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Top 10 Reasons

Why Kenya is interesting for the Dutch Health Sector

10.

The Dutch have a good Reputation: The Netherlands has a good reputation in Kenya and is the
only country in Europe with which Kenya has a positive trade balance (mainly due to the flower
business). See page 10.

Long-term Dutch support in improving Kenyan Healthcare sector: On top of this, Kenya
has been one of the few African countries which for many years received (financial) support from the
Netherlands for strengthening the healthcare sector. The Netherlands has always been committed
and involved! See page 81.

Strong Dutch presence in Kenyan Healthcare: Partly as a result of the latter, several Dutch
organisations have already build an impressive track record and the Netherlands already invested a
lot in health in Kenya. See text boxes on pages 24, 41, 42, 46, 47, 50, 81.

Renewed Dutch focus on Kenya: Recently the Dutch Topsector LSH has marked East Africa
(Kenya being considered as central hub) as one of the three focus areas (besides US and China).
Meaning continuous support for Dutch health organisations doing or willing to do business in Kenya.
See page 10.

Decentralisation of Kenyan Healthcare sector: in 2013 Kenya reformed the healthcare system
and sector with the so-called ‘devolution’, meaning that the 47 counties gained a relatively high
degree of autonomy. See pages 22, 25, 26, 27, 55, 57.

Kenya is the Healthcare Frontrunner in East Africa: Kenya is widely regarded as thé business
hub in East Africa and eager to adopt innovations while functioning as a healthcare testbed for the
region. See pages 46, 49, 50.

Huge Potential for Growth: Although being a frontrunner in the region, only 25% of Kenyans are
covered by a health insurance scheme. Innovative financing solutions are needed and access to
healthcare needs to be secured. See pages 28, 41, 61.

Priority on Capacity building: Moreover, due to the low healthcare coverage both the public and
private sector are expanding their efforts to strengthen the health infrastructure and overcome the
shortage of health workers. See pages 23, 32, 34, 41, 47, 51, 59.

Fast growing private sector: Private sector is responding to an increasing demand for quality
healthcare living up to Western standards and budgets for ‘high-end branded’ equipment to attract
customers. There are many investments and influences coming from India. See pages 34, 38, 58,
59.

High-volume low-cost concepts: Due to the above-average Indian presence in Kenya many low-

cost high-volume concepts are introduced and operable in Kenya. This principle provides
opportunities for comparable Dutch smart solutions. See page 60.
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Executive Summary

About this report

This report was commissioned by the Embassy of the Kingdom of the Netherlands (EKN) in Nairobi,
Kenya. It is produced by Kenya Healthcare Federation (KHF) and Task Force Health Care (TFHC) and sets
out a high level analysis of the healthcare sector in Kenya, business opportunities for organisations
active within the Dutch Life Sciences & Health sector, and recommendations for the EKN on how to
increase the involvement of the Netherlands in the Kenyan Healthcare sector.

Methodology

This report is based on a desk research and a fact-finding visit to Kenya to gain insights from key
stakeholders in the Kenyan healthcare sector and position the Dutch Life Sciences & Health sector as a
potential valuable partner. Annex 1 provides an overview of the contacts during this week.

A Brief Introduction to Kenya

Kenya is one of the 6 countries of the East Africa Community (EAC) and is widely regarded as the
business hub for East Africa. The economy is growing, the workforce is strong and capable, the
population young and educated, and English being one of the national languages (besides Kiswabhili).
Together with the economy, Kenya’s middle class (44.9% of total population) and the demand for quality
healthcare is on the rise.

Kenya has an estimated population of 46 million with an average population growth of 1 million per
year, with a median age of 19 years and a high (although declining) fertility rate of 4.4 children per
woman. The country is experiencing a population flow from the rural areas to the city centres and
currently about 25% of all Kenyans live in an urban setting.

Kenya’s burden of disease has historically been mostly focused on communicable diseases. However,
recent research shows a large and fast increase in the prevalence of non-communicable diseases such
as cancers and cardiovascular diseases. This is mainly attributed to life style changes of Kenyans.

In 2010, Kenya adopted a new constitution which created a devolved government which established 47
counties which are governed by their own governments and have a relatively high degree of autonomy
when it comes to budget allocations — including for healthcare.

Kenya’s Healthcare System

The Kenyan healthcare system can be split into three subsystems, being the Public Sector, Commercial
Private Sector, and Faith Based Organisations (FBOs). The Public Sector is the largest in terms of the
number of healthcare facilities, followed by the Commercial Private Sector and the FBOs. There is a large
disparity among these health facilities, especially in rural areas.

The Total Health Expenditure (THE) has increased over the years by about 33% in a 2 year timeframe to
KES 234 billion or USD 2,743 million in 2012/13. Health financing is mixed and receives funds from
taxation, the National Health Insurance Fund (NHIF), private health insurances, employer schemes,
Community Based Health Financing (CBHF), user fees (out of pocket expenses), development partners
and Non-Governmental Organisations (NGOs).

The government spending on healthcare is approximately 6% of GDP which is low compared to other
countries in the region. Approximately 25% of the Kenyans are covered by a public, private or
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community-based health insurance scheme. The amount of Out Of Pocket (OOP) spending remains high,
leading a lot of people into poverty and posing a barrier to access healthcare. Especially at the base of
the pyramid, people do not save or prepay for healthcare or are not able to do so.

