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Executive Summary

The Global Fund to Fight AIDS, Tuberculosis, and Malaria has invested nearly US$900 million in Kenya since
2006, helping to contain the epidemics and scale-up access to critical prevention and treatment services. In
that time, Kenya’s responses to the three diseases have all seen great achievements and all still face
significant challenges. To sustain these gains and further strengthen epidemic control, the Government of
Kenya is increasingly exploring strategies to sustain progress and eventually transition away from external
funding and programmatic support for health, including for the three diseases.

In partnership with The Global Fund, the Government of Kenya is working to take stock of Kenya’s financing
landscape for health and the three diseases and to identify opportunities and challenges for sustaining
effective coverage of HIV, TB, and malaria services in the long run, mindful of macro-fiscal and institutional
constraints. Toward this end, a team of international and Kenyan experts from Results for Development (R4D)
collaborated with focal points in the Ministry of Health, National Treasury, Council of Governors Secretariat,
and National AIDS Control Council. R4D conducted a thorough desk review and qualitative fiscal space
analysis, 31 interviews about financing for the three diseases and the extent of alignment between public
financial management systems and health policy objectives, and a validation workshop with government
officials (see Box).

Kenya’s disease responses face a triple transition challenge: replacing donor funding, closing the resource gap
that would exist even with donor funding, and more efficiently delivering on program objectives. With several
priority HIV, TB, and malaria interventions heavily supported by donor funding, concerted action is needed to
increase government funding for the three diseases and to improve the efficiency of resource use.

Meeting the replacement challenge and Kenya’s overall health sector needs will require a combination of
mobilizing new revenue for health and efficiency gains; nether alone will suffice. New funding for health will
largely depend on macro-fiscal conditions, the government’s overall effort to collect revenue, and the extent
to which policymakers prioritize health within government budgets at the national and county levels. To
sustain current programmatic outcomes for the three diseases, the government will also need to look to
efficiency gains that can be reinvested in the health sector. Realizing efficiency gains is difficult and often
requires up-front investment.

The Global Fund can leverage efforts to ensure the sustainability of its investments in Kenya by anchoring
transition planning for the three diseases to Kenya’s forthcoming Health Financing Strategy through 2030,
which articulates an ambitious agenda for achieving universal health coverage through a social health
insurance scheme. Implementing the strategy will be a long-term project, and there will be many supportive
steps along the way through which the government, Global Fund, and others can collaboratively sustain—and
ideally expand—Kenya’s responses to the three diseases.

Box. The validation consultation process

The validation meeting was an essential component of the project’s effort to anchor analysis in the real-time priorities
and processes confronting counterparts in government. In addition to eliciting invaluable feedback on and insight into
the presented data and analysis for the research team, the meeting provided a space for focal points to discuss with
each other their foremost challenges and constraints. Particularly rich were discussions of the prevailing dynamics
within the health sector and between health and the National Treasury. Governance, leadership, change
management, and information asymmetries between the health sector that delivers services and the Treasury that
funds them all emerged as critical themes for future discussion and action within government, in partnership with
Global Fund and other donors.




Kenya’s financing challenge for the three diseases

Without external funding, Kenya’s unmet funding need for HIV, TB, and malaria would total KES 84 billion (USD
819 million) annually over the next three years. In reality, the Global Fund, US Government, and other donors
will invest KES 77 billion (USD 750 million) per year in the three diseases, meeting 92% of that need. This
represents a significant fiscal challenge: annual donor investment in the three diseases is expected to be 1.3x
the Ministry of Health budget and 3.9% of the overall national budget for FY 2017/18.

During 2018-2020, the Global Fund will account for 18% of total external funding for HIV, TB, and malaria, while
the majority (81%) will come from the US government?. The HIV response will attract more than 80% of
external funding for the three diseases and be predominantly supported by the USG. Global Fund will be the
leading partner for TB, the smallest of the three programs. The two donors will play a more balanced role for
malaria, which is the only program of the three in which government invests more than donors.

Donors mainly invest in (1) treatment and prevention activities, including commodities, and (2) programs
catering to priority and vulnerable populations. Most HIV money flows to ART and a range of general and
targeted prevention activities. TB funding focuses on care and prevention alongside investments in TB/HIV co-
infection and addressing multidrug-resistant TB. Facility-based treatment services and prevention efforts
involving insecticide-treated bed nets and indoor residual spraying are the priorities for malaria funding.

HIV, TB, and malaria program vulnerabilities stemming from inefficiencies and other

challenges in Kenya’s health financing and public financial management systems

Information asymmetry between the national and county levels constrains counties’ ability to sufficiently plan
for any future assumption of responsibilities by government. Counties want to be more involved in the
planning and budgeting for HIV, TB, and malaria activities, but do not yet feel equipped with sufficient
information to do so. The transfer of information from the national to the county level on the resources
required to support HIV, TB, and malaria activities would allow counties to develop costed strategic plans and
better-informed budgets. The protocol for information flow, including roles and responsibilities for sharing or
requesting information on total allocations for disease program activities at the county level, is unclear, but
growing county involvement in the GF KCM is promising.

Financial and programmatic responsibilities of the different levels of government (national versus county) and
sectors (public versus private) have yet to be outlined for HIV, TB, and malaria programs in the context of
devolution and declining donor funds. There is uncertainty on which program components the national or
county government would be responsible for financing, and which level of government and sector (public vs.
private) would implement activities in the context of devolution and declining donor funds. Non-state actors
play indispensable roles in both advocating for and delivering HIV, TB, and malaria services. Because they are
funded off-budget by the Global Fund and other donors, the long-term sustainability of these services will
depend in part on effective collaboration between governments and non-state actors, including suitable
budget structures and legal and regulatory frameworks for social contracting at scale. Off-budget funding may
not be sufficiently visible to government to inform strategic planning and resource mobilization. In particular,
while the GoK is critically involved in decisions about how to invest Global Fund money, the magnitude and
purpose of other donor money (e.g. from the USG) may not be well understood.

The policy environment for contracting out essential services, including for key populations, is uncertain. The
Kenyan Public Procurement and Asset Disposal Act 2015 provides a favorable legislative foundation that
allows the government to outsource services. However, in a situation where the government assumes
financial but not programmatic responsibility for various program areas, there is uncertainty around the

1This report assumes Global Fund Allocation and Catalytic funding for 2018-20 as proposed in Kenya’s funding request, submitted
May 23, 2017. The actual budget for Global Fund investments for the next funding cycle, including allocations to each principal
recipient, will only be known after grant negotiations and approval by the Global Fund’s grants approval committee (GAC).
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political appetite to engage in public-private partnerships to support essential services, including for key
populations. Importantly, there are not yet adequate systems and mechanisms for monitoring performance of
social contracts with non-state providers, who currently deliver a large share of key population programs.

The Ministry of Health does not feel equipped to present a sufficiently compelling case for increased domestic
allocation for the three diseases, particularly HIV, in the context of declining donor funds. Skepticism exists
around the costing of HIV resource needs. A contributing factor is that program-based budgeting has not yet
been implemented in a way that sufficiently monitors actual spending against programmatic objectives.
Furthermore, the centralized governance structure of HIV, TB, and malaria disease programs negatively
affects the perception of efficiency.

Siloed planning between disease programs and lack of coordination among donors limits opportunities to realize
efficiency gains. National control programs (e.g. HIV and TB) would benefit from increased coordination in
planning and implementation of activities for the three diseases, especially at the county level. Activities
should be increasingly situated in the context of a well-coordinated and integrated primary health care system
to benefit from important linkages to other areas of care (e.g., sexual and reproductive health).

Chronic delays in procurement and supply chain processes contribute to drug stock-outs and to low but
improving absorption of development budgets, especially in the MoH. KEMSA’s recent assumption of overall
responsibility for procurement has improved management and fostered a trend towards centralization of
procurement for all USG- and Global Fund—funded commaodities, with concurrent investment in KEMSA’s
capacity. Despite these overall improvements, historical challenges related to leadership and governance
were reiterated by respondents. To some extent, budget execution for procurement continues to be hindered
by a series of bureaucratic delays related to giving specifications for goods to be bought, nominations to
tender-evaluation committees, and disbursing funds from National Treasury.

Fragmented data systems and incomplete and/or low-quality data are bottlenecks to realizing near-term
improvements in budget formulation, and long-term (and potentially large-scale) efficiency gains from strategic
purchasing. Accountability measures are not yet sufficient to ensure the availability of complete, on-time,
quality data. This limits the ability to structure budgets accurately according to needs for priority populations,
programs, and services, and limits the compilation of data needed to support strategic, data-informed
purchasing of services.

Options for addressing program vulnerabilities and the financing challenge

More money for health

Meeting the replacement challenge and Kenya’s overall needs will require a combination of new revenue for
health and efficiency gains; neither alone will suffice. Mobilization of domestic resources for health tends to be
incremental. Meanwhile, opportunities to increase efficiency abound but are difficult to realize and often
require up-front investment.

In practice, the ‘replacement challenge’ may be greater or less than KES 77 billion depending on efficiency gains,
epidemic trends, and different cost structures between donor- and government-financed interventions.
Resource needs for the three diseases could continue growing, particularly as people newly infected with HIV
join the growing population of those on life-long antiretroviral therapy. The global policy environment also
lends considerable uncertainty to the trajectory of donor funding for health, so the necessary pace of
replacement is unclear.

Consistent with international best practice, Kenya has identified compulsory revenue options like taxes and
mandatory social health insurance contributions as the core of future health financing. Government funding for
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health, therefore, will largely depend on macro-fiscal conditions, government’s overall effort to collect
revenue, and the extent to which policymakers prioritize health within the government budget.

Accelerating progress toward Kenya’s goal of allocating 13% of government expenditure to health could
mobilize an additional KES 36 billion (USD 351 million) annually for HIV, TB, and malaria by 2022. This would
cover 27% of current donor funding for the three diseases, with another KES 87 billion (USD 849 million)
available annually for health.

Budget trends can guide dialogue on prioritizing health within the government budget. The MoH budget has
decreased as a share of the national government budget for several years and is expected to decline further
by 2019/20. County allocations to health have grown rapidly, but they are merely substituting for national
government resources. Health as a share of overall public spending has held steady or even slightly decreased
since 2014/15. Furthermore, health may already be crowding out other sectors at the county level given new
liabilities from collective bargaining agreements for public sector doctors and nurses. Government will want
to take note of whether new spending at the county level is enabling greater service delivery outputs and
outcomes, increasing wages, or both.

More health for the money

To sustain current programmatic outcomes, Kenya likely need not replace donor funding dollar-for-dollar.
Closer integration of siloed health programs into the broader financing, management, and service delivery
systems is likely to consolidate shared health sector inputs (e.g., program management, human resources,
health information systems). Reforms to enable broader efficiency gains will also be important.

Aside from enabling conditions, many specific opportunities for efficiency gain have been identified?, including:

e KES 4.8 billion (USD 47 million) more could flow to health this year from improving the MoH’s budget
execution to the government average, and close to KES 6 billion (USD 59 million) more by FY 2019/20.

e KES 1.1 billion (USD 10 million) annually could be repurposed to treatment and prevention services if
20% of GF and USG program management costs were recouped through streamlining of donor-
supported activities that are increasingly integrated into government financing and delivery systems.

e 16% (or more) gain in ART through differentiated care models, in which the nature of prevention and
treatment services are tailored to the needs and risks of different types of people (e.g., outreach, ARV
distribution, and frequency of facility visit for check-ups and viral load testing).

e 70% in HIV-related training through curriculum harmonization.

e 14%in HIV prevention through better-targeting HIV prevention interventions based on geographic
and sociodemographic distribution of risk.

Government and development partners should be mindful of the complexities of efficiency gains, including:
e Gains are hard to measure because they may manifest in quality and productivity, not always in cost.
e Not all efficiency gains will be additive. Some may have overlapping effects while others are
complementary.
e Most efficiency gains require upfront enabling investments and reforms, so prioritization is important
for government efforts and to inform dialogue with donors. Benefits from these investments can cut
across the whole health system.

2 See pages 14-18 and Annex D. Notes on methodology and data availability of the main report for the data sources and reasoning
underpinning these estimates.
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Looking ahead
In addition to identifying many specific challenges and opportunities to be addressed by the Government of
Kenya and its development partners, the study offers analytical and process-minded recommendations:

1. Integrate sustainability and transition issues into routine health financing discussions among Health
and Treasury officials at the national and county levels.

2. Begin deliberating about national and county roles with respect to program activities that will
eventually be transitioned.

3. Chart plans for sustainability and transition for the three diseases along Kenya’s path toward universal
health coverage, with a priority focus on increasing efficiency.

4. Retain focus on PFM-health financing alignment and analysis at the level of program components.

5. Embrace a spirit of ‘urgent incrementalism’ to tackle transition challenges over time.

Ultimately, the sustainability and successful transition of externally supported programs will require
prolonged commitment from national and county officials, buttressed by strategic investments from
development partners, to collaboratively address the three diseases through recurrent processes to plan,
implement, and monitor financing for health.



Introduction

The Global Fund to Fight AIDS, Tuberculosis, and Malaria (the Global Fund) has invested nearly US$900
million in Kenya since 2006 (The Global Fund 2017), helping to contain the epidemics and scale up access to
critical prevention and treatment services. In that time, Kenya’s response to the three diseases have all seen
great achievements and all still face significant challenges.

68% of Kenyans living with HIV, more than a million people, have initiated life-sustaining antiretroviral
therapy (ART). Of those on treatment, 73% of them are virally suppressed. Treatment scale-up has led to a
steep reduction in HIV-related deaths, but the more than 50,000 new infections annually mean the number
of people living with HIV continues to grow (Kenya Coordinating Mechanism 2017a).

Meanwhile, Kenya surpassed the Millennium Development Goals targets for TB, but county-level treatment
success rates range from 52% to 98%, and drug-resistant TB “remains a major public health challenge”
(Ministry of Health 2015a). TB case detection has improved significantly, and efforts to address HIV-TB co-
infection have bolstered HIV testing rates for TB patients (95%), with similarly high rates of care linkage for
those who test positive (Kenya Coordinating Mechanism 2017a).

Finally, malaria-related deaths have decreased since 2005, but 60% of Kenyans still reside in malaria-

endemic areas, and malaria prompts 18% of outpatient visits and 10% of hospital admissions. Prevalence of
malaria and anemia among children have decreased, and the availability of diagnostics and completeness of
incidence reporting have both improved over the last several years (Kenya Coordinating Mechanism 2017b).

To sustain these gains and further strengthen epidemic control, the Government of Kenya (GoK) continues
to explore strategies for sustainability and eventual transition away from external funding and programmatic
support for health, including the three diseases. In partnership with the Global Fund, GoK has taken stock of
Kenya’s financing landscape for health and the three diseases and identified opportunities and challenges for
sustaining effective coverage of HIV, TB, and malaria services in the long run, mindful of macro-fiscal and
institutional constraints.

To assist the GoK with analysis and process facilitation, the Global Fund contracted a team of international
and Kenyan experts from Results for Development (R4D), as well as identified focal points in key government
agencies: the Ministry of Health (MoH), National Treasury (NT), Council of Governors (CoG) Secretariat, and
National AIDS Control Council (NACC).

This report summarizes key findings and identifies priority next steps for consideration by GoK in dialogue
with the Global Fund and other development partners. It answers the following questions:

1. What is Kenya’s current funding landscape for the three diseases? What needs remain unmet? How
reliant are various interventions on funding from the Global Fund and other external sources?

2. Inthe context of transition, what challenges confront efforts to mobilize domestic resources and
increase efficiency? What are the main risks and vulnerabilities in Kenya’s HIV, TB, and malaria
responses, particularly those related to misalignments between public financial management and
health financing systems at the national and county levels?

3. What options to increase resources and efficiency for the three diseases could GoK consider, and
what effect might they have?



Overview of approach

To answer these questions, R4D undertook a technical approach centered on the principles that publicly
raised and pooled revenue will ultimately be the core of financial sustainability in Kenya, and that transition
planning should be embedded in, and help to strengthen, existing country processes (e.g., the government
budget cycle). This aligns with a centerpiece of the Kenya Health Financing Strategy 2016—2030 (third draft)
(KHFS): the creation of a social health insurance fund (SHIF) financed through a combination of mandatory
contributions from households and employers with allocations from national and county government
budgets (Ministry of Health 2016a). The success of KHFS reforms aimed at sustainability, including provider
payment reform and achieving universal health coverage (UHC), will depend largely on whether the PFM
system accommodates needed changes in how health budgets are formed, the way funds flow through the
health system, and how well spending is accounted for to measure results and inform future planning.

