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POVERTY, OLD-A G E A N D SOC IA L PEN SION S IN K EN YA ∗
Nanak Kakwani,∗∗ H yun H . Son∗∗ and Richard H inz∗∗∗

A B STRA CT
This study is concerned with old-age poverty in Kenya. It is also concerned with strengthening
and developing social pension program s for the elderly. In this study, we develop precise
socioeconom ic and dem ographic profiles of the elderly in Kenya from the viewpoint of
providing policy-m akers with inform ation that m ay be useful in the reform and expansion
of the pension system . It also analyzes the im pact of current pension system s on poverty
am ong elderly and national poverty. Further, the current study evaluates the potential
effects that alternative policies and targeting alternatives m ay be expected to have on
poverty within the country.
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EX ECU TIVE SU M M A RY
Protecting the elderly from the risk ofpoverty is a centralchallenge in any developing country.
Although Kenya has a relatively sm allproportion ofits current population over the age of55,
these individuals and the m em bers oftheir households rem ain am ong the m ost vulnerable
m em bers ofthe society. The poverty rate am ong older persons is, by any ofthe standard
m easures, greater than that ofthe population at large, and poverty rates ofthe elderly
increased between 1994 and 1997, the period for which there is household survey data
available. In 1994, 44% ofpersons over the age of55 reported incom es below the official
poverty lines com pared to 37% ofthe totalpopulation. The differentialis even greater than
these num bers suggest because the elderly are included in the overallnum bers. In 1997, the
poverty rate for the elderly was nearly 50%, com pared to 45% overall. In addition, the severity
and depth ofpoverty were greater am ong the elderly.
The consequences ofthese poverty rates have a variety ofsecondary consequences. The
high rates ofgrandparents caring for children resulting from the H IV/AID S epidem ic exposes
children to the consequences ofold age poverty. A higher proportion ofchildren living in
elderly headed households were poorer than for the broad society, and children living in these
households had lower rates ofschoolattendance than others. This is likely to have becom e an
issue ofeven far greater significance in the nine years since the last W elfare M onitoring Survey,
as the epidem ic has spread.
The current pension system in Kenya is very lim ited, with only about 3% ofthe elderly
population reporting the receipt ofany pension incom e. A variety ofm easures indicate that
the current system provides benefits m ainly to the better educated and higher incom e groups,
and current pensioners show advantages in term s ofassets accum ulation, land ownership and
other attributes likely to be a reflection ofthis. H owever, the current pension system also
provides m eaningfulpoverty alleviation to som e ofits beneficiaries as follows:
•

The poverty headcount would be 5.5 percent higher for older people (55+)and 4.5
percent higher for elderly people (60+)ifpension incom e is rem oved from total
incom e and there are no offsetting changes. H owever, the im pact ofpensions on
nationalpoverty appears to be relatively sm all; the headcount ratio for Kenya as a
whole would rise by 1.6 percent under the sam e circum stance.

•

The im pact ofthe current pension program is far stronger for the poverty gap
index and the severity ofpoverty index. The average poverty gap m easures would
be 17.1 percent larger for elderly over 55 and 14.6 percent larger for those over 60
ifpension incom e is rem oved. The im pact ofpensions on severity ofpoverty
am ong elderly is stronger.

•

Existing pension arrangem ents dim inish the probability ofpoverty in elderly
headed households when other factors are controlled for through a m ultivariate
regression analysis to capture the conditionaleffects ofpension program s on the
probability ofbeing poor in the elderly headed households. The results showed
that belonging to a household with a pension recipient reduces this probability by
17.1 percent for the sam ple ofhouseholds headed by 55+ and by 20.9 percent for
the sam ple ofhouseholds headed by 60+.
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These findings suggest that an expansion ofthe current m andatory pension system for
form alsector workers, the NationalSocialSecurity Fund, and voluntary occupationalschem es,
ifproperly undertaken, could provide m eaningfulpoverty protection.
A com plem entary approach would be the introduction ofa non-contributory social
pension that would provide benefits to persons over the age of55 or 60. A benefit of20% of
the current per capita nationalincom e would cost about 1% ofG D P. Expanding this to 50% of
per capita G D P would raise the cost proportionally to just above 2% ofG D P. This represents a
sizable but feasible portion ofcurrent tax revenues that are now just above 20% ofG D P.
Ifa pension program provided cash transfers to allelderly 55 years old and over, there
would be about 1.5 and 1.7 m illion beneficiaries in 1994 and 1997, respectively. Such a
program would have a m ajor im pact on poverty rates and levels for the elderly as wellas
im portant overalleffects on poverty in Kenya. An average benefit of20% ofper capita G D P
(calibrated for urban and ruraldifferences on the cost ofliving)with a cost of1% ofG D P would
reduce poverty rates ofthe elderly between 13% and 19% depending on the age ofeligibility
(55 or 60)and the year for which the sim ulation is conducted. This would reduce children’s
poverty rates by 1.2% to 2.1% and the overallnationalpoverty headcount by 2.2% to 3.1%.
Further evaluation ofsuch a policy indicates that:
•

A universalpension given to every elderly aged over 55+ or 60+ willdirect
benefits prim arily to poor people, but the im pact ofthe pension program m ight
be enhanced ifthe program is carried out in the ruralareas. This universalprogram
for elderly in ruralareas m ay be m ore cost effective because it can avoid
adm inistrative costs in identifying a target group based on incom e or any other
criteria that selects a sm allsubgroup ofelderly for such a program .

•

Targeting elderly working in the inform alsector would be m ore pro-poor relative
to other elderly people who are working in agriculturalor construction sectors.
The results revealed that giving pensions to unem ployed elderly do not result in a
pro-poor outcom e.

•

Pensions given to elderly headed households living with children under 15 years
old would be highly pro-poor, benefiting the poor m uch m ore than the non-poor.

1 B A CK G ROU N D A N D PU RPOSE OF TH E STU DY
1.1 ECO NO M IC AND SO CIAL CO ND ITIO NS IN KENYA
Kenya exhibits socialand econom ic indicators that are typicalofm any developing countries in
the region, m aking it a good case study for the consideration ofthe dynam ics and potential
effects ofreform initiatives directed at addressing poverty and incom e support in old age.
Although the levelofoveralleconom ic developm ent rem ains above that ofm any ofthe other
countries in Sub-Saharan Africa, Kenya has, over the past decade, lost som e ground in overall
developm ent and key socialindicators. This is related both to high rates ofpopulation growth
typicalofthe region and also to a loss ofm om entum in overalleconom ic developm ent.
According to the m ost recent census that was conducted in 1999, Kenya had a population
of28.7 m illion. Population growth has been relatively high and the totalpopulation is
projected to have increased to 33.8 m illion in 2005. The country has a welldiversified econom y
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with the service sector accounting for about 61 percent oftotalgross dom estic product (G D P).
Agriculture and m anufacturing sectors are the next significant contributors to G D P,
accounting for 25 and 14 percent, respectively.
FIG URE 1.1

Per capita G DP in K enya
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Source: W orld D evelopm ent Indicator 2004

The Kenyan econom y has experienced a sustained period ofuneven growth since the
early 1990s. D espite nom inalG D P growth over the period, due to rapid population increases,
Kenya has exhibited a downward trend in output per capita. Annualper capita G D P growth
has declined from 4.7 percent in 1990 to below zero by the year 2000 (see Figure 1.1). There
have been im provem ents since 2002, rising to 1.8 percent in 2003 and 2.7 percent in 2004. The
econom ic decline has been aggravated by severe adverse shocks. Kenya was hit by two m ajor
droughts in 1992-93 and late 1997, the ElNino floods in early 1998, and anotherdrought in 2000.
The low growth rates ofeconom ic growth and severalother factors have resulted in a
decline in form alsector em ploym ent, which now com prises only 25 percent ofthe totallabor
force, with the rem aining 75 percent engaged in the inform aleconom y or unem ployed (Labor
Force Survey, 1998-1999). The labor force participation rate is 73.6 percent for the population
aged 15-64 years old. The participation rate is higher for m en, at 74.7 percent, com pared to
72.6 percent for wom en. Those in form aland regular inform alem ploym ent are estim ated to be
10.5 m illion, ofwhich 5.4 m illion are m ale and 4.6 m illion are fem ale.
Table 1.2 presents som e im portant socialindicators for Kenya derived from the sam e
population survey data used to exam ine the pension system . W hile prim ary schoolenrollm ent
rates have im proved substantially, secondary schoolenrollm ents rates rem ain at 1993 levels.
The prevalence ofchild m alnutrition has declined, but child m ortality rates rose significantly
between 1993 and 2003. In 2003, the infant m ortality rate reached 78 deaths per 1000 live
births. The under-five m ortality rate, however, was 114 deaths per 1000 live births. This
indicates that 1 in every 9 children born in Kenya die before celebrating their fifth birthday.
Infant and under-five m ortality rates have increased by 30 percent between 1989 and 2003,
with infant m ortality rates increasing from 60 to 78 deaths per 1000, and under-five m ortality
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rates increasing from 89 deaths per 1000 to 114 deaths per 1000 in the sam e period (H D S,
2003). Life expectancy was calculated to be 52.8 years for m ales and 60.4 years for fem ales
based on the 1999 Census. This dropped from 57.9 years for m en and 65.9 years for wom en in
1989, largely due to the AID S epidem ic. The increases in m ortality rates provide a key indicator
ofthe challenges Kenya currently faces in its socialdevelopm ent.
The age structure ofKenya’s population is very sim ilar to that ofthe larger Sub-Saharan
region. The population ofKenya is generally young, with 42.9 percent under 15 years old in
2000. Persons over 60 years old com prised only 3.8 percent ofthe totalpopulation. H owever,
the projections given in Table 1.3 show that the percentage ofelderly in 2050 willbe 12.7
percent ofthe totalpopulation (about 20 percent ofthe working age population).
TABLE 1.2

Socialindicators in K enya
Social indicators

1993

1998

2003

Primary (6-13 years)

75.6

85.5

90.1

Secondary (14 - 17 years)

76.8

75.1

77.4

Infant mortality (1,000 live births)

73.8

78.6

82.4

Stunting prevalence (% of population)

33.3

33.0

30.9

Gross enrollment rates (%)

Source: D em ographic and H ealth Surveys, 1993, 1998, and 2003.

TABLE 1.3

Structure of population in K enya
% shares of population

2000

2025

2050

Children

42.9

31.0

23.0

Adults

53.3

64.0

64.3

Elderly

3.8

5.0

12.7

100.0

100.0

100.0

Total population

Source: U.S. Census Bureau, InternationalD ata Base.

1.2 TH E KENYAN PENSIO N SYSTEM
The Kenyan pension system has four m ain com ponents: (i)the NationalSocialSecurity Fund
(NSSF); (ii)the CivilService Pension Schem e; (iii)privately m anaged occupationalretirem ent
schem es; and (iv)individualretirem ent products sold by financialinstitutions. O verall, the
system is estim ated to cover about 15 percent ofthe labor force and to have accum ulated
assets ofabout 18 percent ofG D P.
The NationalSocialSecurity Fund (NSSF)is designed to cover allform alsector workers in
firm s with 5 or m ore em ployees. It does not include the m ainstream public servants. The total
labor force is about 7 m illion workers. Currently, the NSSF has about 1 m illion active m em bers.
The various public pension schem es cover about 600,000 and private occupationalschem es
operate 250,000 m em bers’accounts. This leaves about 5 m illion workers without any form of
coverage, ofwhich at least halfa m illion ofthem are at or near retirem ent age.
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The NSSF ostensibly provides old age benefits, survivor benefits, invalidity benefits,
withdrawalbenefits and em igration grants. H owever, levels ofcontributions and earnings
credited to these accounts are very low and there is no m echanism to pay lifetim e annuities,
which severely lim its the capacity ofthe system to provide m eaningfullevels ofold age
incom e. An em ployee with a 30-year career history would accum ulate no m ore than KShs
144,000 in contributions. An adm inistrative interest rate on contributions is set a 2.5 percent,
which is considerably lower than the interest rate on governm ent bonds. As a result, there is
no incentive to participate and participants have an incentive to withdraw allbalances as early
as possible to earn the higher m arket interest rate. The consequences ofthis structure are seen
in the distribution ofbenefits paid by NSSF, with only 27 percent ofold age benefits paid after
the age ofretirem ent.
The civilservice staffpension schem e (CSPS)covers civilservants, the judiciary em ployees,
m ilitary personnel, the arm ed forces, m em bers ofthe parliam ent, and teachers (excluding
university teachers). There is a m ain schem e that provides various benefits including old age
pension, injury and com pensation, survivalbenefits, dependency pension for a period of5
years after the death ofthe pensioner, disability pension (m ilitary only)and gratuities, in the
form oflum p sum s, when no eligibility is reached. There is also a widow and child pension
fund in which only m ale governm ent em ployees can participate, and for which contributions
are set at 2 percent ofthe basic salary.
As ofSeptem ber 2003, the totalnum ber ofbeneficiaries under the CSPS was estim ated at
125,000. Current expenditure is estim ated at KShs 12.5 billion (4.7 percent ofthe governm ent’s
budget)for 2004. This schem e is clearly very costly and helps only very few retired civil
servants, who are by no m eans poor.
The third category ofpension schem es is the occupationalstaffretirem ent benefit
schem es (O RBS), which are voluntarily established by em ployers for the benefits oftheir
em ployees. These schem es are funded through contributions from em ployers and em ployees.
These schem es cover about 1.65 percent ofthe totalwork force. Under these schem es, m ost
em ployees could withdraw their benefits m uch before retirem ent, which results in paltry
benefits for them to live on during their retirem ent. These schem es do not help m uch in
alleviating old age poverty.
Finally, the fourth category ofpension schem es is the individualretirem ent schem es (IRBS),
which are run by corporate institutions, com m only by the insurance com panies. These schem es
are open to the generalpublic and are convenient channels ofretirem ent benefits savings for
those in em ploym ent but whose em ployers have not established occupation schem es forthem ,
those in selfem ploym ent and those who wish to m ake additionalvoluntary contributions. In
cases where em ployers are not able to establish independent occupation schem es due to a
sm allworkforce, em ployers are encouraged to put theirem ployees in the individualschem es.
These schem es are voluntary and theircoverage ofthe work force is negligible.