In 2013, the public health services (primary and secondary level) moved from the national government
and Ministry of Health (MOH) to the county governments. Since then, the MOH is limited to providing
support and technical guidance to the counties and is responsible for regulating the health sector and
the counties for providing the health services. The MOH is guided by the Kenya Health Sector Strategic
Plan (KHSSP) 2013-2017 which is prepared for every four-year election cycle. In August 2017, Kenya has
its national and county election after which the 5 year period will lend a new wave of Public Private
Partnerships in the health sector as the public sector acknowledges that they cannot improve the health
system without partnering with the private and FBO sector.

Human Resources for Health (HRH) is still managed at national level. Kenya has a high health worker
shortage, mostly affecting the rural areas. Most health workers are employed in the private sector, in
which the competition for doctors drives the costs of healthcare. Challenges are improving the capacity
of training, efficiency of health workers, and reducing the so-called brain-drain where trained health
workers look for greener pastures in the private sector and abroad.

Business Opportunities

The Kenyan healthcare sector is experiencing exciting times. The middle class in Kenya has been
growing, together with the economy, increasing the demand for quality accessible health services. The
private sector has been vibrant with increased investments. At the same time, 32.5 million Kenyans lack
any form of basic insurance and are treated in ill-equipped and poorly staffed facilities. Kenya’s health
sector faces enormous deficiencies in coverage and infrastructure. This study identified business
opportunities for the Dutch Life Sciences & Health sector in the following areas:

Medical Devices

In the public, private and FBO sector, there is a demand for quality, affordable medical devices.
Centralized purchasing and procurement are often used to obtain economies of scale. Especially in the
private sector, there is a rising demand for western standard therapeutic and diagnostic equipment.
There is also a demand for supply chain solutions involving knowledge and technology to effectively
distribute pharmaceuticals and medical supplies. The recent enactment of the Special Economic Zones
Act (2015-SEZA) presents an opportunity to invest in manufacturing plants for medical supplies to the
region.

eHealth

Health and ICT are slowly becoming more interconnected in Kenya. Kenya has proven to be a
frontrunner in innovative ICT solutions in general and also in the health sector. It is the only African
country with a comprehensive eHealth strategy and the only country in the world with a multi-billion
USD turnover of mobile money (mPesa) payments that is more and more being linked to paying for
healthcare services. Telemedicine, Health Management Information Systems, Hospital Information
Systems, elLearning and serious gaming are gaining increased attention.

Training and Education

The shortage of health workers poses great opportunities for solutions contributing to effective capacity
building. Curriculum development, training content, problem-based learning and elearning are
examples of much needed expertise to strengthen human resources for health. Next, hospital
management skills is increasingly viewed as a separate discipline needed to be invested in.
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Hospital Build

Both the public and private sector are investing in the renewal, expansion or development of new
hospitals, clinics and reaching out to rural areas (with additional mobile solutions). Expertise on hospital
build brings knowledge and leverage targeting investors and donors.

Health Financing

Although Kenya is a frontrunner in the region in terms of economic and technical developments, the
country still only has a prepaid healthcare coverage of about 25%. 75% of the Kenyan population does
not have any health (insurance) cover and relies fully on out of pocket expenses. A lot can be won by
innovative investments in this area.

Next steps

This market study report marks an important step to further strengthen the bilateral healthcare relation
between Kenya and the Netherlands. Task Force Health Care has proposed a roadmap to the Embassy
of the Kingdom of the Netherlands to further connect Kenyan with Dutch healthcare stakeholders and
build towards sustainable healthcare relationships. Please get in touch with TFHC, KHF, or the EKN
Nairobi to be involved.

More information

. N
Task Force +lealth Care

Kenya Healthcare
Federation

Kenya Healthcare Federation
Rosami Court, 1% floor, Muringa Road
Off Elgeyo Marakwet rd

Kilimani

P. 0. BOX 37929-00100

Phone: +254 (0)702 249 853
Email: admin@khf.co.ke

Web:  www.khf.co.ke

Dutch platform for the life sciences & health sector

Task Force Health Care
WTC The Hague

Prinses Margrietplantsoen 33
2595 AM, The Hague

The Netherlands

Phone: 0031 (0) 70 21 99 000
Email: info@tfhc.nl
Web:  www.tfhc.nl
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|.  Introduction & Background

The African continent is on the rise. Despite the fact that many countries still carry the label of
“developing county”, the private sector is growing and the ambitions for private sector development
are high. Besides this, the procurement of international development institutions is a billion dollar
market. The East African region, in particular, has proven to be an attractive area for Dutch companies,
knowledge institutes and Non-Governmental Organisations that have been active in the region for many
years. An improved collaboration between the Dutch government and Dutch private sector will
contribute to the business activities in the East African region.

Kenya is a stable and relatively well organized country in the East African region. However, the necessity
and need for increased sustainability, accessibility and improvement of quality care in the health system
is still high. The healthcare sector falls for a large part in the public domain in which the Government of
Kenya is very dependent on external donor funding. The Dutch life sciences & health sector has a lot of
knowledge and healthcare solutions that might contribute to the improvement of the development of
the Kenyan healthcare sector.

From Aid to Trade

Kenya has been identified as a transition country by Dutch Minister Ploumen. This means that the “Aid
to Trade” agenda will be implemented by the Dutch Government, and therefore the aid agenda will be
phased out and replaced by a trade agenda that will be based on a broad trade- and investment
relationship. In this regard, the Netherlands Enterprise Agency (RVO) and the Embassy of the Kingdom
in the Netherlands (EKN) in Nairobi, endeavour to get a broader understanding of the various economic
sectors in Kenya with the main aim of informing Dutch companies and businesses and to steer
interventions from the Dutch government.