The way funds flow through the public financial management (PFM) system and ultimately reach frontline
service providers is critical for ensuring access to health services and the provision of high quality care
(Cashin et al. 2017). As external funding for health declines, weaknesses in PFM systems may be a major
bottleneck to successfully achieving sustainable health financing in Kenya. Tracing the Global Fund’s
investments in HIV, TB, and malaria through the budget and PFM system provided an entry point to examine
the health financing system holistically, with special attention to the interplay between Kenya’s PFM systems
and health budgeting processes.

R4D landscaped expected medium-term funding for the three diseases, relying primarily on Kenya’s new
funding request to the Global Fund, which includes partial estimates of resource needs and available
financing for HIV, TB, and malaria during the 2018-2020 utilization period (Kenya Coordinating Mechanism
2017a, 2017b)3. Gaps were filled using data from other sources, including the National Health Accounts
(NHA) (Ministry of Health 2015b)*, the US Government’s Country Operational Plan and Malaria Operational
Plan (PEPFAR 2017; PMI 2016), the (not yet published) National AIDS Spending Assessment (NASA) (NACC
2016), and Kenya’s national strategic plans for the three diseases (Ministry of Health 2014b, 2014c; NACC
2014a). Additionally, some estimates of medium-term domestic spending on health and the three diseases
relied on a projection model that also factored in macro-fiscal forecasts from the IMF (2017) and National
Treasury (2017b). The landscaping is summarized below and in Annex A. Resource needs table. R4D also
conducted a desk review highlighting relevant macro-fiscal, health policy, and health financing trends and a
qualitative fiscal space analysis examining potential sources of revenue and efficiency gains for the health
system (Annex B. Desk review and qualitative fiscal space analysis).

To assess PFM processes through each step of the budget and expenditure cycle and unpack health financing
flows, 31 in-depth interviews were conducted between April 17 and July 24, 2017 with national and county-
level officials and civil society working in health financing or relevant health programs. A full list of
participating organizations can be found in Table 1 below. Interviews were guided by a process guide for
assessing alignment between PFM systems and health policy objectives (WHO, OECD, and R4D 2017), which
was adapted to the Kenyan context and the three diseases. Respondents provided insights into a series of
general and disease-specific questions on budget formulation, budget execution, and monitoring of public
and donor funds. Participants were informed that individual responses would be confidential and presented
in aggregate to facilitate an environment of openness during the interviews. Additional meetings were held
with representatives from several development partners to provide context and background for the health
financing, PFM reform, and transition environment.

The desk review and interviews enabled R4D to identify PFM system characteristics or processes that would
make eventual financial or programmatic integration of donor-funded activities into government systems

3 |In addition to the funding request narratives, the KCM provided R4D its budget and landscape databases.
4 The NHA for 2015/16 was under preparation at the time of writing; other than some summary figures reported in Kenya’s funding
request to the Global Fund, no data were available. The NHA used in this report captures health expenditure in 2012/13.



challenging; and to identify opportunities for efficiency gains that could be leveraged through policy,
managerial, or administrative process improvements.

Table 1. Organizations consulted

Council of Governors (CoG) Secretariat
County health officials in Homabay, Makueni, and Mombasa
Global Fund Kenya Coordinating Mechanism (KCM)
Kenya Medical Supplies Authority (KEMSA)
Government agencies and Ministry of Health (MoH), including
programs National AIDS and STI Control Program (NASCOP)
National Malaria Control Program (NMCP)
National Tuberculosis and Lung Disease Control Program (NTLD)
National AIDS Control Council (NACC)
National Treasury
Amref Health Africa
Impact Research Development Organisation
Civil society organizations Kenya Association for Prevention of Tuberculosis and Lung Disease (KAPTLD)
Kenya Red Cross Society (KRCS)
Women Fighting AIDS in Kenya (WOFAK)
Development Partners for Health Kenya (DPHK)
Embassy of Denmark
USAID’s Health Policy Plus Project (HP+)
Japan International Cooperation Agency (JICA)
United States Agency for International Development (USAID)
World Bank

Development partners

Within each disease program, individual components (see Table 2) were examined to the extent possible to
understand their level of donor support, how each relates to the broader health system, and any concerns
related to (further) integration with the government system

Table 2. Components of each disease program

HIV TB Malaria
Treatment, care, and support — ART TB care and prevention Facility-based treatment
PMTCT MDR-TB Severe malaria
Condoms TB/HIV integration Private sector case management
Programs for MSM Program management Vector Control: LLINs
Programs for FSW and their clients Vector Control: IRS
Programs for PWID and their partners Malaria in pregnancy
Programs for adolescents and youth IEC/BCC
in and out of schools Surveillance
Other prevention programs Drug and health product quality
TB/HIV integration HIS and M&E
Programs to reduce human rights- Program and data quality
related barriers to access Policy, planning, coordination, and
Program management management of national disease
control programs

Abbreviations: ART = antiretroviral therapy; PMTCT = prevention of mother-to-child transmission; MSM = men who have sex
with men; FSW = female sex workers; PWID = people who inject drugs; MDR = multidrug-resistant; LLINs = long-lasting
insecticide-treated nets; IRS = indoor residual spraying; IEC/BCC = information, education and communication/behavior
change communication; HIS = health information system; M&E = monitoring and evaluation



Program components were considered vulnerable if they are (i) currently financed primarily by donors or
households (i.e., not domestic government sources); (ii) not identified as a government priority in health
sector or disease-specific national strategic plans; (iii) at risk for being ‘lost’ after donors withdraw their
funding because, for example, there is a bottleneck with the PFM system that might complicate efforts to
integrate that component into existing country systems. Areas of inefficiency were identified where there
are duplicated, weak, or fragmented systems leading to underspent budgets, misallocated funds, or other
inefficiencies.

Priority challenges, alongside options to increase health sector funding and efficiency, were presented to
focal points and designates at a validation consultation workshop in Nairobi (July 26, 2017). Participants’
feedback is reflected in this report.

Kenya’s health policy environment

Kenya’s long-term development plan, Vision 2030, provides an ambitious blueprint for transforming the
country into an industrializing, prosperous middle-income country by 2030. It organizes priorities across
economic, social, and political pillars, with government-led initiatives operationalized through a series of
medium-term plans (Government of Kenya 2007). The Second Medium Term Plan, 2013-2017 (Government
of Kenya 2013) emphasizes sustaining economic growth and social progress while implementing devolution,
a major feature of the governance reforms codified in the Constitution. The institutional and fiscal features
of devolution are guided by the Public Finance Management Act (2012) (PFMA) and the Transition to
Devolved Government Act (2012).

Health is among the sectors most affected by devolution; the Constitution bestows upon Kenya’s 47 counties
responsibility for delivering most health services, while the national government retains leadership in
developing health policy and regulation, as well as managing national referral facilities (Constitution of Kenya
2010). Consequently, the performance of Kenya’s health system and challenges stemming from the PFM and
health financing systems must be understood in the context on ongoing devolution.

To accelerate attainment of the country’s health goals®, and to support realization of the constitutional right
“to the highest attainable standard of health” (Constitution of Kenya 2010), MoH formulated the Kenya
Health Policy 2014-2030, a sectoral framework aligned with Vision 2030 and centered on the pursuit of
universal coverage of critical services (Ministry of Health 2014a).

Consultations are ongoing to finalize the MoH’s Health Financing Strategy, of which a third draft was
prepared in October 2016. Like the Kenya Health Policy, the strategy will cover the period through 2030. The
draft strategy proposes ambitious steps to mobilize more resources for health and pool them in a social
health insurance fund in an effort to increase efficiency, reduce fragmentation, and address numerous other
challenges. These include excessive care-seeking at higher-level facilities; insufficient motivation,
productivity, and skill among health workers; disproportionate spending on costly curative services; leakage
of funds and commaodities; counterfeit medicines; and passive purchasing. In addition, the Kenya Essential
Package for Health (KEPH) features prominently in the draft strategy. The KEPH is “a set of health services
that should ideally be accessible to all Kenyans as a matter of entitlement” (Ministry of Health 2016a); the
package would include prevention, screening, detection, and management of HIV, TB, and malaria services.
As the strategy approaches finalization and implementation, the GoK and development partners will want to
pay close attention to how financing reforms affect the cost, accessibility, and quality of services for the
three diseases.

5 The Kenya Health Policy 2014-2030 sets three high-level targets for the health system by 2030, relative to performance in 2010: (1)
to increase life expectancy from 60 to 72 years; (2) to halve mortality from 10.6 to 5.4 annual deaths per 1,000 persons; and (3) to
reduce years lived with disability from 12 to 8 (Ministry of Health 2014a).



Synthesis of key findings
In this section, the implementation of Global Fund—supported programs is examined to quantify Kenya’s

sustainability and transition challenge and to identify specific financial and programmatic vulnerabilities and
opportunities for increased efficiency.

Quantifying Kenya’s sustainability and transition challenge

A key aspect of financial sustainability is the level of spending provided by government relative to estimated
resource needs to achieve program objectives. Heavy reliance on external financing for any disease program
risks losing gains achieved in health outcomes as donors decrease their support over time. The most recent
National Health Accounts, for Kenyan financial year® (KFY) 2012/13, reports almost KES 234 billion in total
health expenditure, of which HIV, TB, and malaria account for 19%, 1%, and 10%, respectively. The health
sector is predominantly financed from domestic sources, with large contributions from households mainly in
the form of out-of-pocket payments (Ministry of Health 2015b). External funding represents about a quarter
of total health expenditure and accounts for 73% of HIV spending, 37% of TB spending, and 12% of malaria
spending (Figure 1). The forthcoming NHA for KFY 2015/16 will provide more recent estimates; the
unpublished NASA estimates for that year suggest the external share of HIV spending decreased to around
60% by KFY 2015/16 (NACC 2016).

Figure 1. Expenditure on health and the three diseases & composition by revenue source, KFY 2012/13 (KES millions)
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Source: National Health Accounts for FY2012/13 (Ministry of Health, 2015b).
Abbreviation: NPISH = Non-profit institutions serving households.

Donor investments in the three diseases and related health system strengthening (HSS) are expected to
remain substantial in the medium term (i.e., 2018-2020), averaging nearly KES 77 billion annually (Table 3)’.
Almost all external funding will come from the USG and the Global Fund, with the former providing most
funding for HIV and HSS, the latter for TB, and close to equal contributions for malaria. In total, the Global
Fund will provide 18% of external funding for the three diseases (Figure 2)2.

Absorbing donor investments poses a formidable ‘replacement challenge’ for the GoK: in KFY 2017/18, KES
77 billion is 2.3x the MoH’s development budget, 1.2x the MoH’s total budget, and 3.9% of the overall

6 The Kenyan financial year runs from July 1 to June 30.

7 This report assumes Global Fund Allocation and Catalytic funding for 2018-20 as proposed in Kenya’s funding request, submitted
May 23, 2017. The actual budget for Global Fund investments for the next funding cycle, including allocations to each principal
recipient, will only be known after grant negotiations and approval by the Global Fund’s grants approval committee (GAC).

8 This assumes the allocation and catalytic matching fund portions of Kenya’s funding request are approved in full, but not the above-
allocation request. Also assumed is that USG funding will remain steady in the medium term.



national budget®. Moreover, even when publicly raised revenue is combined with external funding, Kenya
will still fall short of its estimated resource needs by KES 7 billion per year over the next several years
Table 4 and Figure 3). In the absence of donor funding, Kenya would require KES 80—85 billion to meet its
estimated annual needs for HIV, TB, and malaria. A more detailed resource needs table is presented in
Annex A, and notes on methodology are in Annex D. Notes on methodology and data availability.

Table 3. Annual average proposed allocations for the Figure 2. Composition of expected external funding for
three diseases and HSS for 2018-2020 (KES millions) the three diseases and related HSS (2018—-2020)
Program GF USG Others Total B oF Il UsG [ Other

HIV 8,090 53,382 440 61,912 HIV
B 1,573 861 2,433 ™
Malaria 2,913 3,382 18 6,313 Malaria
HSS 1,340 4,814 40 6,194 Hss
Total 13,915 62,439 498 76,851 Tota

Sources: Funding landscape analyses in Kenya’s Global Fund funding requests (Kenya Coordinating Mechanism 2017a, 2017b)10.
Abbreviations: HSS = Health system strengthening; GF = The Global Fund; USG = United States Government.

Table 4. Estimated annual funding need and availability Figure 3. Estimated annual funding availability and
over 2018-2020 (KES millions) unmet need over 2018—-2020 (KES millions)
Program Need Public " External Unmet W blc W xcernal I Unmet need
sources need HIV
HIV 103,205 33,094 61,912 8,199 8
TB 6,555" 2,398 2,433 1,724 s
Malaria 14,747 14,456 6,313 (6,022)*
HSS 9,333 0 6,194 3,139 =
Total 133,840 49,949 76,851 7,040 ol
-20,000 0 20,000 40,000 60,000 80,000 100,000 120,000 140,000

Sources: Unless otherwise noted, data come from the funding landscape analyses in Kenya’s Global Fund funding requests (Kenya
Coordinating Mechanism 2017a, 2017b). *Public sources estimated based on NASA data for FY 2015/16 (NACC 2016), NHA data for FY
2015/16 and other funding data reported in Kenya’s Global Fund funding requests (Kenya Coordinating Mechanism 2017a, 2017b),
and authors’ projections for government health expenditure in 2017. "The TB funding landscape analysis in Kenya’s Global Fund funding
request for HIV, TB, and RSSH did not include a resource needs estimate; this figure is the FY 2017/18 cost estimate for implementing
the National Strategic Plan for Tuberculosis, Leprosy and Lung Health, 2015-2018 (Ministry of Health 2014c). *The data suggest that
Kenya’s resource needs for malaria are currently being more than met with available funding. However, the costs being covered by
malaria-designated spending may be more extensive than those included in the needs estimates. For instance, malaria service delivery
is highly integrated in Kenya’s primary health care system, and some major cost drivers (e.g., human resources) may not be accounted
for in the needs estimate.

KES 80-85 billion is a notional figure, useful for stimulating discussion but imprecise as an estimate of future
revenue requirements. In some respects, it can be considered an upper bound: donor funds may not require
shilling-for-shilling replacement to maintain current programmatic outputs and outcomes, and various
reforms may bolster the efficiency of individual programs and the health system overall. On the other hand,
health needs continually change, and sustaining current coverage rates may require increased investment.

9 MoH and overall budget figures come from the Budget summary for FY 2017/18, Estimates of Recurrent Expenditure for FY
2016/17 (Vol 1), and Development Budget Book for FY 2016/17 (Vol 2), all published on the National Treasury website:
http://treasury.go.ke/budget.html.

10 The Funding Requests present all figures in USD. The exchange rate applied here is 102.4475413 KES per USD, reflecting the yearly
average reported by OANDA.com for July 2016 through June 2017.
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For example, because new HIV infections currently outnumber HIV-attributable deaths, the population of
people living with HIV and corresponding costs are growing. Consequently, maintaining or surpassing current
ART coverage rates will require initiating ever more people on treatment.

Program vulnerabilities from inefficiencies in the health financing and PFM systems
Decreases in donor financing for HIV, TB, and malaria programs will ultimately require the incorporation of
the three disease programs into the broader public financing, management, and health service delivery
systems. For PFM systems to be aligned with the objectives of health financing and sustained progress
towards universal health coverage, sufficient and predictable resources given macro-fiscal realities need to
be allocated to meet policy objectives, funds need to be pooled and allocated to purchasing a package of
services for priority populations and interventions, and spending needs to be accounted for in ways that
support accountability for results and inform future planning.

How funds flow from domestic and external sources through Kenya’s PFM system and on to frontline service
providers is critical to ensuring access to and quality of services. PFM rules and government institutions
affect the allocation of publicly raised health funding, the flexibility with which funds can be used, the
effectiveness of spending, and the way health sector results are accounted for. The PFM system—including
the processes for raising revenue and formulating budgets, deploying funds to deliver services, and
monitoring spending and health system performance—provides all sectors, including health, a domestically
owned and integrated platform to manage resources from all sources and across national and sub-national
entities (Cashin et al. 2017).