1.3 PURPO SE AND O BJECTIVES O F TH E STUD Y
As outlined above, a large proportion ofthe elderly in Kenya rem ain at significant risk of
poverty. M any are unable to work due to age or disability, or ifworking, do so under stressful
conditions. They suffer from greater incidence ofsickness and usually have below average
educationalattainm ent. There is an em erging consensus about the need for developing
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countries to strengthen and develop socialprotection policies and program s in response to
econom ic crises and rising vulnerability am ong the elderly (Asian D evelopm ent Bank 2001,
W orld Bank 2001, United Nations 2002).
The initialstep in assessing an appropriate design and im plem entation path forthe
potentialenhancem ent ofthe socialprotection system in Kenya to address the prevalence and
consequences ofold age poverty is to develop a description ofthe extent and characteristics of
poverty am ong the elderly. This provides a baseline forthe assessm ent ofthe m agnitude and
dynam ics ofincom e am ong the elderly and the basis to evaluate possible outcom es in relation
to poverty and assess the anticipated effects ofvarious reform initiatives within this fram ework.
Although the prim ary objective ofany pension system is to provide incom e support in old
age, pension system s can achieve a range ofother outcom es. Since conflicts and H IV/AID S in
Sub-Saharan Africa have increased the probability ofdeath am ong prim e age adults, elderly
are increasingly becom ing care takers ofgrandchildren. O ld age pensions can also have a
substantialim pact on the well-being ofchildren. Targeting resources for the elderly can also
achieve the m ain objective ofbroader poverty alleviation. Furtherm ore, a welldesigned
pension system m ay also help in the developm ent offinancialm arkets.
Few studies have system atically analyzed the poverty situation am ong the elderly in
Kenya. In addition to providing estim ates ofpoverty levels am ong the elderly for several
alternative m easures related to the incidence and depth ofpoverty, the study analyzes nonm onetary dim ensions ofold-age poverty based on the following indicators:
•

Self-reported incidence ofsickness

•

Incidence oftreatm ent when sick

•

Utilization ofdifferent health facilities

•

Asset holdings

Since a large proportion ofelderly live in extended fam ilies, the incom e received by the
elderly has an im pact on poverty am ong other m em bers ofhouseholds, and particularly
children. Particular attention is, therefore, given to evaluating the im pact ofthe pension
system on the well-being ofchildren.
The second purpose ofthe study is to evaluate (within the very significant lim itations
im posed by the data)the nature ofpension receipt am ong the current elderly. This provides
som e insights into the extent to which the current pension system provides m eaningful
incom e support to the elderly and the effects ofpension benefits on poverty.
A m ajorlim itation ofthis analysis is that the com parison ofthe relative im pact ofvarious
sources ofpension incom e is not possible due to the lack ofinform ation on em ploym ent history
am ong the elderly. Nonetheless, based on available dataset, the study constructs estim ates of
the contribution ofpension program s in Kenya to reducing the incidence and intensity of
poverty am ong olderpeople and theirhouseholds. This study also provides estim ates ofthe
effect ofpension program s on the probability ofbeing poorin these households.
The third purpose ofthe study is to provide an in-depth evaluation ofthe potentialcosts
and consequences ofintroducing a non-contributory socialpension in Kenya and the effect of
alternative designs for such program on its outcom es. Using the baseline poverty data for the
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elderly, estim ates are developed for the cost and projected results for severalpossible designs
ofsuch a system in term s ofthe size ofthe benefits provided and the eligibility forparticipation.
These include varying the benefit level from between 20 and 50% ofper capita G D P, lim iting
benefit eligibility to age 55 or 60, and different approaches to targeting benefits in the lowest
incom e groups in com parison to universalage related eligibility. The study evaluates these
design param eters by estim ating their projected effects on the reduction am ong older people,
as wellas at the nationallevelin relation to their estim ated costs as a share ofG D P.

2 DA TA SOU RCES A N D M ETH ODOLOG Y
2.1 D ATA SO URCES
The W elfare M onitoring Surveys (W M S)are the m ain sources ofdata for m easuring poverty in
Kenya. This study utilizes the unit record data from 1994 and 1997 W M S. The 1994 W M S was
launched in June/July 1994 and covered 47 districts including urban and ruralclusters. It
captures inform ation from approxim ately 10,860 households (consisting of59,183 individuals).
The survey provides data on education, incom e and household expenditures organized into
separate m odules. The 1997 W M S was carried out between M arch and M ay 1997. This survey
was not as com prehensive as the 1994 survey in term s ofboth coverage and scope. Som e of
the districts included in the 1994 W M S were not covered in the 1997 W M S because ofsecurity
conditions in som e areas ofthe country at that tim e. The districts which were om itted from the
survey were generally the poorer ones, which are also those that are m ore prone to droughts.
Although the analysis is presented utilizing both 1994 and 1997 surveys, the results are
not strictly com parable because different survey m ethodologies were used in collecting the
data. Som e ofthe m ethodologicaldifferences in the two surveys are explained in the second
report of“Poverty in Kenya” published in June 2000 by the M inistry ofFinance and Planning. In
this context, conclusions about poverty trends em erging from the two surveys m ust be
interpreted with care. H owever, m any results about the im pact ofelderly pensions on poverty
em erging from the two surveys were found to be sufficiently robust to support the m ore
generalpolicy observations that are derived from them .

2.2 D EFINING PO VERTY LINES IN KENYA
Poverty lines define, in m onetary term s, the m inim um subsistence requirem ents for
households ofdifferent size and com position. A household is classified as poor ifits per capita
consum ption is less than its per capita totalpoverty line. The totalpoverty line is defined as the
sum ofthe food and non-food poverty lines.
The officialfood poverty line in Kenya is derived in a way that m eets the subsistence
caloric requirem ents based on the FAO /W H O recom m endations of2,250 calories per day per
adult. To com pute the food poverty line in m onetary term s, a food basket which provides the
m inim um required calories for the population is constructed and given a value. The official
food basket in Kenya consists of17 food item s that provide 2,250 calories per day per adult.
This food basket takes into account the consum ption patterns ofthe Kenyan population.
The cost ofthis basket calculated at 1994 and 1997 prices provides the food poverty lines for
1994 and 1997.
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The food poverty lines were estim ated as follows:
- Ruralareas in 1994 – KShs 703 per adult per m onth
- Urban areas in 1994 - KShs 875 per adult per m onth
- Ruralareas in 1997 – KShs 927 per adult per m onth
- Urban areas in 1997 – KShs 1,254 per adult per m onth
In addition, adjustm ents need to be m ade to account for the basic non-food requirem ents
ofthe population. The non-food com ponent in Kenya is calculated using the non-food
household spending for households within the range ofthe food poverty lines (defined as 20% and +10% ofthe food poverty line). The non-food poverty lines are estim ated separately
for ruraland urban areas. The non-food poverty line for the ruralareas does not include
expenditures on rent (because the m ajority ofhouseholds own their houses)but the non-food
urban poverty line does include housing rents.
The totalpoverty lines are obtained by sum m ing food and non-food poverty lines. The
totalpoverty lines for Kenya are as follows:
- Ruralareas in 1994: 978 KShs per adult per m onth
- Urban areas in 1994: 1,490 KShs per adult per m onth
- Ruralareas in 1997: 1,239 KShs per adult per m onth
- Urban areas in 1997: 2,648 KShs per adult per m onth
It is im portant to note that the Consum er Price Index (CPI)in Kenya increased by 23.06
percent between 1994 and 1997. H owever, as shown above, the officialruraland urban
poverty lines increased by 26.69 and 77.72 percent, respectively between 1994 and 1997.
Poverty estim ates that are m ost readily com parable between two periods would usually be
expected to increase in a m anner that is far m ore consistent with the increase in the CPI. This is
clearly not the case for the officialpoverty lines. Although there m ay be a variety ofreasons
why this m ight occur, it m akes com parison ofpoverty rates m ore difficult to interpret because
som e changes in the levelofpoverty m ay be affected significantly by this differentialin the
m easurem ent criteria rather than by changes in the incidence ofpoverty. The analysis that
follows is based on the officialpoverty levels in order to rem ain consistent with the official
levels, and therefore, to be usefulfor policy analysis within Kenya. H owever, this im portant
caveat m ust be kept in m ind when interpreting the results shown.

2.3 AD JUSTING PO VERTY LINES FO R H O USEH O LD CO M PO SITIO N
A key issue in refining poverty estim ates is to adjust for differences am ong households with
respect to their com positions. H ouseholds with a different size or age com position should
have a different poverty threshold. To address this problem , an adult equivalent scale is used
to derive poverty levels by household size and com position. The adjustm ent scale was
developed by Anzagi and Bernard (1977). In this adjustm ent, children in the age group
0 to 4 years old are estim ated to be equivalent to 0.24 ofan adult and children in the age
group 5 to 14 years old are assigned a weighting of0.65 ofan adult. Allpersons 15 years old
and over are treated as adults.
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The application ofthe weighting scale is illustrated below. Suppose the ith household
has ai children in the age group 0 to 4 years old, bi children in the age group 5 to 14 years
old, and ci adults in the age group 15 years old and older. This household willhave
(0.24ai+ 0.65bi+ci )equivalent adults. Thus, the per capita m onthly poverty line for the ith
household willbe given by:
zi = 978.27 (0.24ai+0.65bi+ci )/ni , ifthe ith household is located in ruralareas
= 1,489.63 (0.24ai+0.65bi+ci )/ni , ifthe ith household is located in urban areas
The second step in the adjustm ent addresses the econom ies ofscale that operate in large
households. Larger households willhave a lower per capita poverty line than sm aller
households because they can enjoy the sam e levelofwelfare for their m em bers with lower
per capita incom e. This adjustm ent was done by m eans ofan econom ies ofscale param eter θ ,
which takes a value one when there are no econom ies ofscale, im plying that allgoods
consum ed by households are private goods. The param eter θ takes value 0, when allgoods
consum ed by households are public goods, im plying that goods can be shared by household
m em bers without affecting their enjoym ent. W hen household m em bers share the use of
public goods, the per capita consum ption or incom e required to m aintain a given levelof
utility willbe lower. The larger the household, the greater willbe the scope for it to econom ize
on consum ption.
To m ake an adjustm ent for econom ies ofscale, one needs to select a reference household
size for which adjustm ent for econom ies ofscale willhave no im pact, irrespective ofwhat
value ofparam eter θ is chosen. A household with four m em bers (consisting ofhusband, wife
and two children)m ay be regarded as a typicalhousehold. Therefore, a reference household
size of4 is used in the analysis.1 H ence, the per capita poverty line adjusted for econom ies of
scale is given by (D eaton 1998):

4
z = zi
ni

1−θ

*
i

W hen the household size ni is equalto 4, z i* = z i , im plying that for the reference
household ofsize 4, there is no im pact ofeconom ies ofscale. W hen θ is equalto 1, then also

z i* = z i , suggesting that when allgoods are private goods, the per capita poverty line zi willbe
an appropriate m easure ofhousehold welfare. W hen θ lies between 0 and 1, then the ratio

z i*
declines m onotonically with ni, as shown in Figure 2.1. Ideally, one should estim ate the
zi
param eter θ from consum ption patterns ofthe households, which unfortunately, faces
serious m ethodologicalproblem s in practice. For this study, the param eter θ is assum ed to
take a value of0.75, which is generally considered to be reasonable for developing countries.2
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FIG URE 2.1

Per capita poverty line adjusted for econom ies of scale
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W ith regard to econom ies ofscale, it is often argued that their extent depends on the
shared goods within the households, or the household public goods. For instance, ifallgoods
are private in consum ption, costs should rise in proportion to the num ber ofpeople in the
household. O n the other hand, ifallgoods are public, then costs are unaffected by the num ber
ofpeople in the household. In developing countries, the m ost im portant good in a
household’s consum ption is food, which is a private good. The scope for econom ies ofscale is
therefore sm all, and θ is unlikely to be lower than 0.75.