The total volume in trade between Kenya and the Netherlands has seen considerable growth over the
period 2006 — 2015. The Netherlands is the 5th export destination for Kenyan products. Exports grew
from €619 million in 2006 to €937 million in 2015. Most important Kenyan exports are agri-products,
flowers and vegetables, which accounted for 36% of exports in 2015. It is interesting to note that the
Netherlands is the only country in Europe for which Kenya has a positive trade balance (!) which can be
mostly attributed to the flower exports. The Netherlands has therefore a positive connotation among
the Kenyans. Kenyan imports from the Netherlands increased from €268 million to €295 million in the
same period. The largest import products are machinery and transportation material (31% of imports).

Foreign direct investments from the Netherlands in Kenya have risen tenfold from €63 million in 2006
to €690 million in 2014. Kenyan investments in the Netherlands are low and averaged around €15
million over the period 2009-2014.1

East Africa: A Focus Area of the Dutch Topsector Life Sciences & Health

In November 2015, the Dutch Topsector Life Sciences & Health (LSH) marked three focus
countries/regions for the period of 2016-2017.2 The East African region is one of these focus areas
(together with the USA and China). The three LSH focus countries/regions are receiving special attention
from the Topsector LSH with an integral approach for export, acquisition and R&D plus innovation. The
timing of this market study is perfect to create a unified consensus on follow up steps to connect the
Dutch LSH sector to the Kenyan business opportunities in health.

! Netherlands Embassy, Nairobi (2016) Economic Fact sheet, mimeo.
2 http://www.health-holland.com/news/2015/11/international-strategy
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About this report

This report was commissioned by the Embassy of the Kingdom of the Netherlands (EKN) in Nairobi,
Kenvya. It is produced by the Kenya Healthcare Federation (KHF) and Task Force Health Care (TFHC) and
sets out a high level analysis of the healthcare market in Kenya, business opportunities for Dutch
companies and organisations and recommendations for interventions and support from the EKN.
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Il.  Methodology

In order to make this market study as relevant as possible for the Dutch Life Sciences & Health sector,
Task Force Health Care and Kenya Healthcare Federation have taken three important steps.?

i Survey amongst the Dutch Life Sciences & Health sector

Task Force Health Care (TFHC) conducted a survey among Dutch organisations active within the Life
Sciences & Health sector to identify the interest in the Kenya Healthcare Market and the main
(perceived) opportunities and challenges. This was an important step to add more focus in the desk
research, fact-finding visit to Kenya, the writings of this report and recommendations provided to the
EKN.

ii. Desk research

The desk research targeted relevant health policies and other health information related reports.* Some
challenges were encountered in obtaining recent and accurate data. The written data on the Kenyan
health sector has proven to be very scattered and sometimes outdated. For some statistics the latest
data available was obtained in the year 2006 and can therefore not be classified as current.
Furthermore, some information on certain sub-sectors was simply not available from a trusted source.
In addition, some sources were reporting different data. It was therefore crucial for to cross check data
provided in reports and also to corroborate data during meetings with Kenyan Healthcare stakeholders
whenever appropriate.

iii. Fact-finding visit to Kenya

In important element of the market study was the fact-finding visit to Kenya, whereby two delegates of
the TFHC jointly with KHF, visited Nairobi to gain insights from key stakeholders in the Kenyan healthcare
system. The fact-finding visit (one week) included 14 meetings and 3 round table luncheons with
representatives from the public sector, private sector and development partners. The 3 roundtables
covered the following thematic areas: 1) eHealth, 2) Health Infrastructure and 3) Health Partners with
a Dutch connection.

Meetings were semi-structured in terms of following an open-interview method with a discussion guide.
Most interviewees were very open on their current operations but a bit guarded when providing more
information on their strategic directions and development plans moving forward. Therefore it is likely
that the opportunities and near future plans for especially the private sector (for competitive reasons)
are not 100% complete. However, this report captures the overall lines of expansion and strategic
direction Kenya is taking in the health sector currently and in the near future.

Next to gaining valuable market information (including cross checking data and developments) these
meetings were used to create awareness and —if appropriate — position the Dutch Life Sciences & Health
sector as a potential valuable partner. A full list of contacts during the fact-finding week is provided in
Annex 1.

3 PharmAccess participated in this study by providing information about the market and explaining their experiences and
links with partners in their network.
4 See Literature List for the relevant health information reports and policies used for this study.
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Ill.  Dutch Life Sciences & Health sector interest in Kenya

Task Force Health Care (TFHC) conducted a survey among Dutch organisations active within the Life
Sciences & Health sector to identify the interest in the Kenya Healthcare Market and the main
(perceived) opportunities and challenges. The results show that (at least) a dozen organisations are
already active, mainly in the field of ‘Health Systems Strengthening’ (consultancy, project
implementation), ‘Medical Equipment and Supplies’ (imaging, beds, medical/hospital supply kits,
haemostats), and ‘Laboratory’ (pathology lab equipment, mobile chemical analysers), E-Health (mobile
payments, training), ‘Rehabilitation’, ‘Training & Education’ and ‘Pharmaceuticals’ (supply chain,
procurement).

Next, (at least) a same amount of organisations are interested (and some already exploring)
opportunities in Kenya, focussing on Hospital Build, Medical Devices, Health Systems Strengthening and
Health Financing.

