research focused on four units of analysis: 1) insurance f~rms
(both those selling general insurance as well as those selling health insurance);
2) private health care providers; 3) employ~rs in the formal sector, and 4} the
Commissioner of Insurance. These units (except for the Commissioner of Insurance)
were further categorized into smaller units of analysis. In the employer
category, we drew samples from medium and large firms (those employing at least
20 people) for study. Within this category of firms, we created the following
observational units: manufacturing companies, agro-based industries, transport
firms, restaurants, ·banking, insurance, and health care providers. Within the
category of health care prOViders, we restricted the data collection activity to
hospitals, health centers, nursing homes, and maternity homes. The banking
subsector was classified into conunercial banks, financial institutions and
finance hijuses. Thus, the sample of firms (employers) studied included the
following: .

• Manufacturing companies;
• Agro-based industries;
• Transport firms;
• Restaurants or catering firms;
• Commercial banks;
• Financial institutions;
• Finance houses, and
• Coffee plantations.

Insurance firms were studied for the information on insurers only.
Hospitals, health cen~ers, and dispensaries were studied only as health care
providers.

Manufacturing firms and agro-industries that were sampled for the survey
were all situated in Nairobi. Also located in Nairobi were the insurance and
banking firms. The sample of transport firms, restaurants, and health care
prOViders, however, included establishments in rural, peri-urban, and urban
areas.-Coffee plantations were surveyed in Nyeri district.

The field-work design was such that information was collected from heads
or managers of the selected establ ishments. In the event of their unavailability,
the reqUired information was collected from their deputies. All those interviewed

21



were responsible people in decision-making positions. They included company
direc~ors, managing directors, chief accountants, chief personnel officers, and
hospital administrators.

2.5 SAMPLING STRATEGY

The sampling for the employers was based on a survey conducted by Kenya's
Central Bureau 0-'= Statistics (CBS) in 1991 on industrial and non-industrial
firms. A li~t of 1,3~8 industrial firms was compiled out of the information
provided by the CBS. The survey provided rich, firm-level information that
included the following: name of the firm, its principal activity, location, and
address. In terms of the three study areas, there were 1,300 firms in Nairobi,
20 in Nyeri, and eight in Machakos. Stratified and systematic random sampling
methods were used to select 146 employers for interviews.

These sampling procedures and the same justification for the sample size
were used to select additional 40 firms from the bankin'1 industry. All 38
registered insurance companies were included in the sample and 30 private sector
health care providers were selected. The size of the over~ll expected sample was
254 establishments.

2.5.1 Sample Implementation

Sample implementation was not without problems, however. A number of
sampled firms adamantly refused to participate in the study, citing time wastage
involved in completing the Cluestionnaires. This behavior forced the interviewing
team to abandon the refusing firms for the next firm in the sample .list. Other
firms refused to answer some of the 'questions, especially those that touched on
salaries. They said that secrecy concerning some aspects of their ~Derations was
necessary to ensure protection from adverse publicity in the event of su\;~ infor
mation 1eaking to unauthor~zed persons. These concerns 1ed to mi ss i ng i nfurmation
on a considerable number of questionnaires. A significant amount of time was
spent by the interviewing teams explaining the purpose of the study to the firms
that were being interviewed. This led to non-completion of some of the question
naires because the time allocated for interviews could not be extended. Further,
some firms had shifted their locations by the time the interviewing teams started
work and therefore could not be interviewed.

Other firms subjected the interviewing teams to unnecessary del ay in
returning the questionnaires they had filled out on their own (the finns had
insisted that they do this and the interviewers obliged). Due to these problems,
there was heavy attrition in original sample. Contrary to plans, the following
sample size was realized: employers (111), insurance firms (23), and health care
providers (19). The sample was distributed geographically in the manner shown in
Exhibit 2-1.
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EXHIBIT 2·1
DiSTRIBUTION OF THE STUDY SAMPLE BY TYPE

OF ESTABLISHMENT AND DISTRICT

Nairobi Nyerl Machakos Total

Agriculture 4 3 - 7

Manufacturing 35 4 2 41

Services 47 9 6 62

Health Care Providers 12 5 2 19

Insurance 23 - - 23

Informal 1 - - 1

Total 122 21 10 153

2.& ANALYTIC CONSIDERATIONS

In this subsection, we provide an analytic perspective (i.e., a conceptual
paradigm) that guides the study, and that we later invoke in interpreting empir
ical results. We analyzed the health insurance setting in Kenya from the perspec
tive of a standard competitive market model. This model is used as a benchmark
analytic con~truct rather than as a true description of the insurance situation
in Kenya. It helps Ullcover the shortcomings in the structure, conduct, and per
formance of health care insurance markets in Kenya, and how these problems can
be rectified by public policy. We begin by noting the fundamental result of a
competitive market. If a market is perfectly competitive, economic, efficiency
prevails both in the production and consumption of the good or service that is
being traded in that market. Consumption and production in this benchmark market
proceeds according to optimum rules of marginal costs and benefits. Departures
from these rules (except in well-known cases) typically imply economic ineffi-
ciencies, which need correction by public policy. '

Determination of competitiveness of a given health insurance market
requires that conditions for a perfectly competitive market be inspected. The
market characteristics to look for in carrying out this determination are:

• Number and type of health insurance providers;

• Number of potential customers for services of insurance providers;

~ Type and volume information about insurance providers;
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A Homogeneity or heterogeneity of service provided by insurers;

A Type and extent of government regulations, and

Nature of price fixing.

Cond i t ions that permi t app1ications of free market pri nci p1es in the
provision and/or financing of goods or services rarely hold in insurance markets.
Insurance markets, particularly in the health sector, are characterized by
peculiar attributes that adversely affect their performance (Feldstein, 1983;
Hwangi, 1992). The problere of asymmetry of information is one such peculiar
attribute in this situation. It occurs when both the insurer and the insured have
incomplete (or do not share the same) information on nature and extent of risk(s)
to be covered and the amount and packaging of benefits. Due to this problem, for
example, insurers take precautions so as not to fall into the -adverse selection"
trap. This precautionary behavior is detrimental because it excludes from
insurance markets people who would otherwise have been insured. Adverse selection
occurs when proportionately more people with high probability of making claims
join insurance schemes and fewer people with low probability of making claims
join them. When this occurs, the insurer eventually incurs losses because claims.
exceed the revenue that the insurer receives from premium payments.

Performance of insurance markets also suffers from the well-known "moral
hazard problem," which occurs when consumers use services unnecessarily, simply
because they are insured. These problems, among others, lead to inefficiencies
in health insurance markets, especially in low-income countries. These thepre
tical perspectives are used to interpret the empirical results presented in
Section 3.0.
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3.0 MARKETS FOR INSURANCE AND HEALTH CARE SERVICES

3.1 INTRODUCTION

This chapter gives an overview of the insurance market in Kenya. Each actor
in the market is reviewed separately before describing the market context in
which all actors are active participants.

The health 1nsurance market we descri be conforms to a we11-knowr. insur'ance
systems model shown in Exhibit 3-1. The model comprises three groups of actors
in a medical care provision process where there is no direct payment for medical
care. The first group in the diagram is made up of health care providers who are
essentially the sellers of health services. The second group consists of
employers and. individual households who need to buy medical care for their
employees and members, respectively. This group pays for medical care through a
third party, which consists of insurance companies. Employers and individual
households buy insurance from medical insurance companies, who in turn pay for
the medical cost claims made on employers and households by the health care
providers.

EXHIBIT 3·1
INSURANCE MARKET MODEL

. Company Health Care Service
Employers Services- Providers
(Buyers) Sellers

No direct payments

I
Insurance

Individual I-- Companies
Pay medical bills

3.2 OVERALL INSURANCE INDUSTRY

To begin with, notice that the health insurance system in Exhibit 3-1
connects twce markets: health services and insurance coverage. However, the market
fl!r health insurance is a porUon of a larger market for differont kinds of
insurance services. The supply side of the insurance market is maintained by
insurance sellers and the packages of insurance services that they sell.