2.4 H O USEH O LD W ELFARE
H aving determ ined the poverty lines for households ofdifferent size and com position, the
next step in the m easurem ent ofpoverty is to specify the household welfare m easure. This
study utilizes the per capita household expenditure as a m easure ofhousehold welfare. M any
countries use per capita incom e as a m easure ofhousehold welfare, but there seem s to be a
generalconsensus that per capita household expenditure is a better m easure ofhousehold
welfare than per capita incom e.
H ouseholds from various regions ofthe country face different prices for com m odities. It is
obvious that people living in cheaper regions enjoy a higher standard ofliving with the sam e
disposable incom e (or expenditure)than those living in expensive areas. Therefore, regional
price deflators are used to adjust for differences in regionalcosts ofliving. Fortunately, these
price deflators are available for eight regions in Kenya for the years 1994 and 1997 (Table 2.1).
The reference region for these indices is Nairobi, which provides a basis for com paring costs of
living in other regions. For instance, the index value for the Centralregion is 0.91, which m eans
that the cost ofliving in the Centralregion is about 9 percent lower than that in Nairobi. The
only region, which is m ore expensive than Nairobi is the Northeastern region, which has a 5
percent higher cost ofliving.
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O ne can obtain the realper capita expenditure by deflating nom inalper capita
expenditure by the cost ofliving indices given in the first two colum ns ofTable 2.1. This
procedure willexpress the standard ofliving in each region in term s ofthe cost ofliving
prevailing in Nairobi. But the officialpoverty lines have been specified for Kenya, suggesting
that applying per capita expenditure at Nairobi prices on the nationalpoverty lines will
underestim ate poverty at the nationallevel(because Nairobi has a higher cost ofliving). The
correct procedure willbe to calculate realper capita expenditure in term s ofthe nationalcost
ofliving. W e have com puted the nationalcost ofliving indices equivalent to 0.93 and 0.95 for
1994 and 1997, respectively. Norm alizing the regionalcost ofliving indices by the nationalcost
ofliving index gives the regionalcost ofliving indices in term s ofnationalprice. The results are
presented in the last two colum ns ofTable 2.1. D eflating per capita nom inalexpenditure by
the cost ofliving indices in the last two colum ns ofthe table provides the realper capita
expenditure in term s ofnationalprice. This procedure ensures that the average per capita real
expenditure is exactly equalto the average per capita nom inalexpenditure.
TABLE 2.1

Regionalcosts of living indices
Provinces

Index (Nairobi = 1)

Index ( Kenya = 1)

1994

1997

1994

1997

Nairobi

1.00

1

1.07

1.05

Central

0.91

0.91

0.97

0.95

Coastal

0.97

0.96

1.04

1.01

Eastern

0.93

0.96

0.99

1.01

Northeastern

1.05

0.98

1.13

1.03

Nyanza

0.89

0.97

0.96

1.02

Rift Valley

0.91

0.93

0.98

0.98

Western

0.93

0.96

0.99

1.01

Kenya

0.93

0.95

1.00

1.00

Source: Authors’calculations from the 1994 and 1997 W M S.

2.5 W H O ARE TH E ELD ERLY?
There is no consensus regarding what constitutes old age. In general, the concept is derived
from perceptions about the capacity to rem ain self-sustaining and econom ically active. A closely
related perspective is one that perceives old age as the beginning ofa period ofheightened
vulnerability to econom ic orhealth risks. The literature suggests that being old can occurat
different chronologicalages that are defined by the socio-culturalm ilieu, oreven by the specific
context ofsub-groups within society. Econom ic conditions also play a role in term s ofthe type of
work that can be carried out, the availability ofhealth facilities and othersupport infrastructure,
and the existence ofinsurance and financialm arkets that perm it savings forthe future.
To try to bind the reasonable estim ates ofold age in relation to the expected age in which
form alsources ofincom e support willbe required to sustain an individual, this paper considers
two alternative definitions ofthe elderly. These are:
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•

55 years and over (55+):In Kenya, old age benefits are currently paid at the
retirem ent age of55. M any ofthe existing occupationalschem es and the National
SocialSecurity Fund currently have retirem ent age set at 55. Thus, this age cutoff
reflects the current contributory pension system in Kenya. 5.8 percent and 6.9
percent ofthe totalpopulation belonged to this age group in the 1994 W M S and
the 1997 W M S, respectively.

•

60 years and over (60+):W hen 60 is used as alternative definition ofthe onset of
old age, 4.1 percent ofthe population were estim ated to be elderly in the 1994
W M S and 4.9 percent in the 1997 W M S. Increasing the age cutoffpoint m ight be
appealing for a universalpension program in term s ofthe governm ent’s fiscal
im pact and affordability ofthe schem e. Ifcoverage is targeted at sm allnum bers
ofelderly, universalpension benefits are likely to be m ore adequate and generous
com pared to the benefits covering large num bers ofelderly.

2.6 PO VERTY IND ICATO RS
To estim ate the im pact oftransfers on poverty, this study utilizes three m easures ofpoverty –
incidence, depth, and severity. These are described according to the generalclass ofFosterG reer-Thorbecke (1984)poverty m easures (See Box. 2.1). The incidence ofpoverty is m easured
by the headcount ratio, which sim ply estim ates the percentage ofpopulation that lives below
the poverty line. The depth ofpoverty is estim ated by the poverty gap ratio. The poverty gap
ratio is defined as the average distance below the poverty lines as a proportion ofthat line,
where the average is form ed over the entire population, counting the non-poor as having a
zero poverty gap. Thus, the sum ofpoverty gaps (aggregated across allindividuals)reflects the
m inim um am ount ofconsum ption that needs to be transferred to bring allthe poor up to the
poverty line.
The severity ofthe poverty m easure is the m ean ofthe squared proportionate poverty gaps.
Unlike the headcount ratio and the poverty gap ratio, it takes inequality am ong the poorinto
account. The severity ofthe poverty m easure is sensitive to the distribution ofconsum ption
am ong the poorbecause weights in the calculation are m ore heavily assigned to those whose
consum ption falls furtherbelow the poverty line. H ence, the severity ofpoverty index is m ore
sensitive to changes in the welfare ofthe ultra-poorthan ofthe m oderately poor.
BO X 2.1

Foster-G reer-Thorbecke Poverty M easures
The FG T poverty m easure can be defined as: Pα =

z
0

z−x
z

α

f ( x)dx

where z is the poverty line, x is incom e, and α is the param eter ofinequality aversion. W hen the
headcount ratio is used as the poverty m easure, α = 0 . For α =1 and 2, Pα m easures the poverty gap
ratio and the severity ofpoverty, respectively.
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2.7 PO VERTY SIM ULATIO N
The study sim ulates severalalternative designs ofa non-contributory socialpension system for
the elderly. These are intended to illustrate the relative effects ofalternative program design
and associated costs on poverty reduction. O utcom es are estim ated not only for the elderly,
but also for nationalpoverty.
To evaluate the potentialim pact ofa socialpension, severalalternative designs for such a
program were used:
•

The average benefit levelis fixed at 20 percent ofnationalper capita G D P. Since
the costs ofliving in ruraland urban areas are substantially different, we calculate
the ruraland urban benefit in proportion to the officialpoverty lines in each area
so that the average pension per beneficiary at the nationallevelis equalto 20
percent ofper capita G D P.

•

The study also evaluates alternative scenarios in which a sim ilar calculation is
done that sets the average benefit at 35 and 50 percent ofper capita G D P. These
scenarios are, ofcourse, expected to have greater poverty reduction but, at the
sam e tim e, willbe m ore expensive. In order to com pare these alternative
scenarios, we calculate an index ofefficiency, which is defined as the ratio ofthe
percentage reduction in nationalpoverty to the totalcost ofa program .

In the poverty sim ulation approach, it is assum ed that pensions given to the elderly are
pooled within fam ilies and distributed to each m em ber so that every m em ber enjoys the sam e
levelofwelfare. It is further assum ed that allthe pensions received by the fam ilies are spent on
consum ption goods. The benefits received by the fam ilies are added to the fam ily’s total
consum ption expenditure. W hen divided by household size, this gives per capita fam ily
expenditures after the pension. Resulting changes in poverty levels are derived using the per
capita fam ily expenditure after the receipt ofthe pension, com pared with the poverty
estim ates based on the fam ily’s per capita expenditure before the pension.

3 A PROFILE OF TH E ELDERLY IN K EN YA
3.1 W H ERE ARE TH E ELD ERLY?
A norm alage structure for Sub-Saharan African populations includes a large proportion in the
age group 0-14, which gradually dim inishes in the subsequent age groups. Kenya is a typical
exam ple ofthis distribution. The proportions ofboth wom en and m en decline with increasing
age, reflecting the com paratively young age structure ofthe Kenyan population (Figure 3.1).
Slightly less than halfofthe population is under 15 years ofage, whereas only 4-5 percent are
above 60. The distribution ofpopulation by age changed very little over the 1994-1997 period.
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FIG URE 3.1

Structure of population in K enya
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Table 3.1 presents the percentage ofthe elderly population within households in Kenya.
The elderly defined as above 55 years ofage increased from 5.81 percent in 1994 to 6.92 percent
in 1997. The figure declines to 4 – 5 percent when the elderly population is defined as those
above 60 years ofage. The table also suggests that a greaterpercentage ofthe elderly
population lives in ruralareas. M oreover, overthe period 1994 – 1997, there had been a clear
shift ofthe elderly population, steadily m oving away from urban areas and toward ruralareas.
Anotherresult em erging from the table is that olderpeople reside relatively m ore in poor
households com pared to non-poorhouseholds, although the proportion ofelderly living in nonpoorhouseholds had increased overthe years. In general, a greaterpercentage ofolderpeople
live in ruralareas than in urban areas, and in poorhouseholds than in non-poorhouseholds.
TABLE 3.1

Percentage of elderly w ithin households
Household types

1994

1997

Change

55 years & older
Rural households

6.41

7.74

1.33

Urban households

2.62

2.47

-0.15

Poor households

7.01

7.57

0.56

Non-poor households

5.11

6.38

1.27

All households

5.81

6.92

1.11

60 years & older
Rural households

4.57

5.62

1.05

Urban households

1.71

1.14

-0.57

Poor households

5.07

5.60

0.53

Non-poor households

3.56

4.36

0.80

All households

4.12

4.92

0.80

Source: Authors’calculations from the 1994 and 1997 W M S.
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Table 3.2 indicates the num ber ofelderly persons within the various categories of
households that are associated with the percentages. W hile those 55 years old and over
increased from 1.54 m illion in 1994 to 1.76 m illion in 1997, the num ber ofpeople above 60
rose from 1.09 and 1.25 m illion, in 1994 and 1997 respectively. The table suggests that the
absolute num ber ofelderly in urban areas as wellas in non-poor households declined over the
three year period.
TABLE 3.2

N um ber of elderly population (in m illions)
Household types

1994

1997

Change

55 years & older
Rural households

1.43

1.66

0.23

Urban households

0.11

0.10

-0.01

Poor households

0.69

1.05

0.37

Non-poor households

0.85

0.73

-0.11

All households

1.54

1.76

0.23

60 years & older
Rural households

1.02

1.21

0.19

Urban households

0.07

0.05

-0.03

Poor households

0.50

0.78

0.28

Non-poor households

0.59

0.50

-0.09

All households

1.09

1.25

0.16

Source: Authors’calculations from the 1994 and 1997 W M S.

Table 3.3 presents the distribution ofthe elderly population in 8 m ajor provinces. The
N yanza province w as the most populous province for the elderly in both years 1994 and
1997. O n the other hand, the leastpopulous province w as the N ortheastern province.
The table suggests that there has been a structuralchange in the elderly population over
the years, moving aw ay from the Rift V alley and migrating into the Centralprovince. This
shift in population may be related to employment opportunities.
TABLE 3.3

Population share of elderly by provinces
55 years & over

Regions

60 years & over

1994

1997

Change

1994

1997

Change

Nairobi

3.6

2.5

-1.2

3.7

0.8

-2.9

Central

6.0

19.0

13.0

5.4

20.4

15.0

Coastal

7.9

6.8

-1.1

7.0

6.4

-0.6

Eastern

19.4

17.8

-1.6

19.6

18.0

-1.6

Northeastern

2.0

0.1

-1.8

2.2

0.1

-2.1

Nyanza

23.7

22.1

-1.6

23.3

22.9

-0.4

Rift Valley

22.5

18.1

-4.4

22.9

17.6

-5.4

Western

14.9

13.6

-1.3

15.9

13.8

-2.1

Kenya

100.0

100.0

0.0

100.0

100.0

0.0

Source: Authors’calculations from the 1994 and 1997 W M S.
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For instance, the Centralprovince is dom inated by com m ercialfarm ers. This feature of
the province can be attractive for both retirees starting com m ercialfarm ing and for elderly
seeking for em ploym ent. O n the other hand, Nyanza province has a high percentage of
subsistence farm ers. Pastoralism is prevalent in certain districts in the Rift Valley, Northeastern
and som e parts ofthe Coastaland Eastern provinces. Pastoralist activities are conspicuously
absent in high population density districts in Central, W estern, and Nyanza provinces. This is
because ofa declining land area that could possibly be suited for grazing, increased
agriculturalactivities and growing population (CBS, 1996). Pastoralist activities are often
affected by droughts, resulting in frequent fam ine as a result ofthe loss oflivestock. There
were three m ajor droughts that hit the econom y in the past decade. This naturaldisaster
m ight be a factor that has caused the shift ofthe elderly population in Kenya over tim e,
m oving away from the Rift Valley province.

3.2 PO VERTY AM O NG TH E ELD ERLY
Using the officialpoverty lines adjusted by econom ies ofscale, Table 3.4 shows that the
prevalence ofpoverty at the nationallevelw as 37.09 and 45.34 percent in 1994 and 1997,
respectively. This im plies that around 37 and 45 percent ofKenyans, in 1994 and 1997
respectively, could not achieve the m inim um expenditure to acquire the basic food and nonfood item s. O verall, the percentage ofpoor individuals had jum ped by 20.08 percent over
these three years. There had been a less dram atic increase in the other poverty m easures. In
fact, the severity ofthe poverty index fellby 2.11 percent over the period. 3
In comparison, the elderly suffer far greater poverty. Those over 60 suffer particularly
higher poverty. This suggests that the elderly population in Kenya hasa standard ofliving that
is far worse than the nationalaverage.
TABLE 3.4

Poverty estim ates am ong the elderly
Poverty estimates

1994

1997

Percentage change

Elderly 55 years & over
Percentage of poor

43.74

48.92

11.18

Poverty gap ratio

15.66

16.85

7.29

Severity of poverty

7.76

7.57

-2.53

Elderly 60 years & over
Percentage of poor

44.98

50.85

12.26

Poverty gap ratio

16.33

17.53

7.12

Severity of poverty

8.19

7.91

-3.48

Percentage of poor

36.63

45.04

20.67

Poverty gap ratio

12.39

14.07

12.72

Severity of poverty

5.87

5.86

-0.07

Total Population

Source: Authors’calculations based on the 1994 and 1997 W M S.

