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Abstract
Many developing countries have or are in the process of implementing decentralisation of
financial management systems. The reform can take various forms: self-financing or cost
recovery through user charges and co-financing or expansion of local revenue through
taxation. This study examines the impact of decentralisation of fiscul linancial

management of cost sharing revenue on hospital efficiency.

Potentially. decentralisation of financial management of cost sharing is expected to
improve coverage and accessibility of health services. quality of services and efliciency

in the delivery of health care.

The main aim of this study was to review the impact of fiscal decentralisation ol the cost
sharing reform on the efficiency of Kenya's health care delivery and to identify factors

that need 1o be addressed in order to enhance the success of the reform policy.

The swdy utilised secondary and primary data from 39 public health facilitics comprising
of 27 district hospitals and 12 sub-district hospitals. The sample size for the primary data

collection was 178 patients and 57 health workers trom 4 purposively. selected lacilities.

Secondary data (inpatient and outpatient annual utilisation rates. recurrent expenditure.
number of beds in each facility and cost sharing revenue) was used in the input-output
Data Envelopment Analysis (DEA) Model to generate efficiency levels for cuach facility.
The primary data was used to examine how fiscal decentralisation may have impucted on

service utilisation. and perceived quality of care.

The DEA ethiciency scores were used to run a censored Tobit regression model. where
the dependent variable was technical efficiency scores. The independent variables
included o fiscal decentralisation dummy variable. medical staff. non-medical staff. bed
occupancy rate (BOR). average length of stay (ALOS) and number of beds (used as a

proxy for hospital capacity).



Major findings from the study reveal that:

*

Utilisation of health care services, perceived quality of services. access and revenue
collection (cost recovery ratio) have not improved. The failure is largely attributed to
the structure of the financial management system which does not provide incentives
to the health managers or authority and autonomy over the revenue cxpenditure,
inefficient district treasury. and unavailability of certain health cuare inputs

(particularly drugs).

Efficiency in health care facilities was lower in the post-reform period compared to
the pre-reform period. The average efficiency level for 1994, 1995 was 62.5% and
63% respectively whilst that of 1997 and 1998 was 59% and 355% respectively,
implying that these facilities are using more resources or inputs and could lower their
costs and still achieve the current levels of output. Facilities could therclfore make

savings if the available resources are utilised efficiently.

Signiticant gains from the reform policy could be realised by granting more
expenditure responsibilities and autonomy in financial management to health care

managers as well as addressing other factors that negatively impact on efficiency.

Fiscal decentralisation of cost sharing revenue by itself cannot increase clliciency.

For it to achieve the stated objectives it needs to be supported by other initiatives.

The study recommends the need to establish specific policies to address inclliciency
in the health sector. This requires that some benchmarks be explored using indicators
drawn trom health facility inputs and outputs. This will form the basis [or monitoring
efficiency. The instruments and or tools will also enable health managers to identify
the sources of inefficiency as well as the areas which present the greatest opportunity

for real improvements in health care delivery.
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INTRODUCTION

1.1 RESEARCH PROBLEM:

Since independénce in 1963; Kenya's public heajth sector operated in a decentralized manner
until the early 1970s when the government centralized management and authority over the sector
(Cohen et al 1995). This was associated with the government’s policy to ensure free access to
health care for all users. However, serious economic problems and demographic pressures and
subsequent implementation of structural adjustment programmes has had a severe impact on
financing for the health sector (Collins et.al 1996; GOK, 1995a). Decreasing recurrent
expenditure in health increased demand for health services and complex ¢pidemiological

problems led to a renewed health sector decentralisation reform strategy in Kenya.

The introduction and implementation of cost-sharing in government health facilities in December
1989. which was meant to improve efficiency, quality, access and equity in health care delivery,
did not bring any significant improvements (Collins et.al 1996, Cohen et.al 1995 GOK 1995a).
The deteriorating conditions in public sector health facilities. characterised by lack of curative
patient care items such as drugs and laboratory reagents. poorly maintained medical equipment
and buildings and congestion. persisted. In response to these problems. the government
decentralized financial management of the cost-sharing programme. The decentralized financial
management with regard to cost-recovery was meant to facilitate the use of revenuc in a way that
meets locally determined health service needs. leads to improved efficiency. quality and access

to health care services (GOK 1995a; MOH 1999; Kireria et.al 1999).



While decentralized financial management or decentralisation in general is expected to
improve efficiency, access and quality of care, in practice, the desired policy objectives
may not be achieved (Mills er al, 1990, WHO 1996). Ineffective [orms of
decentralisation can lead to fragmentation of health care services (Kutzin 19;)5).
Moreover. the transfer of authority, resources and functions from Miﬁistry of Health to
district health facilities may not necessarily achieve the decentralisation obje;:tives
(which are efficiency, equity. access and quality of health service) unless accompanied by

complementary support services (Kutzin 1995; Thomson et al., 1991; Cassels 1995).

Although health planners and policy makers hold strong beliefs about the policy with
respect to its effects on the dynamic technical efficiency and allocative efficiency. access
and equity aspects. there is little or no evidence bearing on these propositions. Studies
that have been conducted do not address the impact of decentralized financial
management on efficiency of health care facilities. Neither has the level of savings as a
result of implied efficiency improvements been ascertained (MOH, 1999; Owino et al
1999: Cohen ¢r al.. 1995). Equally missing is any specific individual country study that
examines the implications of fiscal decentralisation on technical efficiency and health

care provision.

These issues are important decision inputs in trying to establish if there is any cifect of
policy changes on delivery of health care. Needless to add. it is important o obtain
insights into how the facilities are performing under the decentralized cost sharing

revenue and for proposing ways in which facility performance could be enhanced and

[ 3%



4. Consider policy implications emerging from this evaluation

1.2.3 Hypothesis of the dissertation

To guide this study in arriving at meaningful results, the following null hypotheses will

be tested

¢ Decentralisation of financial management of the cost-sharing programme has not
improved technical efficiency. access and quality of service provision

¢ There is n;:> significant difference in efficiency among public health facilities before
and after decentralisation of financial management of cost revenuc sharing

expenditure and control.

1.2.4 Justification for the Study

Kenva like most developing countries has immense potential for enhancing health sector
efficiency. equity. access and quality of service provision both in the short and long run,
Currently. relatively little information exists on the impact of decentralized financial
management of the cost-recovery, particularly with regard to efficiency and the
implications_of promoting decentralisation of planning. In addition, not much has been
explored with regard to the financial management system under the cost sharing scheme
and its impact on ensuring financial sustainability, coverage, and access to healtlr care.
Therefore. any attempt to study fiscal decentralisation represents a veritable source of
improved decision making in relation to implementation of health sector reforms and

more so on the delivery of health care services.



Quite often. health sector reforms have been implemented with little consideration for
assessing their implications for service delivery (Kutzin 1994); yet this information is
critical for the success of the reform. In most developing countries, there is a conspicuous
absence of evaluation of health sector reform. In Kenya, there is limited knowledge about
the nature .of financial ‘management reforrﬁ policy, its effectiveness in enhancing
efficiency. the amount of saving levels arising from improved efficiency if any or Iabout
the factors that hinder or influence the strategy’s effectiveness (Kireria er.a/ 1999; MOH
1999). This study seeks to contribute to the decentralization reform policy debate by

assessing the available evidence on this reform initiative.