At the time of the study, there were 38 registered insurance companies in
Kenya.' Twenty-three of these responded to our questionnaires, although, as noted
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earlier, not all questions were answered. One common business feature among the
companies is that each of the companies underwrites several different kinds of
risks. Exhibit 3-2 shows different types of insurance businesses and the number
of companies that are underwriting each kind of risk. Exhibit 3-3 shows common
insurance services in Nairobi for individual households (Mwangi, 1992). This
exhibit helps place our health insurance study in the context of the overall
insurance industry in Kenya. Notice that Mwangi uses a sl ight1y different
categorization of insurance businesses than the one used in this report. Within
Mwangi's categories, he~lth insurance is prOVided through life, personal
accident, and all risk insurance· schemes. Households seem to purchase 1He
insurance schemes more often than other forms of insurance (Mwangi, 1992). In
contrast to what we learn from households, the most common insurance packages for
corporations or businesses are marine, motor vehicle, life, public liability,
personal accident, and fire insurance (see also AppendiX A).

EXHIBIT 3-2
TYPES OF POLICIES, ANNUAL PREMIUMS, AND NUMBER OF COMPANIES

UNDERWRITING THE INSURANCE

Total Annual
Number of

Type of Policies
Number of

Premiums
Companies Writing

Policies , (Ksh)· the Insurance
) (n- 23)

Merine Insurance 1,466 215,679,014 13

Motor vehicle 13,716 - 622,080,297 16

Ut~ Insurance 2,866 241 ,339,000 08

Pensions 81 358,000,000 04

General\Miscellaneous Insurance 5,501 306,571,956 11

Public Usbllity 1,599 94,582,121 14

Individual Personal Accident 716 204,784,375 07

Heal1h Insurance 148 2,000,000 02

Group Medlnl Scheme Insurance 1,467 187,50i,e88 03

Fire Insurance 7,005 450,913,920 11

• US $1 was approxlmatelv Ksh.70 at the time of the survey.

Premium rates in the insurance industry' are determined by the individual
companies. Only rarely do companies consult the Association of Kenya Insurers
(AKI) before they determine premium rates. In the event that a company consults
AKI, it may have access to information on the whole market because all the
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companies are members of AKI. For example, AKI will know what premiums different
companies are charging for different types of policies.

During the interviews, the insurance companies were asked to state what
proportions of their clients lived in urban and rural areas. The analysis of this
question showed that the clients of the insurance industry are predominantly
urban (78 percent). Moreover, 80 percent of insurance agents operate in the urban
areas.

EXHIBIT 3·3
COMMON INSURANCE PURCHASES

BY HOUSEHOLDS IN NAIROBI

Types of Insurance
Number of Percent of

Respondents Respondents

Life Insurance 38 23.90
Fire Insurance 11 6.92
Burglary Insurance 4 3.67
Personal Accident 9 5.66
Insurance 6 3.77
All risks ~ 1.89
Professional Indemnity 2 1.26
Cash-in-transit Insurance 19 11.96
Motor Vehicles Insurance 5 3.14
Others 62 37.94

TOTAL 159 100.00

Source: Mwangl (19921, p.32

3.3 HEALTH INSURANCE
I NklUSTRY

Health insurance
is a very an unpopular
business ~ortfo1io with
insurance companies.
Only five of the 38 in
surance companies sell
medical insurance sche
mes as pure insurance
packages. Many insur
ance companies under
writing medical risks
nonnally package them
together with other
insurance coverage, or
require the employers
or employees to hold
other insurance schemes
with them. These other ~-'---------------------'
schemes include group
accident, death and disability, workmen's compensation, and group medical insur
ance coverage. Exhibit 3-4 shows the number of employers that participate in dif
ferent schemes for different companies. It is clear that most health insurance
coverage for people in employment occurs under these other schemes, but not
through direct health insurance. From Exhibit 3-5, it would appear that for many
emp1oyers, workmen's compensation (44) and group madical (20) schemes cover thei r
employees for a wide range of specific medical expenses, namely, hospitalization,
out-patient care,surgery, medication, consultation, laboratory, x-ray, loss of
limbs, and death. Other employers select some specific medical expenses within
this range, against which they buy insurance coverage for their workers under
different schemes. It is common to find a company with more than one insurance
scheme. For example, no company covers its employees for death or loss of limbs
under the individual medical scheme, but such coverage may occur under workmen's
compensation or a group medical scheme.

. .. Health insurance schemes are organized such that benefits can be drawn by
an individual, an individual and spouse, or an individual and nuclear family, and
by groups, corporations, or associations. Exhibit 3-6 shows different categories
of insurance beneficiaries within the Kenyan health insurance industry. The num
ber of insurance companies that package benefits for each category are shown. It

...
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is clear that group insurance packages are the most common risk-sharing arrange
ments.

The health insurance market is dominated by five insurance companies, which
share the direct health insurance business among themselves. Insurance companies
were asked to estimate the market share of the leading five health insurance
companies in Kenya's health insurance industry. These companies are ~isted below
in order of importance, based on their share of the market as determi ned by other
insurance companies:

1.
2.
3.
4.
5.

Madison Insurance Company
American Life Insurance Company
Jubilee Insurance Company
Pan African Insurance Company
Kenya National Assurance Company

..::

EXHIBIT 3-4
NUMBER OF EMPLOYERS AND HEALTH PROBLEMS COVERED.

UNDER DIFFERENT SCHEMES. •

Health Insur3nce
Workmen's Group Individual Group Accident OthersU

Scheme
Compensation Medical Medical Death & Disability

n-5n=75 n=45 n-7 n=30

Health Problems
Accidents 73 17 04 26 01
Normal Illness 06 28 03 01 01
Chronic 01 05 - 00 00 00
Condition 02 13 03 03 03
All Conditions

• n denotes the number of employers who indicated that they subscrib~ to the
particular

insurance scheme.
• • Others include personal life insurance, group life insurance and employer liability
insurance

Premium rates for health insurance are determined in the same way as those
for'genera1 insurance. The company determines the rate after observing the gen
eral market situation, but may consult other companies or the AKI before deter
mining its rates. The health insurance market was assessed as oligopolistic by
six insurance companies, while another six companies believed the industry is

,comp.ettttve. One..l1f the reasons w~y tMs mar-kat, with only a few ss11ars., could
be termed compstitive is because the companies do not sell insurance policies
directly, but through brokers and agents. The commissioner of insurance estimated
that there are about 3,000 insurance brokers and agents at anyone time in the
country. Insurance agents and brokers introduce a strong competitive element in
the insurance industry, thereby making insurance markets highly contestable.
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EXHIBIT 3·5
SPECIFIC MEDICAL COSTS AND THE NUMBER OF COMPANIES THAT UNDERWRITE THEM

UNDER THE DIFFERENT INSURANCE SCHEMES·

Health Insurance
Workmen's Group Individual Group Accident Other·

Scheme n-72 Compensation Medical Medical Death and
• n-5n-45 n-7 n-33 Disability

Benefits:
Hospitalization 12 09 02 . 05 01.
Out-patient 13 07 02 03 01

Surgery 13 11 02 04 01

Medication 15 11 02 04 01

Consultation 12 09 02 04 01

Laboratory 13 09 02 04 01

X-Rays 12 10 02 04 01

LossofUmbs 26 09 00 16 01

Death 19 06 00 19 01

All the above 44 20 05 13 01

Other 00 00 00 00 03

• wnw denotes the number of employers who Indicated that they subscribe to the particular
Insurance scheme•

•• Others Include personal life insurance, group life Insurance, and employer liability
Insurance.

Contestability in the insurance industry can further be increased by deliberate
government policy.