Although Table 3.4 presents elderly poverty at the individuallevel, it willalso be usefulto
know the extent ofpoverty in elderly headed households. Table 3.5 presents the estim ates of
poverty am ong allindividuals living in elderly headed households. This show s that poverty in
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elderly headed households is more severe than in non-elderly headed households. This
conclusion holds in both years, butthe gap betw een the tw o types ofhouseholds narrow ed
dow n in 1997. These results suggestthat targeting any type ofsocialprogram, including the
expansion ofpension coverage or the provision ofa socialpension to elderly headed
households w ould benefit the poor more than the non-poor.
TABLE 3.5

Poverty am ong elderly headed households
Poverty estimates

1994

1997

Percentage change

Elderly headed 55 years & over
Percentage of poor

47.54

49.55

4.13

Poverty gap ratio

17.39

16.91

-2.83

Severity of poverty

8.69

7.47

-15.11

Elderly headed 60 years & over
Percentage of poor

49.20

51.89

5.34

Poverty gap ratio

18.34

17.91

-2.38

Severity of poverty

9.33

7.95

-16.00

Source: Authors’calculation based on the 1994 and 1997 W M S.

A second im portant elem ent in considering program s ofold age incom e support is the
potentialeffect on other groups, m ost notably children. The poverty status ofchildren living in
elderly headed households is shown in Table 3.6 At the nationallevel, 37.29 and 46.02 percent
ofchildren less than 15 years old in 1994 and 1997, respectively, were not able to m eet the
m inim um expenditure to acquire the basic food and non-food item s.
As expected, poverty among children living in elderly headed households is much
higher than poverty suffered by children on average. Poverty is even more prevalent among
children living in households headed by people w ho are 60 and over. This suggests that a
policy scheme ofgiving pensions to elderly headed households could also be very effective
in reducing poverty among children.
TABLE 3.6

Poverty am ong children less than 15 years of age
Poverty estimates

1994

1997

Percentage change

Children living in elderly headed households 55 years & over
Percentage of poor

49.82

51.54

3.39

Poverty gap ratio

18.51

17.40

-6.15

Severity of poverty

9.23

7.63

-19.03

Children living in elderly headed households 60 years & over
Percentage of poor

51.75

54.59

5.34

Poverty gap ratio

19.75

18.48

-6.64

Severity of poverty

10.07

8.13

-21.40

All children
Percentage of poor

36.88

45.74

21.53

Poverty gap ratio

12.52

14.21

12.64

Severity of poverty

5.92

5.91

-0.07

Source: Authors’calculation based on the 1994 and 1997 W M S.
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3.3 ELD ERLY AND CH ILD REN
According to the 1994 and 1997 W M Ss, there are a significant percentage ofhouseholds
headed by elderly who are living with children under the age of15. For exam ple, 21.5 and 14.5
percent oftotalhouseholds were identified as elderly headed households living with children
in 1994 and 1997, respectively. This type ofhousehold exists partly because working age
adults m igrate to the cities, leaving children behind with elderly in ruralareas. M oreover, due
to the AID S epidem ics, the m em bers ofthe so-called “skip generations”, in which working age
adults are m issing, are growing rapidly in Sub-Saharan Africa. This has led to increasing
attention paid to the role ofgrandparents in caring for grandchildren (W illiam s and
Tum wekwase, 2001).
To date, reliable em piricalresearch about these issues in the African context rem ains
scant due to the non-availability ofdata. H owever, an on-going W H O study of685 households
affected by AID S and containing older people in Zim babwe found that in 84 percent ofcases,
elderly were the m ain care givers for orphans and children with AID S (W H O , 2002). The study
addresses the financialproblem s faced by these elderly, including the loss ofrem ittances and
other financialsupport, a lack offood and clothing, the high cost ofm edicalfees during illness,
an inability to pay schoolfees for orphans, a loss ofeconom ic support and dim inished
livelihood opportunities. In this context, pensions for the elderly could be ofgreat im portance.
Pension incom e is usually likely to be pooled within households, and younger m em bers have
been dem onstrated to benefit from it.
Table 3.7 illustrates one ofthe m ain effects ofelderly caring for children by exam ining
the schoolattendance ofchildren from elderly headed households. School-age children are
defined as those aged between 6 and 17, which corresponds to the current Kenyan
education system : prim ary school-age is between 6 and 13, while secondary school-age is
between 14 and 17.
TABLE 3.7

Percentage of school-age children attending school
Household types

1994

1997

Difference

Elderly headed 55 years and over

75.81

83.67

7.86

Elderly headed 60 years and over

73.40

82.16

8.76

All households

77.38

84.98

7.60

Source: Authors’calculations from the 1994 and 1997 W M S.

There are over 9 m illion children who belong to the age-group of6-17. O ur estim ates
show that alm ost 77 - 85 percent ofthese children attended schoolin the period 1994-1997
(see Table 3.4). School-age children from elderly headed households, how ever, have
attendance rates that are below the nationalaverage. Their schoolattendance is
particularly low er for households headed by elderly over 60 years old. The study attem pted
to investigate potentialreasons why children living in elderly headed households have a
poorer schoolattendance. Figure 3.2 shows reasons for not attending school for children
living in households headed by persons 60 years old and older.
As can be seen from Figure 3.2, children living in elderly headed households do not
attend schoolbecause ofexpensive tuition fees, w hich accounts for 35.1 percent ofthe
children notattending school, w hilst it is the reason for not attending schoolfor 29 percent
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children living in other households. This suggests that children living in elderly headed
households suffer greater financialhardship compared to those living in non-elderly ones.
“O ther” as a reason other than the specific six reasons, is the next highest cause after fees cited
by the children for not com pleting the education cycle. The children who responded no
interest as a reason for not attending schoolis also significant, at 8.8 percent and 9.8 percent
for those living in elderly headed and non-elderly headed households, respectively. M arriage
and pregnancy are also m ore often cited causes than failed exam s or illness.
FIG URE 3.2

Reasons for children not attending school
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Other
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Source: Authors’calculations based on the 1994 W M S.
(Note: “Not stated” cases refer to the children who do not attend schooland failto give a reason)

3.4 H EALTH STATUS O F TH E ELD ERLY
H ealth policies and strategies in Kenya are geared towards reducing the incidence ofdisease
and im proving the health status, and thus, the quality oflife ofthe generalpopulation
(M inistry ofFinance and Planning, 2000).
Table 3.8 presents the incidence ofsickness am ong older people, children and Kenyan
people. As expected, elderly, particularly those w ho are over 60 years old, have a higher
incidence ofsickness than the average for the population or for children. Interestingly, the
incidence ofsickness among the Kenyan population fellsignificantly betw een 1994 and
1997. This is true not only for the elderly but also for children.
Figure 3.3 shows various types ofsickness suffered by elderly people. O ver 40 percent of
the incidence ofsickness w as caused by fever or malaria, follow ed by cough or cold. The
incidence ofvomiting or diarrhea w as also a significantcontributor to the elderly w ho fell
sick in 1994.
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TABLE 3.8

Incidence of sickness
1994

1997

Difference

Elderly 55 years & over

34.73

24.28

-10.45

Elderly 60 years & over

36.44

25.72

-10.72

Children under 15 years

23.82

15.75

-8.07

Total population

23.63

15.56

-8.07

Source: Authors’calculations from the 1994 and 1997 W M S.

FIG URE 3.3

Proportion of elderly population by incidence of sickness
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In response to various sicknesses, the study looked into the incidence ofreceiving
treatm ent when sick. Table 3.9 presents som e results from this analysis. In 1994, m ore than 96
percent ofsick people sought treatm ent. The corresponding figure dropped by alm ost 6
percentage points in the subsequent survey period. Relative to the nationalaverage, an even
greater proportion ofchildren sought treatm ent when they were sick. This is, however, not
true for older people in Kenya. A lthough elderly people have a higher incidence ofsickness
than the nationalaverage (Table 3.8), their incidence ofreceiving treatment is far low er
than the nationalaverage. Surprisingly, the incidence oftreatm ent fellover the period. This
m ay be due to factors such as the unaffordability ofgetting treatm ent, the poor quality of
health care, the unavailability ofhealth facilities, the nature ofthe illness (e.g. not seriously ill
enough to seek treatm ent), or other related factors. H aving noted that the m ajority ofsick
people seek som e sort oftreatm ent, the study next investigates the types ofhealth facilities
utilized by the sick. Figure 3.4 shows the types ofhealth facilities utilized by sick elderly.
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TABLE 3.9

Incidence of treatm ent w hen sick
1994

1997

Difference

Elderly 55 years & over

90.77

82.46

-8.31

Elderly 60 years & over

89.84

81.90

-7.94

Children under15 years

97.04

92.28

-4.76

96.32

90.36

-5.96

Total population

Source: Authors’calculations from the 1994 and 1997 W M S.

Nationally, the m ajority ofthe elderly prefer private treatm ent: 73 percent ofthe elderly
utilize pharm acies and another 11 percent utilize public or private dispensaries. For those
under 60, the m ost frequent action when sick is also to visit a pharm acy (74 percent), followed
by consulting a dispensary (12.4 percent). Attending a health centre or hospitalis m ore
com m on for the non-elderly group com pared to the elderly one.
The 1994 W M S show s that nationally, 10.16 percent ofthe elderly over 60 w ho are sick
do not receive treatment. The corresponding figure increased to 19.10 percent in 1997. For
the w hole population, the figures for not getting treatmentw hen sick w ere 3.68 and 9.64
percent in 1994 and 1997, respectively. In addition, the figure for not receiving treatment
among the non-elderly is only about 3.1 percent. O fthe elderly w ho required medical
attention, they did notvisit a government health facility due mostly to non-availability of
drugs (53.9 percent), too far (15.2 percent), and other reasons (16.3 percent). For the nonelderly group, the reasons for not utilizing a governm ent health facility show a sim ilar pattern.
FIG URE 3.4

Proportion of elderly population by utilization of health facilities
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Source: Authors’calculations based on the 1994 W M S.
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FIG URE 3.5

Reasons for not visiting a governm ent health facility
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Source: Authors’calculations based on the 1994 W M S

4 TH E ELDERLY A N D REC EIPT OF PEN SION IN COM E
4.1 W H ICH ELD ERLY ARE RECEIVING PENSIO NS?
There is very lim ited inform ation available to support analysis ofthe patterns ofpension
receipt by the elderly. Specific questions on pension incom e were only included in the 1994
W M S. M ore im portantly, although the 1994 W M S contains data on pensions as a source of
incom e, it does not have any inform ation regarding whether these are public or private
pensions; whether these are old-age pensions or other types ofbenefits such as disability
pensions; and whether these are contributory or non-contributory. A ccording to the 1994
W M S, only 0.2 percent ofthe Kenyan population reported receipt ofany form ofpension
income in 1994, representing a very low coverage rate by any standard. W hile 3.1 percent of
elderly over 55 in Kenya reported receipt ofpension income, 90 percent ofthe beneficiaries
in this age group w ere male.
Figure 4.1 presents the age distribution forindividuals who report the receipt ofpension
incom e. This shows that 75.4 percent ofthose who receive any form s ofpension were aged 55
and over. Around 32 percent ofpensions belong to the age-group of65 years old and over. A
sim ilartrend em erges in both urban and ruralareas. O fthe totalnum berofrecipients, 86 percent
ofthem lived in ruralareas and the rem aining 14 percent in urban areas. It is interesting to note
that 26.2 percent oftotalpensioners in urban areas belong to the young age-group of25-34
years ofage. These statistics suggest that there is a m ixture ofincom e sources reported as
pensions, with som e portion likely to be derived from disability orothertypes ofbenefits.
O verall, our findings suggest that pensions m ainly refer to old-age benefits, but no further
inform ation is available regarding the source from which these are derived, whether these
pensions were public/private or contributory/non-contributory. Based on the 1994 W M S, it is
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not possible to determ ine whether the old-age pensions stem m ed from em ploym ent because
there is no inform ation available on pension recipients’em ploym ent history.
FIG URE 4.1

Proportion of individuals receiving pensions by age group
50.0
45.0
40.0
35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0
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15 - 24
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25-34 years 35-44 years 45-54 years 55-64 years

T ot al

Rural

65 years &
over

Urban

Source: Authors’calculations based on the 1994 W M S.

The study also looks into the distribution ofpension beneficiaries in 8 m ajor regions. By
and large, people w ho received pensions lived in W estern (24.5 percent), N yanza (22.6
percent), and the Rift V alley (17.8 percent)provinces. This regionalpattern is similar for
male pensioners. For females, there is an extremely high concentration in the N yanza
province (49.3 percent). These findings are displayed in Figures 4.2 and 4.3.
FIG URE 4.2

Proportion of pensioners by regions
60.0
50.0
40.0
30.0
20.0
10.0
0.0
Nairobi

Central

Coast

T otal pensioners

Eastern

North
eastern

Male pensioners

Source: Authors’calculations based on the 1994 W M S.
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FIG URE 4.3

Proportion of elderly pensioners by regions
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Source: Authors’calculations based on the 1994 W M S.