Decentralisation of financial management has major policy implications becausc it is not
only meant to improve the performance of the cost-sharing programme, but also to affect
coverage. access equity and quality of health care services. Needless to add. information
on the performance of this reform strategy would provide guidance on how the health
sector could be reorganized to promote efficiency. This information informs important
policy issues as there are moves to decentralize the entire health sector including the
release of Block grants and treasury allocations to the health facilities (GOK 1995a,
Kireria cr.al 1999). Further, an evaluation of decentralisation is important for the
tollowing reasons: It is only by evaluating the impact of the fiscal decentralisation reform
that one can explore hypotheses conceming the efficiency differentials in health facility

performance



The ability to quantify efficiency levels of health facilities would provide decision-
makers. hospital managers and health planners with tools for. monitoring the performance
of the facilities in terms of resource use and management. In some cases, theory provides
no guidance concerning the impact of health sector reform on facility performance. In
such a situation, empirical evaluation provides useful qualitative and quantitative
evidence (Cassels, 1995). Thus, there is a need to undertake this study to illuminate the
implications of financial decentralisation on health facility efficiency and the factors

influencing its success as a guide to policy design, formulation and implementation.

1.2.5 Organisation of the remaining chapters

Chapter 2 gives the definition of various key concepts relevant to this study. a brief
overview of different types of decentralisation and circumstances under which each of
them is implemented. or degree of autonomy in fiscal management and control. It then
discuses the main findings of fiscal decentralisation and decentralisation in general. and
highlights the limitations and/or the factcrs that need to be put in place if the reform
policy is to achieve the stated objectives. Background and implementation of [inancial
management reform in Kenya is also provided in this chapter. Finally. the chapter
discusses the conceptual framework used in the study. It discusses approaches for

evaluating efficiency. access and quality of services.

Chapter 3 focuses on the field methodology of the study. The chapter describes the study
design. sampling method and sample size, the nature. source and type of data. It also

discusses reliability and validity of interview instruments, ethical issues. data analysis,



management and quality assurance. Finally, the chapter discusses the limitations of the

study.

In chapter 4, the results of the study are presented. Description and explanation of the
results is presented in this chapter. This includes descriptive statistics, Data Envelopment

Analysis (DEA) efficiency levels and regression resuits.

Chapter 5 analyses the resuits presented in chapter 4. Basically, it examines the extent to
which the study objectives have been realised. Ways of improving the success of the

reform in Kenya's health delivery system are also addressed.

Lastly. chapter 6 provides a summary of the key findings of the study with reference to
efficiency. quality and objectives of decentralisation of financial management of cost

sharing. Finally. the chapter provides suggestions for further research.



CHAPTER 2: REVIEW OF LITERATURE

2.1.1 Introduction

Decentralisation has been a key part of many developing countries’ reform agenda,
although it has been pursued to different degrees and in different ways (Bennett 1998).
However. to date, there are many contradictions and arguments regarding its effect, its
overt and l;idden costs; the tradeoff betwéen the costs and potential saving, and
requirements for successful implementation (Munar 1997, Kutzin 1995). Besides, few
studies have attempted to evaluate its impact on the policy objectives. Thus. relatively
little is known about the effectiveness of the fiscal or financial decentralisation reform, its
impact on hospital efficiency. delivery of health care, and the conditions required to

ensure its successful implementation.

2.1.2 Structure of literature review

Before reviewing the literature on decentralisation. it is important to examine the
meaning of certain concepts used in the dissertation. Section 2.2 presents the definitions
of various Kkey concepts relevant to this study. namely decentralisation. fiscal
decentralisation. cost sharing. efficiency. equity, access and quality of care. Section 2.3
provides a brief overview of different types of decentralisation, namely deconcentration,
devolution. delegation and privatization. It discusses the circumstances under which each
of these torms is implemented and. or the degree of autonomy in fiscal management and

control.



Section 2.4 presents other relevant literature as well as background and implementation
of financial management reform under the cost sharing programme in Kenya. Section 2.5

discusses the conceptual framework used in this study.

2.2 Meaning of decentralisation

Decentralization refers to the transfer of authority or dispersal of power in planning,
management and decision-making from the national level to the sub-national levels
(Mills ef al., 1990; Rondinelli et al., 1983; WHO 1993; Litvack er.al. 1998). The concept
is complex'and can tai(e a variety of foﬁns depending on a country’s political
administrative structure. objectives for decentralization and organizational structure of
the health system (Alam er al 1994, Cassels 1995, Reagon et al 1997, Mills er al. 1990,
Litvack er al 1998). The commonly known. forms of decentralisation include;
deconcentration. devolution and delegation. In each case however, significant authority
and responsibility is retained by the central government, particularly in relation to
functional responsibility. regulation. policy making. coordinating and monitoring roles

(Bennett 1998).

2.2.1 Deconcentration

This is the most common type of decentralisation and is characterised by transfer of
specific functions to sub-national units within ministries or other sector specific agencies.
[t involves the transfer of administrative rather than political power to one or more levels
ol government. In this model. lower levels will have fairly limited power ol decision-

making and little influence over allocation of resources. The lower levels of



administration are accountable upwards to the central government offices. This form of
decentralisation is aimed at strengthening the district level management bodies such as
health management boards. The branch offices are expected to improve the efficiency
and effectiveness of service delivery (Brijlal et dl 1998). In Kenya, a notable example is
the district health management teams (DHMTs) that have been established to deal with
operational activities specifically in the areas of health prevention. supportive
supervision, production and the provision of services within the framework of a primary
or basic level ;)f care (Munar 1997). The local administrative offices are accountable to
the central government. In terms of autonomy in fiscal management and control. some
degree of autonomy in decision-making authority may be delegated but they rarely have

full responsibility for these functions.

2.2.2 Delegation

Under delegation government transfers responsibilities for decision making and
administration of public functions over certain areas of the government to semi-
autonomous organizations that are not wholly controlled by the central government but
only indirectly controlled by it. Although the central government retains authority over
some services as well as policy regulations, the delegated agencies are accountable to
central government, but they have a great deal‘of discretion in decision-making. |lospital
Boards of Parastatals or teaching hospitals offer the best example for this form of
decentralization. The degree of autonomy of the corporation is usually legally

established.
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policy initiatives (Cohen et.a/ 1995). The major policy streams are (1) decentralisation to
lower levels of the goverﬁment administration across all sectors of the economy in 1983;
the district focus for rural development; (2) decentralisation to lower levels of the
Ministry of Health Administration; the District Health Management Teams. 1975-79 and
(3) the creation of District Health Management Boards in 1992 to oversee the revenue
collection and supportive supervision of cost sharing programme among others. The
decentralisation of financial management of the cost sharing revenue falls under this

stream.

The minor streams are (1) creation of autonomous institutions: Kenyatta National
Hospital. (2) the Bamako initiative, a community based health financing mechanism
introduced in 1989 by the MOH and UNICEF for promoting primary health care services
and (3) decentralisation to private health care providers (for-profit and not-for-profit
providers). The last three streams have had very minimal impact in influencing the

decentralisation process in Kenya.

2.2.6 Fiscal or financial decentralisation
Financial' decentralisation is a core component of decentralisation (Zhang and Zou
1997). It refers to the transfer of revenue raising, management and control and

expenditure responsibilities to the lower levels of government. In relation to cost sharing,

" In this study fiscal decentralisation is used to refer to the decentralisation of financial management of the
cost sharing revenue in the health sector. In essence therefore, what we have in Kenya is “partial fiscal
decentralisation™ of the revenue expenditure as opposed to a comprehensive fiscal decentralisation which
grants complete autonomy in so far as the revenue collection and spending is concerned. The primary
concern of the study is therefore on decentralisation of cost-sharing revenue expenditure in the health sector
and its influence on the health sector efficiency in the delivery of health care. Caution should therefore be
exercised when interpreting financial/fiscal decentralisation in the context of this study.