The growth of the health insurance sector has been very slow since
independence. As has been demonstrated in the previous exhibits, coverage for
medical care costs for the labor force in the formal sector has been attained
mainly through group insurance policies. There seems to be potential for
expanding coverage for this group of the population through a variety of group
policies. Based on information available from six insurance ccmpanies, it is
clear that during the 10 years between 1980 and 1991, group policies increased
by more than 265 percent, from 123 policy packages to 450 (Exhibit 3-7). These
figures do not only reflect growth in group insurance, but also an expansion of
employment 1n the formal sector over the same period. Consistent wit~ this is the
finding that health insurance claims increased by 162 percent, from 450 claims
in 1980 to 1,419 in 1991 (Exhibit 3-8). While the percentage growth seems

-sj)eGtuGa-laF,---the- number- afelaims per group- per year still remains small (Exhibit
3-6). There does not seem to be an obvious explanation for the low level of
claims. It appears that employers would like to keep the number of claims low to
avoid increases in premiums. Employers might be discouraging their workers from
making unnecessary claims so as to keep premiums down. This is plausible because
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EXHIBIT 3·6
DISTRIBUTION OF THE COMMON CATEGORIES OF POPULATION GROUPINGS FOR

PACKAGING HEALTH INSURANCE AND HEAL;rH-RELATED INSURANCE IN KENYA, n-17

Category of Insureds Number of Times Number of Companies
(Individual and Other) Mentioned Writing It Proportions

Individual Separately 11 11 0.66

Individual and Spouse 11 11 0.66

Individual, Spouse, and 10 09 0.53
Nuclear Familv

Groups 12 13 0.77

Others, e.g., Corporations 03 03 0.18
and Associations

most of the group insurance schemes are noncontributory, ;n the sense that
employees do not contribute to the premium. It should also be noted that all the
private schemes complement the compulsory NHIF.

3.4 HEALTH SERVICES INDUSTRY

The sample of health providers that provided data for this subsection came
entirely from the private sector because health care services in the public
sector faci1iti&~ were not paid through insurance. After the recent introduction
of user fees, however, there has been a policy change to enable public sector
health facilities to be reimbursed for hospitalization expens\~s incurred to treat
beneficiaries of the NHIF. Government facilities can request reimbursement at a
predetennlned rate from the NHIF. The NHIF is now a major source of health insur
ance revenue for both government and private s,ector facilities (Repub1 ic of
Kenya, 1993).

Health facilities in the private sector are fewer than those in the public
sector. In Nairobi alone, there are 30 private facilities (excluding individual
medical practitioners' surgeries), compared to 95 public facilities run by the
Ministry of ,Health and the Nairobi Municipality. The study sample comprises 12
hospitals, one health center, four nursing homes and two maternity homes.

He;a1th insurance is used to pay for a wide range of medical care services.
Exhibit 3-9 shows the specific medical care services for which private sector
facilities were compensated by insurance schemes.

Patients who are paying for medical 'care through insurance use hospitals
proportionately more than all other facilities combined. Not only do hospitals
collect more insurance revenwe than the other smaller facilities, but hospital
costs are higher for equivalent services (see also Appendix 8). There are three
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EXHIBIT 3·7
SUMMARY OF THE GROUP INSURANCE POLICIES SHOWING

INCREASES BETWEEN 1980 AND 1991
(Onlv abc companiea provided thl hlatorlcal information)

Year
Number of Groups

Number of people Total Premium, Ksh·
(policies)

1980 123 100,000 70,000,000

1981 130 105,000 72,000,000

1982 137 110,000 75,000,000

1983 150 117,000 79,000,000

1984 159 120,000 80,000,000

1985 172 130,040 83,000,000

1986 211 146,634 88,823,018

1987 201 , 150,250 91.564,550

1988 218 151,232 95.50~,805

1989 223 180.746 99.233,411

1990 333 201.207 112,453.620

1991 450 221,855 123,386,624

• US ., was approximately Ksh. 70 at the tim. of survey.-
possible explanations for this apparently non-conventional health, care-seeking
behavior.

• The private hospitals are concentrated in the urban centers where
there is also a higher population density relative to rural centers;

Quality of care is perceived to be higher, in the private hospitals.
The insured prefer hospitals to the lower-level facilities, such as
health centers or dispensaries (see Mwabu, 1989) for a description
of dpmand patterns within a referral system, and

Insurance reimbursement payments are higher for hospitals with lower
out-of-pocket expenses for the patients.

Patients who 'used health insUrance in our sample originated from among
employers in the following proportions: private companies, 35.6 percent; fJrivate
groups, e.g., professional associations, 5.0 percent; private, in~ividual

employers, 11.1 percent; parastatals, 10.3 percent; government, 9.8 percent;
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EXHIBIT 3·8
INCREASE IN HEALTH INSURANCE
CLAIMS BETWEEN 1980 AND 1991

Number of Value of the
Year Claims Claims (Ksh)·

1980 540 22,000,000

1981 610 24,000,000

1982 620 280,000,000

1983 640 31,000,000

1984 660 34,000,000

1986 687 37,036,482

1986 705 39,172,678

1987 744 40,328,201

1988 826 43,138,236

1989 922 45,320,880

1990 1218 48,729,326

1991 1419 58,962,582

·US$ 1 was approxima'!ely Ksh. 70
at the time of survey.

nongovernmental organizations, 7.1
percent; others, 20.2 percent. The
category "others" includes small busi
nesses whi ch are not regi stered wi i,n
the government as companies or as pri
vate clubs. The results show that
health insurance coverage is largely
available for people in formal employ
ment, especially in the private sector.
As the last user category indicates,
however, there is great potential for
extending health insurance coverage to
persons working in small, unregistered
businesses. This is an encouraging and
important finding.

3.5 GROUP USERS OF HEALTH INSURANCE
SERVICES

For this study, a stratified
sample of 146 private sector employers
was planned. Asample of 111 employers
was actually realized. It consisted of
seven agricultural firms, 41 manufac
turing firms, 62 service sector firms,
and one informal sector firm (theinformal sector is not registered with L.- ......_---I

the registrar of companies).

Data from employers enabled us to corroborate infonnation from the insurers
and he~lth care providers. The medical care services for which employers draw
benefits from health insurance have been discussed elsewhere in this paper (see
Exhibit 3-5). The benefits are packaged within the common health insurance or
non-health insurance schemes. Elements of these group insurance schemes include:
workmen's compensation, group medical schemes, individual medical schemes, group
accidental death and disability schemes, and pure medical insurance schemes.
NHIF, however, is the most important workers insurance scheme for most employers
(Exhibit 3-10).

Exhibit 3-10 shows that most employers combine other insurance with NHIF
as.-the-medicalcareprnvider is. comp9ns~t9d for only. part of the cos.ts by the
NHIF. It therefore becomes necessary for employers to buy other insurance cover
age to raise tile value of insurance entitlement for their employees. The presence
of firms in columns 1 and 3 of Exhibit 3-10, when NHIF is compulsory, can be
explained by the presentaticn of two facts. First, laxity in the inspection of

Employers in the private sector
.comprise the largest number of buyers
of health insurance packages. These
employers have a strong preference for
group medical schemes for their employ
ees.

32



EXHIBIT 3-9
SPECIFIC SERVICES

PAID BY INSURANCE

Service Frequencv

Hospitalization 11

Consultation 09

Drugs 11

Surgery 10

Out-patients 08

X-ravs 08

Laboratory 10

Diagnostics 00

the private sector by the government. NHIF has ~ ~

an inspection division which enforces the
collection and remittance of NHIF premiums, and
any company subscri bi n9 to NHI F" that is not
doing so is in contravention of the law. Second,
there are firms with workers earning less than
Ksh 1,000 per month. This is the case in some
low-class hotels, which, according to the law,
should be subscribing to NHIF. To avoid
confusion, it is in order to elaborate on the
interpretation of Exhibit 3-10. Row one of the
exhibit says that one firm in the agricultural
sector did not have any insurance at all, five
firms had NHIF and some other insurance scheme,
and one firm in this sector was not covered by
NHIF. The other rows are interpreted similarly.

Many employers do not rely entirely on
formal hea1th insurance schemes to pay for
medical care costs for their employees.
Employers have made other arrangements to pay
for part or all of some of medical care costsfor their workers. The most common practice is L- ~

to directly reimburse medical expenses to the workers. Workers have to spend
their own money first and then claim for refunds from the employer. This
arrangement· shauld be popul ar wi th employers because the requi rement . that a
worker spend his or her money first acts as a disincent~ve to abuse the medical
scheme. Many companies also sponsor their own health clinics for treating minor
aliments among their workers (Exhibit 3-1J).