Survey respondents label the expanding population, being the economic and logistic hub for the region,
government communicating focus on improving healthcare, the devolution’s impact on the supply
chain, the need for efficient training methods, and the number of hospitals being build and equipped as
reasons why they see Kenya as a target market. However, the respondents also perceive a lot of barriers
to enter the market, being high (import) taxes, high costs of transport, scarce financing possibilities, lack
of funding in the public sector, a price-oriented market with big and established competition (strong
influence from India, rest of Asia and US), lack of qualified (technical) personnel for local technical
service, and immature leasing legislation. Finding the right business partner is often mentioned as the
key to success, but also perceived as a big challenge.
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Glossary of Terms

ANC
CBHF
CBO
CHAK
CHE
CLC
CS
DMS
EAC
EmOC
FBO
GDP
GOK
HIV
HMIS
HR
HSSF
ICT
KCCB
KHF
KHPF
KNH
KHSSP
MEDS
MFL
MOH
NGO
NHA
NHIF
NHSSP
NPISH
0ooP
ovC
PPP
PS
SAGA
SME
SUPKEM
B
TFHC
THE
TPA
VDS
WHO

Antenatal Care

Community Based Healthcare Financing
Community Based Organization
Christian Health Association Kenya
Current Health Expenditure
Community Life Center

Cabinet Secretary

Director of Medical Services

East Africa Community

Emergency Obstetric Care

Faith Based Organization

Gross Domestic Product

Government of Kenya

Human Immunodeficiency Virus

Health Management Information Systems
Human Resources

Health Sector Services Fund
Information Communication Technology
Kenyan Catholic Conference of Bishops
Kenya Healthcare Federation

Kenya Health Policy Framework
Kenyatta National Hospital

Kenya Health Sector Strategic Plan
Mission of Essential Drug Supplies
Master Facility List

Ministry of Health

Non-Governmental Organization
National Health Accounts

National Hospital Insurance Fund
National Health Policy Framework
Non-profit institutions serving households
Out of Pocket

Orphans and Vulnerable Children
Public Private Partnership

Permanent Secretary
Semi-Autonomous Government Agency
Small and Medium Sized Enterprise
Supreme Council of Kenyan Muslims
Tuberculosis

Task Force Health Care

Total Health Expenditure

Third Party Administrator

Vision 2030 Delivery Secretariat

World Health Organization
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1. An Introduction to Kenya

1.1. Geography and Demographics

Kenya is one of the six countries in East Africa that form part of the East Africa Community (EAC), a
regional intergovernmental organization of 6 partner states: The Republics of Burundi, Kenya, Rwanda,
South Sudan, Uganda and the United Republic of Tanzania. The EAC headquarters is in Arusha (Tanzania)
and in the EAC the partner states are widening and deepening cooperation in a regional integration
process to increase the economic development in the region.

Kenya encompasses a total area of 582,650 km2 and the country is positioned on the equator of Africa’s
East Coast.® The borders of Kenya are shared with five other countries, being Uganda, Ethiopia, Somalia,
Tanzania and South Sudan.

Statistics |

Population (in millions) 46°
Population living in urban areas 25%
Population under 15 years 42%
Population over 60 years 4%
Median age (years) 19
Life expectancy 2014 (years) 61
Female 50%
Total fertility rate (per woman)7 3.9
Under 5-year mortality 2014 (per 1000) 52
Gross national income per capita (in USD) 2250

Table 1: Demo- and Geographics of Kenya

According to the Kenya Population and Housing census, Kenya’s population in 2009 was estimated to
be 38,610,097. Five years later in 2014 the Kenyan population stood at 45,010,056 of which 42.1% are
children under 14 years of age. This means that since 2009 the Kenyan population has shown an annual
consistent growth of 1 million people. It is estimated that in 2020 Kenya counts a population of over 50
million.

During the past 15 years Kenya has been seeing a growing influx of people from the rural areas moving
to the urban cities of which Nairobi is the largest with 3.4 million inhabitants. Mombasa, Kisumu, Eldoret
and Nakuru are other key cities in the country.® About 75% the total Kenyan population is living in the
rural areas, a number that is slowly decreasing as more people move to the urban areas in search for
economic opportunities.®

The country has several ethnic groups of which the Kikuyu tribe, originally from the central part of Kenya,
is the largest (6.6 million), followed by the Luhya (5.3 million), Kalenjin (4.9 million), Luo (4 million) and
Kamba (3.9 million) and many other ethnicities.!* Compared to other countries in the region, Kenya can
be marked as “tribalist”. People have a tendency to relate faster and closer to people from their own

5 WHO: Kenya Statistical Profile, data for the year 2013.

6 Source: http://www.who.int/countries/ken/en/, d.d. 8 August 2016.

7 Kenyan Demographic and Health Survey 2014, p. 12

8 Source: http://www.africa.upenn.edu/NEH/kgeography.htm, d.d. 18 May 2016.

9 Source: http://www.geocurrents.info/geonotes/intense-ethnic-divisions-in-the-2013-kenyan-election, d.d. 18 May 2016.
10 Source: http://data.worldbank.org/indicator/SP.RUR.TOTL.ZS, d.d. 17 March 2016 May

11 Source: http://www.knbs.or.ke/index.php?option=com content&view=article&id=151:ethnic-
affiliation&catid=112&Itemid=638, d.d. 8 August 2016.
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tribe. It is not uncommon for people who are from the same tribe to speak their own local languages
amongst each other (not English or Kiswabhili).