The sections below synthesize findings from in-depth interviews with stakeholders to identify challenges or
bottlenecks in Kenya’s PFM system that affect funding levels and flows for the three diseases. Interview data
were analyzed for common themes on system vulnerabilities and inefficiencies in the context of transition.
Some insights are oriented toward sustaining effective coverage of HIV, TB, and malaria interventions, while
others suggest broader lessons for the health system.

For budget formulation, these included undefined roles and responsibilities and information asymmetry
between levels of government and the public and private sectors; siloed planning; program areas with high
donor dependence, fragmentation, and off-budget funding; reliance on OOP payments; and insufficient data
and capacity to make a strong case for investment. Challenges in budget execution were primarily related to
contracting with non-state providers; barriers to efficient procurement; line-item, input-based budget
structures; and misaligned incentives in provider payment that may lead to neglect of case finding and
appropriate management. Budget monitoring challenges centered on accountability mechanisms. These
findings reflect stakeholder views about the key bottlenecks and constraints in the system, as well as
incorporate discussion of the issues at the validation consultation workshop. Interviews also informed a
mapping of Global Fund funding flows, which is presented in Annex C. Mapped funding flows.

Vulnerabilities in budget formulation

Information asymmetry exists between levels of government. Interview data from both the national and
country levels suggests that a data-informed, multi-sectoral discussion on fiscal and programmatic
implications of waning donor funds has yet to begin, and that clear roles and responsibilities have not yet
been outlined to guide discussion, policy, and planning for donor transition. Respondents, particularly at the
county level, reiterated that the main barrier to initiating this discussion is information asymmetry between
the national and county levels.

County governments want to be more involved in the planning and budgeting for HIV, TB, and malaria
activities, but they lack information on the full allocation of funds used for county-level activities, which
constrains their ability to sufficiently quantify and plan for any future assumption of responsibilities. As one



County Director of Planning and Public Health noted, “Funds come [to the counties] indirectly from the
Global Fund. We are not ready to stop depending on the Global Fund since we are not aware of the cost of
what we use as a county.” Some counties have little or no current budget allocations for one or more of the
three diseases, despite substantial programmatic needs. The transfer of information from the national to the
county level on the financial and programmatic resources required to support HIV, TB, and malaria activities
would allow counties to participate in a productive discussion on the feasibility of county ownership and the
development of local costed strategic plans.

The primary driver of the information asymmetry is, according to respondents, uncertainty around the
protocol for information transfer, including undefined roles and responsibilities for sharing or requesting
information on total allocations for disease program activities at the county level. Growing county
involvement in the KCM is a promising mechanism to establish and strengthen these necessary lines of
communication.

Financial and programmatic roles and responsibilities in the context of transition have not been defined.
Once counties can participate in a data-informed discussion on transition, financial and programmatic roles
and responsibilities of the different levels of government (national vs county) and sectors (public vs private)
for HIV, TB, and malaria programs must be outlined. Respondents noted a lack of clarity on whether national
or county governments would assume responsibility for various program components, as well as whether
public or private service providers would deliver various interventions as donor support declines.

Many national level respondents indicated that, as donor funds recede, county governments will need to
play an important role in supporting staffing, training, supportive supervision, and resource mobilization, all
components that currently fall under the purview of the national government. Discussion is needed about
the most appropriate combination of financial and programmatic responsibilities for HIV, TB, and malaria
program components outlined in Table 5 below.

Recent work by an inter-agency government team on exploring policy options to help counties enhance their
capacity for own-source revenue generation will be a key input into this discussion, as will be an analysis of
each county’s potential to ‘unlock’ more revenue. County own-source revenue was seen as a promising
approach to domestic resource mobilization, with recognition that an ongoing process to understand the
needs and potential of each county is required. It remains unclear the extent to which opportunities and
capacity for meaningful own-source revenue generation exist at the county level, and what role these
resources could play in sustaining HIV, TB, and malaria interventions.

Table 5. Possibilities for financial and programmatic responsibilities at the national and county levels

Programmatic
Financial National County
Funds for the three diseases raised at the Funds for the three diseases raised at the
national level. Program activities managed by national level and transferred to county
the national disease control programs (or governments through ring-fenced allocations.
National SAGAs) or contracted out by the national Programs implemented through the public
government to non-state service providers sector or contracted out by county
(e.g., CSOs currently serving as Global Fund governments to non-state service providers.
recipients or PEPFAR implementing partners).
Funds for the three diseases pooled at the Funds for the three diseases appropriated by
national level (e.g., NHIF) with contributions county governments from their equitable share
County from counties’ equitable share allocations allocations. Programs implemented through
based on disease burden. Implementation by the public sector or contracted out by county
the national disease programs or through governments to non-state service providers.
contracted providers, both public and private.

Source: Authors’ analysis using data from stakeholder interviews.



Many program areas are highly donor dependent and rely on off-budget funding. Regardless of the funding
arrangement, the HIV response in Kenya remains highly dependent on donor resources, especially from the
USG. The PEPFAR annual investment profile for FY 2015/16 shows certain program areas with total or near-
total dependence on financial support from donors (Table 6). These include community-based care,
treatment, and support; prevention activities (PMTCT, HTS, VMMC, priority populations, key populations),
interventions for orphans and vulnerable children (OVC), and health system strengthening (HSS). The GoK
contributed 34% of resources for clinical care, treatment, and support for FY 2015/16, up from 23% in 2013,
indicating positive progress towards domestic ownership (PEPFAR 2017). However, meeting the total
resources needed for treatment, care, and support, estimated at KES 54 billion (USD 526 million) annually
over 2018-2020 (Kenya Coordinating Mechanism 2017a), will remain a formidable challenge for the
government.

Table 6. Annual investment profile by program area (FY 2015/16) (USD millions)

Program areas Spending | PEPFAR GF GoK | Other donors
Clinical care, treatment and support 370 58% 8% | 34% 0%
Community-based care, treatment, and support 13 100% 0% 0% 0%
PMTCT 46 50% 0% | 48% 2%
HTS 71 60% 1% | 39% 0%
VMMC 15 100% 0% 0% 0%
Priority population prevention 12 96% 4% 0% 0%
Key populations 12 70% | 28% 0% 1%
ovC 82 48% 0% 0% 51%
Laboratory 42 61% 17% 22% 0%
Sl, surveys, and surveillance 25 54% | 46% 0% 0%
HSS 8 97% 0% 0% 3%
Total 697

Source: Reproduction of Table 2.2.1 in PEPFAR (2017).
Abbreviations: PMTCT = prevention of mother-to-child transmission; HTS = HIV testing services; VMMC = voluntary medical male
circumcision; OVC = orphans and vulnerable children; SI = strategic information; HSS = health system strengthening.

Commodities underpin much of the overall reliance on external funding (Table 7). The GoK prioritizes ARVs
test kits, and methadone for its own spending, but it only accounts for around 10% of total spending on
each. In FY 2015/16, PEFPAR and the Global Fund together covered at least 89% of spending on all
commodities except condoms.

Table 7. Annual procurement profile for key commodities (FY 2015/16) (USD millions)

Commodity category Spending | PEPFAR GF GoK | Other donors
ARVs 160 41% | 50% 9% 0%
Rapid test kits 22 62% | 28% | 11% 0%
Other drugs 6 67% | 33% 0% 0%
Lab reagents 11 81% | 16% 0% 3%
Condoms 13 0% | 34% 0% 66%
Viral load commodities 21 100% 0% 0% 0%
VMMC kits 1 47% | 53% 0% 0%
Medication-assisted therapy (methadone) 3 91% 0% 9% 0%
Other commodities 5 49% | 51% 0% 0%
Total 243

Source: Reproduction of Table 2.2.2 in PEPFAR (2017).
Abbreviations: ARVs = antiretroviral drugs; VMMC = voluntary medical male circumcision.

Prevention activities are also vulnerable in the context of transition given little-to-no domestic investment—
except in the prevention of mother-to-child transmission (PMTCT) and HIV testing services (HTS)—and the
potential political obstacles to prioritizing services for certain populations. Additionally, data indicate that



counties generally prioritize costly curative care (inpatient and outpatient), with very limited funding going
towards more cost-effective preventive interventions (Maina, Akumu, and Muchiri 2016).

Within this donor funding there are multiple types of extrabudgetary (“off-budget”) funds at play. Here, off-
budget funding refers to revenues, expenditures, or financial transactions that are excluded from the
government budget, namely the direct allocations from donors to non-state actors that flow outside of the
PFM system. A share of Global Fund funding for numerous HIV activities is channeled off-budget to non-
state implementers in Kenya, reflecting the nature of the funding requests made by the GoK. Other donors
have also implemented extrabudgetary arrangements, such as the USG, a large share of whose funds flow
off-budget directly to implementing partners.

Off-budget funds can allow for greater flexibility on the part of non-state actors, who in budget execution
can bypass cumbersome government processes. For example, some respondents noted persistent
challenges with cash flow and timely disbursement at the county level and expressed a preference for donor
funds to be transferred directly to non-state actors, who are less encumbered by government bureaucracy
and transaction costs. This arrangement has also allowed the GoK to proactively “let go” of delivering
services for which they feel they do not have a competitive advantage over non-state actors with more
specialized expertise, capacity, and community relationships.

However, extrabudgetary funding arrangements can also be a vulnerability for the government in terms of
strategic management of the budget, maintaining good financial control, and coherence of the health
strategy (e.g. if donor funds are not visible) (Cashin et al. 2017). Given the lack of clarity on public-sector
responsibilities in the context of transition in Kenya, interventions that currently rely on donor funds that
flow entirely outside of the PFM system may be vulnerable to disruption. Addressing this will require the
public sector to effectively absorb the funding and contracting arrangements for these services as donor
support recedes.

Figure 4. On- versus off-budget composition of proposed Global Fund investment in HIV for 2018—-2020

Treatment, care and support 10% 90%
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Sources: Authors’ analysis with data accompanying Kenya Coordinating Mechanism (2017a). *The final budget for interventions
targeting PWID and their partners differed significantly from Kenya’s initial funding request, so these values were updated using data
provided by the Global Fund Secretariat. Funds for the procurement of needle-and-syringe program kits shifted from NT’s to KRCS.
Abbreviations: PWID = people who inject drugs; FSW = female sex workers; MSM = men who have sex with men; PMTCT =
prevention of mother-to-child transmission; KRCS = Kenya Red Cross Society; NT = National Treasury.

The Global Fund’s proposed 2018-2020 off-budget funding for Kenya is principally related to HIV prevention.
Figure 4 depicts the breakdown of proposed Global Fund HIV investment between on- and off-budget flows.
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Global Fund—supported interventions targeting people who inject drugs (PWID) and their partners,
adolescents and youth, female sex workers (FSW) and their clients, and men who have sex with men (MSM)
would all be implemented predominantly by the Kenya Red Cross Society (KRCS) with off-budget funds,
meaning the money would never appear on the government budget, even as revenue, nor would it pass
through the PFM system. Almost all investment in reducing the human rights—related barriers to accessing
HIV services would also flow off budget. Global Fund support to some other HIV prevention activities would
flow mainly (but not entirely) on budget as revenue, including PMTCT, HTS, and general population—oriented
activities. In contrast to HIV, in most TB and malaria program areas, the proposed Global Fund investment
for would be channeled on budget to the National Treasury (Figure 5).

Figure 5. On- versus off-budget composition of proposed Global Fund investment in TB and Malaria for 2018—2020
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Care & prevention Case management

Vector control
MDR-TB
SPI
TB/HIV integration
RSSH ey

Program management Program management

[ off budget (Amref) [ On budget (NT) I off budget (Amref) [ On budget (NT)

Source: Authors’ analysis with data accompanying Kenya Coordinating Mechanism (2017a, 2017b).
Abbreviations: MDR = multidrug-resistant; SPI = specific prevention interventions; RSSH = resilient and sustainable systems for
health; Amref = Amref Health Africa; NT = National Treasury.

The extent of off-budget support from the Global Fund and PEPFAR raises three important questions that
the GoK will need to address through internal dialogue and in consultation with development partners and
other stakeholders. First, in the absence of donor funds, will government prioritize funding for interventions
currently supported predominantly off budget? Second, do the national and county governments have the
PFM capacity to absorb the large volume of off-budget resources from all donors for the three diseases? And
third, what capacity and systems exist, or need to be built, to enable the national and county governments
to contract with non-state providers that may have a comparative advantage for implementing various HIV,
TB, and malaria interventions?

Inadequate public investment in HIV, TB, and malaria services will increase the risk for catastrophic health
expenditure. Reliance on household out-of-pocking (OOP) spending is already a major concern for malaria
service delivery, with OOP spending accounting for 36% of total malaria expenditure (Ministry of Health
2015b). While less concerning in the short term (given donor support), HIV, TB, and malaria services are at a
high-risk for increases in OOP spending in the context of donor transition. Overall, OOP spending remains a
primary source of funding for health in Kenya. In 2012/13, 29% of current health expenditure was mobilized
by household OOP payments (excluding cost-sharing). At the county level, households as a source of
financing for health accounted for 37% percent of THE in KFY 2014/15, ranging from 21% to 59% in twelve
counties assessed (Maina, Akumu, and Muchiri 2016).

The ambitious social health insurance fund (SHIF) architecture for UHC outlined in the KHFS outlines a path
forward for raising revenues to finance health care in a sustainable way and shielding households from
catastrophic health spending. Success will depend on high and equitable coverage, resource mobilization,
pooling, and purchasing of a benefits package that includes HIV, TB, and malaria services. However, two
recent actuarial analyses for inclusion of HIV care and treatment as well and prevention services in the NHIF
benefits package outlined steep financial barriers (NACC 2017a, 2017b).
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The MoH is not equipped to make a sufficiently strong case for investing in health. Even in a context of
increasing domestic resource mobilization, line ministries will need to continue to compete for a limited
basket of funds from the National Treasury, and increased investment will require a compelling case.
Respondents indicated that the Ministry of Health does not feel equipped to present a sufficiently
compelling case for increased domestic allocation for the three diseases, particularly HIV, in the context of
declining donor funds.

One contributing factor is that, despite requirements by the Public Finance Management Act (2012) to
implement program-based budgeting (PBB), which links budget allocations to program outputs, and despite
the MoH’s efforts to comply, PBB has not yet been implemented in a way that sufficiently monitors actual
spending of retained line-item allocations against programmatic objectives. Respondents reported that
National Treasury continues to rely on historical allocations to traditional line-items with marginal
adjustments year-over-year. Budgeting in this way fails to ensure that funding is matched to program
priorities. Successful PBB requires adequate systems and processes to link accounting to program
implementation—such systems have not yet been deployed. Additional factors were skepticism among
decision makers around the costing of HIV resource needs and that the centralized governance structure of
HIV, TB, and malaria disease programs negatively affects the perception of efficiency.

Siloed planning between disease programs and lack of coordination among donors limits opportunities to
realize efficiency gains. National disease control programs (e.g. HIV and TB) would benefit from increased
coordination in planning and implementation, especially at the county level. Activities should be increasingly
situated in the context of a well-coordinated and integrated primary health care system to benefit from
important linkages to other areas of care (e.g., sexual and reproductive health).

Vulnerabilities in budget execution

Role and mechanisms for social contracting have not been outlined. Social contracting refers to when
governments enter contracts with non-governmental organizations (i.e., organizations with a socially minded
mission) to deliver services. The Kenyan Public Procurement and Asset Disposal Act 2015 provides a
favorable legislative foundation that allows the government to outsource services. However, in a situation
where the government assumes financial but not programmatic responsibility for various program areas, it is
unclear whether there would be sufficient political will and capacity to provide services to key populations
through the public sector, to invest in building capacity of non-state actors such as CSOs to continue to
sustainably provide services without donor funding, or to contract those actors to deliver essential services.

In the absence of social contracting, the capacity and comparative advantage of the public sector for
delivering services, including specialized services for key populations that have historically been delivered by
non-state actors, will need to be explored. To take advantage of the benefits of social contracts, a regulatory
framework may need to be developed for the necessary policies and procedures for registration, licensing,
and tendering with CSOs to provide services. Investment may also be needed in adequate systems and
mechanisms for monitoring provider performance.