EXHIBIT 3-10
FREQUENCY DISTRIBUTION OF NHIF AND NON-NHIF HEALTH INSURANCE SCHEMES

AMONG DIFFERENT TYPES OF EMPLOYERS

Type of Employer No Insurance NHIF & Other Other Insurance
Schemes Insurance Without NHIF

Agriculture 1 5 1

Manufacturing 2 36 3

Services 2 54 6

Informal - 1 -
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EXHIBIT 3·11
OTHER MEDICAL SCHEMES

(APART FROM NHIF & OTHER FORMAL INSURANCE)

Other Medical Care Arrangements Number of Firms Percent

1. No other arrangement 38 34.2

2•. Group Clinic 14 12.6

3. Company pays for medical care bills directlv to
6 5.4selected facilities

4. Company reimburses employees after they
24 21.6

spend their own funds

5. 2 & 3 (above) 15 13.5

6. 2 & 4 (above) 5 4.5

7. Others 9 8.1

Total 111 99.9

3.6 EMPLOYERS' QUALITATIVE EVALUATION OF THE INSURANCE

Employers experience problems as users of health insurance services. They
hold both unfavorable and favorable opinions about insurance schemes and have
suggestions on how to improve certain aspects of the schemes. Employers expressed
their views about the shortcomin~s of health insurance markets and schemes as
follows (see Appendix D for a full listj.

A Insurance is very expensive because premiums are very high;

A Insurance claims take too long to process because of the bureaucracy
followed during claims settlement;

A Compensation is not commensurate with the. cost of medical services;

Insurance companies sometimes dispute doctors' assessments of costs,
especi ally if they suspect fra1Jd;

Restrictions on who is to be covered under the insurance mean that
very few people qualify for insurance coverage, and

Existence of faked claims has generated extra scrutiny and suspicion
on the genuine claims by insurance carriers.

Nonetheless, employers supported potential and actual usefulness of insur
ance schemes. They emphasized that insurance cushions them against excessive
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medical care costs incurred by their workers. It enables poor workers who other
wise would have suffered under the burden of heavy medical bills to have quality
care in a convenient manner. They made general proposals as to how health insur
ance services and markets can be improved. Some of the suggestions made were the
following:

• Assessment of claims should be done early and fast enough to enable
prompt payment;

Employers and insurers sho~ld set and agree on general guidelines
for compensation;

The government should publish the true rate of inflation to enable
insurers to charge premiums and benefits appropriately, and

The government should sponsor and sustain a campaign to popularize
insurance, by passing the correct information on the insur'ance
industry to the population (see Appendix E for more suggestions).

To sum up, concerns of employers about the insurance industry fall into
~ four categories: a) doubts about the health of the economy and its ability to

support the expansion of the insurance industry; b) cost escalation in medical
care, which appears to be associated with insurance schemes; c) mismanagement and
operational inefficiencies in many insurance companies, and d) the inability of
the government to effectively regulate the insurance industry.

3.7 NHJF STRENGTHS AND WEAKNESSES

This section looks at the NHIF in tenms of infor~ation obtained from 89
employers who responded to NHIF-related questions. The re~t of the information
is from the few employers who were on ~ther health insurance programs. Questions
on NHIF focused on issues of its stre"gths and weaknesses and possible solutions
to the identified weaknesses. NHIF's strengths are found in its effective cush
ioning of households against exces~ive medical care costs. NHIF also responds,
to an extent, to the problem of equity in that it is a program that also covers
people of low income. Concerns about weaknesses have to do with management and
administration, cost escalation, and benefits determination and distribution.
NHIF is also perceived to have a major role to play in social financing of
medical care in Kenya.

Employers expressed their views about the strengths of NHIF (see Appendix
F for details) as follows:

NHIF pays a reasonable proportion of the hospitalization bill, hence
relieving the members of the heavy financial burden;

mifF 1s prompt in making payments to hospitals and this induces
hospitals to treat the beneficiaries of the NHIF well;
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NHIF is appropriate and beneficial to low-income earners who cannot
afford other expensive medical insurance schemes;

A NHIF caters to health needs of the entire family, and

A Members of the NHIF can be admitted to any hospital they prefer so
long as it is recognized by the NHIF regulations.

Employers also identified shortcomings in NHIF, which they expressed as
follows (see Appendix G for details):

Out-patient bills are not covered; the existing coverage for medical
bills is not adequate;

A The reimbursement by NHIF is minimal;

A The bureaucratic procedures followed when claiming money from NHIF
are cumbersome and wastes time;

The premiums are high while benefits are quite limited, and

The reimbursements are based on fixed rates for some hospitals,
while for others the rebates are too low.

Suggestions as to how to improve NHIF as put forward by the employers are
as follows (see Appendix H for details):

A NHIF should also cover the out-patient costs;

4 Compensation should not be delayed;

.. The NHIF should pay for the total hospitalization bill, and

.. The services should be improved, e.g., by decentralizing adminis
tration of the NHIF.

There is an apparent contradiction between some of the stated strengths and
shortcomings of the NHIF. Some employers indicated that NHIF offers adequate com
pensation while others stated the contrary. This is a reflection of the ongoing
debate as·to how to improve the NHIF. The mixed experiences that employers ~ave
had with the NHIF is an indication that NHIF treats employers (or users of its
services) differently, but in an undesirable manner. This should not be so.
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4.0 DISCUSSION AND POLICY ISSUES

4.1 INTRODUCTION

This chapter discusses the results of the study and presents preliminary
policy options. The discussions begin with the structure and problems of expan
sion of the health insurance market. The role of the various actors in the market
is highlighted. The last section of the chapter discusses policy questions based
on the problems as identified by groups of key actors in the insurance industry.

4.2 HEALTH INSURANCE MARKET

In many respects, the health insurance market does not approximate a com
petitive market. The number of buyers in this market is large, but the sellers
are relatively few. This observation becomes clear when the general insurance
market is partitioned into health and nonhealth compdnents. At anyone time only
11 of the existing 38 insurance companies underwrite any risk that includes medi
cal care costs. Further, only five companies have health insurance as an indepen
dent business portfol io. Barriers to the expansion of the health insurance market
f1ll into the standard textbook problem categories for the insurance industry in
any econo~. What is important about them is their specificity in respect of the
Kenyan economy. Consider, for example, the following aspects of the medical in
surance market.

Adverse selection. The typical adverse selection problem is characterized
by t~e aged and the chronically sick buying insurance, while the young and the
healthy adults aVu1d it. In this category we also include the buyers with low
incomes, and low levels of ~iteracy. The insurers take precautions not to issue
coverage to people who would ha~e problems maintaining their premium accounts.
If the insurers did not take this precaution, their insurance business wDuld be
unprofitable. In the case of Kenya, medical insurance companies try to avoid
self-selectivity problem by selling insurance mainly to corporations, or associ
ations of professionals, or high-income individuals. In fact, even the government
sponsored insurance scheme, the NHIF, also follows this policy and targets its
,insurance sales to high-income individuals.

/lora1 hazard. Concerns with this problem include rising costs due to
increased demand for medical care (for those with insurance) and consequently
unnecessarily high- claim rates. Insurance companies assess the health insurance
portfolio as a 10w-profit-business line because of the moral hazard phenomenon.
In Kenya, excessively high-claim rates, especially at the NHIF, is a serious
problem. This is one of the reasons why insurance companies were reported to be
slow in settl ing medical expense claims submitted by health facil ities or
individuals.

Cost escalation. Premiums are rising due to increased medical bills,
inflation, and fraudulent claims. Medical costs are also believed to be rising
because they are paid for by insurance. Many employers felt that rising insurance
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premiums are undermining their ,Ibil ity to buy insurance coverage for their
employees.

Administrative bunden. The respondents in our study felt that costs of
administering the programs are rising because the process of determining the
premiums is difficult; costs of services of assessors and actuaries are rising
and documentation has become quite expensive.

Insurance companies felt that these problems hinder their abil ity to expand
insurance services.

4.3 MEDICAL CARE PROVIDERS

The medical care providers who participated in health insurance markets are
predominantly large hospitals from the private sector. Virtually all thase hos
pitals are in the urban areas. Moreover, they were being utilized mainly by
people in formal employment, confirming that most of the people enrolled in
insurance schemes have fonmal employment in the private and public sector in
urban areas. This is the well-known problem of urban bias in economic development
in a predominantly rural or agricultural economy.