12



it refers to the shifting of responsibilities for decision making about the collection and
expenditure of revenues to the district (WHO 1995). It can take various forms including,
self-financing or cost recovery through user charges, co-financing, or expansion of local
revenues through taxation or community funding. It is meant to improve quality of
service. access and efficiency by creating more accountability to local governance
structures. greater consumer involvement and increased community participation. The
degree of autonomy of the district in revenue collection and control is important in
determining the extent of fiscal or financial decentralisation in the health sector. This
study is concerned with the decentralisation of financial management system under the
cost-sharing scheme. The current system could thus be equated to “partial fiscal
decentralisation”. The results should therefore be interpreted taking this information into

account.

2.2.7 Cost sharing in the context of health care delivery

This refers to the user fees paid by consumers of public health services at the point and
time of receiving health care services (Beattie ef al 1996: pp. 9). It is supported on the
grounds of its potential of achieving allocative efficiency through the reallocation of
additional resources generated and on technical efficiency through the purchasing of
inputs e.g. drugs. equipment, maintenance and other essential inputs (Gilson and Mills
1995 pp. 283). In addition. it is expected to improve quality of health services and/or
equity in service delivery and dissuade unnecessary use of health services. However,
there is considerable debate in the literature as to whether these potential benefits of cost

sharing are actually achieved.



Combined. the two measures provide a measure of total economic efficiency. Thus, a
hospital is said to be technically inefficient if it could have produced the same amount
and quality of patient care with fewer resources than it consumed. Alternatively. it ‘could
have produced the maximum amount of output with the same amount of resources it used
(Sherman 1984). This study concentrates on the fmpact of fiscal decentralisation of the

cost sharing revenue on technical efficiency due to inaccessibility of input prices.

2.2.11 Access to health services

Reagon ¢f al.. (1997) define access in terms of the range of available quality services.
Access is closely linked to utilisation levels and is affected by perceived quality of
services. cost of services (fees. travel cost. other treatment costs, formal barriers e.é. user

fees policy. exemption policies, geographical and physical barriers (Braveman 1998)

2.2.12 Utilisation of health services

According to Braveman (1998). utilisation of health care services refers to the actual
receipt of services or the actual coverage of the population with services. in addition to
the availability of services. The measurement of actual utilisation of health scrvices is
important because it helps determine whether health care is actually delivered and used.
In the context of this study, it will help establish whether notable changes in hcaltl; care
utilisation rates has occurred as a result of decentralisation of financial management
reform. According to Reagon er al. (1997), utilisation is influenced by multiple factors
related to demand and supply.

2.3 BROAD OBJECTIVES OF DECENTRALISATION/FISCAL DECENTRALISATION

15



2.3.1 Objectives in the context of health care dellivery and financing

Many developing countries have or are in the process of implementing decentralisation
and in particular, decentralized decision-making in financial management matters.
Numerous international experiences and discussions on fiscal decentralisation or
decentralisation in general have advanced a number of arguments, both for and against
the policy. Firstly, fiscal decentralisation or decentralisation in general is supported on
the assumption that it would lead to improved efficiency, equity and access to health care
services that érise from taking resources closer to people or implementing financial
management policy reform within district health f;cilities. This is based on the fact that
decisions about expenditure taken at the local level are more likely to reflect the demands
of the local community. Secondly. it may reduce bureaucracy and as a result. make the
central government and health administration more flexible, accountable. and responsive
to local needs. Thirdly, it is pursued to achieve political objectives such as political
stability. increased government responsiveness to the needs of different interest groups,
mobilizing support for national development programs and encouraging sclf reiiance
among subordinate units of administration (Litvgck 1998; Kutzin 1995: WHO 1996;

Berman 19935: Reagon et al., 1997, Kolehmainen-Aitken and Newbrander 1997).

According to WHO (1995). decentralisation within the health sector is introduced in
pursuit of following objectives: to improve management of service delivery. strengthen
pertbrmancé of public health facilities and address resource shortages and inclliciencies
of the centralized system through local resource mobilization and cost containment

(WHO 1995). Further, by separating the twin objectives of efficiency and equity,

16



decentralisation could allow service providers to charge user fees and focus on cificiency
and use the revenue to expand coverage and improve equity, which can benefit the poor
(Litvack er.al 1998:111). They note that, quality in the delivery of service can be
achieved if all or significant responsibility and auténomy in planning and management of
human and financial resources for the health facilities are given to facility managers. In
this way. hospital (or other health facility) managers will be able to acquire the necessary

inputs e.g. drugs. equipment and staff.

2.4 LITERATURE REVIEW AND CONCEPTUAL FRAMEWORK

This section provides a review of studies on the impact of financial managemént on
hospital efficiency. studies on the approaches of efficiency measurement and the
experience of decentralisation in general in various countries. On the basis of this, the

section presents and discusses the analytical framework used in this study.

2.4.1 Review of Related Studies

For much of the last one decade. health policy makers have been concerned with the
performance of their health systems and many developing countries have introduced
reforms aimed at improving performance (Kutzin 1995; Collins er.al 1999: Wm‘ld.Bank
1994 Brijlal ef.al 1998). Some of the reforms being implemented across sub-Saharan
Africa (SSA) relate to decentralisation of decision making to health districts (e.g.

decentralisation of financial management). health care financing and public/private mix.



The debate on the impact of decentralisation of financial management or decentralisation
in general is a new phenomenon in most developing countries. In the debate. while there
is more consensus on the potential of the reform effect on efficiency and quality issues,
there is considerable uncertainty about its influence on hospital efficiency in the delivery
of health services (Kutzin 1995; Mills et.al. 1990; WHO 1996). An understandi'ng of
these issues requires an in-depth examination of health facility performance and

productivity enhancing measures to promote the success of the reform.

Available empirical evidence suggests that decentralisation in general may enhance
efficiency. lead to macroeconomic stability and institutional demands on the
decentralised units. Zhang and Zou (1997). argues that fiscal decentralisation may lead
to hospital efficiency in service delivery by moving decision making closer to service
delivery point. This is necessary, as it would create local governance stru;:tures
accountable to the users of public health servicps. Litvack etr.al (1998) has argued,
without empirical corroboration. that in order to enhance efficiency in the delivery of
health care services. it is imperative to match fiscal decentralisation and administrative
arrangements.  Gilson and others (1995). Beatie et.al (1996) have argued that
decentralisation of user fee collection may have a positive impact on technical cfficiency
i the rc\'cmie collected is used to finance the burchase of inputs (drugs. equipment or in
the rehabilitation of facilities). They further observe that access can be improved through
improved waiver and exemption mechanisms. These arguments notwithstanding. there is
conflicting evidence as to the relationship between decentralisation and efficiency, in

particular with regard to revenue generation. The contention then is that. for fiscal



decentralisation to be effective, the reform should enable providers to focus on efficiency

and then use the revenue to expand coverage or improve quality.

More recently. the issue of the impact of fiscal decentralisation has been awakened by
continued wide spread inefficiencies in public health facilities despite dccentralized
decision making to the district level. Litvack (1998) notes that the success of
fiscal/financial decentralisation requires a comprehensive approach, rather than a one-off
piecemeal reform such as cost recovery. This implies that fiscal decentralisation s.hould
take account of managerial capacity, resource management and other systems change that
help capture the efficiency gains that are at the heart of fiscal decentralisation. This may
mean training local personnel in planning, resource allocation and utilization
management in order to enhance both allocative and technical efficicncy and

effectiveness of the health care delivery system.

Reagon ¢r «l.. (1997) suggest that the decentralisation of financial management within a
decentralized management structure must carefully consider certain principles of
financial management in order to enhance efficiency, equity and quality of health care
provision. It is in this connection that they identify some specific issues in ensuring
success of the decentralized financial reform. These include the following:

e Decentralisation with authority for financial control at the decentralised

administrative structures at the lower levels
. Efﬁcicnt- and effectivé budgetary allocatioﬁ in order to ensure proper usc of resources

to achieve maximum health gains at the lowest costs



¢ Financial allocations that promote equity in the distribution of health services

e Strengthening the role of communities in decision making in order to attain district
health goals

The principle that is of key importance to this study is the decentralisation of financial

management and expenditure control and its implications for technical efficiency.