The life expectancy of Kenyans is averaged at 61 years, an age that has been slowly increasing but has
been hampered due to the relatively high under 5 mortality and the deaths caused by HIV/Aids. Kenya
has relatively young population as the median age is 19 years and the population of over 60 years only
accounts for 4%. Compared to other African countries Kenya'’s life expectancy of 61 years is higher than
average, leaving countries in the region like Uganda (59), Zambia (58), South Africa (60) and Nigeria (55)
behind.’? The main cause of death in Kenya is HIV/Aids (14.8%), followed by lower respiratory infections
(12.3%).

The top 10 diseases that cause deaths in Kenya®?

Deaths Percentage
1 HIV/Aids 54518 16.29 %
2 Influenza and Pneumonia 45 441 13.58 %
3 Diarrheal diseases 23374 6.98 %
4 Protein-energy malnutrition 15253 4.56 %
5 Birth asphyxia and birth trauma 14 853 4.44 %
6 Stroke 14 609 4.37 %
7 Low birth weight 13528 4.04 %
8 Malaria 11970 3.58%
9 Tuberculosis 9379 2.80 %
10 Ischemic Heart disease 9163 2.74 %

Table 2: The top 10 diseases that cause deaths in Kenya

The above overview is in line with the main causes of death in other African countries. The top 5 causes
of mortality in neighbouring country Uganda are all visible in the Kenyan list as well, however the
percentages may differ slightly for Uganda: 1) HIV/Aids (17.3%), 2) Malaria (14.2%), 3) Lower respiratory
infections (6.4%), 4) Meningitis (5.3%) and 5) Tuberculosis (4.5%).**

The under 5 mortality rate in Kenya is still high at 49 children per 1.000 (2015)*° (compared to Tanzania,
Ethiopia (59), Uganda (55), or Netherlands (4)). Nevertheless, it significantly improved since 2003 when
the child mortality of under 5 stood at 115 per 1.000. The Kenyan fertility rate has been consistently
decreasing. Whereas in 1978 a Kenyan woman gave birth to 7.8 children in her lifetime, in 2014 this
number has decreased to 3.9 births per woman.*®

1.2. Economy

Kenya’'s Gross Domestic Product (GDP) grew by 5.6% in 2015 compared to 5.3% growth in 2014.Y
Significantly higher than the average GDP growth in the world that stood in 2015 at 3.1%, but in the
median compared to other countries in the Region: Tanzania 6.9% (p), Uganda 5.2% (p), Rwanda 6.5%

12 Source: https://en.wikipedia.org/wiki/List of countries by life _expectancy, d.d 13 June 2016.

13 Source: http://www.worldlifeexpectancy.com/country-health-profile/kenya, d.d. 14 June 2016.

14 Source:

http://www.healthdata.org/sites/default/files/files/country profiles/GBD/ihme gbd country report uganda.pdf,d.d. 18
May 2016.

15 Source: http://data.worldbank.org/indicator/SH.DYN.MORT, d.d. 8 August 2016

16 Kenyan Demographic and Health Survey 2014, p. 12

17 Kenya Economic Survey 2016, p. 1
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(p) and Burundi -7.2% (p).*® The below table shows the growth projections of 2015, that existed in the
year 2014 and compared to these projections the growth has been a bit lower than anticipated.

The main sectors that contributed to Kenya’s economic growth are agriculture, infrastructure, financial
services and ICT. The manufacturing and tourism sector declined in growth, the latter can be linked to
the fear of terrorism that some tourists have when traveling to Kenya. Key macroeconomic indicators
are remaining relatively stable, until recently where there has been a major variance in the inflation with
the USD gaining against the KES to up to 20% in the last quarter of 2016.

Macro-economic development — Kenya

2013 2014 2015 (p) 2016 (p)
Real GDP Growth 5.7 53 6.5 6.3
Real GDP per Capita Growth 3.0 2.6 3.9 3.7
CPI Inflation 7.9 7 6.6 (actual)®® 5.3
Budget Balance % GDP -5.6 -8.0 -8.8 -8.3
Current Account % GDP -5.9 -7.5 -7.9 -11.2

Table 3: Kenya — Macro-economic development overview?°

Even though the manufacturing sector in Kenya slightly decreased, the increased competitiveness of
the manufacturing sector will be a key driver of growth, exports and job creation. Kenya is emerging as
one of Africa’s key growth centres and is also poised to become one of the fastest growing economies
in East Africa.?!

The Kenyan middle class, and in particular the urban middle class, is on the rise and are having
increasingly more means to demand for better quality healthcare. The African Development Bank (AfDB)
defines the middle class as a group of people who spend (on per capita basis) USD 2 -20 daily.?? AfDB
further divides the African middle class into three groups: floating class (just crossing pass the poverty
line) (able to consume USD 2-4), lower-class (USD 4-10), and upper class (USD 10-20). According to this
definition, the Kenyan middle class constitutes 44.9% of the total population and are boosting the
national economy through increased consumption.?®

Kenya shows a high level of inequality amongst its population. Kenyans living in different regions have a
completely different lifestyle and access to services. For example: Individuals in Nairobi have 15.2 times
more access to secondary education than individuals living in Turkana and children in Turkana are 7
times less likely to have access to secondary education than an average Kenyan.?* Another example:
Urban areas have a 10 times higher electricity coverage (51%) than rural areas (5%).

In 2015, the total employment (besides small-scale agriculture and pastoralist activities) increased by
5.9% to about 15.2 million persons. The economy generated a total of 8,416,000 jobs of which 1,280,000
are in the (taxpaying) formal sector while the rest is in the informal sector. Overall, the total earnings

18 Kenya Economic Survey 2016, p. 14.

19 Kenya Economic Survey 2016, p. 1

200dero, Walter O., Wilmot A. Reeves and Nicholas Kipyego, Kenya 2015 — African Economic Outlook, AfDB, OECD and
UNDP, 2015.