4.4 THE S~ECIAL PROBLEM OF COST ESCALATION

Cost escalation is a common concern to all actors in the health insurance
market. It manifests itself in the form of excessive medical bills to the insur
ers; high costs of providing medical care to the providers; high premium rates;
and inadequate coverage against medical biJ1s. Any intervention aimed at arrest
ing the problem of cost escalation will have to include all the actors 1n the
medical insurance market.

4.5 POLICY SCENARIO

The study has focused mainly on the supply side of the health insurance
industry by examining in detail insurers and health care providers. Employers who
make up only a part of the demand side of the industry have also been studied,
however. For the purpose of keeping the scale of the study small, an important
component of the demand side which has not been addressed is the individual
household insurance user, who is also a potential user of medical insurance.

To formulate a comprehensive policy package for the industry, a thorough
analysis of the demand side will be necessary. The study has identified several
policy options, but they will need more work to concretize intervention designs:

.. The pervasive aversion to risk taking in the health insurance
industry by the insurance companies can be moderated by better
information flow between all the actors in thp, industry. (Only five
out of 38 registered insurance companie~ were running health
insurance as "stand-alone l' or pure business portfo1 ios.) The
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government in concert with the AKI can begin to formulate a program
for this purpose. Some of the activities of the program might
include:

A campaign to popularize health insurance by disseminating
information on existing insurance schemes to the population.

Government and AKI should sponsor production and distribution
of booklets and other printed materials on health insurance.
These booklets should be written in informal language directed
to ordinary people.

Given that cases of AIDS are increasing, insurance schemes to
cover costs of treating this catastrophic disease should be
explored.

Cost escalation cannot be removed permanently from the insurance
market but it can be monitored and regulated to prevent it from
getting out of hand. Amechanism needs to be set up to monitor the
cost escalation problem and interve~e when necessary. Appropriate
interventions would raise the level of investors' confidence in the
insurance industry.

The government should regularly make avai lable to the insurance
industry information on "the health of the econo~" e.g., inflation
rates, population-based socioeconomic parameters, and epidemiolog
ical data on imp~ttant diseases.

Both fraudulence and mismanagement in the insurance industry, which
discourage the would-be insurance buyers and industry inve~tors,

should be addressed. The Commissioner of Insurance should estab~1sh
a broad-based standing force to police and enforce ethics in the
industry so as to reduce fraudulence. The force should have legal
backing.

In the case of NHIF, some of the issues raised in the study have
been taken up. in the proposed reform of NHIF (NHIF, 1992). These
include upward adjustment of premiums and reimbursement rates and
decentralization of some of the administration functions of NHIF.

This study has not delved into the insurance law, but several
observations which could be addressed by adjustment of the law may
be made:

~ There is need to liberalize the investment policy in respect
of premium revenue. At present, there is a legal restriction
on the kind of investment for which premium revenue can be
used. insurance firms shouTd be allowed the fl exi bil ity to
invest the revenues as profitably as possible.
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In the short run, the government should give a tax moratorium
on profits made on health insurance. The moratorium would need
to be reviewed when the industry has expanded.

This study has not investigated the rural medical care pre-payment
schemes, but it has established that formal market insurance is a
sma11 part of non-exchequer fi nance for heal th care. It covers
mainly the salaried work force. It is almost non-existent in the
rural areas. In the short and medium term, there is an urgent need
to encourage and support rural community-based schemes because they
will have a broad population base. Also to be supported are
insurance schemes for small informal businesses in urban areas. The
study shows there is great potential in extending medical insurance
coverage to those working in such businesses. (About 20 percent of
participants in the medical care insurance schemes in our sample
were from small or unregistered businesses.)
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5.0 SUMMARY AND CONCLUSIONS

This study set out to answer three Questions about health insurance in
Kenya:

~ Against what type of illness expenses do Kenyans generally insure
themselves? How do these differ across social groups?

What kind of insurance markets exist in urban and rural Kenya? How
do these affect geographical and social distribution of health
insurance services?

What pol icy instruments need to be put in place to promote the
development of the insurance industry in Kenya? What further poli
cies need to be pursued to ensure equity in health insurance cover
age in the population?

The study has not been exhaustive in answering all the aspects of these
questions because of resource limitations and because it was not possible to
conduct an exhaustive field survey_ Paucity of data has also been a limitation.
The study has established, however, that there is an active health insurance
industry in Kenya, with a small number of insurance companies offering a variety
of health insurance packages. Despite the small size of the market, a wide range
of medical care cost risks are covered. Medical cost infonmation in the industry
in most cases is maintained in medical cost categories rather than in disease
categories. Insurance coverage is bought against costs of hospitalization,
surgery, medication, and x· '~ys_ In many developing countries, it is the urban
population in the formal sector that is ipsured. But our study also shows that
the potential for extending health insurance to the informal sector in the urban
areas is substantial. This is a major.findin~ of this study, and merits further
scrutiny.

The health insurance industry is facing major problems of a traditio~al

nature, including adverse selection, moral hazard, cost escalation, and adminis
trative burdens. Policy options which need further study have been suggested in
areas of dissemination of insurance information, improvements in administration
and management of insurance schemes, special insurance schemes for AIDS, monitor
~ng and supervision of the insurance industry, and exploration of rural, commun
ity-based insurance schemes, as well as schemes for unregistered small businesses
in urban areas.

Finally, we make the observation that market-oriented health insurance will
develop only slowly in Kenya, hence the need to explore alternative ways of
social financing for health care. One of the crucial analytical neads in this en
deavor is to learn about responsiveness to community and household demands for
health care and health insurance to the ongoing health care financing policy re-

·~iriW~ ~-~o~::ramf~:; ~:ew~~~t~tu~e'd°~tnanlto~:r~f~~~ftj~~i,~t' ~al~e"th:Og~~::~m~rit
health sector, and as medical care costs in the private sector are adjusted due
to changes in macroeconomic aggregates, such as inflation and foreign exchange
rates.
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APPENDIX A
TYPES OF POLICIES AND NUMBER OF COMPANIES UNDERWRITING THE INSURANCE

No. of No. of No. of
Total Annual No. of Com-

Type of Policies Groups People Policies Premlums\ panles Writing
Kshs the Insursnce

Marine Insurance - - 1,466 216,679,014 13

Motor Vehicle
13,716 622,080,297 16

Insurance - -
Ufe InsL:rance - - 2,866 241,339,000 08

Pensions Schemes - - 81 359,000,000 04

General\Mlscellaneous 5,501 306,571,956 11Insurance - -

Public Uablllty - - 1,599 94,582,121 14

Individual Personal
716 204,784,375 07

Accident - -
Health Insurance 18 700 148 2,000,000 02

Group Insurance Group 310 201,307 1,467 187,507,688 03
Medical Scheme

-
11Fire - - 7,005 450,913
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APPENDIX B
TOTALS OF PATIENTS BY FACILITY TYPE DURING THE YEAR 1992'

Nature o~ patient
Out·patlents In-patientsFacility Type

Hospitals 375,565 76,299

Health Center 4,000 1,200

Private Dispensarv 00 00

Nursing Home 2,714 5,920

Maternity Home 6,053 2,330

Totals 388,332 85,749

• All are paving patients because private sector facilities charge for health
care. The proportion of the patients who paid through insurance is not known.
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APPENDIX C
HEALTH INSURANCE EXPANSION PROBLEMS OF THE ECONOMY AND THF. MARKET- ---

CONSTRAINTS

1. Rising costs of medical services
~.

2. Dishonest clients and\or moral hozard

3. Low premiums

4. Documentation Is expensive, e.g., t~~ ·::--;::.ts of forms that need to be completed and the time
It takes to complete them -

5. Income per capita Is too low fu the people to afford Insurance

6. Premium determination Is usuallv difficult

7. High claim rate

8. Reimbursement from NHIF Is too I;,w

9. Health Insurance Is 8 high·rlsk business

10. People generally have a negative attitude towards Insurance (so seiling Insurance to the public
Is difficult)

11. The level of Illiteracy Is too high (people do not know much about Insurance)

12. The seiling of the Insurance Is done mostly by nonprofessionals (salespersons) who do not
have adequate knowledge of Insurance