Cohen er al., (1995), in a study on Kenya’s experience with decentralisution for the
period between 1983/84 to 1989/90. found that decentralisation resulted in a sharp
increase in administrative costs and a decline in utilisation levels. Taking the
expenditure/output ratio as an indicator for efficiency, they found a marked increase in
cost/output ratio implying a decline in efficiency. No attempt however. was made to
examine the impact of fiscal decentralisation on efﬁciency and health care delivery. The
study was undertaken before the decentralisation of financial management systems.
However. the study provides some insights “about the effects of decentralisation on
hospital performance. For instance, the increase in costs may be associated with a decline
in efficiency. Further, the study coincided with the implementation of the cost-sharing
pmgrnmme..hence the observed responses ma); partly be attributable to increased costs of
implementing cost-sharing scheme. The findings tie with comprehensive studies of the
impact of cost sharing on utilisation rates. It should however, be noted that the policy
reform may not necessarily be associated with the changes in efficiency and utilisation
and causality was not established in this study. Caution should therefore be cxercised in

the interpretation of these results.



In a budgetary analysis study to examine ways of enhancing efficiency in resource
allocation and health care delivery, Kireria et al,, (1999), observed that decentralisation
of budget allocations has the potential to reduce facility costs on travel because authority
to incur expenditure (AlEs) will be done at the district level. The study notes that most
facilities spend a larger portion of the revenue collected on travel costs. Decentralisation
of financial management would therefore led to savings. Further, it would provide more
time for the health managers to engage in policy analysis and formulation. and finally
improve efficiency in the financial performance of .the health facilities. A key policy issue
that arises however, is the potential conflict between achieving financial sustainability on
one hand. and ensuring efficiency. quality and equity in health care delivery on the other.
This is basically because there is a tendency of health managers to concenlrate on
improving revenue collected at the expense of the other policy objectives. Thus,
implementation of decentralisation. including the decentralisation of planning. budgeting
and financial management should be promoted in a way that ensures the achicvcmént of
the multiple objectives of financial sustainability. improved efficiency and equity. The
conclusion then is that. the decentralisation reform strategy should focus more on the
optimal use of resources at the district level and prioritize activities at the national level

in a way that would address the multiple objectives.

Several of the more recent studies (Collins e al., 1996; Beattie ef al.. 1996: World Bank
1994: Russell and Gilson 1995) have argued. that perverse incentives introduced with
cost recovery schemes are responsible for poor delivery of service by health facilities. In

addition. empirical evidence shows that the failure to achieve efficiency goals arises from



low efficiency in collecting revenue and the failure to match revenue generating

objectives on one hand and access to services on the other hand.

Kutzin (1995) further demonstrates that wide spread waste of resources, especially in
drug procurement, storage and in prescription and low productivity implies that only a
small percentage of the revenue retained is used in enhancing facility pertormance. He
notes that. -the extent .of decentralisation .of financial management (that is, the
organization aﬁd managerial context in which they are applied), critically determines the
effectiveness of user fees in achieving its objectives. The main conclusion from the study
was that. the success of financial reform in addressing inefficiency, equity and quality
issues largely depends on active participation of the ministry of health in the financing,

organization and regulation of the decentralized administrative units.

Kolehmainen-Aitken and Newbrander (1997) and Cohen et.al (1995) have shown that the
reluctance by the central administration to relinquish the control of funds or release
sufficient funds that meet the demands of the new responsibilities can greatly undermine
the potential value of user fees. According to Shar (1997), decentralisation caﬁ and
should be given greater weight to ensure that local mobilization is maintained and that
local institutions are capable of carrying out the corresponding expenditure
responsibilities. Mills (1994) further points out that efficiency in health care dclivery may
be compromised by financial decentralisation of revenue use and collection because the
economies of scale that existed prior to decentralisation may be compromised upon

implementation.  While this may be true. it should be noted. however. that,

22



1992/93-1997/98. Level 1 hospitals were found to Have higher technical efficiency scores
compared to level 2 or 3. The range of overall level of technical inefficiency for the three
levels of hospitals examined was 35.1 to 46.8 per cent. Most of the hospitals in the
sample were found to be operating below the best-observed frontier with only 12.8 per
cent of the hospitals reported to be efficient compared to their peers. Bed occupancy and
ALOS variables were negatively related to hospital inefficiency. Based on the above
results. the author concluded that significant amount of savings could be realised if the

health facilities were operating at efficiency levels.

Jacobs (2000) compared efficiency rankings from cost indices derived from a
deterministic regression (CCl. 2CCI and 3CCI) and those obtained from DLA and
Stochastic Frontier Analysis (SCF). The results showed that there was a marked
difference in trust efficiencies between DEA ‘and the cost indices. Comparison of SCF
and DEA methods showed a higher consistency in the efficiency rankings. The
interpretation of these results should be treated with caution because of existeﬁce of
inconsistency across the different approaches. Thg presence of random “noise” however,
mukcsv the author to conclude that the large discrepancy in efficiency between the trusts
may be much lower than is reported. Despite the inconsistent of the results. the author
notes that. the two approaches do have some agreement within specifications and may
complement one another. In a related study. Banker er.al (1986) showed that with
translog mcihods. the hdspitals exhibited CR‘S. whereas the DEA results showed both
increasing (IRS) and decreasing returns (DRS) to scale. Comparison of estimates of

technical efficiencies generated from the two methods showed that DEA estimates were



highly related to the capacity utilisation, but the estimates from the translog specification

did not show such relationship.

A study by Gerdtham er .a/ (1999) estimates thé impact of internal market reform on
hospital efficiency. They compared county councils, which had decentralised their
internal resource allocation system into a comprehensive system of internal markets. with
other councils still relying on the traditional budget system. The new reform was aimed at
introducing a new set of* incentives for the publicly owned health care facilities to use
available resources more efficiently. The findings show that the councils that changed
their internal resource allocation into an output-based reimbursement system had fligher
efficiency scores, whilst efficiency in hospitals prior to the reform did not differ between
the county council hospitals which implemented internal markets with output-based
reimbursement and those which did not. The difference in efficiency is attributed to
financing reforms. Other factors influencing efficiency e.g. waiting time for operations
and other reforms introduced during the same time were found to have little effect
because the}" were impléemented simultaneously in all the county council hospitals. A
similar study by Fare er. al (1995) on productivity change in Swedish hospitals during the
reform period reported similar findings. Using DEA-based Malmquist pmdu;'tivity
indices. the results show that productivity efficiency of hospitals declined during the pre-

reform period.
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2.4.3 Kenya’s experience with user fees and decentralisation

Health care decentralisation in Kenya arises from a combination of demographic and
economic pressures. Increased demand for quality health services and poor economic
performance has limited the government’s capacity to provide health services of
acceptable quality. In Kenya. the decentralisation of cost sharing revenue expenditure in
public health sector is expected to strengthen and empower districts and individual public

|

heath facilities in order for them to develop, ma;nage and build capacities in modern
management and planning (GOK 1995a; Kireria et.a/ 1999; Owino and Korir 1997).
Ultimately. it should lead to increase in coverage and accessibility of health services

through optimal resource utilisation at the district level since it implies closer interaction

between provider and consumers of health care at the community level.