21 http://www.worldbank.org/en/country/kenya/overview, d.d. 17 March 2016.

22 African Developent Bank, The Middle of the Pyramid: Dynamics of the Middle Class (2011)

23 The Rising Middle Class of Africa (2013), Grail Research, p. 5

24 Kenya National Bureau of Statistics (KNBS) and Society for International Development (SID),2013, Exploring Kenya’s
Inequality, p. vi.
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increased from KES 1,311.1 billion (approx. EUR 11.2 billion) in 2014 to KES 1,497.3 billion (approx. USD
15 billion) in 2015, representing a rise of 14.2%. 2°

1.3. Health Expenditure

In 2012/13, the public sector accounted for 34% of the Total Health Expenditure (THE); the private
sector for 40% and development partners accounted for 26% which has come down from 35% in
2009/10. In the latest national Ministry of Health (MOH) budget development partners accounted for
57.1% of the total health budget in FY 2014/15, compared with 59.8% in FY 2013/14.

KENYA TOTAL HEALTH EXPENDITURE
2012/2013

W Public Sector W Private Sector Development Partners

Public Sector
34%

Private Sector
40%

Graph 1: Kenya Total Health Expenditure 2012/2013

The THE has increased in recent years e.g. from KES 234 billion (USD 2,743 million) in 2012/13, up from
KES 163 billion (USD 2,155 million) in 2009/10.2° However, about one third of the THE has been from
OOP payments whereby individuals and households directly paid for their health services or products.?’
In Kenya “public health expenditure has stagnated and remains low even by regional standards. Public
expenditure per capita has stagnated in the range of USD 12, - and accounts for about a quarter of total
spending on health which averages to 1.2% of GDP. The sector spending accounts for 6% of total
government expenditure and is one of the lowest shares in the EAC region.”?® The 6% of total public
healthcare expenditure is far below the 15% as agreed by the Abuja Declaration.

The Government of Kenya (GOK) has taken measures to increase the share of public health expenditure
in primary healthcare and introduced the Health Sector Services Fund (HSSF) to increase the amount of
funding for primary healthcare and to ensure a timely flow of resources to the facilities. However, the
level 4 and 5 hospitals remain the main drivers of curative expenditure in the sector, due to (costly)
specialist services and higher patient flows (about 33% of the total public health expenditure).?

25 Kenya Economic Survey 2016, p. 2

26 NHA, p. Xix.

27 PER Health Report, Vol122014, p. ii.

28 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya: Kenya Public Expenditure Review
VOL Il, December 2014.

29 KENYA PUBLIC EXPENDITURE REVIEW, Laying The Foundation For A Robust Health Care System In Kenya

Vol |, December 2014.
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Public health services are financed via budget funding, health insurance (mainly NHIF) and user fees,
whereby the patients pay out of pocket. The current GOK abolished in 2013 the user fees in the public
sector at dispensaries and health centre level for specific groups: Children under 5 years of age,
pregnant women, and Orphans and Vulnerable Children (OVC). Furthermore the government has
provided funding to compensate the facilities for the revenue loss from the limited user fee income.
This budget expenditure has increased from KES 700 million (about USD 6.9 million) in 2013/2014 to
approximately KES. 1.7 billion (about USD 166 million) in the period 2014/2015 —2016/2017.%°

The health sector received about 40 percent of the public funding from county level in the 2012/2013
budget (about KES 54b/ USD 527m), which means that 40% of the national health budget was devolved
at that time.

Even though the national healthcare budget increased in the year 2013/2014 (and about two thirds of
the public health sector budget was devolved to the county), available data suggests that the total public
expenditure on health declined that same year, which means that not all the money budgeted for health
was actually spent on health. Annual projections from 2013 onwards, based on a 6 month expenditure
cycle suggest that the total county expenditure on health can reach KES 42 billion (USD 410 million -
including salaries paid to health workers in the county from a national budget) which falls KES 12b (USD
117 million) short of the budget marked for the devolved health sector in the 2012/2013 budget.3! 3

1.4. Disease Pattern

Kenya’s burden of disease has historically mostly been related to communicable diseases as HIV/Aids,
respiratory infections, malaria and Tuberculosis (TB). However, research is showing a large and fast
increase in the prevalence of non-communicable diseases such as cancers and cardiovascular diseases.
This is mostly attributed to the increasing (urban) middle class who are eating more unhealthy fast foods
and exercising less. Injuries are the third major contributor to the burden of disease, mainly caused by
road accidents along the major Kenyan high ways.

2000 2012

Communicable Diseases 82 72
Non-Communicable Disease 11 18
Injuries 7 10

Table 4: Distribution of years of life lost by major cause group (%)

Over the years there has been a significant progress in improving several health outcomes and utilization
of health services in Kenya. The child mortality rate in the country significantly dropped (by nearly a
third in the period 2003-2012) and over the past decade the burden of major communicable diseases
has been effectively reduced. Furthermore, the number of children that were fully immunized increased
by 10% (from 57% in 2003 to 68% in 2008).3* The same World Bank data suggests that the prevalence

30 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya

Vol |, December 2014, p. vi

31 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya

Vol |, December 2014, p. vi

32 For a basic overview of the MOH budget allocation see:
http://budget.opendata.go.ke/#!/year/2016/operating/0/vote/Min.+Health/O/program

33 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya: Kenya Public Expenditure Review
VOL Il, December 2014, p.2

34 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya: Kenya Public Expenditure Review
VOL Il, December 2014, p.2
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of HIV among adults declined from 7.2% in 2007 to 5.7% in 2012. However, a recent study by the Global
Burden of Disease collaborative network published in The Lancet HIV shows that the number of new
HIV infections in Kenya is rising faster than in any other country in sub-Saharan Africa. *>> Between 2005
and 2015, the number of new HIV cases grew by an average of 7 per cent per year, one of the highest
increases in the world.