13. The economy Is poor -

14. There Is spiralling Inflation -
15. Administration expenses are too high
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APPENDIX 0
BARRIERS ORIGINATING FROM DV:-~CULTIES IN OPERATIONS

'_10·"

PROBLEM

1. Some claims are difficult to handle, e.g., In determining the exact CBuse, loss, and manner of
compensation

2. Fraudulence Is highly prevalent

3. Much time and money are spent on loss assessors, adjusters and Investigators

4. Lack of supporting documents or claims details

5. Improperly completed proposal forms

6. Dalayed disclosures and reponing (poor communication)

7. Non-compllance with conditions and terms of policies

8. Inflation problem makes settling the correct claims value difficult

9. Leek of cooperation between\among Interested parties

10. Fraudulent claims

11. Lapsed policies (whether to payor not and If so, how much)

12. Leek of understanding of the basis of coverage and terms and conditions of the policies by
the claimants and, at times, by the Insurers themselves

13. Payment of partial premiums

14. Lack of\lste follow-ups on claims -

15. Igl.~ranceof procedures

16. Pressure to settle claims by claimants
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APPENDIX E
EMPLOYERS' PROPOSALS ON HOW IMPROVEMENTS CAN BE ATTAINED IN

THE HEALTH INSURANCE INDUSTRY

Recommendations Frequencv
Recommended"

1. Assessments should be done earlv and fast enough to enable 29
immediate payment.

2. Employers should revise insurance schemes and increase coverage. 13

3. Abolish coverage restrictions and encourage coverage for everybody 12
willing to enroll In insurance.

4. The government should reveal the rate of Inflation to enable insurers to 04
change premiums and benefits appropriately.

5. The labor office should be more efficient. Continuous training and 02
retraining should be encouraged.

6. The scheme should be made commercial and privatized. 02

7. There is 8 need to develop 8 guideline and schedule for compensation. 02

8. The policy condition, terms, and procedures should be made known to 02
the clients earlier, e.g., at the time of taking the polley.

9. Better schemes with improved terms and conditions need to be 01
developed.

10. Recognized professional doctors should be engaged in the claim 01
assessment and not just any doc:or.

11. Experts should advise manufacturers (emplovers) on security so that 01
they can take up coverage.

12. Government shoullt improve health systems and subsidize insurance. 01

13. Rebate rates should be directly related to premium contributed. 01

14. The insurance should cover the immediate family. 01
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APPENDIX F
STRENGTHS OF NATIONAL HOSPITAL INSURANCE FUND

MENTIONED BY EMPLOYERS

Strengths
Frequency
Mentioned

1. Pays 8 reasonable proportion of hospitalization bill, hence relieving the 50
members of the heavy financial burden.

2. It is appropriate lind beneficial to low-income earners who cannot afford 08
other expensive medical schemes.

3. NHIF Is prompt in making payments to hospitals. Members are therefore 06
well attended at the hospitals.

4. It is an affordable way of Insuring against cost of III health. 03

5. Caters to the entire family's health needs. 02

6. Members can be admitted to any hospital as long as It Is recognized by the 02
NHIF.

7. Being compulsory, It forces employees earning at least Ksh. 1000 monthly 02
to meet payments for insurance coverage.

8. Enables saving for future. 01

9. Rebates have been improved from minimum of Ksh. 150 to Ksh. 450 per 01
night.
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APPENDIX G
SHORTCOMINGS OF NHIF, AS CITED BY EMPLOYERS

Shortcomings
Frequency
Mentioned

1. Out-patient bills are not covered\does not cover adequately. 24

2. Thit reimbursement Is mlnlmal\not substantial. 22

3. The bureaucracy (red tape) followed when claiming Is cumbersome and 16
wastes time.

4. The premiums are high while benefits are limited. 16

5. The reimbursements are limited and dependent on the hospitals attended. In 07
some hospitals rebates are too low.

a. Card processing, which Is done at the headquarters, takes too long. 06

7. Some people contribute and never benefit. 05

8. It favors the rich who can afford to meet the high initial ~c",'t!'llike 05
transportation and admission fees.

-,

9. Cards are not received on time. 04

10. People do not gain from the scheme; it is therefore useless. 04

11. Registration and renewal of cards is cumbersome. 03

12. It Is a form of tax rather than Insurance. 03
0-

13. NHIF workers are not dedicated and behave as If they are doing one a favor. 02

14. Clal~ without an NHIF card take too long. 02

15. The administration of the fund Is slow and tedious. 02

1a. One does not get the required kind of treatment. 02

17. The claimant may inflate the bill. 02.
18. Mismanagement. 02

19. Reimbursement should be based on the categories of employees' 02
contributions so that the higher the amount contributed, the more the rebate
entitled to the contributor.

20. There are non-elalm discounts, like those given In motor Insurance. 01

21. The monthly contribution to the fund by emplo.yees reduces one's net salary 01
and hence the disposable Income subsequently.

22. The strict deadlines given for deductions and remittance of contributions is 01
botherscn'.e.

23. Wrong people (non·members) are given the cards. 01

24. There Is room for fraudulent practices. 01

49



::

APPENDIX G
SHORTCOMINGS OF NHIF, AS CITED BY EMPLOYERS

Shortcomings
Frequency
Mentioned

25. If one does not claim over any glvan period, the amount contributed or IlIt 01
least part of It should be refunded.

26. There are not sufficient checks made to ensure that NHIF stamps are not 01
sold by unsc:rupulous peruons.

27. One has to be hospitalized to benefit from NHIF. 01

28. The services are below standard. 01

29. It does not cover drug's and consultancy. 01

30. Most workers are low-Income earners and cannot make use of funds as they 01
cannot afford to go to expensive private hospitals.

31. If one does not claim, the money Is lost. 01

32. Patients whose contribution Is not received In the month they need benefits 01
do not receive them.

33. Age factor Is used to exclude some of the children, especially those over 18 01
years, yet some of them are not Independent.

34. It Is more of an accommodation scheme than a medical scheme. 01

35. It Is not flexible In cases of change of the malden name. 01
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APPENDIX H
SUGGESTED IMPROVEMENTS TO NHIF AS GIVEN BY EMPLOYERS

Suggested Improvement Frequency
Mentioned

1. Compensation should be Increased. 19

2. Should also cover the out-patient. 15

3. The fund should pay for the total bill, i.e, the correct amount. 13

4. Services should be Improved, e.g, by decentrall7lng them to achieve 13
efficiency.

5. Claims settlement should be faster. 10

6. The contrlbudo"!s should be lowered and fixed for everybody. 08

7. Should be extended to cover doctors' fees, drugs, surgery, etc. 07

8. NHIF personnel should be more professional and straightforward. They 06
should change their undesirable and corrupt attitudes.

9. Make the method of obtaining cards easier. 06

10. The refundable amount should be In line with the market rate. 05

11. There is 8 need to make an Immediate rebate to the hospital. Prompt Issue 05
of rebates should be encouraged.

12. It should pay at least 50% of all bills, including medicine, doctors' fees, 04
etc.

13. Make compensation proportionate to the contribution. 03

14. Contributions should belong to the contributors, just like in NSSF. 03

15. Strengthen the fund administration. 03

16. The fund should cover the whole family, including children over 18 years. 03

17. Invest the NHIF revenue wisely to maximize returns and thus provide more 02
benefits to contributors.

18. The records should be computerized. 02

19. Should be structured like 8n Insurance scheme whereby people can claim 02
for other medical expenses.

20. It should cover hospital deaths. 02

21. The fund should cover out-patients' services. 02

.22. Th~'T :hcu!d·;\Jc::titutastin-np S'r'stST"ii witn a e6t"1ifleate ~Y~Cffi • 02

23. There shoultJ be a -No Claim Discount.- 01

24. Increase the percentage of coverage. 01
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APPENDIX H
SUGGESTED IMPROVEMENTS TO NHIF AS GIVEN BY EMPLOYERS

Suggested Improvement
Frequency
Mentioned

26• Should also cover the small private clinics. 01

28. Should pay for specialized treatment. 01

27. The scheme managers should not misuse money received from the 01
contributor.

28. The scheme should cover those earning less than Ksh. 1000 per month. 01

29. Retrain the management. 01

30. Should "provide loans to contributors. 01

31. Should benefit the contributors who do not fall sick over the period of 01
Insurance.

32. The scheme should be run like motor insurance: third party coverage where 01
the contributor pays, for Instance, only the first Ksh. 2000 of the medical
bills and the NHIF pays the rest.