The implementation of the district focus for rural development in the early 1970s laid the
foundation for decentralisation in Kenya. which was extended, to the health scctor. With
regard to the Ministry of Health, it was meant to st‘rengthen the management capacities of
health facilities at the district level. In 1992 districts were given more responsibilities and
authority 1n decision making with the creation of the District Health Management Boards
with a view to manage the district health facilities (Cohen er.al 1995). Specilically. they
were meant to oversee the collection and use of the cost sharing revenue. and ensure

increased cost effectiveness+and efficiency in service delivery (MOH 1996).
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2.4.4 Introduction and Implementation of financial management reform

Cost-sharing in Kenya’s public health sector was promulgated in the 1984/88 National
Development plan. reiterated in policy documents, and implemented in 1989 (Collins et
al., 1994; Kireria et.al 1999). Before 1994, the cost sharing revenue was characterised by
centralized revenue collection and centralized-fiscal transfers, that is, the user fces were
remitted to treasury and allocated back to the health facilities according to prescribed
expenditure needs. Its management was entrusted with the health care financing division
at the Ministry of Health Headquarters. The main objective of the policy was to generate
additional revenue at facilities from users of publi(; health facilities which should then be
utilised for improving efficiency. quality and access to health care (ibid.). Service
delivery efficiency was to be improved by creating savings through the elimination of
excess staff. and other improvements in the use of health resources by using c(Ticiency
savings together with cost sharing to increase the provision of health care (Quick and

Musau 1994),

A task force was set up to oversee the collection and effective use of the revenue
generated from cost-sharing. strengthen implementation, approve expenditure plans.
monitor progress. supervise and deal with the many problems of misunderstanding and
mismanagement in the public health facilities (MOH 1994). Needless to say. such a
heavy workload on the central staff (which was understaffed and under funded). meant
that the lcchhical staff could not cope (Stover et al 1996; MOH 1999; Owino 1997). For

instance. routine supervision. training and monitoring ground to a halt. and management
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was essentially conducted through eirculars and rescue missions to the field whenever

major problems were reported (Quick 1995).

However. as patients paid more. conditions in the public facilities continued to deteriorate
despite the introduction of the cost-recovery policy. The facilities could not obtain the
essential inputs on time ostensibly because it took too much time for the central
administration to approve the budget plans or authority to incur expenditure (AlEs). As a
result most fécilities lacked essential drugs and laboratory reagents, had ]laoorly
maintained medical equipment, and low staff morgle and congestion persisted (Owino ef
al.. 1997: Quick 1995). Evidence of long queues, long waiting lists for admission at the
referral hospitals. long stays in hospital, poor diagnosis and treatment became common

(1bid.)

Against lhis: background, the decision to decentralise management of cost-recovery
revenue generated at the facility to the district level received heightened attention (MOH,
1994 and MOH 1999). The new system was first implemented on a pilot basis in three
provinces namely: Western Province in June 1994, and the Coast and Eastern Province in
February and July 1996. Respectively, the pilot tests lasted for five months. after which
the programme was introduced in other Provinces. At the top of the agenda was the
transfer of financial management with respect to cost recovery, to be followed by the
release of “hlock grants” to the district. which were meant to replace the inflexible
ministry’s Ii;le item budgéts. The district health management teams and boards (DHMTs

and DHMBs) were meant to undertake the following main responsibilities:
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» To support and oversee the revenue collection and supervision of the cost sharing
program

s Enhance authority in financial management with emphasis on the issuance of AIEs

* Monitor, evaluate and regulate the quality and standard of health care delivery at the
district level |

s Approval of expenditure plans and issuance of sub-authority to incur expenses

» Training of DHMBs/DHMTs and submission of routine district and provincial

financial reports.

All these functions were meant to improve efficiency, access and quality in the provision
of health care at the public health facilities. Further, it was hoped that ﬁnémcial
decentralisation would provide the most appropria;e way to spend the cost sharing funds
(Collins 1995) However. the health care financing division within the ministry
headquarters retained responsibility for developing policies, supervision. and monitoring
of progress in addition to liasing with other stakeholders. The most busic cconomic
argument in favour of financial decentralisation has to do with the notion of cfficiency
savings. It is evident from the framework that decentralized fiscal reform could be
equated with devolution as authority was transferred to autonomous and independent
units in the form of DHMBs/DHMTs, while Ministry of Health care Financing Division
retained supervisory functions. Under the new arrangement, DHMBs assumed the

responsibility of planning for district health services.



2.4.5 Policy issues

Decentralisation of financial management was implemented at the district tier with high

expectations of improving efficiency, access, coverage and quality of public health care.

Decentralized decision-making supports these-changes by facilitating the use of revenue

in wavs that meet locally determined health service needs (Gilson er.al/ 1996). These

anticipated benefits notwithstanding, fears have been expressed concerning the

performance of the public health facilities (Kireria 1999). Against this background, a

number of policy questions arise, particularly relating the country’s performance with the

financial reform to the district level namely:

= |s the system relevant in addressing the efficiency. equity and access objectives which
it was set?

» Has efficiency in cost-recovery improved because of improved motivation at the
facility level?

* How has the system balanced the multiple objectives of revenue collectinn‘ with
improved efficiency, access. quality of care and equity?

» To what extent has the reform enhanced technical efficiency in public health
facilitics? Have the hospitals registered any change in productivity and to what degree
can this be associated with the decentralisation reform under investigation?

*  What amount of savings can be attained from improved efficiency if any”

These policy issues are important because they are not meant merely to provide guidance
on the performance of the cost-recovery programme, but more importantly. to determine

how the implementation of fiscal decentralisation could be enhanced with a view to
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improving efficiency, quality, coverage and access to quality health care services. A vital
step in carrying out this study is to provide baseline information to the ministry as it
moves to decentralize the entire health sector, including the release of block grants and

treasury allocations to the facilities.

2.4.6 Summary of relevant issues

The debate on decentralisation in general and its implied impact on efficiency. access,
equity and quality of health care services has received much attention in the recent past.
However. notwithstanding the rich debate on the decentralisation of the cost sﬁaring
revenue in the recent past, there is a conspicuous absence of clear evidence from critical
appraisals of fiscal decentralisation within the health sector. Furthermore. the limited
available evidence does not allow concrete conclusions to be drawn about the impact of
fiscal decentralisation on efficiency improvements or even whether efficiency in heaith
care delivery has occurred in practice. In short, there is little evidence that can he used to
confirm the 'implied benefits of decentralisation of cost recovery revenue. As such, the
evidence about whether fiscal decentralisation does indeed improve efficiency. equity or
quality in service delivery still remains unclear. Thus, there is a need to cri;ically
examinge the issue of fiscal decentralisation of cost sharing revenue in order to establish

its impuct on hospital efficiency and in the delivery of health care services in the country.

2.5 CONCEPTUAL FRAMEWORK
Attempts to analyze the impact of fiscal decentralisation or decentralisation it general on

effictency. equity. access and quality of care have been based on indicators specific to
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each of these policy objectives (Kutzin 1995; McPake and Kutzin 1997; and WHO 1993).
The tendency therefore has been to examine the changes in the indicators related to each

of the policy objectives and draw general inferences.

Based on information from the literature review the conceptual framework below consists
of three main levels of effects. Firstly. the effects of fiscal decentralisation on quality,
access. efficiency in revenue collection and use and the effects of financial

decentralisation on hospital technical efficiency.