Barriers exist to efficient and strategic purchasing of services and commaodities. Social contracting for HIV,
TB, and malaria service delivery could be an opportunity for Kenya to move towards more efficient and
strategic purchasing of clinical services and non-personal services such as community-based interventions.
By building in the capacity for the health purchaser to specify the criteria for selective contracting with non-
state providers and the provisions of the contract (e.g. reporting requirements and service delivery or quality
standards), as well as to enforce contracts and impose consequences for violations, the GoK can foster a
financing system that incentivizes greater service delivery efficiency and quality.

11 See http://www.kenyalaw.org/lex//actview.xql?actid=N0.%2033%200f%202015.
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Transition is also an opportunity to improve the efficiency of HIV, TB and malaria commodity procurement.
In Kenya, most Global Fund—funded commodities are purchased by KEMSA through tenders that also include
government-funded commaodities. Some USG-funded commaodities are also procured by KEMSA, while
others are procured directly by USAID but distributed by KEMSA. This is in line with KEMSA’s assumption of
overall responsibility for procurement in 2015, and reflects a trend towards centralization of procurement
for all USG- and Global Fund—funded commodities with concurrent investment in KEMSA’s capacity. The
results have been improved management of commodity procurement and an ability to obtain competitive
prices. Further analysis may be warranted to examine the extent to which USG-funded commodities are
tendered separately from those financed by government and the Global Fund, as well as to identify any
advantages from further alignment.

As HIV, TB, and malaria commodity purchasing functions continue to be integrated into government
systems, existing bureaucratic processes that consistently lead to delays should be examined. To some
degree, historical challenges with procurement and supply chain management in Kenya were reiterated by
our respondents, despite the overall improvements outlined above. For example, a 2017 report by the
Global Fund Office of the Inspector General (OIG) highlighted a series of health system—-related root causes
of supply chain challenges in 15 countries, including Kenya (Office of the Inspector General 2017). We found
overlap in the OIG’s findings of “inadequate and/or ineffective leadership and governance structures to
facilitate prioritization, coordination and accountability within the supply chain activities” as a main barrier
to increasing the effectiveness of supply chain processes. One result of this is that budget execution for
procurement continues to be hindered by a series of delays in defining technical specifications for goods and
services to be purchased, the nomination by the MoH of members to ad-hoc tender evaluation committees,
and routine bureaucratic workflows that delay disbursements from the National Treasury. A low but
improving absorption rate of development budgets (National Treasury 2016) was a key concern brought
about by this bureaucratic procurement system.

These delayed processes have the potential to lead to drug stock-outs if orders take too long, and delays in
the release of funds also have implications for the GoK’s ability to meet some supplier requirements. For
example, the GeneXpert machine for TB diagnosis and resistance testing is currently single-sourced from a
supplier that requires pre-payment before delivery. In general, good procurement practice calls for payment
of supplies only after receipt and confirmation of quality of the commodities. However, given the equipment
only has one supplier, the government partners with non-state actors to procure the machines and avoid
any bottlenecks within the government system that might result from the prepayment requirement. The
ability to draw on the greater flexibility of non-state actors under such exceptional circumstances is of great
value. However, the success of this type of collaboration post-transition will depend on the role of non-state
actors as donor funds decline.

Vulnerabilities in budget monitoring

Fragmented data systems and incomplete or low-quality data are bottlenecks to realizing near-term
improvements in budget formulation, and long-term (and potentially large-scale) efficiency gains from
strategic purchasing. Under the current structure, Global Fund grants for the three diseases can be traced
and linked to government expenditure, since most funds go through government systems and are audited by
the Controller and Auditor General (CAG). However, budget execution is only monitored against expenditure
in terms of input-based line items, not with respect to health sector objectives for HIV, TB, and malaria (e.g.,
via PBB).

There are no clear monitoring or accountability systems at the county level for the use of Global Fund
resources. Devolution under the Constitution of Kenya (2010) instituted county autonomy over their use of
funds, effectively eliminating the potential for many national-level accountability mechanisms to ensure that
resources at the county level are used to meet nationally defined objectives. Global Fund funds are currently
retained at the national level and disbursed in-kind to counties through commodities, training, supportive
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supervision, and other activities. These in-kind inputs are therefore not accounted for in county financial
management systems, and respondents indicated that program staff have at times devised accountability
mechanisms that may or may not reliably capture resource use in the counties. Respondents also indicated
that challenges can arise in cases where program activities are both a national and county responsibility. For
example, macro and micro planning for malaria bed net distribution is led by the national malaria program
with county involvement. Counties are responsible for local activities including local transportation and
supervision of the distribution. In the absence of defined funding channels to counties or a county-level
accountability framework for Global Fund grants, imprest'? has been used by national officials to support
county-level activities. Ongoing dialogue about how to better account for resource use at the county level is
promising.

Charting Kenya’s sustainability and transition path

Meeting Kenya’s considerable resource needs for the three diseases will require concerted efforts to
mobilize more domestic resources for health, utilize health funds more efficiently, and strengthen systems
to monitor performance to improve services and inform future planning. This section examines a range of
options for increasing revenue and efficiency, as well as notes other important considerations related to
health sector governance and change management.

Opportunities for increasing revenue for health and the three diseases

To sustain priority HIV, TB, and malaria interventions in the context of transition, Kenya will need to
domestically mobilize more money for health. Fiscal space for health can derive from increased funding,
efficiency, or both. There are numerous potential sources of additional health funding (Remme et al. 2016;
Tandon and Cashin 2010). Some revenue sources for health depend on numerous factors largely outside the
sector, including the complex interplay among domestic and international markets and policies that
influence economic growth and the political economy of and macro-fiscal considerations underlying
taxation. The availability and magnitude of other sources depends more directly on deliberations between
finance and health officials and within the health sector, including the extent to which health is prioritized in
the government budget, the implementation or expansion of earmarked taxes or other sources, and the
allocation of health sector resources, including to HIV, TB, and malaria interventions.

Table 8. Revenue options for fiscal space for health

Potential for new

Revenue source Outlook in Kenya . Source(s)
fiscal space
Economic erowth e GDP growth forecasted at 5-7% High IMF (2017); National
& annually through 2022 g Treasury (2017a)
Improved
- 7 H 0,
generation of ° Gov’t revenuae s ZO,A of GDP Low to medium National Treasury (2017a)
government e Gov't expenditure is 30% of GDP
revenue
't health ing is 6-8% of I
Gr.ea‘.ce.r L * Gov’t ealt §pend|ng Is 6-8% of tota . . Ministry of Health (2015b,
prioritization in the gov’t expenditure Medium to high

2016a); Authors’ estimates
government budget | e HFS sets target of 13% by 2030

1.HFS only mentions SHI contributions
2.KASF proposals have little traction
Earmarked sources 3.Int’l experience shows they may not
be additive and can introduce
(sometimes severe) rigidities

Cashin et al. (2017);

Varies by Ministry of Health (2016a);
earmarked source | NACC (2014b); Results for
Development (2017)

External debt & Availability of external funding assumed

L Low
grants to be steady or diminishing.

12 Imprest is a sum of money advanced to a person for a particular purpose.
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Abbreviations: GDP = gross domestic product, gov’'t = government, HFS = Health Financing Strategy, KASF = Kenya AIDS strategic
framework, int’l = international.

Some revenue sources are more promising than others in Kenya, in terms of their outlook for
implementation and their potential to generate new fiscal space (Table 8). A favorable macroeconomic
outlook can translate into increased health funding assuming government spends the same or greater share
of GDP on health, which in part depends on the extent to which health is prioritized in government budgets
at the national and county levels.

A comparison to regional and income-category averages suggests there may be room for Kenya to increase
health’s share of government spending. There has been little change in prioritization over the last several
years. Although counties allocate an increasing share of their budgets to health, concurrent decreases in
health’s share of the national government’s budget mean that, in aggregate, health has held a steady share
of 7.5-8% of the government budget since FY 2014/15 (Ministry of Health 2016b). This falls below the
averages of 12% for sub-Saharan Africa and 14% for low-income countries (World Bank 2017), as well as
contrasts with the KHFS goal of increasing health’s share of public spending to 13% by 2030 (Ministry of
Health 2016a).

Assuming IMF (2017) and National Treasury (2017a) medium-term forecasts for GDP growth and public
spending, the GoK’s choices regarding prioritization will greatly affect the availability of resources for the
health sector overall and for the three diseases in particular. Figure 6 shows the effects of different
prioritization choices on annual publicly pooled funding for HIV, TB, and malaria in 20223, The ‘Prioritize +'
scenario, in which the GoK accelerates progress toward the KHFS target of 13% for health’s share of public
spending by 2030, results in an additional KES 36 billion annually for the three diseases in 2022. This equals
nearly half of current donor funding. There would also be an additional KES 87 billion yearly for health, which
could be allocated to a variety of needs, including any or all of the three diseases. This analysis does not
account for any increases in publicly pooled resources mobilized via the NHIF or another social health
insurance scheme. See Annex D. Notes on methodology and data availability for more details on methods.

Figure 6. Effects of prioritization scenarios on annual gov’t funding for HIV, TB, and malaria in 2022 (KES millions)

HIV B Malaria

112,848

26,024

23,543

17,632
14,456 g 14,788
6,555

1913 2,333 3,115 3,444

I 2017 Estimate [l Growth only [l Prioritize Prioritize + [Jl] Need

Source: Authors’ estimates.

13 Each disease’s share of projected government health expenditure is assumed to be the same as the most recent data indicate. For
HIV the share derives from the estimated public expenditure on HIV reported for FY 2015/16 in the unpublished NASA (NACC 2016)
and public expenditure on health reported for FY 2015/16 from the unpublished NHA (Kenya Coordinating Mechanism 2017b). For
TB and malaria the shares are based on those reported for FY 2012/13 in the most recent published NHA (Ministry of Health 2015b).
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These estimates suggest that Kenya is already close to meeting its financial needs for malaria and in the
medium-term may be able to allocate a smaller share of health resources to malaria-related interventions.
However, the Kenya Malaria Strategy expires in 2018, and its replacement could include ambitious targets
that require more investment. Additionally, and as noted in Table 4, data on resource needs and availability
may not provide apples-to-apples comparisons due to differential accounting for (or exclusion of) major
service delivery cost drivers, such as human resources. Further analysis of malaria needs and available
resources may be warranted.

Greater prioritization of health within the government budget will require collaboration between finance
and health officials at the national and county levels to identify appropriate revenue sources. The KHFS
focuses on two: general government revenue and contributions to a future social health insurance fund
(SHIF) (Ministry of Health 2016a), the latter essentially serving as an earmarked direct tax. Recent analyses
regarding financing HIV treatment and prevention interventions via the National Hospital Insurance Fund
(NHIF) similarly conclude that new funding will need to come predominantly from general revenue and
publicly pooled insurance contributions (NACC 2017a, 2017b). The MoH is already assessing the revenue
potential for SHIF contributions.

Other options have been studied in detail but not gained traction at the sector level or with the National
Treasury. For example, the Kenya AIDS Strategy Framework (KASF) proposes an AIDS Trust Fund capitalized
with numerous HIV-earmarked revenue streams** (NACC 2014b). However, the KHFS makes no mention of
disease-specific earmarks or financing mechanisms (Ministry of Health 2016a), signaling that the trust fund
and related proposals are not likely to be implemented. This position was reinforced by various health and
finance officials and aligns with international evidence on how narrow earmarks are unlikely to bring
additive funds and could introduce harmful rigidities into the budget (Cashin et al. 2017; Results for
Development 2017).

Recent budget trends can also inform prioritization discussions at the national and county levels, and
between them. The MoH budget grew only modestly in FY 2016/17, with a recurrent budget increase of 2%
compared to almost 6% on average in the previous three years (Ministry of Health 2016b). If the GoK decides
that the national government should assume financial responsibility for the centralized procurement of key
commodities, including for HIV, TB, and malaria, the national health budget will need to grow faster.

It may be feasible for some counties to increase their prioritization of health and allocate more resources to
the three diseases. In others, however, it is unclear how much additional spending on health is possible
without a corresponding increase in the proportion of national revenue distributed to county governments.
The Division of Revenue Act for KFY 2017/18 allocates KES 303 billion to counties, equal to 20% of shareable
national revenue®®. During KFYs 2014/15-2016/17, counties on average allocated 25% of their budgets to
health (Ministry of Health 2016b), and health’s share of county expenditure ranged from 10% to 39% among
the 12 counties included in a recent county health accounts analysis (Maina, Akumu, and Muchiri 2016).

There may be limits to how much counties can spend on health. There are signs that health may be crowding
out other sectors: between FYs 2015/16 and 2016/17, non-health county budgets decreased in absolute
terms (Ministry of Health 2016b), and new collective bargaining agreements for doctors and nurses may
create additional liabilities for counties that divert resources from other needs. Additionally, county health
spending is substituting for rather than adding to national spending. GoK officials may want to consider
strengthening norms, benchmarks, and even incentives to ensure national and county government
allocations to health are additive rather than substitutive. Additionally, the health sector should explore

14 These include earmarked tax revenue, an AIDS lottery, sumptuary taxes on tobacco and alcohol, levies, and other instruments.
15 See http://kenyalaw.org/kl/fileadmin/pdfdownloads/bills/2017/DivisionofRevenueBill 2017.pdf. An additional KES 20 billion is
allocated to counties from their 15% share of the fuel levy and an array of conditional allocations.
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provisions to hold health workers accountable to high standards for quality and efficiency in exchange for
(and as a means to afford) increased remuneration.

Opportunities for increasing efficiency in the health system and the disease responses

Efforts to increase health system efficiency and effectiveness—to get more health for the money—will be as
important as increased domestic funding to meeting Kenya’s HIV, TB, and malaria objectives. Some
efficiency opportunities stem from the structure and governance of the health system overall, while others
relate to disease-specific considerations. To pursue these opportunities, the GoK will need to explore a blend
of technical solutions, further information gathering and analysis, and dialogue within government and with
other stakeholders.

As noted above, addressing certain challenges and bottlenecks can help to cultivate conditions more
conducive to efficient funds flow and service delivery. Financial and service delivery planning for the three
diseases could be more closely integrated into a strengthened primary health care system. This might entail
rethinking planning processes of the national control programs, including how they engage with other health
sector actors, especially at the county level. Similarly, chronic delays in procurement may demand reforms to
policies and processes related to funds disbursement, definition of technical specifications, and formation of
tender evaluation committees. The GoK has already taken some steps to streamline and centralize key
procurement processes, including harmonizing technical specifications for commodities needed by multiple
programs and empowering KEMSA to directly undertake tendering processes rather than rely on ministerial
tendering committees. Finally, more can be done to understand deficiencies in data and accountability
systems, such as conducting county-level needs assessments of current budget monitoring practices and the
policy, human resources, and technological constraints on more effective PBB implementation.

Alongside attending to key enabling conditions, GoK can exploit other chances to increase health sector
efficiency. Improving poor budget execution should be a near-term priority, as it can both increase health
spending and render more credible efforts to increase the health budget. The sector is among the worst
performers in terms of budget execution: in FY 2015/16, the MoH spent only 70% of its budget—and only
55% of its development budget—compared to overall government budget execution of 81% (National
Treasury 2016). Merely improving to the national government average would mean nearly KES 5 billion more
would be spent on health in FY 2017/18, and close to KES 6 billion more in FY 2019/20. This alone would
cover more than three quarters of the current unmet funding for the three diseases (though in practice
these funds would not likely flow exclusively to HIV, TB, and malaria interventions).

There are also several possible interventions to improve the allocative efficiency of the sector and of the
individual disease responses. The national disease strategies and donor-supported interventions increasingly
emphasize the targeting of interventions to priority geographies and populations, based on prevalence,
incidence, risk factors, and other considerations. The efficiency potential is considerable; better targeting
interventions based on the geographic and sociodemographic distributions of risk could bolster the effects of
HIV prevention by 14% (Anderson et al. 2014). The advantages of a youth-focused strategy for HIV treatment
and prevention have also been documented (Alsallaq et al. 2017).

Likewise, differentiated care models (DCMs) show great promise. DCMs entail tailoring service delivery to
the needs and risks of different types of people, such as the nature of outreach, modalities for distributing
medicines, and the frequency of facility visits for care management and treatment support tests. Potential
efficiency gains from implementing DCMs have been estimated at 16% or more for ART (Barker, Dutta, and
Klein 2017), and such models can be adapted to a variety of health needs®®.