33. It should be managed as a proper insurance scheme. 01

34. They should have their own hospitals where the members could seek 01
medical attention.

35. The fund should be turned Into a cooperative so that the members cen 01
benefit. It should operate freely without government Influence.

36. Compensation should be a big fraction of the total contribution. C1

37. The NHIF should employ own management consultants and\or have private 01
auditors•
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APPENDIX I .
SURVEY INSTRUMENTS

SURVEY INSTRUMENT I:
EMPLOYERS' QUESTIONNAIRE

NAME OF INTERVIEWER Date _

1. Questionnaire Number _

2. Name of company _

3. Location of company: 1. Urban 2. Rural D·
District ~-

- ,

4. Designation of the respondent:
1. Manager
2. Director
3. Personnel Officer
4. Public Relations Officer
5. Other (specify) _

5. Nature of the company:

Principal type of business:

A) Agriculture:
1. Plantations (tea, coffee)
2. Dairy
3. Horticulture
4. Food processing
5. Other (specify) _

B) Manufacturing:
1. Agro-Industry
2. Metalworks
3. Textlfe and garments
4. Furniture and woodwork
5. Chemicals and pharmaceutical
6. Other (specify) _
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6.

7.

C) Service:

1. Banking
2. Transport
3. Commercialltrade
4. Civil service
5. Public service
6. Local authorities
7. Hotels and restaurants
8. Other (specify) _

D) Informal sector:
1• Food processing
2. Repairs/metal works
3. Textiles and garments
4. Cat~ring services.
5. Furniture and woodwork
6. Motor vehicle repair
7. Transport
8. Other (specify) _

Business ownership:
1• Private (Kenyant
2. Private (Foreignt
3. Parastatal
4. Government institution
5. Joint venture
6. Cooperative
7. Other (specify) _

At What is the current nUlTlber of employees by category?

Category Males Females Total

1. Casuals

2. Permanent:
Non·management
Management
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8) What is your total wage bill for:

Category Males Females Total

1- Casual

"I Permanent:J...

Non-management
Management

C) What is the minimum and maximum wage for:

Minimum wage Maximum wage
TotalCategory

Males Females Males Females

1. Casual~l

2. Permanent:
Non-malnagement
Management

8. A) Dc) you have a health insurance scheme/coverage for your employees "/

1. Yes 2. No _

(If No, go to question 15)

B) If Yes, what insurance schemes do you have?

1. NHIF
2. Workmen's Compensation
3. Group medical
4. Individual health insurance scheme

C) Other medical care arrangement made by the employer:

1. Company-sponsored clinic
2. Arrangement for treatment at different health facilities
3. Reimbursement after treatment
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NHIF

9. A) When was NHIF started by your company7

B) How many workers are covered7

1

Category Males Females Total

1. Non-Management

2. Management

C) What is the total wage bill for those who contribute to NHIF?

Category Total Wage Bill

1. Non-Management

2. Management

0) What is the minimum and maximum wage for:

Category Minimum Wage Maximum Wage

1. Non-Management

2. Management
10..-

-~

E) How many clainls did your employees make last year
under this scheme7

10. A) What are the strengths of NHIF7

B) What are the shortcomings?

ITIIIJJ

C) What improvement would you like to see in the NHIF ins,..Jrsnce scheme (list in
order of importance)?
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OTHER INSURANCE SCHEMES

11. A) How many workers are covered by insurance schemes other than NHIF?

Schemes Non-Management Management Date Started

1. Workmen's Compensation

2. Group Medical

3. Individual Medical

4. Group Accident,
OeathlDisability -

5. Other

B) How often are the premiums paid and how much are they?

1. Monthly

Scheme
2. Quarterly Total
3. Semi-annually Premiums (Ksh.)
4. Annually

Workmen's Comp~nsation

Group Medica!

Individual Medical
-

Group Accident, Death
and Disability

Other

C) Who contributes to this scheme 1

Scheme Employee Onli Employer Only
Total

Premiums (Ksh.)

Workmen's Compensation

Group Medical

Individual Medical

Group Accident, Death
and Disability

.. . ,.

Other
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D) What type of health problems are covered?

Schemes Accidents Normal illness Chronic condition All

Workmen's Compensation

Group Medical

Individual Medical

Group Accident, Death
and disability

Other

E) What are the benefits:

Workmen's Group Individual Groufl Accidental
Compensation Medical Medical DeathlDisability

1. Hospitalization

2. Out-patient

3. Surgery

4. Medication

5. Consultation

6. Laboratory

7. X-rays

8. Loss of limbs

9. Death

10. All the above

11. Other (specify)
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F) How many claims did your employees make last year under these schemes?

Claims Workmen's Group Individual Group Accidental
Compensation Medical Medical Death/Disability

Number of claims

Their total value
(Ksh.)

Number Honored

Why were others not honored?

12. With which company(ies) have you insured?

Name Public/Private Ownership

1.

2.

3. ___

4.

5.
0

13. What are the shortcomings in these schemes?

O. None _

1. Workmen's Compensation _

2. Group medical _

3. Individual medical _-=-..- _

4., Group, accident. and death _

59



14. What improvement would you like to see in these insurance schemes (in order of
importance)?

o. None

1. Workmen's Compensation

2. Group medical

3. Individual medical

4. Group, accident, and death

.. (Go to question 18)

THOSE COMPANIES WITH NO INSURANCE SCHEMES

15. A) Why don't you have health insurance for your employees?

1.

2.

3. ~

B) In the future, would you like to introduce health insurance schemes other than
NHIF for your employees?

yes _ No _ D

C) If yes, what kind of health problems would you like to see covered in the health
insurance scheme?

1. Hospitalization for employee and family
2. InjuriHs at place of work
3. Out-patient services
4. Dental services
5. Other (specify) _
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16. What insurance coverage do you prefer for 'lour workers: individual, group, or both?

1. Individual 0
2. Group
3. Both

Explain _

17. What mode of contribution would you prefer?

1. Employee only
2. Employer onlv
3. Government onlv
4. Employee and Employer

o

18.

19.

W~at are your views on health insurance for workers in your company?

Who would you like to handle health insurance in Kenya?

1. Private insurance companies
D

Explain _

2. . Government

Explain _

3. Parastatal insurance company

Explain _
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4. Non-government organizations (NGOs)

Explain _

5. Others (specify) _
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SURVEY INSTRUMENT II:
INSURANCE COMPANIES' QUESTIONNAIRE

NAME OF INTERVIEWER Date _

1. Questionnaire Number 0:0

2. Name of company:

a)

b) Date of establishment _

3. Location of company: 1. Urban __ 2. Rural __ D
District _

4. Designation of the respondent:

1. Manager
2. Director
3. Personnel officer
4. Public relations offic.:r

5. Other (specify) _

5. Ownership of insurance companies (1991):

Ownership
Total Assets (Ksh.)

Foreign Percent Local Percent

63



=

6. Insurance policy offered in 1991:

Type of Policies Number of Policies Annual Premiums

1. Marine

2. Motor V.I.
3. Life Insurance
4. Pensions
5. General Insurance
6. Public Liability

7. Personal Accident
a) Pure Personal
b) Health Insurance
c) Group Health Insurance

8. Fire

7. A) For companies not offering group or individual health insurance, are there plans to
enroll?

yes _ No _ D

8.

B) If No, what are the reasons?

How are health insurance premiums determined in your company?

1• The firm decides
2. Insurance firm consult other insurance
3. Government decides
4. Fixed cooperatively between 'government and insurance companies
5. Other (specify) _
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9. Number of health policies and their total value sold by your company in the last 10
years?