2.5.1 Impact on perceived quality of care

It will be possible that facilities will provide quality (proxied by availability ol drugs,
courteous staff. shorter waiting time etc) and more comprehensive health care xcrvi;:es as
they achieve more responsibility in decision mal_dng on the type of services to offer
according to community needs. Quality has both supply and demand side characteristics.
The critical demand issue is perceived quality: the consumer’s assessment ol the relative
quality of different health care providers. It is thus an implicit indicator ol wiilisation
patterns (to measure the user’s experience with the available health care (Barnum and
Kutzin 1993 Gilson et.al 1994). In addition differences in perceived quality of care
provide an important explanation of why some patients/users of health care services
bypass lower health facilities and refer themselves directly to district/sub-district facilities

despite high cost in terms of time and cost of service.
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In the context of fiscal decentralisation in Ken&a, information on quality of care is
critical to assess whether the revenue generated has been used to improve the quality of
services. Moreover, supply-side factors such as adequate and motivated statf, drug
availability etc influence actual quality of services that are important in affecting
perceived quality (Barnum and Kutzin 1993). In addition, information from bhoth the
patients and staff would implicitly reveal the problem areas of the reform policy and how

they can systematically be resolved.

2.5.2 The effects of financial decentralisation on access

As noted carlier. access refers to the range and availability of health services available in
a health facility. With the decentralisation of financial management. hospitals were
expected to provide a wide range of health care services. Notwithstinding this
expectation. access to health care may be affécted unless regulatory actions (exemption
and waiver mechanisms) are taken to avert the negative consequences of the financial
reform policy. Thus. decentralisation associated with the introduction of cost sharing may
have a negative impact on access as measured by access indicators such as total

outpatient and inpatient services provided (Zhang et.al 1997).

The positive features of financial decentralisation notwithstanding, hospital performance
(as measured by technical and allocative efficiency. access and quality of carc) may not
have immediate response given the constraints on public services and the incentives in

the new reform policy.
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2.5.3 Cost recovery revenue

Decentralised decision-making of the cost-sharing revenue is expected to enhance
efficiency of hospitals in the delivery of health care in two ways. Firstly. it is expected to
remove delays of releasing the revenue from the health care financing division at the
Ministry of Health headquarters which was responsible for planning and dishursément.
Secondly. the retention and control of some pon_ion of the revenue by the health care
managers at the district level. would provide a critical incentive to cost recovery.
Moreover. it would allow revenue to be used in ways that meet perceived quality
weaknesses e.g. facilities would be able to address drug shortages, thus reducing the total
cost of accessing public services and encouraging the poor to use public services (Gilson
et.al 1993). .However, improvement in health care is determined by the adequacy of the

revenue to allow the coverage and/or quality improvements.

2.6 THE EFFECTS OF FINANCIAL DECENTRALISATION ON TECHNICAL
EFFICIENCY

Because of decentralisation of financial management of cost sharing revenuc in the health
sector. health facilities are expected to deliver health services without wastage ol inputs
and al the minimum possible cost. Data envelopment analysis (DEA) developed by Farrel
(1957) was used to evaluate the impact of fiscal decentralisation on technical clliciency

ol hospitals.

2.6.1 Efficiency measurement concepts
Measuring efficiency in health care services is complicated by the nature of the output of
services (1.e. the nature of the production process) and the variety of services produced.
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This is further complicated because in measuring efficiency of health care services the
ideal output is real owrpur (i.e. change in health status) is affected by several
socioeconomic and environmental factors which are not under the control of the DMUs

(Evob 2000).

Following the approach of Debreu (1951) and Koopmans (1951). Farrel (1957)
developed a measure of firm efficiency which accounts for multiple inputs and provides
solution to the problems associated with the traditional average measures of evall'lating
efficiency of decision making unit. He proposed an efficiency measurement approach for
comparing each DMU with only the “best” DMU in the peer group with the restriction
that each DMU lie on or below the efficiency frontier. A firm is said to be technically

efficient if it is operating on the revealed best practice (Coelli 1996).

Under constant returns to scale assumption, Farrel demonstrated his notion of technical
and allocative efficiencies using two inputs (x1 and x2) to produce a single output (y1).
Figure | shows the efficiency frontier which is the fundamental concept of DEA. Any
hospital on the frontier located on the isoquant is considered technically ellicient and any
DMU below it is relatively less efficient and has an efficiency rating of less than 1 (Coelli
1996). Thus. hospitals located on P. Q and M are technically efficient whilc those at
points K and | are technically inefficient. The technical efficiency of this hospital is given
by the distance QK (which gives the amount by which the hospital could reducc its input

while keeping its output constant). The technical efficiency is measured by the ratio:
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TEr=0Q
OK

Technical efficiency takes a value between zero and one, which indicates the degree of
technical inefficiency of a decision making unit (a hospital). A technically efficient
hospital has a value of 1 (hospital located at point Q) because it is on the efficient frontier
(isoquant). \yhilc technically inefficient DMUs have a value less than one (hospital
located at point K). Hospital K could therefore become efficient if it reduces its inputs
and relocate to point Q. Thus, Q can be used as a threshold against which 1o measure the

performance of the other DMUs (hospitals).

The allocative efficiency (AEx) is given by the ratio:

AEx =OR
0Q

Figure 1: Technical and Allocative Efficiency
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The distance denoted by RQ indicates the cos;t reduction if the hospital is to be
allocatively efficient at point M. For allocative efficiency to be achieved. the isoquant
must be iangent to the isocostline AB. Thus, based on this definition the hospitals located
at points P and Q are technically efficient but allocatively inefficient. Only hospital M
located at the point where isocostline is tangent to the isoquant is both technically and

allocatively efficient.

The total economic efficiency (TEE) is measured by the ratio:

EEx =OR_=(0Q) * (OR)
OK  (OK) (0Q)

The three measures represent an input-output orientation since the concern is to produce
the observed output with minimum inputs (Chamess et.al 1994). Alternatively. one could
use the outﬁut-orientcd measures of efficiency which involve increasing outputs whilst
keeping inputs the same (Coelli 1996). The commonly applied model is the input-output
orientation because the input variables in many DMUs are the primary decision m‘aking
variables. This. notwithstanding. the type of orientation used has little cffect on the

efficiency scores obtained (Eyob 2000: Coelli and Perelman 1996).

Currently. there are two principal approaches for measuring the production frontiers
namely: (1) the parametric approach that uses econometric methods (Jacobs. 2000;
Anderson. 1580: Wouters. 1993); and (2) the (non-parametric approaches that usc linear
progranming techniques (Coelli. 1996: Farrel, 1967), such as, data envelopment analysis

(DEA).



2.6.2 Data envelopment analysis (DEA)

DEA (Data Envelopment Analysis) is the optimisation method of mathematical
programming that generalises Farrel’s (1957) single-input/single output technical
efficiency measure to the multiple-input/multip]e-butput case. Thus DEA is a technique
for measuring technical efficiency. The original DEA was developed by Charness,
Cooper and Rhodes (1978) with constant returns to scale assumption. and was extended
by Banker.Charness and Cooper (1984) to include variable returns to scale. DEA measure
is widely used in the evaluation and comparison of DMUs e.g. educational departments
(schools. colleges and umniversities). health care (hospitals, clinics). agricultural
production. banking. market research. benchmarking, index number, conslructic;n etc
(Burgess ¢r.al 1996; Bossofiane er.al 1991). DEA analyses the efficiency with which
each DMU (in this study hospital) uses its inputs to produce a given level of output. It
converts multiple inputs and outputs measures into a simple summary mecasure of
productive efficiency. It determines the optimal input/output combinations and represents
it with the “best revealed frontier”. DMUs that lie on the best practice fronticr have an
cthicieney score of one and are technically efficient relative to their peers. The other peers

are assigined a score of between zero and one.