16 For example, the GoK may want to follow lessons emerging from South Africa’s Central Chronic Medicine Dispensing and
Distribution Programme (CCMDD), which strives to make accessing chronic medications, including ARVs, more convenient for stable
patients. In addition to bolstering adherence, it is hoped the CCMDD will reduce unnecessary patient visits to health care facilities,
helping to alleviate wait times and strain on clinicians.

17



Targeted interventions can work especially well if implemented in concert with efforts to address structural
drivers of disease burden, which typically require attention in one or more non-health sectors. For example,
youth account for a large of share new HIV infections, and at school they face a number of stigma-related
obstacles to counseling, care, and ART adherence (Wolf, Halpern-Felsher, Bukusi, Agot, et al. 2014; Wolf,
Halpern-Felsher, Bukusi, Cohen, et al. 2014). Moreover, insufficient social support beleaguers those
confronting HIV-related stigma (Levy et al. 2016). Similarly, women face numerous structural challenges that
exacerbate their health risks, including food insecurity (Fiorella et al. 2015; Zakaras et al. 2017) and weak
property rights (Dworkin et al. 2013, 2014). Female sex workers (FSWs) are particularly vulnerable. A range
of FSW-focused structural interventions can help to avert large shares of new HIV infections in the next
decade, including measures to reduce sexual violence (17% of new infections), FSW-led outreach initiatives
(20%), and especially decriminalization of sex work (33—-46%) (Shannon et al. 2015)

In the longer term, the transition and integration of externally funded programs should create additional
opportunities to bolster efficiency. Some donor investments are quite costly, including special oversight and
monitoring systems and the frequent use of pricey international consultants for analysis and technical
assistance (Clift et al. 2016). GoK will not need to fully absorb these costs because certain program
management functions can be folded into existing units at the national, county, and provider levels. Instead,
resources can be repurposed to delivering priority interventions. For instance, both the Global Fund and USG
currently budget substantial funding for program management. Through the transition, even a 20%
reduction in these investments would free up KES 1.1 billion annually.

Another important long-term opportunity, emphasized heavily in the KHFS, is strategic purchasing. Many of
the measures already discussed lay pieces of the foundation for strategic purchasing, including
strengthening the procurement system, targeting investments based on need and expected return, and
undertaking needed regulatory reforms to enable the contracting of non-state service providers. Flexible
extrabudgetary financing mechanisms may remain appealing if well aligned with Kenya’s overall health
financing strategy. Over time, these efforts can evolve from disease- and transition-focused efforts to
system-level functions for priority setting and provider payment. Health benefits policies and health
technology assessment help to maximize value for money not only in individual disease responses but across
the sector. Concurrently, carefully designed provider contracts can incentivize higher quality and efficiency.
Like in many countries, low productivity is an enduring challenge in Kenya’s health facilities (Di Giorgio et al.
2016). Strong provider payment systems also generate detailed data that can inform effective program
management and bolster accountability (JLN 2017).

As the GoK pursues efficiency-oriented reforms, it should be mindful of several important considerations.
First, efficiency gains can be challenging to measure because they often manifest in quality or productivity,
not in reductions in unit costs. Consequently, the GoK will want to develop strategies for measuring changes
in quality and for capitalizing on productivity gains. For instance, if implementing DCMs frees up a share of
clinician time, how will newly available capacity be redeployed efficiently?

Second, not all efficiency gains will be additive. Some interventions may have overlapping effects, such as
provider payment reforms and updates to treatment protocols calling for more differentiated approaches to
chronic care management. Others could be complementary, such as addressing disbursement bottlenecks
for procurement transactions and strengthening KEMSA's capacity to negotiate favorable prices with
suppliers.

Finally, most efficiency gains require upfront, enabling investments and reforms. This can create fiscal
pressure in the near term because efficiency gains may be realized over relatively long time horizons.
Fortunately, the benefits of these investments are likely to be felt across the health system, not just in
interventions for one or a few diseases.
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Other topics to include in ongoing sustainability and transition dialogue

Though not the focus of this exercise, the validation consultation workshop unearthed several important
topics that merit additional dialogue among national and country officials, non-state implementers, and
development partners. Change management in the health sector emerged as a prominent challenge, relating
to the importance of leadership and the nature of governance arrangements among ministries and between
the national and county authorities. Concerns were raised about a mindset of territoriality engendered by
the verticalization of program planning, financing, and oversight. Information asymmetries also loom large,
not only between national and county governments, as noted above, but also between the MoH and NT. The
MoH might do well to bolster the capacity and influence of its planning unit, including ensuring sufficient
economics and financing skills alongside clinical expertise. In turn, NT might consider a more proactive
attitude toward joint interest in and ownership of the health financing system. Stronger data standards and
systems at all levels could also improve transparency, coordinated planning, and the structuring of budgets
that accurately reflect the needs of priority populations and programs.

Recommendations and next steps

The prospect of donor transitions opens space for concerted dialogue and reform to ensure the effective
coverage of priority HIV, TB, and malaria interventions is sustained. The GoK has already committed to
assuming greater financial and programmatic responsibility for the three diseases. Given increased attention
to sustainability and transition planning from the Global Fund and other development partners, and in light
of uncertainties regarding future USG commitments to development assistance, now is an opportune
moment for Kenya to grapple with the many difficult challenges posed by transition. Based on the analysis
above and the GoK’s stated development and health sector priorities, a handful of priority recommendations
and next steps can be considered by the GoK and its partners:

1. Integrate sustainability and transition issues into routine health financing discussions among
Health and Treasury officials at the national and county levels. MoH and national disease program
officials understand well the importance of external funding to HIV, TB, and malaria outcomes, and
they can do more to sensitize their counterparts in the National Treasury and in county governments
to the ways in which the disease responses rely upon donor support and may be endangered by
transition. Dialogue should include examination of the financing structure of individual program
components and attention to the magnitude and purpose of funds flowing off budget. National and
country Treasury officials, in particular, may not viscerally appreciate just how much the three
diseases rely on funding that flows to non-state Global Fund PRs and PEPFAR implementing partners,
nor the magnitude of those funds relative to government health budgets. These analyses and
discussions could become part of the regular health budget formulation processes at both the
national and county levels.

2. Begin deliberating about national and county roles with respect to program activities that will
eventually be transitioned. The implementation of devolution is ongoing, and the sustainability of
priority HIV, TB, and malaria interventions will require clear agreements and expectations about
which level of government will assume financial responsibility for which interventions, and what
non-governmental stakeholders will be involved in service delivery. National officials from the MoH,
the disease programs, and NT, together with country representatives and the CoG Secretariat,
should jointly develop a vision for the incorporation of donor-supported activities into the
government’s recurrent budget planning, implementation, and monitoring processes, as well as
clarify for each program component the intended flow of funds and responsibility centers across
levels of government. Decisions about whether and how to involve non-state providers in service
delivery will also be critical. For instance, even as the GoK mobilizes domestic resources to sustain
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outreach and prevention programs for key populations, it will likely determine that non-state actors
remain better positioned to implement those programs, and so appropriate contracting and
performance monitoring mechanisms will need to be developed.

Chart plans for sustainability and transition for the three diseases along Kenya’s path toward
universal health coverage, with a priority focus on increasing efficiency. Importantly, HIV, TB, and
malaria services are already included in the essential package of health services that would,
according to the KHFS, be purchased by a future social health insurance fund. As major contributors
to Kenya’s disease burden, all three should remain prominent in future priority-setting processes
structured around a balance of rigorous analysis and stakeholder engagement. Budget impact
analysis, economic evaluation, and health technology assessment will be critical inputs to strategic
health purchasing, including by helping the GoK to determine which interventions and service
delivery models will mount the most efficient responses to the three diseases.

Maximizing value for money will allow for a social health insurance fund to cover more Kenyans, a
greater share of their health care costs, and/or a greater number of services. Concurrent to
providing access to personal services through a health benefits package, the GoK will need to ensure
sufficient investment in population- and community-oriented outreach, prevention, and screening
activities, including those targeting key, priority, marginalized, and other high-risk populations.
Insufficient attention to prevention and structural drivers will translate into a greater long-term
health and financial burden, including from the three diseases. If Kenya undertakes the type of
ambitious reforms proposed in the KHFS, the GoK will do well to keep sight of priority interventions
beyond those most amenable to inclusion in a benefits package and delivered to individuals in clinics
and hospitals.

Retain focus on PFM-health financing alignment and analysis at the level of program components.
This study provides a framework that can be updated regularly based on changes in the financing
landscape and health sector priorities. Kenya’s forthcoming NHA for 2015/16, and future efforts to
closely track expenditure on health and across the three diseases, can provide additional insights
into financing trends over time and areas of potential vulnerability. Collecting more detailed routine
data at the county level will also be useful. Periodic reexamination of bottlenecks and constraints in
the PFM system can help to evaluate the effect of policy interventions and to identify new priority
areas for improvement.

Additionally, modifications to PFM will be required to realize the long-term vision of the KHFS.
Implementing a single-payer social health insurance fund and the associated purchaser-provider split
could necessitate major revisions, over time, to PFM systems and processes. Although Kenya already
has some of the regulatory framework needed to procure or contract services from non-state
providers, it may need significant reforms for a government-administered health insurance fund to
purchase services from publicly owned and operated health care facilities. In fact, strategic
purchasing will require reimagining the conventional PFM axiom of ‘funds follow function.’

Embrace a spirit of ‘urgent incrementalism’ to tackle transition challenges over time. Kenya's
macro-fiscal situation will constrain how quickly the GoK can replace external funds with
domestically raised revenue and assume full responsibility for program implementation, oversight,
and improvement. Nonetheless, the GoK is already working together with development partners to
ensure some progress is made every year and that the groundwork is being laid for future efforts.
These include stepwise increases in the share of ART costs paid with domestically raised revenue and
continual efforts to strengthen KEMSA and associated procurement processes. This study proposes
what could be some of the next priority reform efforts, and looking to the long-term future, initial
steps could already be taken to enable key elements of the transition. For example, though it may
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not be possible in the next few years for the GoK to contract non-state providers to deliver outreach
and prevention programs to key populations, a small pilot could be undertaken within current rules
for procurement, while the incumbent regulatory regime could be studied to identify any obstacles

to more widespread public-private partnerships of this kind.

This study offers a framework for examining the challenges of sustaining and eventually transitioning
Kenya’s HIV, TB, and malaria programs. It also proposes priority areas to be addressed through policy reform
and dialogue among government and other health sector stakeholders at the national and county levels. The
inevitable transition of externally funded programs creates an opportunity to refine key aspects of Kenya’'s
public financial management and health financing systems so they are suitably aligned to achieve the
country’s development and health sector goals, including control of the HIV, TB, and malaria epidemics.
Ultimately, the sustainability and successful transition of externally supported programs will require
prolonged commitment from national and county officials, buttressed by strategic investments from
development partners—to collaboratively address the three diseases through recurrent processes to plan,
implement, and monitor financing for health.
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Annex A. Resource needs table

Annual expected funding for 2018-2020 (KES millions)

Disease & Public Global USG Other non- To'tal Dc?nor Tote'll Ava.ilable Estimated Unmet l'Jnmet need
Program Component Sources Fund (1) GF Donors Financing Financing Resource Need | resource need without donors
(1) (1 (V) (v) (V1) (vin (vin) (1X)
(1 +11+1v) (I+ 11+ 11+ 1v) (VIL- V1) (VIL-1)
HIV
Prevention
Male circumcision 3 1,893 16 1,912 1,912 3,929 2,017 3,929
Condoms 221 0 0 221 221 4,046 3,824 4,046
PMTCT 296 186 2,360 19 2,566 2,862 3,688 826 3,392
MSM 231 335 3 569 569 903 333 903
Sex workers and their clients 239 559 5 803 803 2,840 2,037 2,840
PWID and their partners 65 381 706 6 1,093 1,158 996 (162) 931
Adolescents and youth 344 8,512 70 8,926 8,926 6,352 (2,574) 6,352
Other prevention programs 496 545 5,472 45 6,062 6,558 6,352 (206) 5,856
Treatment, care, and support
ART 1,558 4,640 29,468 243 34,351 35,909 53,887 17,978 52,330
TB/HIV 196 368 3 566 566 3,483 2,917 3,483
Support functions
Human rights-related barriers 260 5 0 266 266 8,954 8,688 8,954
Program management 842 3,678 30 4,551 4,551 7,776 3,225 7,776
Other 0 25 0 26 26 0 (26) 0
Total HIV 33,094* 8,090 53,382 440 61,912 95,006 103,205 8,199 70,110
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Other

Unmet need

Tuberculosis Public GF USG donors Total donors | Total available Need Unmet need without donors

Prevention, Treatment and Care

TB care and prevention 702 702 702

MDR TB 296 296 296

TB/HIV 309 309 309

Program management 265 265 265
Total TB 2,398" 1,573 861 2,433 4,832 6,555° 1,724 4,157

Malaria Public GF UsG it::rrs Total donors | Total available Need Unmet need wli{c:g]lit;:::rs

Prevention

LLINs 825 547 1,372 1,372

IRS 0 700 700 700

Malaria in pregnancy 0 70 70 70

IEC BCC 97 99 196 196
Case management

Facility-based treatment 587 1,127 1,714 1,714

Severe malaria 91 125 216 216

Private sector services 83 0 83 83
Surveillance

Entomological monitoring 32 53 84 84

Routine reporting 16 0 16 16

Surveys 40 114 154 154
Support functions

Drug/health product quality 4 169 173 173

HIS and M&E 45 91 136 136

Program and data quality 29 0 29 29

Policy, planning, coordination

and management of national 33 99 133 133

disease control programs

Grant management 170 188 359 359
Total Malaria 14,456* 2,913 3,382 18 6,313 20,769 14,747 (6,022) 291
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Health system strengthening . Other . Unmet need
(HSS/RSSH) Public GF USG donors Total donors | Total available Need Unmet need without donors
Procurement and SCMS 102 102 102
HMIS and M&E 536 536 536
Integrated Service Delivery and
quality improvement 296 296 296
Community response & systems 146 146 146
Financial management systems 39 39 39
Human resources for health 220 220 220
Total HSS/RSSH 1,340 4,814 40 6,194 6,194 9,333 3,139 9,333
: Total . .
Public Global Other non- Total Available Estimated Unmet Gap w/o external
UsG External : : .
Summary Sources Fund ! GF Donors Financin Financing Resource Need | resource need funding
(1) (1) (IV) V) g (V1) ) (Vi) (1X)
HIV 33,094 8,090 | 53,382 440 61,912 95,006 103,205 8,199 70,110
B 2,398 1,573 861 2,433 4,832 6,555 1,724 4,157
Malaria 14,456 2,913 3,382 18 6,313 20,769 14,747 (6,022) 291
HSS/RSSH 1,340 4,814 40 6,194 6,194 9,333 3,139 9,333
Total for the 3 diseases 49,949 13,915 62,439 498 76,851 126,800 133,840 7,040 83,891

Source: Unless otherwise noted, these data come from the funding landscapes included with Kenya’s funding requests submitted to the Global Fund on May 23, 2017. The funding landscapes are separate Excel
workbooks that were provided to R4D by the Kenya Coordinating Mechanism.

Notes

* | Kenya’s Global Fund funding request for 2018-2020 reports KES 7,404 million in expected annual funding for HIV for publicly raised revenue, divided between the National Hospital Insurance Fund
(roughly 2/3) and government (1/2). R4D’s analysis of the unpublished NASA data for FY 2015/16 suggests there will be considerably more public expenditure on HIV in the medium-term. The figure here
derives from a model we used to project public expenditure on health from 2016 to 2022, using Kenyan and international data and forecasts for GDP growth, share of GDP collected and spent by
government, health’s share of government spending, and HIV’s share of government health spending. We added our projected estimate to the funding request’s estimate of NHIF spending on HIV.

The funding request reports KES 787 million in expected annual funding for TB for publicly raised revenue, all from the NHIF. R4D’s analysis of the NHA data from FY 2012/13 suggests there will be
considerably more public expenditure on TB in the medium-term. The figure here derives from our model. We added our projected estimate to the funding request’s estimate of NHIF spending on TB.

* | The funding request for 2018-2020 reports KES 483 million in expected annual funding for malaria for publicly raised revenue, all from government. R4D’s analysis of the NHA data from FY 2012/13
suggests there will be considerably more public expenditure on malaria in the medium-term. The figure here derives from our model; we used it in lieu of what appears in funding landscape.