4.2 SIZE O F PENSIO N PAYM ENTS
Table 4.1 presents average m onetary values ofpensions received per m onth. These figures
represent weighted average ofper capita m onthly pension. O n average, pensioners belonging
to the age group of55+ received 1,585 KShs per m onth in 1994, which is equivalent to US$ 28
at the July 1994 exchange rate. This figure accounted for 46 percent ofper capita m onthly
incom e for those pensioners over 55 years old. For allpensioners, the m onthly pension
paym ent appears to be a significant source ofincom e.
TABLE 4.1

A ctualam ounts of pensions for the elderly
All pensioners

Pensioners
55 years & over

Pensioners
60 years & over

65,815

49,616

32,791

Kenya
Number of pensioners
Amount of monthly pensions (KShs)

1,481

1,585

1,329

(US$26)

(US$28)

(US$24)

46.9

46.0

34.0

Number of pensioners

57,310

43,607

28,398

Amount of monthly pensions (KShs)

1,237

1,262

1,016

(US$22)

(US$22)

(US$18)

61.5

60.6

53.2

Number of pensioners

8,505

6,009

4,392

Amount of monthly pensions (KShs)

3,226

4,075

3,513

(US$57)

(US$73)

(US$63)

29.3

30.2

20.5

(US$, July 1994)
Share of pensions in total income (%)
Rural

(US$, July 1994)
Share of pensions in total income (%)
Urban

(US$, July 1994)
Share of pensions in total income (%)

Source: Authors’calculations based on the 1994 W M S.
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In urban and ruralsettings, the actualamounts received by the urban pensioners are
substantially greater than those received by the ruralpensioners. H ow ever, as show n in the
table, the majority ofpensioners are living in ruralareas, not in urban areas. M oreover, our
results also show that pensions contribute to per capita totalincome by 60.6 percent and
52.2 percent for pensioners over 55 and over 60, respectively. This suggests that pension
plays a criticalrole for the elderly recipients living in ruralareas in particular.

4.3 EM PLO YM ENT STATUS O F PENSIO NERS
The results presented in Table 4.2 indicate that pensions w ere given largely to those currently
employed in agriculture and unpaid family w ork. Note that by definition, unpaid fam ily
workers are treated as unem ployed in the 1994 W M S. For elderly pensioners over 60, 80
percent ofthem w ere engaged in the agriculturalsector. A nother 10 percent ofthe
pensioners w ere employed in unpaid family w ork.
TABLE 4.2

Em ploym ent status of pensioners
Public sector
Formal sector
Informal sector
Casual labor
Unpaid family labor
Agricultural sector
Other
Total

All pensioners
3.4
4.5
5.1
0.4
6.2
78.1
2.3
100.0

Pensioners 55 & over
2.5
4.3
0.6
6.5
84.4
1.7
100.0

Pensioners 60 & over
3.8
2.8
0.9
9.9
80.1
2.5
100.0

Source: Authors’calculations based on the 1994 W M S.

Although a m ajor proportion ofpensioners were found working prim arily in the
agriculturaland inform alsectors, they were m ostly able to read and write. 79.1 percent of
elderly pensioners over 55 were literate. By contrast, only 26.9 percent ofthe non-pensioners
in the sam e age group were literate. In short, the educationallevelamong pensioners is
higher than among non-pensioners. This sharp contrast indicates that the pensions to which
the elderly had access are likely to be contributory rather than non-contributory. In Kenya,
pensions have been paid only to those who used to be em ployees in form alem ploym ent but
exclude m ainstream public servants. This suggests that retired elderly with any form alpension
are likely to be m ore educated.
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FIG URE 4.4

Literacy status of elderly pensioners
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Source: Authors’calculations based on the 1994 W M S.

4.4 PENSIO NERS LIVING W ITH CH ILD REN
In Kenya, the m ajor roles ofolder people can be identified as: child care givers for em ployed
fam ily m em bers with children; and care givers for sufferers ofterm inaldisease and their
dependants (as the prevalence ofAID S escalates, this role is set to becom e increasingly
prom inent). According to Burm an (1995), pensions given to elderly wom en in South Africa
played an im portant role in the welfare ofthe household. Sim ilarly, Ardington and Lund (1995)
also found that pensions played an econom ic and socialrole, m aking a substantialdifference
in the living standards ofAfrican households.
Figure 4.5 presents the percentage ofelderly pensioners living with children under 15
years ofage, children ofprim ary schoolage (6 – 13 years), and children ofsecondary school
age (14 – 17 years). As can be seen, far more than halfofthe elderly pensioners are indeed
living w ith children. 3 percent ofthe pensioners 55 years old and older w ere estimated to be
living w ith children under 15 years old but w ithout a w orking adult (aged betw een 18 – 54
years)in the household. For these elderly headed households w ithout a w orking adult,
pensions play a significant role in the w elfare ofthe household members, including children.
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FIG URE 4.5

Proportion of elderly pensioners living w ith children
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Living with 14-17 years
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Source: Authors’calculations based on the 1994 W M S.

4.5 ASSET O W NERSH IP AND H O USING AM ENITY O F ELD ERLY PENSIO NERS
Table 4.3 com pares the asset holdings ofelderly people receiving pensions with the asset
ownership ofthose without access to pensions. The results revealthat elderly-headed
households with pensions tend to own large land parcels, and it was observed that m ost
households own no land or little land, seriously disadvantaging their ability to earn a
livelihood. Land holding is defined as land owned or operated by a household used either for
crops or livestock rearing. In terms ofmean land holding size, the difference betw een the
elderly-headed households w ith and w ithout pensions seems to be significant – nationw ide,
the mean totalland holding size for the elderly w ith pensions is around 10 acres, w hile for
those w ithout pensions is slightly higher than 7 acres.
TABLE 4.3

A sset holdings of elderly pensioners
Elderly with pensions

Elderly without pensions

Kenya

55 years &
over

60 years &
over

55 years &
over

60 years &
over

Mean land holding sizes (Acres)

4.70

10.30

10.60

7.10

7.30

Access to car (%)

0.61

0.00

0.00

0.58

0.31

Access to radio/TV (%)

2.60

5.27

4.60

1.54

1.41

Access to life insurance (%)

2.89

4.51

6.62

1.12

1.08

Source: Authors’calculations based on the 1994 W M S.
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O wnership ofcertain assets is considered as an indication ofa household’s socioeconom ic
status, which can, however, be region or com m unity specific (like housing), and m ay also be
based on tastes and preferences. H owever, the 1994 W M S show s that more ofthe elderly
receiving pensions ow n each ofthe asset categories than the elderly w ho do not have access
to pensions. As expected, cars are owned by a very sm allproportion ofpeople in Kenya. The
elderly without pensions tend to have m ore access to cars than their counterpart elderly.
Radios and TV sets are m ore com m only owned assets com pared to assets like cars. This m ay
not only be a reflection ofaffordability, but also the practicalities ofdaily life. O n average,
elderly having access to pensions own m ore radios and TV sets than those without pensions. In
the case oflife insurance, 2.89 percent ofthe population in 1994 had life insurance. O fthe
elderly, there is a w ide margin in the ow nership oflife insurance betw een those w ith and
w ithout pensions, w ith a higher proportion ofthe elderly w ith pensions (particularly 60
years old and older)ow ning the asset in question.
FIG URE 4.6

Proportion of elderly having access to housing am enities

Access to electricity (%)

Access to safe sanitation (%)

Access to safe water (%)

0.0
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60.0

Eldery (60+) no pensions

Source: Authors’calculations based on the 1994 W M S.
Note: Safe sanitation includes V.I.P. latrine, W .C. and flushing toilets and unsafe sanitation includes pit, bucket
and no toilets.

H ousing is a basic need ofthe population and contributes significantly to better living
standards and household welfare. The quality ofhousing m ay be defined by the accessibility of
various housing am enities such as safe sanitation, safe drinking water, electricity, and so forth.
W ater scarcity accentuates poverty by directly lim iting people’s access to a basic necessity
and by indirectly lim iting access to food and em ploym ent. From a gender perspective, the
burden ofinadequate and unsafe water and poor sanitation is borne by wom en and girls who
have to fetch water for dom estic use, irrigation and livestock. This reduces the opportunity for
wom en to participate in the form allabor m arkets. Im proving access to water willalso have the
benefit offreeing up tim e and energy for girls to attend school. W hen access to water and
sanitation is suboptim al, levels ofdisease, m ortality and m orbidity in a population are likely
to be high.
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Safe water includes piped water, water from boreholes and water from protected springs
and wells. O n the other hand, unsafe water includes unprotected wells and springs, rainwater,
lakes, rivers, ponds, etc. A t the nationallevel, the proportion ofelderly-headed households
w ho have access to safe w ater is higher for the households receiving pensions than for those
w ithout pensions. Similarly, compared to elderly-headed households w ithout pensions, a
higher proportion ofelderly-headed households w ith pensions have access to safe
sanitation and electricity. These findings suggest that elderly-headed households receiving
pensions tend to have a better quality ofliving standards than those w ithout pensions.
O n the whole, the lim ited pension system ofKenya appears to provide a m eaningful
source ofincom e support for the sm allproportion ofelderly persons that receive benefits.
Those who report pension receipt indicate far better living conditions and asset accum ulation
than others. This is likely to be largely a function ofaccess to pension only by the highest
incom e groups, m ost notably civilservants, but also indicates som e positive effect ofpension
receipt on living standards. Persons living in urban areas indicate m uch higher levels of
pensions, but there are m ore persons in ruralareas who report receipt ofthese benefits.
Although there is no reliable way to draw further inferences about the sources ofthis pension
incom e, the pattern observed in the very lim ited data would be consistent with incom e
derived from form alsector em ploym ent in either the public or private sector. It is interesting to
note that the largest proportion ofelderly pensioners live in ruralareas and continue working,
which suggests that there are m any who receive m inim alincom e and perhaps return to rural
areas after earning a pension through urban em ploym ent, but that these benefits are
insufficient to support withdrawalfrom the labor force.

5 TH E IM PA CT OF PEN SION RECEIPT ON POVERTY STA TU S
5.1 D O CURRENT PENSIO NS RAISE RECIPIENTS O UT O F PO VERTY – EX-PO ST ANALYSIS
O ne way to provide som e insights into the value ofpension receipt in relation to the risk of
poverty is to com pare poverty m easures com puted using fullhousehold incom e against the
sam e poverty m easure, excluding the pension incom e. This is equivalent to evaluating the
effects on poverty ofwithdrawing the pension benefit. This is an im perfect estim ate ofthe
incidence ofthe pensions on poverty because it does not account for second order effects
following the withdrawalofthe pension benefits. Second order effects could work to
am eliorate the im pact on poverty, but they could also com pound it. To the extent that the
withdrawalofthe pension benefit encourages household m em bers to pursue additional
incom e generating activities, ignoring second order effects would lead to overestim ating the
im pact on poverty ofwithdrawing pension program s. O n the other hand, to the extent that
the pension incom e itselfsupports hum an capitalinvestm ent or incom e generating activities,
ignoring second order effects would lead to underestim ating the im pact on poverty from
withdrawing pension program s. There is insufficient em piricalevidence to predict the sign of
net second order effects. Keeping this firm ly in m ind, the com parison yields a m easure ofthe
first order incidence ofpension incom e on poverty for the sam pled households.
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TABLE 5.1

Im pacts of pensions on poverty am ong the elderly
Poverty measures

55 years & over

60 years & over

Kenya

Headcount ratio

5.5

4.5

1.6

Poverty gap ratio

17.1

14.6

5.9

Severity of poverty

28.4

24.3

9.6

Source: Authors’calculations based on the 1994 W M S.

Table 5.1 shows that the w ithdraw alofthe pension income, in the absence ofsecond
order effects, w ould increase allthree poverty measures calculated for elderly as w ellas for
allindividuals nationally. The results indicate that withdrawing the pension incom e would
lead to a 5.5 percent rise in the headcount ratio am ong people 55 years and over. The effects
ofwithdrawing the pension benefit on the poverty gap and on the severity ofpoverty am ong
the elderly poor are m uch greater. W hile excluding the pension incom e would lead to a rise in
the poverty gap ratio am ong the elderly (55+)by 17.1 percent, the severity ofpoverty am ong
the elderly would jum p by 28.4 percent in the absence ofthe pension incom e. Allin all,
withdrawing pensions would have a relatively sm alleffect on the headcount ratio, but a m uch
larger effect on the poverty gap and on severity ofpoverty. The stronger effect from
withdrawing pension incom e on the poverty gap than on the headcount ratio indicates that
current sources ofpension incom e are m ore effective in lifting the incom es ofthe poorest than
for taking those just below the poverty line out ofpoverty. This suggests that the current
pension system for form alsector workers, although sm all, is reaching persons within the
lowest incom e groups.

5.2 PENSIO NS AND TH E PRO BABILITY O F BEING PO O R
As a second step in identifying the im pact ofcurrent pension incom e on poverty a probit
m odelwas developed to evaluate the determ inants ofthe probability that a household
m em ber living in a household headed by an elderly person willbe poor. A m ultivariate setting
enables the identification ofthe im pact ofhaving a pension beneficiary on the probability that
household m em bers are poor, having controlled for the influence ofhousehold and individual
characteristics, as wellas other incom e sources.
In a probit m odel, the dependent variable takes binary values 0 (when the household is
non-poor)and 1 (when the household is poor). A household is defined as poor ifits per capita
consum ption is less than its per capita poverty line (otherwise it is considered non-poor).
A probit m odelestim ates the probability ofa household being poor conditionalon a range of
individual/household socioeconom ic characteristics. W e fitted the following m odel.