The advantages of DEA over stochastic frontier models are: (1) converts inputs and
outputs into a single measure of efficiency for each decision making unit. (2) handles
mulitiple inputs and outputs without the requirement for homogeneous measurements, (3)

can adjust for exogenous variables that are outside the control of the management. (4)



does not require specific functional form relating inputs to outputs, so as to compute the
efficiency of a DMU and lastly (5) it focuses on observed best practice frontier unlike
stochastic frontier models which focuses on central tendency properties (Charness,
Cooper. and- Rhodes 1978; Kirigia et.al 1999; Eyob, 2000). However, one disadvantage
with DEA is that. it does not consider random noise (i.e. non-stochastic) ¢.g. earth
quakes. epidemics. war etc.). As a result, any deviation from the efficiency frontier is

assumed to be due to inefficiency.

2.6.3 The DEA model
The following linear programming problem based on the constant returns to scale
assumption was estimated using DEAP software version 2.1 (Coelli 1996: Charness,

Cooper and Rhodes. 1978).

Max h- ()

2 Vi Xijo

Subject to

Z Uryy

r=1

Vi Xij
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u, 20:r=1........sandv;20;i=1,....,m

where: ho = the hospital being evaluated in the set of j = 1. .... n hospitals
Yno = Observed amount of vy (r=1, .... s) input for the jth hospital

Xiio = Observed amount of ith (i = 1.... r) input for the jth hospital.

U = Coefficient/weight for output 'r’ to be determined from the data
in the DEA model.

Vi = Coefficient/weight for input “i” to be determined from the data
by the DEA model '

n = number of hospitals in the sample

s = the number of outputs

u = the number of inputs

Constant returns to scale assumes that the DMUs are optimal scale. However. in the case
where this does not hold. construction of a DEA model based on the assumption of

variable returns to scale is estimated. The LP model is given below.

Maxho=ZT uyne +Ue (2)
St. Sy, Xijo = i

E U Vg - Z Vi Xjj +ui < O.j =1.....N

u v,>0

where the notations are as given in equation 1. o indicates returns to scale whilst pg <
indicates decreasing returns to scale. p=0 gives CRS whereas p, > 0 is lor increasing
returns to scale. The scale efficiency is computed from equation (2). regardless of
whether the DMUSs are operating on an optimal scale of production or not (Coclli. 1996;

Eyob 2000).
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2.6.4 The empirical DEA Model

The current study redefines the relationship between the. variables identified in the
literature intlo an input-ot’ltput oriented model.' The input-output model was used in this
study because the input variables are the primary decision making variables for which the
health managers have control over unlike the demand factors which are exogenous and
largely influenced by the health seeking behaviour of the public (Eyob. 2000: Fare et.al

1993: Fare er al 1994; and Gerdtham et al. 1999).

The above model was used to derive efficiency scores for each hospital in the sample to
assess the effecl of fiscal decentralisation on hespital performance (technical ciliciency).
Efficiency scores were computed for the periods 1994-1995 and 1997-1998. This is
important in order to establish whether hospital performance has improved as a result of
decentralisationn of financial management of the cost sharing revenue. Three outputs
desenibe actual performance of the hospitals and are represented by (1) outpatient visits,
(2) inpatient visits (inpatient days). and (3) cost-recovery ratio. Input resources are
represented by (1) recurrent total expenditure (expenditure for labour and non-labour e.g.

drugs. transport etc) and bed size (a proxy for hospital capacity).
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CHAPTER 3: THE STUDY METHODOLOGY

3.1.1 Introduction

This section outlines the study design, sampling method, data collection methods, the
nature of data and information collected whilst in section 3.2 study limitations are
highlighted. A summary of the data collected and the method used is provided i section
3.3. The stuchl,v utilized bdth secondary and primary data. The focus for the study was the
district and sub-district hospitals because the management of the cost-recovery revenue
was initially devolved to the district level. Thus, although provincial hospitals are the
ones mandated to approve AIEs. they are not directly involved in the financial
munagement of the cost recovery revenue. hence were not included. This study would
have benefited from the inclusion of Kenyatta National Hospital and health centres. In
particular. Kenyatta (example of delegation form of decentralisation) becausc it has fully
decentralised its financial management system and control. However. owing (o lime and

{tnancial constraints it was not considered.

3.1.2 Study design

Due to the nature of the study problem. the study was designed to retrospectively collect
data for the periods 1994-1995. and 1997-1998. representing pre and post relorm period
of the cost-sharing programme, taking 1994 as the base period. This approach will help in
assessing the impact of the decentralisation reform strategy on technical cfficicucy and its
effectiveness in the deli_very of health care services between the pre-and post-policy
introduction periods (McPake and Kutzin 1997). Within the districts, the unit of analysis

was the district hospitals and sub-district hospitals.
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3.1.3 Sampling Methods and sample size

A total of 827 public health facilities (district and sub-district hospitals) were considered
for inclusion in this study. All facilities to be inc.luded in the sample were required to
have complete information for the time periods 1994, 1995, 1997 and 1998. This
generated a total of 39 district and sub-district public health facilities. comprising 27
district hospitals and 12 sub-district hospitals. The regional distribution was as follows:
Eastern (10). Nairobi (1), Coast (9), Rift Valley (4), North Eastern (2). Central (7),
Nyanza (4) and Western (2). The sample desired size for the primary data collection was
200 patients. both inpatients and outpatients and 60 health personnel staff. Howelver, a

total of 178 patients and 57 health personnel were ultimately interviewed.

3.1.4 The nature and type of data

The study utilized both primary and secondary data. Initially time series secondary data
on the selected facilities was obtained from the Ministry of Health headquarters.
Information obtained included. levels of utilisation (annual outpatients and inpatients).
number of beds. cost recovery revenue and actual recurrent expenditure. This information
was obtained from Health Information System’s department (HIS) and l-]cullh‘ Care
Financing office in the Ministry of Health. The da;a correspond to the time period before
and afier decentralisation of financial management of cost sharing revenue to the district
level. Pnimary data was collected from 4 purposively selected facilities. In sclecting the

districts. the study took into account the agro-ecological zones (high. medium. low and

* currently . there are 67 district hospitals and several sub-district hospitals. Out of the 82 health fucilities
that met the criteria identified were included in the sample. This generated a total of 27 out of 67 district
hospitals and 12 sub-district hospitals out of the total 22 considered for inclusion in the study.
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marginal potential} in order to capture the varied and unique characteristics of the various

districts in Kenya including differences in epidemiological and demographic profiles.

The secondary data was used in the input-output DEA model to generate efficiency

scores for each facility. The service utilisation data was used to determine productivity

change and mean efficiency scores in the selected public health facilities over the study

period whilst primary data was used to examine how fiscal decentralisation may have

impacted on service utilisation, and perceived quality of care.

The key sources of data and their detailed explanation are given below:

l.

!J

fd

The Ministry of Health workload report for health facilities. This gives a summary of
services provided at the public health facilities. These services are classified as
outpatients. inpatients. maternity. operations and other specific services. The services
were aggregated into total outpatients and totalainpatients' These were used as outputs
in the computation of technical efficiency

The Ministry of Health summary reports on authorized and actual personnel. The
study considered only the actual personnel (medical and non-medical) at cach of the
lacilitics' sampled. These were used to detérmine the ratio of medical to non-medical
personnel and used along with other explanatory variables in the impact assessment
of liscal decentralisation on technical efficiency.

Government of Kenya Appropriation and other accounts. This provides inlormation
on recurrent expenditure. Total éggregate data on actual recurrent expenditure was
obtiined rather than recurrent budget estimates. This was necessary because of wide

divergence between the budget estimates and the actual expenditure. Actual
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expenditure was used as input in the input-output DEA model for computing

technical efficiency scores of the facilities.

4. The cost recovery revenue collection reports. This information was obtained from the
facilitics. The research instruments used for the field survey were designed for structured
questionnaire-based interviews, 2 for the patients and 1 for hospital staff (questionnaire 1,
2. and 3 in Appendix 2). The questionnaires were designed to elicit information on access
factors. patiénts’ perceived quality of care and revenue collection and usc. Besides
capturing information on quality of care and accéss factors, the staff questionnaire was
also designed to obtain information on the factors affecting the effectiveness of fiscal
decentralisation. their understanding of financial/fiscal decentralisation and suggestions

for improvements.