5 | The funding request for 2018-2020 did not present a total resource needs estimate for TB. The figure here is the cost estimate for FY 2017/18 for Kenya’s National Strategic Plan for Tuberculosis, Leprosy,
and Lung Health 2015-2018.
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Annex B. Desk review and qualitative fiscal space analysis [updated'’]

Click here to read Annex B.

17 The original desk review and qualitative fiscal space analysis was originally submitted to the Global Fund on May 12, 2017. The
version presented here has been updated based on feedback and review of additional documents and data.
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Annex C. Mapped funding flows

The funding flows diagram below illustrates how Global Fund grants are transferred between the Principle
Recipients (PRs)—National Treasury, AMREF, and Kenya Red Cross Society—and various ministries (e.g.
MoH), ministerial programs (e.g. NASCOP), and semi-autonomous government agencies (SAGAs) (e.g.
KEMSA), who act as sub-recipients (SRs) for the grants. Unlike general government revenue, there is
currently no mechanism to transfer GF money directly to county government accounts. Some GF funds
eventually flow to counties and their providers as in-kind commodities (e.g., drugs, test kits) and capacity
building activities from the national level, or to other decentralized accounts at the county level (e.g., CSO
accounts). Funds for CSO principle recipients are sent directly from the GF to the NGO account, while funds
for the government are transferred to the National Treasury and subsequently released to the SRs.

Mapped Global Fund Funding Flows Diagram

Global Fund Grants
[Six Active: KEN-H-TNT; KEN-H-KRCS; KEN-T-TNT; KEN-M-TNT; KEN-T-AMREF; KEN-M-AMREF in 2017]

AMREF and Kenya Red National Treasury (Nationally Collected
Cross Revenues)

x No direct transfer of GF funds

to county governments

Civil Society National Level- Line
Ministries

SAGAs under
MoH: KEMSA, 5
NACC Ministry Ministry
Conditional National

National Control grants Spending

Programs:
NASCOP, NMCP,
NTLD Program

County

County level

governments

” In-kind GF support
—> GF Fund flows

x No GF fund flows

Source: Authors’ representation using data from interviews and Dutta, Perales, and Alando (2012).

Notes: Active grants under GF New Funding Model: KEN-H-TNT: Kenya grant for HIV, Principal Recipient: The National Treasury; KEN-
H-KRCS: Kenya grant for HIV, Principal Recipient: Kenya Red Cross Society; KEN-T-TNT: Kenya grant for TB, Principal Recipient: The
National Treasury; KEN-M-TNT: Kenya grant for malaria, Principal Recipient: The National Treasury; KEN-T-AMREF: Kenya grant for
TB, Principal Recipient: AMREF Health Africa; KEN-M-AMREF: Kenya grant for malaria, Principal Recipient: AMREF Health Africa.
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Annex D. Notes on methodology and data availability

Expenditure analyses

Expenditure data come from the summary report for Kenya’s National Health Accounts for KFY 2012/13
(Ministry of Health 2015b) and the unpublished National AIDS Spending Assessment for KFY 2015/16 (NACC
2016), which was provided to R4D by NACC in August 2017. All estimates are reported in KES millions unless
otherwise noted in the text, tables, or figure titles.

Estimating disease response funding by program component

Kenya’s new funding request to the Global Fund, submitted on May 23, 2017, is supported by funding
landscape tables for each of the three diseases. These were provided to R4D by the Kenya Coordinating
Mechanism Coordinator in June 2017. The tables capture the annual estimated resource need and
availability from domestic and external sources by year for the 2018-2020 implementation window.

Unfortunately, the landscape tables were incomplete, complicating efforts to analyze the composition of
domestic funding by program component. We sought other sources for the magnitude and composition of
domestic spending, finding options only for HIV: an annual investment profile for 2015/16 in the PEFPAR
Country Operational Plan (COP17) Strategic Direction Summary and the unpublished NASA. In this report, we
used the former for our analysis of program component vulnerability because it is publicly available and
benefits from access to more detailed information on US government spending, which accounts for a major
share of all HIV expenditure. The same source also provided a breakdown of commodity investment.
However, we used the NASA estimate for total HIV expenditure from publicly pooled revenue sources for
inform our projections of future health and HIV spending as a share of government expenditure.

The TB and malaria funding landscape tables did not detail to which program components most anticipated
funding would flow. We did not find suitable alternate sources of data.

Projecting Government of Kenya spending on each disease

Baseline expenditures for the Government of Kenya by disease response was estimated using figures from
the National Health Accounts for FY 2012/13 and the NASA estimates for FY 2015/16. Using these data, it
was possible to calculate the share of government health expenditure directed to the HIV, TB, and malaria
responses in 2015. These were estimated to be 18.4%, 1.3%, and 9.5%, respectively

Estimates of Kenya’s GDP growth rate and general government expenditure as a share of GDP (GGE/GDP)
forecasts from 2015 to 2022 were obtained from the National Treasury and the International Monetary
Fund. Our National Treasury focal point advised us to use the average of the two values. We began the
projections with the National Treasury’s reported GDP for 2015 in the Statistical Annex for the Budget Policy
Statements for FY 2017/18 (Nov 2016). The estimates of GDP, GDP growth rate, and GGE/GDP for the given
years were:

2015 2016 2017 2018 2019 2020 2021 2022
GDP (current, | o550 | 6,592 6,963 7,379 7,846 8361 8907 | 9,490
KES billions)
GDP growth (%) 5.6 5.9 5.6 6.0 6.3 6.6 6.5 6.5
GGE/GDP (%) 29.8 27.3 28.9 27.2 26.2 25.6 25.6 25.8
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To estimate spending for a given year on a given disease, the following formula was used:

Sd,ty

Sqt = GDP (GG
= * ¥ ——
@t t t GGHE,

GDP)

*
t

where §; ; is spending for disease d in year t and ¢, is 2015. X, is gross government health expenditure as a
share of gross government expenditure, in a given year t, or:

X, = (GGHE)
£~ \ GGE /,

To estimate health’s share of government spending, we used the most recent National and County Budget
Analysis, for FY 2016/17, which reports that 7.6% of the total government budget was allocated to health.
Actual spending likely diverges from the budgets, so a better estimate will be available once the NHA data
are finalized for FY 2015/16.

This estimate was used to establish projections for 2022 within the “Status Quo” scenario (X552 = 7.6%). For
“Priority” and “Priority +”, targets for GGHE/GGE reflected targets for health spending in 2022 reflecting
linear or accelerated progress toward the Health Financing Strategy’s goal of securing 15% of government
spending for health by 2030. Under the “Priority” scenario, X542, = 9.7%, while under the “Priority+”
scenario, X522 = 10.8%.

These parameters underpin the figures on potential additional revenue from prioritization included in the
study. They also inform estimates of resource availability for the three diseases during the 2018—-2020 Global
Fund grant implementation period. In cases where the funding landscape tables included estimates of NHIF
spending on the three diseases, these were added to the projected amounts for 2017. These may be
underestimates of annual available publicly pooled resources for the three-year window because public
spending is likely to increase annually over that time. However, because our estimates far exceed what was
reported in the funding reports, we preferred the more conservative of our options.
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Desk Review and Qualitative Fiscal Space
Analysis

Sustaining Effective Coverage for HIV, Tuberculosis, and Malaria
in the Context of Transition in Kenya

Prepared by Results for Development Institute at the request of
the Global Fund
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Introduction

By 2030, Kenya aspires to provide all its citizens a high-quality life, including “an efficient and high
quality [sic] health care system with the best standards” (Government of Kenya, 2007). Despite
improved outcomes and access to affordable services, Kenyans face numerous barriers to healthcare
and endure high maternal and child mortality, persistent incidence of infectious diseases, and mounting
burdens of non-communicable diseases and injuries (Government of Kenya, 2013). As Kenya
progressively realizes the right to health codified in the Constitution of 2010 and views health as an
enabler of economic prosperity, the country seeks substantial long-term gains in life expectancy and
reductions in deaths from disease, malnutrition, complicated pregnancy and delivery, and violence and
injuries (Ministry of Health, 2014c). While domestic actors—including the national and county
governments, semi-autonomous government agencies, citizens, and non-state actors—will play leading
roles in the governance, financing, delivery, and monitoring of health services, Kenya still receives
financial and technical assistance for health from development partners (lbid.).

The Global Fund to Fight AIDS, Tuberculosis, and Malaria (Global Fund) has invested nearly US$900
million since 2006 in Kenya’s health sector (The Global Fund, 2017). The Global Fund supports a wide
range of activities across its three focus diseases, and the current grants prioritize antiretroviral therapy
for people living with HIV, tuberculosis (TB) prevention and care, and vector control and case
management for malaria (Kenya Coordinating Mechanism, 2015b, 2015a). The Government of Kenya
(GoK) is working with the Global Fund, as part of the latter’s new strategic focus on supporting sustained
epidemic control and successful transitions (The Global Fund, 2016e), to take stock of Kenya’s financing
landscape for health and the three diseases and to identify opportunities and challenges for sustaining
effective coverage of HIV, TB, and malaria services in the long run, mindful of macro-fiscal and
institutional constraints.

This early analysis and dialogue about transition reflects the Global Fund’s conviction that “planning for
sustainability is an integral part of program design and should be taken into account by all countries
regardless of where they sit on the development continuum” (The Global Fund, 2016f). Global Fund
support to Kenya is not scheduled for an imminent phase-out, nor is Kenya is among the countries
projected to transition from Global Fund support by 2025 (The Global Fund, 2016a). ). The Global Fund
has committed US$356 million for Kenya’s 2018-2020 allocation utilization period (The Global Fund,
2016b), and Kenya may also access around USS$25 million from The Global Fund’s Catalytic Matching
Fund (Correspondence with Amina Egal, 2017)™.

Summary of approach and methodology

To assist GoK with analysis and process facilitation, the Global Fund contracted a team of international
and Kenyan experts from Results for Development (R4D), as well as identified focal points in multiple
government agencies, including the Ministry of Health (MoH), National Treasury (NT), Council of
Governors (CoG), and National AIDS Control Council (NACC). The focal points constitute the core
membership of an MoH-chaired working group that participated in and steered the analysis and will
take forward future analysis and implementation.

1 Kenya submitted its funding request to The Global Fund on 23 May 2017. Grant negotiations were underway at the time of
writing.





At the center of R4D’s analytical approach is a focus on the implications of the transition from donor
funding for sustaining gains in health outcomes as assessed through the lens of public financial
management (PFM). This demands a whole-health-sector perspective that considers the extent to which
health sector programming and financing are integrated into existing processes and requires
coordination across both health and finance sectors. Achieving financial sustainability requires an
understanding that strong country systems for budget planning, execution, and monitoring at all levels
are inherent to sustainable financing and transition and existing country systems, capacity, processes,
and policy objectives must be the basis for a sustainable transition.

R4D’s approach in Kenya:

=  Emphasizes a country-led process that can be ongoing after the activity ends;

= Recognizes that general government revenue as the core of financial sustainability;

= Maintains a holistic view that leverages efficiencies and considers the broader context of health
policy and UHC goals; and,

= Embeds a framework for sustainable health financing that is in the government PFM system, so
that spending is allocated according to priorities, deployed effectively, and can be monitored at
all all levels alongside results.

R4D supported this country-led process with a desk review of Kenya’s macro-fiscal, health policy, and
health financing context, a qualitative fiscal space analysis examining potential sources of revenue and
efficiency for the health system, and the development of sustainability scenarios as input to GoK
deliberations and planning. Tracing the Global Fund’s investments in HIV, TB, and malaria provided an
entry point for GoK and R4D to examine the health financing system holistically, with special attention
to the interplay between Kenya’s PFM systems and health budgeting processes at the national and
county levels. The scenarios represent a living plan that can be updated iteratively by the GoK in
consultation with relevant stakeholders, including the Global Fund and other development partners.

Desk Review

Over the past ten years, and in response to major policy initiatives of the GoK—including the adoption
of a new Constitution in 2010, which codified devolution, as well as the development of medium- and
long-term development strategies—there have been a substantial number of studies and reports
broadly related to health financing and conducted with support from development partners and in
collaboration with the Government of Kenya. Published in the peer-reviewed and grey literature, the
existing body of work, when reviewed holistically, provides a detailed picture of the health financing
landscape in Kenya and identifies several major policy issues relevant to the scope of transition from
donor support for health and the sustainability of health outcomes related to the three diseases and
other priority interventions. This desk review complements existing work by highlighting pertinent
trends and issues raised in recent reports and policy documents.

Macro-fiscal and health policy environment

A nation of roughly 47 million people (Kenya National Bureau of Statistics, 2015), Kenya has enjoyed
strong economic growth over the last decade, averaging more than 5% annually since 2006 (World Bank,
2017) and expecting to exceed 6% annually through 2022 (IMF, 2017). Following the rebasing of national
accounts in 2014, Kenya is now classified by the World Bank as a lower-middle-income country (L-MIC),
with a GNI per capita (Atlas method) of USS$1,340 in 2015 (World Bank, 2017). The recent reclassification
means Kenya is among the poorer countries in its income category, but its growth is on par with other L-
MICs and outpaces the average for Sub-Saharan Africa. Kenya has taken on more debt than its
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neighbors, largely to due to relatively greater issuance of domestic public debt, which accounts for more
than 40% of the total debt stock (IMF & IDA, 2016; Mwangi, 2017). Table 1 compares selected
macroeconomic and fiscal indicators for Kenya to averages for L-MICs globally and for the region.

Table 1. Comparing selected macro-fiscal indicators for Kenya, L-MICs, and Sub-Saharan Africa (figures for 2015)

Indicator Kenya L-MIC Sub-Saharan Africa
GDP growth rate, annual 5.6% 5.3% 3.0%

GDP per capita (current USS) 1,376 2,002 1,588
Debt-to-GDP ratio 52% n/a 37%

Fiscal deficit as share of GDP 8% n/a 4%

Gov’t revenue as share of GDP 19% n/a 18%

Sources: (World Bank, 2017) for GDP growth rate and GDP per capita; (IMF, 2017) for Debt-to-GDP
ratio, Fiscal deficit as share of GDP, and GoVv’t revenue as share of GDP.
Note: IMF data are not aggregated by World Bank income classification.

Kenya’s long-term development plan, Vision 2030, provides an ambitious blueprint for transforming the
country into an industrializing, prosperous middle-income country by 2030. It organizes priorities across
economic, social, and political pillars, with government-led initiatives operationalized through a series of
medium-term plans (Government of Kenya, 2007). The Second Medium Term Plan, 2013-2017
(Government of Kenya, 2013) emphasizes sustaining economic growth and social progress while
implementing devolution, a major feature of the governance reforms codified in the Constitution. The
institutional and fiscal features of devolution are guided by the (Public Finance Management Act, 2012)
(PFMA) and (Transition to Devolved Government Act, 2012).

Health is among the sectors most affected by devolution; the Constitution bestows upon Kenya's 47
counties responsibility for delivering most health services, while the national government retains
leadership in developing health policy and regulation, as well as managing national referral facilities
(Constitution of Kenya, 2010). Consequently, the performance of Kenya’s health system and challenges
stemming from the PFM and health financing systems must be understood in the context on ongoing
devolution.

To accelerate attainment of the country’s health goals?, and to support realization of the constitutional
right “to the highest attainable standard of health” (Constitution of Kenya, 2010), MoH formulated the
Kenya Health Policy 2014-2030, a sectoral framework aligned with Vision 2030 and centered the pursuit
of universal coverage of critical services through six policy objectives (Table 2).

Table 2. Six policy objectives in the Kenya Health Policy 2014—2030

1 Eliminate communicable conditions 4 Provide essential healthcare
Halt and reverse the rising burden of non-
communicable conditions and mental disorders

5 Minimize exposure to health risk factors

Strengthen collaboration with private and other

3 Reduce the burden of violence and injuries 6 .
sectors that have an impact on health

Source: (Ministry of Health, 2014c).