Communicable diseases, maternal and perinatal conditions continue to be leading causes of disease in
Kenya. Nevertheless, hospital data suggests that Non-Communicable Diseases (NCDs) account for 50-
70% of hospital admissions and are responsible for up to 50% of inpatient mortality rates.® It is
projected that by 2027, NCDs will be the main disease burden for the country.

35 Source: http://www.nation.co.ke/news/Kenya-sees-dramatic-rise-in-HIV-infections--study-shows/1056-3302288-
4sn8Inz/index.html

36 World Bank Group, Laying The Foundation For A Robust Health Care System In Kenya: Kenya Public Expenditure Review
VOL Il, December 2014, p.2
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2. Kenyan Healthcare System

2.1. Historical Background

Kenya, a former British colony, gained independence in 1963. One of the first proposals of the new
Kenyan Government was “free healthcare to all Kenyans” with the belief that a healthy nation would
create greater economic development. By 1965 the Government of Kenya (GOK) finalized the “Free
Healthcare for All” concept and abolished user fees for people seeking care in locally managed public
clinics. In 1970 the Ministry of Health (MOH) nationalized the health system and extended the “Free
Healthcare for All” policy to all public health facilities. However, in 1973, the Kenyan economy stagnated
and it became financially impossible to continue operating public facilities without the charge of user
fees. Therefore, in 1989, the MOH had to reinstate user fees. In 1992, a reform process took place which
led to the creation of District Health Management Boards to facilitate cost-sharing and ensure the
availability of funds for health services in peripheral areas.?” Due to continuing financial restraints more
intensive restructuring of the health systems were implemented by the mid-1990s.

In 1994, GOK published the Kenya Health Policy Framework Paper (KHPF) which envisions a system,
from 2010 onwards, that provides: “quality healthcare that is acceptable, affordable and accessible to
all”. The policy, with decentralization (devolvement) as a guiding strategy, has been implemented via
two 5-year plans: The National Health Sector Strategic Plan (NHSSP — from 1999-2004) and the National
Health Sector Strategic Plan Il (NHSSP Il — from 2005-2010). Under the framework that the NHSSPs set
out the public health system is set organized in hierarchical pyramid. Village dispensaries, which are the
highest in number and lowest level of care — comprise the lowest level of the pyramid. District health
centres and provincial hospitals are fewer and higher on the pyramid. At the top of the pyramid one can
find the Kenyatta National Hospital (KNH), the largest (public) hospital.

In 2010, the revised Kenya Constitution devolved the responsibility of public health service delivery for
primary and secondary health services to the 47 counties. The national MOH provides policy support
and technical guidance to priority national programs and stays in charge of the national referral hospitals
and remains responsible for HR for health (university teaching hospitals, public universities and medical
schools). In 2013, after the elections, the new Constitution came into force and the changes in roles and
responsibilities from a national to a county level became a reality. The goal of devolution in health is to
enhance equity in resource allocation, thereby improving service delivery for the majority of Kenyans,
especially those residing in rural areas.®

In principle, the devolved system is supposed to bring more ownership and decision power to the local
level. However, the devolution has brought about budget cuts and the fact that public administrators
now have the responsibility to manage their public hospitals in a business-oriented way has led to quite
some challenges. It differs per county, how good the public health facilities are managed. It is expected
that in due time the privatization of the management of public hospitals will be introduced to fill the
gaps in some counties. On the other hand, some county leaders are taking their new roles seriously and
investing quite a lot in infrastructure and equipment.

37 http://smartglobalhealth.org/parges/kenya-mission/kenya-health, d.d. 21 March 2016
38 NHA, p.3
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2.2. Government Policy and Implementation Plans for Healthcare

The MOH is responsible for guiding and regulating the health sector in Kenya. Besides this, the MOH is
also in charge of the overall (national-level) management of public health services in the country. The
MOH is headed by the Cabinet Secretary (CS — formerly known as Minister) and is appointed by the
President. Directly under the CS are the Principal Secretary (PS) and Director of Medical Services (DMS).
The CS and PS are appointed by the President and the position of DMS is fulfilled via a public solicitation
process. The PS is the final-responsible for the Internal Audit of the MOH, Semi-Autonomous
Government Agencies (SAGAs) and Parastatals. Furthermore, the PS leads the Department of
Administrative Services (which includes: General Administration, ICT, HR, etc.). The DMS is in charge of
the provision of all medical services which means he/she oversees the Regulatory Bodies, and all the
departments that ensure that health services in Kenya are provided (e.g. Standards & Quality,
Preventive and Promotive Health, Curative and Rehabilitation Health Services, Policy, Planning and
Health Financing, Coordination and Inter-government). For an organogram of the Ministry of Health’s
organisational structure see: Annex 1.