Pr[P0i = 1 | X i ] = α i + β X i + λ' PS i + δOS i + ε i
where Xi is a vector ofhousehold characteristics, PSi is a dum m y variable indicating the
household receives a pension benefit, and O Si is a vector ofdum m y variables indicating
whether the household receives a range ofincom e sources other than pension. The param eter
ofour interest is λ , providing an estim ate ofthe im pact ofpension receipt on the probability
ofpoverty am ong households headed by elderly.
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The controlvariables included in the m odelreflect household characteristics, such as age,
m aritalstatus, literacy and working status, which have been found to determ ine poverty in
sim ilar studies (W oolard and Leibbrandt 2001, W oolard and Klasen 2003, M ay 2000).
Sim ilarly, household characteristics, such as the num berofhousehold m em bers, whether
the household is located in a ruralarea, and the genderofthe household head are included.
Incom e sources are entered as dum m y variables indicating theirpresence within the household.
Table 5.2 reports on the estim ates ofthe probit regression m odelfor the households
headed by elderly aged over 55 years and over 60 years. The m odeltakes sam pling weights
and clustering into account. The reported param eters are m arginaleffects com puted at the
m ean ofthe regressors. The probit regression results are in line with the observations about
the incidence and levelofpoverty ofthe elderly presented earlier. H ouseholds headed by
widowed elderly person over the age of55 or 60 years are m ore likely to be poor. M em bers of
larger elderly-headed households have a higher probability ofbeing poor. H ouseholds headed
by illiterate elderly are m ore likely to be poor. 60+ elderly headed households are likely to be
poorer ifthey are located in ruralareas. Elderly headed households receiving wages and
salaries are less likely to be poor. This finding is also supported by studies like W oolard and
Klasen (2003). Pensions have a significant negative im pact on poverty probability in the elderly
headed households. M em bers ofhouseholds receiving cash transfers other than pensions are
also less likely to be poor.
A s regards the main parameter ofinterest, living in an elderly-headed household w ith a
pension recipient reduces the probability ofpoverty. This is true for the sample ofthe
households headed by elderly 55 years and older, and it is also statistically significant w hen
the sample is limited to those households headed by elderly 60+. For the 55+ elderly sample,
the marginaleffect ofpension receipt is to reduce the probability ofpoverty by 17.1 percent
for the household. The marginaleffect ofpensions becomes 20.9 percent for the households
headed by people 60 years old and older and is also statistically significant at 5 percent
level. Perhaps ofgreatest interest, the marginaleffect due to pension income is far larger
compared to the marginaleffects ofw ages and other transfers.
Som e issues associated with this specification have been raised in the relevant literature
and need to be considered with the results above (D ieden 2003, D iam ond, et al. 1999). In a
sense, incom e sources cannot be taken as exogenous to individualand household
characteristics. For instance, som e studies for South Africa have considered whether receipt of
the pension encourages other relatives to co-reside with pensioners, as a m eans ofavoiding
poverty or destitution, or as an insurance against frequent unem ploym ent spells or variable
incom e (Edm onds et al. 2001). A com plication arises from the juxtaposition ofincom e source
variables and variables indicating characteristics which m ay help determ ine the incom e
sources ofhouseholds, as is the case where a m eans test is applied for the determ ination of
non-contributory pension entitlem ent. It can be argued that these issues are less im portant in
the context ofolder people and their households. Particularly for older people them selves, it
can be argued that whatever choices m ay have led to the presence ofcurrent incom e sources,
these can be taken to be predeterm ined and irreversible. The labor supply effects ofpension
receipts, for exam ple, are likely to be sm aller for older people than for m iddle-age adults by an
order ofm agnitude. Nonetheless, issues ofendogenity rem ain im portant for other m em bers of
the household. Regarding the feedback effects ofincom e levels on incom e sources, the m odel
estim ated in this study uses dum m y variables indicating the presence ofincom e sources rather
than the am ounts received.
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TABLE 5.2

Probit regression results for the elderly (a)
Dependent variable is poverty indicator (poor = 1 and non-poor = 0)
Elderly 55 & over

Elderly 60 & over

Marginal
Effect

Robust
z
statistics

Mean

Marginal
effect

Robust
z
statistics

Mean

Married monogamous

0.341

1.88

0.56

0.375

1.81

0.53

Married polygamous

0.337

1.91

0.25

0.352

1.76

0.27

*

2.00

0.01

0.364

1.92

0.01

0.17

*

2.19

0.19

*

Variables

Divorced/separated
Widowed

0.352

*

0.364

2.13

0.415

Members in household

*

0.014

2.89

7.58

0.014

2.33

7.40

Age

0.112

0.60

64.78

-0.045

-0.15

68.40

Age_square

-0.002

-0.58

4265.72

0.001

0.14

4736.06

Age_cube

0.000

0.57

285969.00

-0.000

-0.12

332310.00

*

2.03

0.94

*

Rural

0.070

1.01

0.93

0.180

Illiterate

*

0.079

2.29

0.60

0.087

2.13

0.66

Female headed

-0.091

-1.72

0.22

-0.106

-1.59

0.21

Farmers & pastoralist

0.110

1.72

0.82

0.102

1.27

0.85

Unemployed

-0.048

-0.39

0.02

-0.018

-0.12

0.02

Pubic sector workers

-0.057

-0.57

0.03

0.118

0.89

0.02

Private sector workers

0.148

1.78

0.07

0.042

Wages & salaries

*

-0.115

-2.86

0.77

0.40

0.05

*

-2.31

0.75

*

-0.094

Pensions

*

-0.171

-2.31

0.06

-0.209

-2.11

0.05

Rent

-0.082

-1.26

0.07

-0.062

-0.89

0.08

In-kind transfers

0.031

0.91

0.28

0.031

0.76

0.30

-2.04

0.44

Cash transfers
Number of observations
2

Wald chi (20)

*

-0.073

-2.28

0.43

*

-0.082

2364

1695

59.70

51.88

(a)The probit m odeland z statistics are estim ated using population weight.
* Coefficient is statistically significant at the 0.05 level.
Source: Authors’calculations based on the 1994 W M S.

W hile exercising appropriate care, it is possible to interpret the param eters estim ated by
the m odelas reflecting a statisticalassociation between the different sources ofincom e on the
one hand and poverty on the other, controlling for a num ber ofhousehold socioeconom ic and
dem ographic characteristics. The analysis strongly reinforces the earlier observation that, the
current pension program s in Kenya, for the sm allm inority ofpeople who are able to derive
som e retirem ent incom e from them , have a strong and significant effect on reducing the
probability ofpoverty am ong households headed by persons 55 years old and over. This
provides strong evidence that the m andatory program s for the form alsector not only reinforce
the econom ic advantages ofhigher incom e groups, but can also be successfulin achieving
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poverty alleviation am ong persons who would otherwise be expected to be poor when they
becom e old. This provides im portant support for policy initiatives that would seek to expand
access and coverage for these types ofm andatory pension program s in Kenya.

6 TH E DESIG N , COSTS A N D IM PA CTS OF A N ON -CON TRIB U TORY
SOCIA L PEN SION
The foregoing analysis indicates the potentialfor the expansion ofthe m andatory pension
system to provide m eaningfulpoverty alleviation in Kenya. This inevitably leads to questions
regarding the key design param eters that m ight be considered to achieve this. The concluding
sections ofthe study exam ine som e ofthe key issues relevant to one approach to achieving
such an expansion, the introduction ofa non-contributory socialpension.

6.1 M EANS TESTING VS. UNIVERSAL AG E ELIG IBILITY
O ne ofthe prim ary issues in the design ofany type ofsocialprogram is whether the program
under consideration willachieve poverty reduction that is greater than the alternative given
the resources. This is substantially an issue ofpoliticaleconom y that is wellbeyond the scope
ofthis study. There are, however, som e analyticalquestions that willinform such a decision.
A sim ple way ofaddressing this question is to com pare “perfect targeting” or the
theoreticaloptim um ofproviding benefits only to the poor with universaleligibility to assess
whether a benefit available at an attained age rather than conditioned on econom ic status is
substantially less “pro poor”. In this section, we com pare the poverty reduction im pact of
alternative pension program s with the im pact one would expect from a sim ilar pension
schem e given to every elderly individualin the society using the Pro-Poor Policy (PPP)index
proposed by Kakwani and Son (2005).
The PPP index, briefly explained in Box 6.1, com pares the percentage poverty reduction
that is obtained by a given policy – such as an old-age pension program – with the percent
poverty reduction that would be obtained ifallpersons received an increase in incom e
equivalent to the one provided by the policy or pension program being analyzed. Ifthe PPP
index is equalto 1, this m eans that the pension program perform s just as wellas a transfer of
the equivalent am ount ofm oney given to everyone in the population (universaltargeting). If
the PPP index is greater than 1, it m eans that the program is achieving greater poverty
reduction than the counter factualoftargeting the sam e am ount ofm oney universally. For
exam ple, finding a PPP index equalto 1.2 for a given pension program suggests that the given
program reduces poverty by 20 percent m ore than an equivalent universaltransfer. The larger
the index value, the m ore pro-poor the program is. Ifthe PPP index is sm aller than 1, the nonpoor are the m ain beneficiaries ofthe program . W hen a program has a PPP index equalto 0.80,
the program reduces poverty by 20 percent less than a universalequivalent transfer.
Table 6.1 presents the Pro-Poor Policy (PPP)index for Kenya’s pension system . As can be
seen from the table, the current pension program has a value for the PPP index less than 1. This
supports the generalobservation that, although the pension system is successfulin alleviating
poverty am ong a m eaningfulproportion ofthose who receive benefits; in general, the pension
system in Kenya benefits the non-poor more than the poor. O verall, the non-poor have
greater access to the current pension program than the poor. M oreover, the benefits ofthe
pension program flow to the ultra-poor even less than to the not-so-poor, as indicated by
lower values ofthe PPP index for the severity ofpoverty m easure.
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Perfect targeting m ay be defined as a situation: when only the poor receive allthe
benefits; and when benefits given to the poor are proportionalto the incom e shortfallfrom
the poverty line. Perfect targeting is the theoretically optim alpolicy for poverty reduction. In
practice, it is not feasible to operate such a policy because: (i)the adm inistrative cost is very
high; and (ii)it is difficult to accurately obtain details ofindividuals’incom e or consum ption,
particularly in the countries where the inform alsector m ight be very large. Ifthe governm ent
in Kenya had succeeded in im plem enting perfect targeting, the PPP index would have been
2.56 for the poverty gap and 3.54 for the severity ofpoverty m easure. Thus, the Kenyan
pension program has a m uch lower value for the PPP index than the value that would have
been attained with perfect targeting. This suggests that there is much scope for improving the
targeting efficiency ofthe Kenyan pension program.
Com pared to countries in other regions, the PPP indices for perfect targeting are relatively
sm allvalues: the indices under perfect targeting are 6.77 and 2.86 for Thailand and Vietnam ,
respectively (Kakwani and Son 2005). This m ay be due to the fact that poverty in Kenya is acute
and widespread as com pared to Thailand and Vietnam . The sm allvalues ofthe PPP index
under perfect targeting im ply that com pared to a universalpension schem e, the relative gains
ofa pension program obtainable from the targeting m ethod m ay be easily outweighed by
practicaldifficulties and costs associated with a perfectly targeted pension program . It is well
known that targeting, and perfect targeting in particular, carries high adm inistrative costs and
faces great difficulties in obtaining the necessary inform ation on individuals’incom e or
consum ption expenditures.
TABLE 6.1

Pro-Poor Policy index of current pension system in K enya
Total group PPP
Kenya

Rural

Urban

Within group PPP
Rural

Urban

Poverty gap ratio
All pensioners

0.73

0.80

0.24

0.73

0.58

Pensioners 55 years & over

0.74

0.81

0.21

0.73

0.49

Pensioners 60 years & over

0.71

0.78

0.28

0.70

0.67

Perfect targeting

2.56
Severity of poverty

All pensioners

0.73

0.81

0.18

0.73

0.46

Pensioners 55 years & over

0.69

0.78

0.09

0.70

0.23

Pensioners 60 years & over

0.67

0.76

0.12

0.68

0.31

Perfect targeting

3.54

Source: Authors’calculations based on the 1994 W M S.

Table 6.1 also presents two types ofPPP indices for socioeconom ic groups. These are
nam ely within-group PPP and total-group PPP. The within-group PPP index m easures the propoorness ofa program within the kth group. The total-group PPP index captures the im pact of
operating a program in the kth group on its pro-poorness at the nationallevel. The total-group
PPP index shown in Table 6.1 reveals that at the nationallevel, the pension program is
relatively m ore pro-poor in the ruralareas than in the urban areas. Since the concentration of
poor is higher in the ruralareas, the im pact oftargeting the ruralareas turns out to be m ore
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pro-poor at the nationallevel. Sim ilarly, the within-group PPP index reports that the pension
program is also relatively m ore pro-poor within the ruralareas than within the urban areas.
This suggests that the pension program in Kenya is better targeted in the ruralareas. It is
worth stressing that the targeting efficiency ofa particular group should be judged on the
basis ofthe total-group PPP index rather than the within-group PPP index.
This study has also calculated the PPP index in the hypotheticalcase ofa universal
pension program for the elderly. Suppose that every elderly person over 55 or 60 years old
receives a non-contributory pension from the governm ent. Is this scenario likely to be m ore
pro-poor than the actualpension program ? Using both the 1994 and 1997 W M S, Table 6.2
attem pts to seek the answer to this question.
TABLE 6.2

Pro-Poor Policy index for universalpensions to elderly living in ruraland urban areas
Poverty gap ratio

Severity of poverty

Targeting

Targeting

All
elderly

Rural
elderly

Urban
elderly

All
elderly

Rural
elderly

Urban
elderly

55 years & over

1.03

1.07

0.39

1.08

1.14

0.35

60 years & over

1.04

1.09

0.26

1.12

1.18

0.22

55 years & over

0.93

0.97

0.33

1.01

1.05

0.38

60 years & over

0.95

0.97

0.40

1.03

1.05

0.49

1994

1997

Source: Authors’calculations based on the 1994 and 1997 W M S.