2The Kenya Health Policy 2014-2030 sets three high-level targets for the health system by 2030, relative to performance in
2010: (1) to increase life expectancy from 60 to 72 years; (2) to halve mortality from 10.6 to 5.4 annual deaths per 1,000
persons; and (3) to reduce years lived with disability from 12 to 8 (Ministry of Health, 2014c).
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Consultations are ongoing to finalize the MoH’s Health Financing Strategy, of which a third draft was
prepared in October 2016. Like the Kenya Health Policy, the strategy will cover the period through 2030.
The draft strategy proposes ambitious steps to mobilize more resources for health, increase efficiency,
reduce fragmentation, and address numerous other challenges. These include excess care-seeking at
higher-level facilities; insufficient motivation, productivity, and skill among health workers;
disproportionate spending on costly curative services; leakage of funds and commodities; counterfeit
medicines; and passive purchasing. In addition, the Kenya Essential Package for Health (KEPH) features
prominently in the draft strategy and in the third medium-term Health Sector Strategic and Investment
Plan, July 2013—June 2017 (KHSSP Ill). The KEPH is “a set of health services that should ideally be
accessible to all Kenyans as a matter of entitlement” (Ministry of Health, 2016b).

Kenya also develops medium-term strategic plans for specific health priorities, including for HIV, TB,
malaria, immunization, neglected tropic diseases (NTDs), and human resources (Table 3). Each plan
details disease- or issue-specific objectives, activities, monitoring framework, and estimated resource
needs. They are all intended to support and complement the sector-wide strategies, and indeed they all
address priorities articulated in the Kenya Health Policy and KHSSP 1113,

Table 3. Most recent national strategic plans for health priorities

Health issue Most recent strategic plan Institutional home
HIV Kenya AIDS Strategic Framework, 2014/15-2018/19 NACC
Malaria Kenya Malaria Strategy 2009-2018 (revised in 2014) NMCP, MoH
TB Kenya National Strategic Plan for Tuberculosis, Leprosy, and NTLD-P, MoH
Lung Health, 2015-2018
Immunization Comprehensive Multi-Year Plan, 2013-2017 DVI, MoH
NTDs Kenya National Strategic Plan for Control of Neglected MoH
Tropical Diseases, 2016—2020
Human resources Health Sector Human Resources Strategy, 2014-2018 MoH

Sources: (NACC, 2014); (Ministry of Health, 2014d); (Ministry of Health, 2014f);(Ministry of Public Health & Sanitation,
2011); (Ministry of Health, 2016d); (Ministry of Health, 2014b).

Abbreviations: NACC = National AIDS Control Council; NMCP = National Malaria Control Programme; TB = tuberculosis;
NTDs = neglected tropical diseases; NTLD-P = National Tuberculosis, Leprosy, and Lung Disease Program; DVI = Division
of Vaccines and Immunization; MoH = Ministry of Health.

Health system performance

Despite progress, the health system continues to face serious challenges, including severe inequalities in
access and outcomes, inadequate and inequitable financing, and persistent supply- and demand-side
barriers to effective coverage (World Bank, 2016). After severe declines in health outcomes during the
1990s, Kenya made significant gains in terms of life expectancy, mortality, and access to essential
services during the MDGs era (Ministry of Health, 2014c). Although the country’s top three causes of
mortality did not change, deaths from HIV, diarrheal diseases, and lower respiratory infections
decreased between 2005 and 2015, including by two-thirds for HIV (Institute for Health Metrics and
Evaluation, 2017).

Despite considerable progress over the last decade, HIV remains the leading cause of death in Kenya,
and TB and malaria are also still in the top ten (Institute for Health Metrics and Evaluation, 2017). The

3 There is yet another level of policy documents within individual disease programs. For example, for HIV there are numerous
frameworks, strategies, and resource needs estimates for topics like eliminating mother-to-child transmission, voluntary
medical circumcision, adolescents and young people, and more.
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status of each epidemic, the gains and remaining challenges in mounting national responses, and
estimates of resource needs are thoroughly documented in the relevant national strategic plans (Table 3
above), the Kenya Coordinating Mechanism (KCM)’s funding requests to the Global Fund (Kenya
Coordinating Mechanism, 2017a, 2017b), the US Government’s Country Operational Plan and Malaria
Operational Plan (PEPFAR, 2016; PMI, 2016a), and annual and routine surveillance reports from the
NACC, National AIDS & STI Control Program (NASCOP), National Malaria Control Programme (NMCP),
and National Tuberculosis, Leprosy, and Lung Disease Programme (NTLD-P).

Kenya’s responses to the three diseases have all seen great achievements and all face significant
challenges. The health delivery system is rising—perhaps too slowly or unevenly at times—to the
challenge, as facilities are most prepared to deliver HIV, TB, and malaria services (and least ready to
provide maternal health and NCD services) (Ministry of Health, 2014e). 68% of Kenyans living with HIV,
more than a million people, have initiated life-sustaining antiretroviral therapy (ART), and nearly three
quarters (73%) of them are virally suppressed (Figure 1). Treatment scale-up has led to a steep reduction
in HIV-related deaths, but the more than 50,000 new infections annually mean the number of people
living with HIV continues to grow. Despite progress, less than half of men and youth living with HIV have
initiatied ART, some counties lag far behind others on the 90-90-90 targets, retention in treatment falls
from more than 80% after one year to around two-thirds after five years. Treatment scale-up
contributed to reductions by half in mother-to-child transmission between 2012 and 2015, though rates
actually worsened in 21 counties (Kenya Coordinating Mechanism, 2017a).

Figure 1. HIV treatment cascade at the end of 2016

1,498,390

1,018,905

743,801

PLWH Initiated on ART  Virally Suppressed

Source: HIV/TB/RSSH Funding Request for 2018-2020 (Kenya Coordinating Mechanism, 2017a)

Meanwhile, Kenya surpassed the Millennium Development Goals for TB, but county-level treatment
success rates range from 52% to 98%, and drug-resistant TB “remains a major public health challenge”
(Ministry of Health, 2015a). TB case detection has improved significantly, and efforts to address HIV-TB
co-infection have bolstered HIV testing rates for TB patients (95%), with similarly high rates of care
linkage for those who test positive (Kenya Coordinating Mechanism, 2017a).

Finally, malaria-related deaths have decreased since 2005, but 60% of Kenyans still reside in malaria-
endemic areas, and malaria prompts 18% of outpatient visits and 10% of hospital admissions.
Prevalence of malaria and anemia among children have decreased, and the availability of diagnostics
and completeness of incidence reporting have both improved over the last several years (Kenya
Coordinating Mechanism, 2017b).





Kenyans seek health services at a diverse array of public- and private-sector providers. Nearly half (46%)
of facilities are government owned, with the remainder split among private for-profit (40%) and not-for-
profit or faith-based (14%) entities (Ministry of Health, 2016b). Public providers deliver an even greater
share of services, particularly to poor and rural Kenyans (Ministry of Health, 2014a). The per-population
density of facilities and health workers varies considerably across counties, and overall only 57% of
facilities were ready to deliver KEPH services in 2013 (Ministry of Health, 2014e).

Health financing overview*

The draft Health Financing Strategy (Ministry of Health, 2016b) describes Kenya’s highly fragmented
health financing system. Publicly managed resources are raised through a combination of government
revenues at the national and county levels, premium contributions by employers and workers to the
National Hospital Insurance Fund (NHIF), and on-budget grants, credits, and loans from external entities.
The NHIF also receives government transfers for the pilot Health Insurance Subsidy Programme (HISP)
for the poor, one of several schemes the NHIF administers.

Devolution has exacerbated fragmentation by creating a risk pool for each of the 47 counties that draws
on diverse funding sources. Every county receives a legally prescribed ‘equitable share’ of nationally
collected revenue that, together with any own-source revenue, is allocated to health and other sectors
by the county assembly. Additionally, counties receive conditional and unconditional grants from
national ministries, including MoH, to top-up their budgets in support of specific policy aims. MoH also
makes in-kind contributions to county health services, such as distributing commodities that are
centrally procured through the Kenya Medical Supplies Authority (KEMSA). Finally, some counties
receive on-budget support from development partners, such as through the ‘Transforming Health
Systems for Universal Care Project’ (World Bank, 2016).

Most public-sector providers are primarily financed through line-item budgets allocated by county
governments, while national referral hospitals are funded and managed by MoH. The NHIF contracts
with accredited providers, both public and private, and pays for a defined benefits package through
capitation for outpatient services and daily rates for inpatient care. Private facilities mainly rely on out-
of-pocket payments (OOP) from patients and reimbursements from Kenya’s small but growing set of
private health insurers.

Total health expenditure continues to increase in Kenya, reaching USS67 per capita in 2012/13, nearly
7% of nominal GDP. Together the national and county governments contribute about one-third of the
total (compared to 27% in 2009/10), consuming 6% of total government expenditure (Ministry of
Health, 2015b). Since devolution counties have increased the share of their budgets allocated to health
to an average of 25% in 2016/17, but this still falls well below the pre-devolution average of 35%. There
is also wide variation in county government spending on health as a share of county government
expenditure (Maina, Akumu, & Muchiri, 2016). Moreover, health’s decreased share in the national
budget means the combined allocations to health between the national and county levels have
remained between 7% and 8% of the total government budget for several years (Figure 2; (Ministry of
Health, 2016¢)).

4The NHA 2015/16 still were not available at the time of writing.





Figure 2. Health allocations as a share of national, county, and combined government budgets, 2012/13-2016/17
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Source: Reproduced from (Ministry of Health, 2016c).

Households’ share of expenditure has also increased, with OOP accounting for 27% of the total in
2012/13 (Ministry of Health, 2015b). Despite the rise, the incidence of catastrophic health expenditure
fell from over 11% in 2007 to 6% in 2013, though it remains considerably higher in several counties
(Ministry of Health, 2014a). Donors, meanwhile, modestly increased their investment in Kenya’s health
sector between 2009/10 and 2012/13, but their share of total health spending declined from 35% to
26% in that period. Little more than a fifth of external funding flows on budget (Ministry of Health,
2015b), and much of it is “fragmented, uncoordinated, and unpredictable” (World Bank, 2016). External
investment is concentrated in selected health programs, including those for HIV, TB, malaria,
immunization, and reproductive health. Table 4 summarizes trends in key health financing indicators.

Table 4. Trends in key health financing indicators

Indicator 2001/02 2005/06 2009/10 2012/13
THE per capita (USS) 44.6 51.8 55.8 66.6
THE/nominal GDP 5.1% 4.7% 5.4% 6.8%
GHE/GGE 8.0% 5.2% 4.6% 6.1%
GHE/THE 29.6% 29.3% 28.8% 33.5%
OOP/THE n/a n/a 25.1% 26.6%
External funds/THE 16.4% 31.0% 34.5% 25.6%

Source: (Ministry of Health, 2015b).

Abbreviations: THE = total health expenditure, GDP = gross domestic product,
GHE = government health expenditure, GGE = general government
expenditure, OOP = out-of-pocket payments.

Financing differs across HIV, TB, and malaria in terms of reliance on external funding and degree of
verticalization. Table 5 summarizes spending trends for the three diseases from 2001/02 to 2012/13
HIV is a large and growing financial liability for Kenya. Its level of donor dependence is also unique, with
nearly 60% of funding coming from external sources (NACC, 2016). Most of the external support comes
from PEPFAR, and together they and the Global Fund pay for more than 90% of ARV costs (PEPFAR,
2017a). A large share of donor funding flows to NGOs that deliver services and implement outreach
programs, often specializing in activities tailored to specific health issues or at-risk populations. The
Global Fund’s HIV investments emphasize ART, complemented by more modest allocations for various
prevention and outreach activities, including PMTCT and programs for PWID, MSM, and FSW.





Table 5. Health expenditure trends for HIV, TB, and malaria (USS millions)

Indicator 2001/02 | 2005/06 | 2009/10 | 2012/13
HIV 169 342 532 512*
B 24 36
Malaria 541 269

Source: (Ministry of Health, 2015b).

* Although HIV expenditure decreased in US dollar terms from 2009/10 to
2012/13, spending increased in Kenyan shilling terms from KES 40.3 billion to
KES 43.7 billion over that period.

TB is a relatively small program financially. External sources accounted for roughly 40% of TB spending in
2012/13, about half of which flowed on budget (Ministry of Health, 2015b). The Global Fund and US
Government play equally important roles, with the former focused mianly on TB prevent and care and
interventions to address the growing burden of multi-drug resistant TB (Kenya Coordinating Mechanism,
2015b).

Finally, the malaria program is sizeable and, of the three diseases, most closely resemebles the health
system overall in terms of financing. The GoK and households account for the bulk of malaria
expenditure, with households spending the greatest share (40%) in 2012/13 (Ministry of Health, 2015b).
Totally malaria spending decreased dramatically between 2009/10 and 2012/13, and the forthcoming
NHA for 2015/16 will reveal more recent trends.

Qualitative fiscal space analysis

Kenya’s UHC aspirations and GoK’s commitment to sustaining robust responses to the three diseases
have prompted a flurry of analyses about options for creating fiscal space for health. Sources of fiscal
space include economic growth emerging from favorable macroeconomic conditions; improved taxation
and other generation of government revenue; borrowing; earmarked revenue sources; reprioritization
within the government budget; external grants; and efficiency gains (Remme et al., 2016). The draft
Health Financing Strategy notes that a key objective is to increase the share of government spending
allocated to health from 6% to 13% by 2030. However, there is not yet a clear plan for achieving this
target.

Foundational to fiscal space discussions are funding gap analyses both for the sector and for individual
diseases. The national strategic plans for each of the three diseases include funding gap estimates based
on costing of the strategies and tabulations of expected resource availability for the relevant time
periods. Kenya’s national TB and malaria strategies offer fewer specific proposals for new revenue
sources. The former calls for greater prioritization of health within national and county budgets, while
the latter simply quantifies a malaria funding gap. The national control programs are concerned about
sustainability and resource mobilization, though few TB- or malaria-specific analyses have emerged, and
MoH increasingly discourages disease-focused health financing initiatives.

For the sector overall, the KHSSP IIl presented a financial gap analysis for 2013-2017, drawing on
resource needs estimates in Perales, Dutta, & Maina (2015). Korir, Maina, Chen, Perales, & Dutta (2014)
projects longer-term health financing needs and availability through 2029/30.

HIV stakeholders have been perhaps most active in analyzing fiscal space and putting forward creative
new financing mechanisms. The KASF calls for Kenya to domestically finance at least half of the HIV
response by 2018/19. Toward that end, and mindful of a more constrained external funding

8





environment and the implications of Kenya becoming an L-MIC, the KASF proposes a long-term
investment fund, or trust fund, that would initially generate resources for HIV and eventually finance the
broader system. However, the trust fund does not appear to have gained much traction; it is not
mentioned in the HFS, which more generally excludes disease-specific financing sources or mechanisms.

Potential sources of revenue

Macroeconomic conditions: Kenya’s macroeconomic outlook is favorable, and annual growth of 6-7% in
the medium term should provide healthy increases in government revenue and, in turn, government
expenditure on health, assuming current tax rates and effort remain. Relative to GDP per capita, the
elasticity of public health expenditure is positive: increases in GDP are associated with increases in
government expenditure on health (Nyamwange, 2012). Because Kenya’s population is still growing
quickly, the increase in per capita spending will be more modest. GoK is seeking to raise additional
general revenue.

Improved taxation: Following a series of reforms to improve compliance, tax collection improved greatly
between 2010/11 and 2014/15, contributing to growth in government revenue (ICPAK, 2016).
Government expenditure now accounts for around 30% of GDP (National Treasury, 2017) Governments
consider many factors when deciding whether to further increase tax revenue as a share of GDP, and
thereby the pool of resources to be allocated to health and other sectors. While such discussions are
typically steered by finance ministries, health and other sectors have a stake in the government’s
willingness to raise as much revenue as possible to fulfill the right to health and other human rights
(McIntyre & Meheus, 2014).

Prioritization within government budgets: Only about 6—8% of GoK expenditure goes to health. This
contrasts with the HFS goal of increasing health’s share of public spending to 13% by 2030 (Ministry of
Health, 2016b). It also falls well below the global average of nearly 12%, as reported for 2014 (WHO,
2017), suggesting Kenya has an opportunity to make health a greater priority for government spending.

County-level revenue generation: Devolution has piqued interest in raising additional revenue at the
county level. The National Treasury is working with counties to explore their own-source revenue
potential, and because health is a devolved sector, it is likely that a portion of new county-raised
revenue would be allocated to health. How much will depend on budget formation processes within
each county, which under the PFMA are supposed to increasingly resemble a program based budgeting
(PBB) approach. Efforts to capacitate 12 county health departments to undertake PBB showed promising
results, including greater awareness of low absorption, creation of missing departments or programs
(including for HIV and TB), and proposals to country treasuries for increased allocations to health and
HIV (Health Policy Plus, 2016).