Group Policies Individual Policies Personal Accident

Year No. of No. of Total No. of Total No. of .Total
Groups People Premiums Policies Premiums Policies Premiums

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

10. What proportion of your clients are in:

A) Urban Areas

8) Rural Areas

11 • How many clients did you recruit last year in:

A) Urban Areas

8) Rural Areas

12. Do you have health insurance policy to cover the following:

1. Individual separately
2. Individual and spouse
3. Individual, spouse, and nuclear family
4. Groups (e.g., church groups)
5. Others (specify) _
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13. A) How many health insurance claims have you received annually in the last ten
years?

Number of Total Value Total Number of Total Value of
Claims (Ksh.) Claims Honored Claims Honored

Vear ~ 1
§ 1 §

i ~ 1Co
~

Co
~

a.
~

~

~e ::J :2 :::s
] e '8 Q) E '8 E

~ cu
~ Q. CJ Q. ~ Q. (!J a..

1980

1981

1982

1983

1984

1945

1986

1987

1988

1989

1990

1991

B) List four main reasons why claims were not honored in the last 12 months

Reasons Frequency (number) Value (Ksh.)

a) Group

1.
2.
3.
4.

(continued on next page)
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Reasons Frequency (number) Value (Ksh.)

b) Individual

1.
2.
3.
4.

c) Personal

1.
2.
3.
4.

C) What is the average peiiod (in months) for settling a claim? OJ

D) What problems do you encounter when settling claims (list three in order of
importance)?

1. -
-

..J 2.

3.

,..

14. A) What proportion of your annual insurance premiums do health insurance
premiums constitute on the average? OJ
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B) Has the annual proportion been rising or failing in the last 10 years?

1 2 3 4

Failing Constant Increasing Don't
Know

Group
1• As percentage of total policies

Individual

2. As percentago of total value Group

of Insured In the company Individual

C) How do you rate the potential of health insurance in Kenya?

a) Urban aree

1. High §2. Low
3. None

Explain

b) Rural area

1. High §2. Low
3. None

Explain

D) What constraints do you face in the provision of health insuranc:e (list three in
order of importance):

1.
--

2.

- 3.
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E) What measures do you think should be taken to ease the constraints that you face
(list three in order of importance):

1.

2.
3.

F) How would you describe the current health insurance market in Kenya
(competitive, monopolistic, oligopolistic, other (specify»:

-

~

15. A) Do you sell insurance through insurance agents/brokers?
Yes No _

B) If yes, how many do you use?

C) Where 8r~ they located (specify the number)?
Rural _

Urban _

o
DID

0) What special role do brokers/agents play in the marketing of !health insurance?

1.

2.
3.

E) Have they been successful in selling health insurance policies?

1. Yes 2. No _ o
Explain _

F) Are there any problems associated with selling health insurance through agents?

1. Yes 2. No 0
Explain _
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G) What is the current level of commission that you give to the agents/broj(ers?

Agent EEl
Brokers

H) How is this commission determined?

1• Through negotiations between ~ company and its agents
2. By the company
3. By the agent
4. By agreement between all the insurance companies
5. Ruling market rates
6. By the commissioner of insurance
7. Other (specify) _

·1

16. What is the market share of the top five health insurance companies in Kenya's health
insurance industry?

-
Name of Company Share Percentage

1.

2.

3. .

4. ..
5.
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SURVEY INSTRUMENT III:
INTERVIEW ~',cr 'EDULE WITH COMMISSICNER OF INSURANCE

Name of interviewer Date _

2. Designation of the respondent:

1. Commissioner

2. Other (specify) _

o

3. How many insurance companies do we have in Kenya at present? _

4. A) What are the main categories of insurance in Kenya '1

1.

2.

3.

Bl Trend of insurance growth in the last ten years (i980-199H:

Number anc~'Cat9g0ryof Insurance

:> g
~

CD !C'!g 01;CD c .Q
Year c ...

~ !~
o CD

0 en -= ~:2

~ C ~ c
~~

CD

:e :!~ CD CD! .f~ D:D- C'_

1990

1981
I

1982

1£83

1984
.. - . .. _._- _.-

1985 .-
1986
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Number and Category of Insurance

CD
;; ~ ~ e§ .Q~ l~..Year -e 0

~ ! ~i J5:!
~

0 <I)'
CD ci!:1 l~ ~

==
~~ 0.. ,,-

1987

1988

1989

1990

1991

5. A) Give a brief his\~ry of insurance in Kenya:

B) G.\fa :.: brief history of health in::;~mmc"J in Kenya~
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G. A) How many companies specialize in health insurance in the country

at present?

B) Who are they?

1.

2.

3.

4.

5.

6.

C) Which companies offer health insurance together with other services?

D

Name of Company Ownership Loc~tion Total Assets (Ksh.)

1.
2.
3. .
4.
6.
6.
7.
8.
9.

7. How are health insurance premiums determined in Kenya?

1. Each firm individually
2. Insurance firms consult each other
3. Government alone
4. Fixed cooperatively between government and insurance companies

8. How many insurance agents and brokers are registered through the
commissioner of insurance?
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9. A) What is the future potential of health imlurance in Kenya7

1. High __ 2. Low 3. None o
Explain _

:::
B) Is the current potential in health insurance fully exploited?

1. Yes 2. No

C) If No, what are the constraints (in order of priority) '1

o

Constraints Means of Removing Them

"2.

3.

-
10. How best would you describe the current health insurance market in Kenya

(competitive, monopolistic, oligopolistic, other (specify»:
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SURVEY INSTRUMENT IV:
HEA,LTH CARE PROVIDERS' QUESTIONNAIRE

NAME OF INTERVIEWER D~lte _

1. Questionnaire Number

2. Name of facility
:..

3. Location Facility:

1. Urban 0
2. Rural

-

4. Type of facility: --

1. Hospital D
2. Health center

3. Private dispensary

4. Nursing home

6. Other (specify) _ -

.-
D6. A) Designation of the respondent:

1. Chief Administrator

2. Director

3. Personnel officer
4. Public relations officer

6. Accountant

6. Other (specify)

B) State the volume of patients over the past 12 months:

In-patients EEH3Out-patients

C) What is your consultation fee (Ksh)7 o::o::J
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0) What is your rate for the general ward?

E) What is your daily rate for special rooms?

NHIF HEALTH INSURANCE SCHEME

6. Do some of your clients pay their bills through NHIF?

1. Yes 2. No

If Yes, how many of your patients paid their bills through NHIF in the
last 12 months?

7. Of the in-patient cases who paid their bills through NHIF in
the last 12 months, what proportion came from the following:

1. Companies
2. Government
3. Parastatals
4. private groups
5. NGOs
6. Private individuals
7. Others (specify) _

8. What proportion of your revenue came from NHIF in the
last 12 months7 .

9. Has the proportion been increasing or decreasing C:uring the
past five years7

1•. Increasing
2. Decreasing
3. No change

INSURANCE COMPANIES OTHER THAN NHIF

10. At Do some of your clients pay their bills through
insurance other than NHIF7

,. Yes 2. No

B) If Yes, how many cases paid through these insurance
in the last 12 months?
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11. What proportion of revenue came from other health insurance
companies' payments in the last 12 months?

12. A) Which services do patients normally pay for through insurance?

1. Hospitalization
2. Consultations
3. Drugs
4. Surgery
5. Out-patient
6. X-rays
7. Laboratory
S. Other (specify) _

CD

B) List the top three of these services in terms of the amount of money collected
annually:

.~
'!.~ 1.

2.
3.

13. Of the cases that paid their bills through insurance in the last 12 months, what
proportion came from the following:

1. Companies
2. Government
3. Parastatals
4. Private groups
5. NGOs
6. Private individuals
7. Others (specify) _

..

. 14. Has the proportion of revenue from insurance been increasing
or decreasing during the past five years?

1. Increasing
2. Decreasing
3. No change

15. What are the arrangements for payment of hospital bills?

1• Direct contact with insurance company
2.5mpk;~r atitheiizes iftsurance company to pay
3. Individuals make own arrangements
4. Employer/Employee/Insurance Company
5. Other (specify) _
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