The GOK has developed the Kenya Health Sector Strategic and Investment Plan 2013-2017(KHSSP) in
which its sets out it strategic directions and lines out its key focus points. In regard to the medical
infrastructure, the KHSSP includes all investments relating to:

—  Physical Infrastructure
— Medical Equipment

— Communication and ICT
— Transport

Annex 3 shows the current status of medical infrastructure in Kenya.

Over half of the Kenyan healthcare facilities have old infrastructure which results in the fact that many
of these facilities do not conform to the current norms and standards with respect to expected staffing,
infrastructure and equipment. Even though the KHSSP includes plans to expand the medical
infrastructure, significant challenges are present especially in relation to equity in distribution. The MOH
is keen to invest in medical infrastructure projects that are geared toward addressing and achieving
equitable geographical access to healthcare. The KHSSP reckons that availability and functionality of
diagnostic medical equipment is critical in treatment and that most medical equipment in public health
facilities is over 20 years old and are therefore breaking down often. Furthermore, the facilities do not
have modern equipment and it is therefore that the MOH has made investments in modern medical
(diagnostic) equipment a key priority for the coming years.

The Kenyan Health Policy 2014-2030 sets out the direction of the country to ensure significant
improvement in the overall health status in Kenya. The policy sets out the framework direction for health
systems strengthening in the country: Orientations, Principles, Objectives and Goals. Figure 2 provides
a visual.*

39 Ministry of Health, Kenya Health Policy 2014-2030, p. 26
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Figure 2: Kenyan Health Policy Framework 2014-2030

One large national public private partnership (PPP) that is currently ongoing in Kenya is the so-called
Managed Equipment Services (MES) project (see text box below).

Managed Equipment Services (MES) project: Philips one of the main suppliers

In June 2013, the Senate agreed that the Government is to establish a level 5 and level 4
hospital in each of the 47 counties before the end of the government term in 2017. Before
the devolutions Kenya had 6 levels of healthcare provision that changes in a system of 5
levels. The previous level 5 hospitals in the county have become County referral hospitals
and the previous level 4 hospitals are now known as sub-County referral hospitals. In order
for these developments to take place the medical equipment facilities needed to be
upgraded, hence the MES project which was initiated by the National and County
governments. The MES project has been designed to cover 6 areas of care: dialysis,
emergency, maternal and child health, basic and advanced surgery, critical care and
imaging services.

To address these areas, the equipment were placed under seven Lots or categories:
- Theatre

- Sterilization

- Laboratory

- Dialysis (renal)

- Intensive Care Unit

- Radiology which covers imaging (X-ray)

All the selected County hospitals and two national referral hospitals will receive theatre,
sterilization and radiology equipment. Further, each County referral hospital and the two
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national referral hospitals will get dialysis machines. Eleven hospitals that were formerly
Level 5 will get ICU equipment.

So far, 10 hospitals have been fully equipped under MES1, 31 hospitals out of a target of 96
have also received theatre equipment while 54 have sterilization equipment and theatre
instruments, 14 hospitals out of the targeted 49 have acquired dialysis equipment, 2 out of
the 11 have received ICU equipment, and 53 out of 98 hospitals have required digital X-ray
equipment (radiology) like ultrasound and mammography unites.

The main medical equipment suppliers under current contracts are Philips, General Electric
and Toshiba. Through the MES project each of the 47 counties will acquire different sets of
medical equipment in order to bring the services to all Kenyans and lift the financial burden.
In the near future a county referral hospital and one sub-county hospital will be upgrade to
a level 5 and level 4. In addition, several level 5 hospitals (Kenyatta National Hospital, Moi
Teaching Hospital, National Spinal Injury Hospital and the Mathari Teaching and Referral
Hospital) will get equipment upgrades.

County system

In 2013, Kenya implemented the New Constitution which was popularly passed at a National
referendum and later approved by the Parliament in 2010. One of the main pillars of the constitution is
the process of devolution whereby part of the public decision-making processes and a large part of
implementation will fall under regional leadership whereby the country has been divided in 47 sub-
regions also referred to as counties.*

The county government has the following mandate:

- County legislation

- Executive functions

- Functions transferred from the national government
- Functions agreed upon with other counties

- Establishment and staffing of public services

Turkana Mandera

Marsabit

Garissa

40 For county specific data please visit: https://www.opendata.go.ke/facet/counties

KENYAN HEALTHCARE SECTOR: MARKET STUDY REPORT | 25


https://www.opendata.go.ke/facet/counties

“The county level and national level of government are distinct and interdependent and will conduct
business on the basis of “consultation and cooperation.” In the context of doing business with counties,
this means that the majority of the networking and work will be done at county level. In some larger
projects or specialized PPPs it might be that consultation from the national level of the government is
sought.

The National Government will periodically release funds to the county government. The amount of
funding per county depends on several factors: Population, Poverty Index, Land area, Basic Equal Share
and Fiscal responsibility. The release of funds from the national government will depend on whether a
County has prepared an integrated development plan and is done by the Commission on Revenue
Allocation who sets the payment formula. Integrated development planning is defined as a process
through which efforts at national and devolved levels of government and other relevant public
institutions are coordinated at local level, and through which economic, social, environmental, legal and
spatial aspects of development are brought together to produce a plan that meet the needs and targets
set for the benefit of local communities.

The County Integrated Development Plans of each county are accessible via the following website:
http://devolutionhub.or.ke/resources/47-counties. This website also provides basic information on
each county such as fact sheets, legislations and county reports.

The Kenya Health Policy 2012-2030 proposes that each county will establish a health department which
role will be to create and provide an enabling institutional and management structure whose
responsibility is to coordinate and manage the delivery of healthcare manda