While increased political commitment and resource mobilization at the county level are encouraging, it
is unclear whether they will lead to an overall increase in the share of government resources flowing to
health, or merely a replacement of funds previously spent on health by the national government (see
Figure 2 above). Similarly, although restored national budget lines ensured the purchase of selected
strategic health commodities in 2015/16 (Health Policy Project, 2015), it is unclear whether they secured
more resources for health than would have otherwise been spent.





Borrowing: Public debt may also not be the most promising means of raising substantial new revenue.
Kenya enjoys a favorable IMF debt sustainability outlook and middling credit ratings®, so GoK could likely
borrow more for health. However, as noted above, Kenya’s debt-to-GDP ratio of 52% is already
unusually high for the region and L-MICs. Additionally, recently Kenya has only shown a willingness to
borrow at highly concessional rates for the health sector, such as the US$191 million World Bank UHC
project that combines International Development Association (IDA) credit with grants from the Global
Financing Facility (GFF) and the Japan Policy and Human Resources Development Fund. More modest
sums could be raised through creative instruments like health bonds: the KASF proposes to sell
infrastructure bonds to socially minded investors willing to forego half their interest, which would be
diverted to health and HIV. However, to date there has been no effort to market such a bond, nor will it
ever raise the magnitude of resources Kenya needs for health.

Earmarked revenue sources: Fiscal constraints in Kenya (and elsewhere) have stimulated interest in
earmarked funding sources for health. For example, the KASF is replete with proposals for AIDS-
earmarked revenue sources. NACC (2014) estimates the potential revenue and feasibility of 14 funding
sources for HIV, finding that the seven highly or moderately feasible options could mobilize 70% of
projected HIV resource needs by 2023/24. These include earmarked general revenue, an AIDS lottery, a
sumptuary tax on tobacco, a health bond, levies on corporations and dormant funds, and collections
from the informal sector (Error! Reference source not found.). Earmarking for a narrow expenditure p
urpose (e.g., a specific disease) is unlikely to bring additive funds, and it could introduce rigidities into
the overall budget and within the health budget that can ultimately undermine funding for service
delivery (Cashin, Sparkes, & Bloom, 2017). The feasibility of several other levies and a debt swap was
rated low, though the KASF included “debt swap options” among the possible funding sources for an HIV
investment fund, while excluding the tobacco levy and any other sumptuary tax. Despite strong interest
from HIV stakeholders, the draft Health Financing Strategy does not promote any of these options for
the sector overall or for individual diseases or programs.

Figure 3. NACC assessment of revenue sources for health and HIV

Feasibility — political, logistical, market, and feasibility

Low Medium High
High Earmarked GoK revenue
z (>USD (678M)
2 100M)
3
E _ Moderate . A!cqhol levy (94M) Tobacco levy (55M)
§ <gn (uspso- | ° A!rt'lme levy (58M)
£ 100Mm) | ° Airline levy (51M)
RN
o m
58 Fuel Levy (48M) Health bond (25M) | AIDS lottery (21M)
2 Low Remittance levy CSR levy (20M)
£ (<USD (38M) Informal sector
c
g 50M) Debt swap (34M) (20M)

Source: Partial reproduction of Figure 2.1 in NACC (2014).
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5 For example, Moody’s latest rating for Kenya is B1, or “highly speculative,” with a stable outlook.

10






In contrast, the draft strategy centers on the creation of a social health insurance fund (SHIF) financed
through a combination of contributions from households and employers with subsidies from national
and county governments. Though social contributions are not earmarked sources of government
revenue, per se, they serve a similar function by creating a dedicated mechanism for collecting and
channeling funds for specific purposes. Building on the NHIF, the SHIF would be mandatory for all
households, cover a more comprehensive benefits package (starting with the KEPH), and would require
considerable subsidies from government revenue to ensure equitable access and solvency. The HFS does
not provide a detailed blueprint for governance of a future SHIF-centered health financing system. The
combination of increased social health insurance contributions and government allocations to health
echo the recommendations in Korir et al. (2014). Recently, NACC examined the costs and feasibility of
incorporating HIV-related prevention, care, and treatment services into an NHIF-financed benefits
package, which would similarly require a combination of increased premiums and subsidies from
general revenue (NACC, 2017a, 2017b).

Given how much households already spend on health—OOP accounts for around 30% of THE—shifting
their investment to a pre-paid scheme could simultaneously improve financial risk protection for
households and the government’s ability to pool risk and promote equity across geographies, age
groups, and other sub-populations. To move forward, GoK will need to determine the magnitude of
premiums that can be collected and how much cross-subsidization from the government budget will be
needed to ensure universal access to the KEPH. Importantly, international experience emphasizes that
equitable health financing systems successfully de-link entitlements to benefits from contributions and
combine mandatory contributions with subsidies from general revenue (Kutzin, Yip, & Cashin, 2016). In
Kenya, determining suitable arrangements for involving county governments in resource mobilization
and oversight of the Fund will also be critical. The Health Financing Strategy also calls for greater private
sector investment in health but does not specify the nature, magnitude, or feasibility of such
investment.

External grants: Finally, though Kenya is not likely to lose large sums of development assistance for
health (DAH) in the near term, the prospect of increased external funding is doubtful, and declines are
likely in the long run (NACC, 2015). Kenya currently receives critical support from funders including the
US Government (USG), Global Fund, and Gavi, the Vaccine Alliance (Gavi). However, future funding is
uncertain, unlikely, or both. As Kenya’s economy grows, Gavi support will decrease as a matter of policy.
Kenya (GNI per capita of $1,340, Atlas method) is currently in ‘preparatory transition’ from Gavi support,
having crossed the World Bank’s income threshold for middle-income countries ($1,025) but not yet
Gavi’s eligibility threshold ($1,580). Preparatory transition requires Kenya to gradually increase its co-
financing for immunization. With sufficient growth in per capita income, Kenya will next enter Gavi’s
‘accelerated transition’ phase, which entails a rapid scale-up of co-financing requirements to achieve full
self-financing over five years (Gavi, 2017).

Like Gavi, the Global Fund has a co-financing and transition policy, but the time when Kenya will cross
Global Fund eligibility thresholds for HIV, TB, and malaria support is much further in the future. The
burden of all three diseases is considered ‘severe’ in Kenya, so unless rapid and dramatic epidemiologic
improvements are achieved, the country would need to become high income (i.e., GNI per capita above
$12,475) to lose eligibility (The Global Fund, 2016d, 2016c). This does not, however, guarantee that
current levels of Global Fund investment will persist, and Kenya’s co-financing obligations will
incrementally increase (The Global Fund, 2016f).
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The trajectory of USG funding is more difficult to predict. Figure 4 shows the trends in PEPFAR and PMI
funding for Kenya since 2004. Most of the investment has come from PEPFAR, whose commitments to
Kenya for HIV and TB peaked at nearly US$550 million in 2010 before declining sharply in 2012 and then
recovering over the last several years. PEPFAR’s actual expenditure from 2012 to 2015 was steadier
(right axis in Figure 4), and the commitment of an additional US$510 million® in 2017 (PEPFAR, 2017a)
signals enduring commitment in the short term. However, considerable uncertainty shrouds the US
development budget beyond the next financial year (“With Budget Cuts Looming, USAID Chief Vows to
Do More With Less,” 2017).

PMI’s funding peaked at USS40 million, also in 2010, before stabilizing at around USS$35 million. PMI has
committed another USS$34 million for US FY 2017 (PMI, 2016a). By comparison, non-PEPFAR USG
funding for TB has been modest. These short-term commitments to sustain funding align with Kenya’s
status as a priority country for PEPFAR’s Sustainable Financing Initiative (SFl) and PMI. However, ongoing
political debates in the US about foreign assistance cast uncertainty about funding levels beyond the
next year.

Figure 4. PEPFAR funding and expenditure and PMI funding in Kenya, 2004-2016 (USS millions)
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Source: Authors’ analysis using data from (PEPFAR, 2017b) and (PMI, 2016b).

Potential sources of efficiency

There are numerous ways to increase health system efficiency by bolstering outputs and outcomes for a
given level of investment, reducing costs to produce a given level of outputs or outcomes, or both.
Importantly, cutting costs alone does not automatically increase efficiency; quality must concurrently
endure or improve.

Considerable attention has been paid in Kenya to the efficiency dimensions of fiscal space for health.
The draft Health Financing Strategy highlights numerous challenges with optimizing allocative and
technical inefficiency, including poor health system governance, inadequate pharmaceutical practices
and regulatory systems, fragmentation of financing and service delivery, underinvestment in essential
services, low health worker productivity and high absenteeism, and passive purchasing. These reflect
the persistence of challenges identified in earlier assessments (Luoma et al., 2010; Onsomu et al., 2014),
often exacerbated by rapid institutional changes associated with devolution. Other issues include

6 Combined with applied pipeline of US$58 million, PEFPAR’s total planned spending in 2017 is US$568 million.
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reliance on OOP, delays in disbursements, and stock outs and leakages in drug and medical supplies
(World Bank, 2014). The KASF highlights a similar array of efficiency ‘levers’ with special attention to the
delivery and oversight of HIV-related services. Levers with near-term potential include geographic
targeting, differentiated service delivery, task-shifting and reductions in absenteeism, integrated service
delivery, and rationalization of the duplications, overlaps, and other excess costs from verticalized and
externally guided financing. The KASF claims up to 30% gains in efficiency will be realized in the HIV
response if all proposed interventions are implemented.

Efficiency levers implicate the entire health financing system and, at times, other health system building
blocks. Several relate to the architecture of funds flow from various sources, including:

Addressing bottlenecks in the PFM system and aligning PFM processes with health budgeting
practices and health financing objectives at the national and county levels. Counties’ ongoing
efforts to implement PBB and link budgets to desired outputs and outcomes are a promising
step toward such alignment (Health Policy Plus, 2016). This could help to improve budget
execution, which in many counties is low due to overly optimistic expectations for both revenue
collection and spending (Wanjala, 2014). Addressing delays in disbursements to facilities from
both the national and county levels will also be important. The removal of all user fees in public
dispensaries and health centers has constrained facilities’ cash flow and led to drug shortages
(Maina & Kirigia, 2015). Finally, there may be broader opportunities to better align budgeting
and operational planning, as well (Tsofa, Molyneux, & Goodman, 2016).

Reducing fragmentation in funding channels and financing processes. The Health Financing
Strategy proposes consolidation of health funds into three publicly managed risk pools for
facility-based clinical services, preventive and promotive services, and strategic health
commodities (Ministry of Health, 2016b). This is a tall order given the political economy of
devolution and the complexity of funds flow at the county level (Figure 5).

Eliminating redundancies, overlaps, and other excess costs driven by external funding, including
verticalization of funds and other components for individual diseases or health issues (Sparkes,
Duran, & Kutzin, 2017). Not every program component can be integrated right away—and there
may be good reason to selectively retain verticalization through the medium term—but
continuing to invest in parallel or duplicative systems is not an efficient long-term solution.
Overlapping procurement and supply chain systems may be of relevance in Kenya.

Figure 5. lllustration of funds flow through the county health system
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Strategic purchasing also features prominently in the draft Health Financing Strategy’s discussion of
efficiency. Options for promoting efficiency through purchasing include:

Strategically procuring key commodities, which will require further capacitation of KEMSA to
forecast demand, establish technical specifications, and negotiate with suppliers for prices and
service standards, building on ongoing efforts by development partners like PMI (PMI, 2016a).
Now that Kenya is an L-MIC, procurement is especially important because over time the country
could lose access to global procurement pools’.

Priority setting to promote allocative efficiency. The draft Health Financing Strategy seeks a
better balance between primary health care (PHC) and costlier curative care. To that end, the
KEPH contains only highly cost-effective services and others selected to address the sources of
Kenya’s greatest health burdens, including HIV, TB, and malaria. Relying on, and ultimately
developing capacity for, health technology assessment and an evidence-based priority setting
process can help to ensure new services in the KEPH deliver maximal value for money. For
specific diseases, there may be additional ways to improve allocative efficiency, such as
geographic targeting of high-burden and high-incidence areas.

Strategically paying providers for outputs and outcomes. Reforming provider payment is among
the most powerful ways to promote efficiency by creating incentives for quality and cost
containment. Such reforms are also difficult to implement and can be politically contentious.
The Health Financing Strategy offers a roadmap for the institutional, regulatory, and service
delivery reforms needed to link provider payment to improved quality. Provider payment is one
way to address lagging productivity in Kenya’s health facilities, which may also require
strengthened management (Di Giorgio et al., 2016).

Finally, initiatives beyond the health financing system can help to increase efficiency, including several
relating to human resources and modalities of service delivery:

Reducing absenteeism among health workers. A common source of inefficiency is that health
workers simply are not physically present and available in facilities. Estimates of absenteeism in
Kenya run as high as 28%, though close to 90% of absences are sanctioned (Onsomu et al.,
2014). Absenteeism ranges widely across counties, from none reported in Lamu to over 40% in
Elgeyo Marakwet and Nyeri (Ministry of Health, 2014e).

Streamlining in-service training. Training is the biggest driver of absenteeism in most counties
(Ministry of Health, 2014e), and it can incur both financial and opportunity costs by pulling
workers and trainers away from clinical responsibilities. Better coordination and harmonizing
curricula can reduce costs (Dutta, Mukui, lyer, & Mwai, 2012).

Shifting tasks so workers operate ‘to the top of their license.” Like many countries facing
shortages of health workers, Kenya could seek to train and empower less skilled cadres to
assume greater community outreach and clinical responsibilities. However, the draft Health
Financing Strategy does not mention task shifting.

Differentiated service delivery. The national HIV program has been a leader in designing and
implementing differentiated service delivery models, including through its most recent clinical

7 For example, once Kenya passes the Gavi eligibility threshold, it may only enjoy Gavi-negotiated vaccine prices for five
additional years (Gavi, 2017).
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and operational guidelines (Ministry of Health, 2016a; NASCOP, 2016, 2017). This paradigm
could be extended to other parts of the sector®.

In summary, the potential gains in fiscal space from new revenue are likely to be modest at best: while
GDP growth is strong and tax revenue has increased, the decision to allocate additional resources to the
health sector is ultimately a political one, whether at the national or county level. Health does feature
prominently as a priority in Kenya’s overall policy framework documents and is codified as a right in the
Constitution. As noted above, it is not yet clear whether the additional revenue for health that
theoretically should be generated at the county level will supplement or replace health spending by the
national level. Similarly, a decision to re-prioritize health within the existing government resource
envelope would involve tradeoffs for other sectors, some of which (e.g., education) are associated with
substantial impacts on health outcomes. By definition, in the context of transition from donor financing,
new grants or loans from external sources are likely to diminish over time. Earmarking general revenue
is estimated by NACC to generate large volumes of resources for HIV and to be politically feasible, but
has drawbacks that may ultimately work at cross-purposes to overall efforts by GoK to sustain priority
health services.

Efficiency gains in the existing resource envelope may prove to be a more promising way to find more
money and more value. The KASF claims up to 30% gains in efficiency will be realized in the HIV
response if geographic targeting, differentiated service delivery, task-shifting and reductions in
absenteeism, integrated service delivery, and rationalization of the duplications, overlaps, and other
excess costs from verticalized and externally guided financing are implemented. Efficiency gains that
could be achieved by PFM reform—particularly in how funds flow between the national and county
levels—could be promising in the context of devolution. The analysis of data collected at national and
county levels for this study should allow for an assessment of the types of PFM reform measures that
could offer promising efficiency gains. While strategic purchasing is a priority in the draft Health
Financing Strategy, the potential success of measures such as provider payment reform require
substantial political will. Renewing focus on human resources for health and efficiency in service
delivery—particularly given the recent success by NASCOP in differentiating service delivery models—
could provide potential gains if extended to other health services.

8 Kenya could potentially learn from the ongoing South African pilot of a new chronic disease medication dispensing program
that includes not only stable ART patients but also people living with a range of NCDs. For more information see
http://www.hst.org.za/projects/central-chronic-medicine-dispensing-and-distribution-programme-ccmdd.
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