Table 6.2 presents the estim ates ofthe PPP index for alternative pension schem e
m odalities calculated for the poverty gap and severity ofpoverty m easures. The first m odality
ofa pension program for which we calculate the PPP index is a fixed transfer ofpensions to
every elderly over 55 or over 60, irrespective oftheir poverty status. Estim ates based on the
poverty gap ratio for 1994 are 1.03 and 1.04 for the 55+ elderly group and the 60+ elderly
group, respectively. These values are quite close to 1. The corresponding values for 1997 are
slightly less than 1, but quite close to unity. This im plies that targeting elderly is only slightly
m ore effective than the sam e fixed am ount being transferred universally. The second m odality
lim its a given levelofpensions to elderly living in ruralareas. Results show that this is a m ore
pro-poor policy option in the sense that it allows for a larger reduction in poverty as m easured
by the poverty gap and the severity ofpoverty. M oreover, our results indicate that targeting
ruralelderly provides a slightly more pro-poor outcome than universaltargeting. The third
m odality we have considered is lim iting the pensions to elderly living in urban areas. As shown
in Table 6.2, this targeting schem e is not pro-poor. This indicates that to have the maximum
reduction in poverty in Kenya, targeting urban areas may not be a good policy option.
The main message emerging from the analysis ofPPP indices is that a given levelof
pension given to every elderly aged over 55 or over 60 w illbe pro-poor, but the impact of
the pension program might be enhanced ifthe program is carried out in the ruralareas. This
universalpension program for elderly in ruralareas may be more cost effective because it
can avoid administrative costs in identifying a target group based on income or any other
criteria that selects a smallsubgroup ofelderly for such a program.
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BO X 6.1

Pro-Poor Policy Index (PPP)index
Suppose x is the incom e ofa person before transfer and b(x)is the benefit received by the person with
incom e x, the percentage change in poverty (because ofthis benefit)can be written as:
dθ

=

θ

1

θ

z

0

∂P
b( x) f ( x)dx
∂x

W e define a program to be pro-poor ifthe poor receive greater absolute benefits than the non-poor. It
m eans that the pro-poor program should achieve greater poverty reduction com pared to a counterfactualsituation when everyone receives exactly the sam e benefit from the service.
Suppose that the average or m ean benefit generated from the program is denoted by b . The
percentage change in aggregate poverty when the b am ount is given to everyone is given by

dθ

θ

=

z

b

θ

0

∂P
f ( x)dx
∂x

W e define the pro-poor policy index as the ratio ofactualproportionalpoverty reduction from the
program to the proportionalpoverty reduction that would have been achieved ifevery individualin
society had received exactly the sam e benefits (equalto the average benefit from the service). Thus, the
pro-poor policy index is derived as

λ=

∂P
b( x) f ( x)dx
∂x

1

b ηθ

where

η=

1

θ

z

0

∂P
f ( x)dx
∂x

is the absolute elasticity ofpoverty: ifeveryone receives one unit ofcurrency, then the poverty will
change by 100 × η percent.
The program willbe called pro-poor (anti-poor)when λ >1 (< 1). The larger the value of λ , the greater
willbe the degree ofpro-poorness ofthe program . If, for instance, λ = 1.2 , it m eans that the program
willachieve 20% greater poverty reduction com pared to a counter factualthat everyone receives the
sam e benefits. W e can com pute the pro-poor index for any pension schem e. A pension schem e willbe
pro-poor ifthe PPP index is greater than 1. W e can also com pute the PPP index for an idealpension
schem e, which allows us to com pare the pro-poorness ofthe pension schem e with respect to an ideal
pension schem e.

This study has also investigated alternative pension schem es. Table 6.3 presents the PPP
indices for alternative elderly pension schem es. The results indicate that a pension scheme
targeted atw idow ed elderly w illdeliver an anti-poor outcome, and similarly, pensions
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targeted atelderly living alone w illbe highly not pro-poor. H ow ever, a pension scheme
targeted atelderly subsistence farmers or elderly pastoralistw ould result in a pro-poor
outcome. The scheme targeted at elderly pastoralist w ould be more pro-poor compared to
the scheme targeted atelderly engaged in subsistence farming. Similarly, targeting elderly
w orking in the informalsector w ould be more pro-poor relative to other elderly people w ho
are w orking in agriculturalor construction sectors.Surprisingly, the results revealthat
giving pensions to unemployed elderly do not result in a pro-poor outcome. These
conclusions generally hold for both the 1994 and 1997 years.
TABLE 6.3

Pro-Poor Policy index for universalpension to vulnerable groups of elderly
Targeting

55 years & over

60 years & over

Elderly living alone

0.40

0.43

Widowed elderly

0.87

0.87

Subsistence farming elderly

1.32

1.35

Pastoralist elderly

1.69

1.73

Elderly headed with children

1.44

1.50

Elderly headed with children not attending school

1.66

1.71

Elderly living in the Coastal province

1.26

1.22

Elderly living in the Eastern province

1.42

1.49

Elderly living in the Western province

1.18

1.20

Elderly living alone

0.51

0.54

Widowed elderly

0.91

0.89

Unemployed elderly

0.94

0.96

Elderly employed in informal sector

0.95

1.42

Elderly working in construction industry

0.55

0.32

Elderly working in agricultural industry

0.91

0.91

Elderly headed with children

1.27

1.36

Elderly headed with children not attending school

1.35

1.47

Elderly living in the Northeastern province

0.80

0.63

Elderly living in the Western province

1.11

1.09

Elderly living in the Nyanza province

1.05

1.12

Elderly living in the Eastern province

1.14

1.14

1994

1997

Source: Authors’calculations based on the 1994 and 1997 W M S.

As presented in the table, pensions given to elderly headed households living w ith
children under 15 w illbe highly pro-poor, benefiting the poor much more than the nonpoor. W hat is more, pensions given to elderly headed households w ith children w ho are not
attending schoolw ould be even more pro-poor.
Finally, the PPP indices are calculated under the scenario ofim plem enting elderly pension
program s in different regions ofKenya. W hile in 1994 poor elderly were concentrated in
provinces such as Coastal, Eastern and W estern, they were found m ore in Northeastern,
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W estern, Nyanza and Eastern provinces in 1997. The results shown in the table suggest that in
both years, 1994 and 1997, targeting elderly living in the Eastern province w ould deliver a
more pro-poor outcome relative to the other provinces.

6.2 PO VERTY SIM ULATIO N RESULTS
The centralissue in any system ofnon-contributory socialpensions is the extent that it will
result in poverty reductions. The following section provides an assessm ent ofthe im pact ofold
age pensions on nationalpoverty as wellas on poverty am ong elderly and children. To assess
the poverty im pact, an ex ante poverty sim ulation has been carried out. The sim ulation
exercise was done based on alternative scenarios that include a cash transfer of20, 35, and 50
percent ofper capita G D P to every elderly older than 55 or 60. These alternative scenarios were
chosen in view ofthe efficiency ofpensions in reducing nationalpoverty, where efficiency is
defined as the percentage change in poverty as a ratio oftotalcosts ofpensions or the cash
transfer. Efficiency ofpensions has been com puted for alternative scenarios and willbe
discussed later in the section.
Providing socialpensions to the elderly im pacts their welfare as wellas that ofthe other
m em bers ofthe household living with elderly. The sim ulations presented here assum e that
pensions given to the elderly are pooled within fam ilies so that every m em ber enjoys the sam e
levelofwelfare. W e further assum e that the pensions received by the fam ilies are spent on
consum ption goods. Benefits received by the fam ilies are therefore added to the fam ily’s total
consum ption expenditure, which on dividing by household size, gives per capita fam ily
expenditure after the pension. These poverty estim ates are derived using the per capita fam ily
expenditure after the pension, which are then com pared with the poverty estim ates based on
the fam ily’s per capita expenditure before the pension. A shortcom ing ofthis type of
sim ulation is that it does not take into account intra-household inequality in welfare.

6.3 PENSIO N BENEFICIARIES AND CO STING
W e start by investigating the num ber ofpension beneficiaries and the actualam ount of
pensions each beneficiary would be expected to receive under alternative budget scenarios.
Additionally, the study also looks into the costs ofim plem enting such pension schem es in
term s ofa share ofG D P. Allthese elem ents are sum m arized in Table 6.4.
Ifa pension program had been designed to reach elderly 55 years old and over, there
would have been m ore than 1.5 and 1.7 m illion beneficiaries in 1994 and 1997, respectively.
O fthose, 93-94 percent cam e from ruralareas in that period. Ifthe coverage ofthe pension
program was reduced, the num ber ofbeneficiaries would be expected to fall. This is the case
for a pension schem e, ifdesigned for those older than 60.
In com puting pensions given to each beneficiary, we should take into account the cost of
living differences in ruraland urban areas. Ifthe costs ofliving differences can be adequately
captured by the officialruraland urban poverty lines, we can set pensions in proportion to the
officialpoverty lines.
Suppose the average pension per beneficiary is set at 20 percent ofper capita G D P.
Suppose further that PLR and PLU are the ruraland urban poverty lines and aR and aU are the
proportion ofbeneficiaries in ruraland urban areas, respectively. Then the per capita pensions
in ruraland urban areas can be defined as:
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Since the ruralpoverty line is lower than the urban poverty line, a beneficiary living in
ruralareas willreceive a sm aller pension than a beneficiary living in urban areas. It is also easy
to see from the equations above that the average pension per capita willbe equalto 20
percent ofper capita G D P.
The results in Table 6.4 show that an elderly person over55 living in a ruralarea would have
received 248 KShs in 1994 and 360 KShs in 1997, whereas the elderly in an urban area would
receive 377 KShs and 548 KShs in 1994 and 1997, respectively. As m entioned before, pensions
given to an elderly person are assum ed to be pooled within fam ilies and distributed to each
m em ber. As such, pensions perbeneficiary divided by the size ofthe household lead to per
capita m onthly pensions, which are 14.94 and 25.63 KShs in 1994 and 1997 prices, respectively.
TABLE 6.4

Pension beneficiaries and costing, 20% of G DP per capita
1994

1997

Pensions for elderly 55 years & over
Beneficiaries in rural areas

1,427,876

1,664,032

Beneficiaries in urban areas

108,341

98,387

Pension per beneficiary in rural areas (KShs)

248

360

Pension per beneficiary in urban areas (KShs)

377

548

Per capita pension per month (KShs)

14.94

25.63

Cost as share of GDP (%)

1.16

1.38

Pensions to elderly 60 years & over
Beneficiaries in rural areas

1,018,542

1,208,253

Beneficiaries in urban areas

70,810

45,534

Pension per beneficiary in rural areas (KShs)

248

363

Pension per beneficiary in urban areas (KShs)

377

554

Per capita pension per month (KShs)

10.57

18.20

Cost as share of GDP (%)

0.82

0.98

Source: Authors’calculations based on the 1994 and 1997 W M S.

In view ofcosting ofalternative scenarios, Table 6.4 presents the costs in term s ofthe
share ofG D P if20 percent ofper capita G D P are given out to every elderly person over 55 in
the form ofold-age pensions. The results show that such a universalpension schem e would
have cost 1.16 and 1.38 percent ofG D P in 1994 and 1997, respectively. As expected, when
eligibility is reduced to elderly over 60, costs fallto less than 1 percent ofG D P per capita in
both periods. For com parison, in India, the totalexpenditure on various safety net program s
including old age pensions am ounted to 1.5 – 2 percent ofG D P. Brazil, Nam ibia and South
Africa spend 1, 2, and 1.4 percent ofG D P, respectively, on old-age pensions. Considering that
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m ost Sub-Saharan countries have incom es m uch lower than low incom e countries in South
Asia and Latin Am erica, and given the com peting dem ands on public spending from other
equally priority sectors such as health and education, a levelof1.16 or 1.38 percent ofG D P,
equivalent to 20 percent ofper capita G D P, for non-contributory socialpension in Kenya is a
significant am ount. Ifthe average benefit levelis increased from 20 to 35 or 50 percent ofG D P
per capita, the share ofG D P jum ps to m ore than 2-3 percent (see Table 6.5). Although this m ay
result in a significant poverty reduction, fiscalaffordability rem ains an issue.
TABLE 6.5

Costing of alternative poverty sim ulations
1994
20%
per capita
GDP

1997

35%
per capita
GDP

50%
20%
35%
per capita per capita per capita
GDP
GDP
GDP

50%
per capita
GDP

Elderly 55 years & over
Pension per beneficiary in rural
areas (KShs)

248

433

619

360

610

871

Pension per beneficiary in
urban areas (KShs)

377

660

942

548

1303

1861

Per capita pension per month
(KShs)

14.94

26.10

37.30

25.63

44.84

64.06

Cost as share of GDP (%)

1.16

2.03

2.91

1.38

2.42

3.46

Elderly 60 years & over
Pension per beneficiary in rural
areas (KShs)

248

434

621

363

622

889

Pension per beneficiary in
urban areas (KShs)

377

662

945

554

1330

1901

Per capita pension per month
(KShs)

10.57

18.51

26.46

18.2

31.90

45.57

Cost as share of GDP (%)

0.82

1.44

2.06

0.98

1.72

2.46

Source: Authors’calculations based on the 1994 and 1997 W M S.

6.4 IM PACT O N PO VERTY
Table 6.6 presents the percentage reduction in poverty which results from a certain levelof
cash transfer given to every elderly person in Kenya. This table only deals with the im pact on
poverty of20 percent ofper capita G D P. Not only is the study concerned with the poverty
reduction at the nationallevel, but it also looks into the percentage change in poverty am ong
elderly and children. The sim ulation results show that at the nationallevel, the im pact of
pensions on the headcount ratio is significant and for elderly people, the im pact on poverty is
even greater. The poverty im pact is substantially reduced when the eligibility age is increased
from 55 to 60. This would be expected because ofthe population structure in Kenya in which
the elderly population over 55 or 60 m akes up only a sm allproportion ofthe total. W hat is
m ore encouraging is that the im pact ofthe pension on poverty reduction becom es stronger
for the poverty gap ratio and the severity ofpoverty index. These findings suggest that the
potentialimpact ofthe pension program should not be judged based merely on the
percentage change in the headcountratio. W hat is more important is that, as this study
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show s, a given levelofpension w ould have a more significant impact on poor individuals
living far below the poverty threshold rather than those clustered around the threshold.
This point is further highlighted w hen it comes to poverty among elderly. Finally, as
expected, the pension transfer leads to substantialreduction in poverty among elderly and
also in non-negligible poverty reduction for children under 15 (at the nationallevel).
TABLE 6.6

Percentage change in poverty reduction, 20% per capita G DP
Poverty measures

Pensions given to 55 years & over
1994

1997

Pensions given to 60 years & over
1994

1997

Impact on poverty among 55 years & over
Percentage of poor

17.09

17.21

12.95

13.94

Poverty gap ratio

29.62

40.54

22.27

31.15

Severity of poverty

42.28

61.18

31.82

45.82

Impact on poverty among 60 years & over
Percentage of poor

17.82

18.87

16.76

18.42

Poverty gap ratio

31.11

43.52

28.97

42.05

Severity of poverty

44.52

65.44

41.43

62.63

Impact on poverty among children under 15 years
Percentage of poor

1.86

2.06

1.22

1.74

Poverty gap ratio

4.60

4.72

3.15

3.31

Severity of poverty

6.90

7.04

4.87

4.93

Impact on national poverty
Percentage of poor

3.08

2.97

2.18

2.36

Poverty gap ratio

6.46

7.45

4.59

5.41

Severity of poverty

9.46

11.22

6.86

8.11

Source: Authors’calculations based on the 1994 and 1997 W M S.

6.5 EVALUATING EFFICIENCY O F PENSIO N PRO G RAM S
This subsection is concerned with evaluating the relationship between the costs ofdifferent
average benefit levels and their effectiveness in reducing poverty. The term ‘efficiency’used
here is defined as the percentage change in poverty as a ratio ofthe totalcosts ofa pension
program . This exercise enables us to identify a specific target group, which would lead to a
greater reduction in poverty. The results ofthis analysis are presented in Table 6.7.
To begin with, consider the case ofa benefit levelof20 percent ofper capita G D P. It is
clear from the results that a reduction in the headcount index is more cost efficient if
pensions are given to elderly over 60 rather than to elderly over 55. As shown in Table 6.7,
the im pact on the headcount index does not present consistent results. That is, at higher levels
ofbudget, targeting elderly over 55 was m ore cost efficient in 1994, whereas targeting elderly
over 60 resulted in a m ore cost efficient outcom e in 1997. Nevertheless, the results ofcost
efficiency for both the poverty gap ratio and the severity ofpoverty are m ore consistent. These
findings suggest that providing a socialpension to the elderly 60 and over w illbe more cost
effective in reaching the ultra poor.
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TABLE 6.7

Cost efficiency of pensions in reducing nationalpoverty
1994
Poverty measures

20%
per capita
GDP

35%
per
capita
GDP

1997
20%
per capita
GDP to
poor

50%
per
capita
GDP

20%
per
capita
GDP

35%
per
capita
GDP

50%
per
capita
GDP

20%
per capita
GDP to
poor

Elderly 55 years & over
Headcount ratio

2.64

2.61

2.74

6.01

2.15

2.40

2.48

4.56

Poverty gap ratio

5.55

5.40

5.23

12.61

5.39

5.17

4.91

11.04

Severity of poverty

8.13

7.60

7.07

18.48

8.11

7.34

6.58

16.60

Elderly 60 years & over
Headcount ratio

2.65

2.27

2.54

5.93

2.41

2.61

2.55

4.66

Poverty gap ratio

5.57

5.41

5.24

12.47

5.50

5.18

4.85

10.71

Severity of poverty

8.33

7.74

7.16

18.63

8.25

7.35

6.55

16.07

Source: Authors’calculations based on the 1994 and 1997 W M S.

Finally, the cost efficiency for targeting the poor elderly only is considered. For this
purpose, it is assum ed that every elderly person would receive a pension equalto 20 percent
per capita G D P: while at 1994 prices, every poor elderly in ruraland urban areas would receive
248 and 377 KShs respectively, at 1997 prices he/she (55 years old and over)would get 354
KShs in ruralareas and 757 KShs in urban areas. According to the results in Table 6.7, targeting
at the poor elderly would result in the m axim um reduction in poverty at a given cost. In this
respect, giving pensions to poor elderly is found to be mostcost efficient. H ow ever, this
targeting scenario does not take administrative costs into account thatw ould be involved in
identifying the poor. Iftaking account ofadministrative costs, the proportionalreduction in
poverty at a given cost may be smaller than the one presented in the table.

7 CON CLU DIN G OB SERVA TION S
The foregoing analysis provides a generaloverview ofthe econom ic status ofthe elderly
population in Kenya, a few observations about the outcom es ofthe current pension system
that can be derived from the lim ited household survey data, and provides som e prelim inary
assessm ent ofseveralkey issues that should be included in the consideration ofapproaches to
expand and reform the pension system . The policy analysis is prim arily directed at evaluating
the costs, design and projected outcom es ofproviding a universal“dem ogrant” type social
pension that would provide basic subsistence benefits to citizens reaching a specified
retirem ent age.
This review ofthe status ofthe elderly in Kenya indicates a pressing need for som e
expansion ofthe sources ofold age incom e support. Although Kenya exhibits high and
increasing rates ofpoverty sim ilar to m uch ofthe region, the elderly are at higher risk of
poverty and suffer greater severity ofpoverty than the population at large and their status in
regard to poverty have deteriorated in the period from 1994 to 1997 as can be m easured by
the W elfare M onitoring Survey (W M S). In 1994, the overallpoverty rate in Kenya was 37%,
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while for persons over the age of55; it was significantly higher at 44%. The poverty gap ratio
(the average difference ofhousehold incom es from the poverty line as a proportion ofthe
poverty line)was 16% for the elderly com pared to 12% for the generalpopulation. In addition,
the severity ofpoverty (a m easurem ent ofstatus in relation to the distance from the poverty
line)was also greater for the elderly. Perhaps m ost troubling, both the proportion ofthe
population and the poverty gap ratio increased for the elderly between 1994 and 1997 as
it did for the population at large.
Accentuating the consequence oflow incom e levels, the elderly in Kenya exhibit greater
needs for expenditures on criticalservices such as health care. The incidence ofsickness
am ong the elderly is far higher than the generalpopulation, yet they show m easurably lower
rates ofreceiving treatm ent.
O fequalim portance from a broader policy perspective, and particularly in light ofthe
H IV/AID S epidem ic in the region that has resulted in increasing num bers ofchildren being
cared for by grandparents, the low econom ic status ofthe elderly is associated with a higher
prevalence ofpoverty and other socialindicators for persons living in elderly headed
households. M ore than one halfofthe people in households headed by a person over the age
of60 were below the poverty line in 1997, and 55% ofchildren living in these households were
below the poverty line com pared to 45% ofallchildren. Children in the care ofthe elderly
indicate m uch lower rates ofschoolattendance.
D espite the greater risk and associated socialconsequences ofthe low econom ic status of
the elderly, the form alpension system in Kenya rem ains very lim ited. O nly 3.1% ofpeople over
the age of55 in 1994 reported the receipt ofany pension incom e and 90% ofthese recipients
were m ale.
The lim ited data precludes any ability to determ ine patterns for the sources ofpension
incom e. H owever, the household survey data does indicate that, although the current pension
system prim arily involves expenditures on higher paying urban occupations such as civil
service, the m andatory NSSF and perhaps occupationalschem es appear to have som e
m eaningfuleffects in alleviating poverty am ong the few who receive any pension incom e.
Sim ulating the withdrawalofpension incom e indicates that the poverty rate am ong the
elderly who report its receipt would increase by 28% and the poverty gap would increase by
17%. Perhaps m ore significantly, an analysis ofthe characteristics ofthose who receive
pensions indicates that, controlling for the characteristics ofthe household that are associated
with the probability ofpoverty, the receipt ofpension incom e is calculated to reduce the risks
ofpoverty by 17% for households headed by a person over the age of55 and by 21% for
households headed by a person over the age of60. This indicates the potentialthat the
expansion ofform alpension system s have, especially those with m andatory participation that
can reach lower incom e workers, to achieve broad poverty alleviation am ong the elderly.
Another potentialinstrum ent to address poverty am ong the elderly is the introduction
ofbroadly available non-contributory socialpensions that would m ake a basic subsistence
benefit available at a specified retirem ent age, usually 55 or 60 years ofage in a setting such
as Kenya. O ne ofthe threshold questions before considering such an approach is whether it
represents an im provem ent on the current system in directing benefits towards individuals
at the greatest risk ofpoverty. Applying a “Pro-Poor Policy Index” that m easures the degree
to which benefits are directed towards the poor concludes that, despite the finding that the
current system alleviates poverty, it directs benefits towards the non-poor m ore than the poor.
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The analysis also suggests that due to the prevalence ofpoverty am ong the elderly, there will
be lim ited gains from m eans testing such a system relative to providing benefits for allat a
specified age.
Severalofthe m ain design param eters ofsuch a system can be considered in the context
ofbasic inform ation on incom e distribution and poverty levels derived from the household
data. The key threshold question ofaffordability can be addressed by estim ating the cost of
such a system as a share ofG D P. These estim ates indicate that providing a benefit equivalent
to 20% ofper capita G D P would require expenditures of1% ofG D P, while a 50% ofper capita
nationalincom e would raise the cost to 2% ofG D P. These costs should be considered in the
context ofa totalrevenue base ofjust over 20% ofG D P in recent years.
Equally im portant to consider is the potentialim pact ofsuch a program on poverty levels
am ong the elderly, and m ore broadly, am ong the population due to the prevalence ofm ultigenerationalhouseholds in Kenya. Even a relatively m inim albenefit of20% ofper capita of
G D P (requiring an expenditure ofslightly less than 1% ofG D P or one Shilling ofevery 20 in
tax collections)is estim ated to have a significant im pact on poverty levels. This is projected
to lower the poverty rates ofthe elderly by 13% to 19%, depending on the age at which it was
available, to lower poverty rates am ong children by 1.2% to 2%, and to lower the overall
nationalpoverty rates by 2.2% to 3.1%.
Related design considerations forany socialpension system are the efficiency of
expenditures and the m annerin which benefits are targeted. The prelim inary analysis indicates
that, although substantialpoverty reductions can be achieved at virtually any benefit leveland
age ofeligibility, the greatest efficiency (unit ofpoverty reduction perunit ofexpenditure)by
providing a m odest benefit that is lim ited to the pooroverthe age of60. In addition, there is
som e indication that targeting benefits to ruralareas can enhance efficiency m easures.
The various elem ents ofthe analysis com bine to provide som e im portant insights into
the status ofthe elderly in Kenya and the need for the consideration ofenhancem ents in the
pension system . It is clear that the elderly dem onstrate a considerable need for initiatives that
can effectively address their high risk ofpoverty and that the benefits ofsuch an effort will
accrue to other segm ents ofthe society, m ost notably children. The current pension system
disproportionately directs benefits to high incom e groups, but dem onstrates a capacity to
achieve m eaningfulpoverty reductions ifeffectively expanded. The m ost direct m ethod to
address old-age poverty would be the introduction ofa non-contributory socialpension.
Because the elderly proportion ofthe population is relatively low, this could be done at a
feasible cost level. The high prevalence ofpoverty am ong the elderly does not require that
such a program be extensively targeted but there are severalparam eters that could im prove
the cost efficiency at the m argins.
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.

N OTES
1. The results are very robust to the choice ofreference household size.
2. Initially, we were planning to m ake a further adjustm ent in the poverty line to take into account health
expenditures, as these are likely to be higher am ong the elderly. W e attem pted this exercise using a regression m odel
of health expenditure but we did not get significant results. As such, we dropped this idea of adjusting the poverty
lines by the health expenditure ofthe elderly.
3. Since official poverty line has increased at a faster rate than the CPI, poverty estim ates in 1994 and 1997 are
not com parable.
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