Six rescarch assistants and a team leader were responsible for primary data collection.
The six research assistants were first trained for two days on the qucslioﬁnaire
administration. Exit interviews were administered to outpatients as they lelt the health
facilitics after receiving treatment. They were randomly sampled after the medical officer

had seen them.

The inpatient interviews were administered in the wards. The key informants for the staff
questionnaire were the district medical officers of health, matrons, nurses in charge of
wards. hospital secretary, hospital accountants and revenue clerks. pharmacists and

clinical officers. The staff questionnaire was administered by one research assistant and
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the team leader instead of letting the staff complete their own. The earlier plan to have
the ;taff complete the questionnaire on their own was changed after a discussion was held
with the medical officer of health in the first facility. They expressed concern that the
staff may not forward the filled questionnaires -on time. However, part of the staff

questionnaire was given to senior staff to complete.

The exercise received support from the Ministry of Health who wrote introduction letters
to the district medical officers of health detailing the rationale for the study and seeking
their cooperation in the exercise. This made it relatively easy for the research team to
obtain permission from the health facility managers to carry out interviews ini their

facility.

3.1.5 Time period of the study

The data collection component of this study was conducted from 13" December 1999 to
20" January 2000. The collection of both the primary data and secondary data was
carried wut concurrently. Interviews on average lasted for about between 3() minutes to
one hour. The research team commenced work at 9 am to 5 P.M. However. in some
facilities. the exercise did not start until 2 p.m. because the medical officer of health was
not available to give consent to conduct interviews. This happened when the senior
officers were involved in a district management board meeting. Interviews were only

conducted on weekdays.
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3.2 RELIABILITY AND VALIDITY

3.2.1 Training of research assistants

In order to ensure reliability and validity of thé interview instruments. a two-day training
exercise was conducted for the research team. This was necessary in order to standardise
the method used in the administration of the questionnaire. During the session. queétions
that were unclear were clarified and appropriate explanations given. In addition. each
question was discussed for purposes of creating uniformity in the administration of the
questionnaire. Further, during the exercise, the team held a debriefing session after the
data collection each day to report on possible problems of interpretations and alter which
appropriate amendments were effected. Besides, each research assistant was required to
write a sum.mary report of personal observations and/or problems experienced in the

administration of the questionnaire.

3.2.2 Ethical issues

Among the ethical issues considered was the issue of administration ol inpatient
questionnaire. Those patients who were not in a position to respond to the guestions were
not interviewed. The research team relied on the nurse in charge of the specific ward to
identily the patients who were not too sick. Before commencing the intervicw process,
informed consent was obtained from the patient. The patients were informed of the
details of the study, their role and importance of their participation. Only 3 patients
relused to participate in the exercise in the 4 facilities visited. The same pruccdur‘e was
applicd to the outpatients and the staff. However. due to fear of victimisation of’ staff by

their seniors. the hospital secretary or the matron introduced the research tcam to the
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health personnel! in the relevant departments. Finally. all the participants were assured of

the confidentiality of the information they provided.

3.2.3 Data Analysis

Hospital efficiency scores were generated using DEAP software for each health lucility in
the sample. In order to explain the causes of the differences in efficiency within a facility
over the specified period, the study utilises regression analysis with efficiency scores as a
dependent variable. This approach has been used by Fare er. a/ (1996). and (icrdth‘am et
al..(1999). The estimation of the impact of fiscal dgcentralisation on hospital clficiency in
this study i1s based on the input-output linear programming model for the generation of

etficiency scores and an econometric model (Censored Regression Tobit Modcl).

The Tobit regression estimates should be interpreted as describing the probability that a
DML (a héspital) will be efficient given ‘information about its output and input
characteristics. The coefficients of a censored tobit model represents the effect of a unit
change in the concerned explanatory variable on the probability of a hospital being found
refatively efficient or being restricted to zero and one (Scott 1997; Greene 1997: Gujarati
1993). For instance, the slope coefficient for medical staff is — 0.4955. This means that on
average an increase in the total number of medical personnel by one would lead to a

reduction in hospital’s probability of being efficient (censored) by 49.6%.

3.2.4 Data management and quality assurance
As indicated earlier. the study team met after the interviews and all the questionnaires
were scrutinized to verify that all the responses were correctly entered and to check for

48



consistency. Where inconsistency was noted, it was rectified. In extreme cases, the
particular questionnaire was discarded. The field data was entered into Excel by a data
entry clerk. The secondary data was entered into Excel and then transferred into STATA

statistical package. All the data was cleaned by checking for outliers or ineligible data.

3.2.5 Study limitations

Several problems were experienced in the collection of data. Firstly, it was not possible to
obtain complete actual recurrent expenditure and utilisation data for some vears due to
poor record i\'eeping and t.he unavatlability of ciata for some facilities. Utilisation data and
revenue generated is collected on monthly basis, but most facilities did not have complete
data for the 12-month period. The data had therefore to be extrapolated from the available
data obtained from the MoH summary reports on .authorised and actual personnel while
that of revenue collected extrapolated from the health care financing division monthly
revenue reports. In some cases only the proyvincial data on cost sharing revenue were
available. rather than district utiliggtion or revenue. Those facilities. which did not have
data. were excluded in the final study sample. In addition, some facility managers and
hospital secretaries tended to conceal some information, especially information related to

user fees.

The plan was to interview 200 patients and 80 health personnel from the selected
facilities. This was however not possible because of delays in getting permission [rom the
Ministry of Health Headquarters and the district medical officer (DMOH) in some of the
facilitics to enable us conduct i;ilerviews on time. This meant that the cexercise

commenced behind schedule. Second. a number of health personnel did not complete the
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questionnaire where these were left with a request to complete them. as they were not
available to be interviewed on the facility data collection days. Despite repeated visits to

the facility to get the questionnaire, some of them had completed

Lastly. it was not possible to meet members of the district health management board to
provide first hand information about the performance of the board and its effectiveness in

carrying out its responsibilities.

Notwithstanding these constraints, the quality of data was not compromised. A number of
strategies were adopted to address the above constraints. For example instead of first
visiting the facility at the.time of the interview. the team leader visited the tacility on the
day before day of the actual data collection to obtain permission from the facility

manager. This improved the time required for data collection.
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CHAPTER 4: STUDY FINDINGS

4.1 Introduction.

This section presents the descriptive and analytical findings of the study. The analysis
involves an examination of the survey data to highlight the impact of financial
management of cost sharing revenue on hospital performance. As noted carlier, by
decentralizing financial management and expenditure decisions, it was expected that
facilities would improve efficiency in health services delivery. increase revenue
collection anﬂ patient satisfaction. This section provides an analysis of the extent to

which these objectives have been realised, using qualitative and quantitative approaches.

ldeally. in order to measure the success of the decentralisation of decision making of cost
sharing revenue expenditure in achieving the stated objectives, it was necessary 10 assess
the trends in technical efficiency as well as a patient survey of their perceived quality of
service. In addition. a staff survey tailored to measure the changes in the quality of health
care services among other objectives was also undertaken. The rest of the chapter is

organized as follows:

Section 4.2 provides an overview of utilisation and revenue trends for the sampled
facilities for the years 1994, 1995, 1997 and 1998. Survey results, highlighting cfTiciency
(albeit indirectly) and quality of health services is presented in section 4.3. Scclion 4.4
presents efficiency scores for each of the MOH facilities in the sample {or the period
specified. Empirical results based on regression analysis of the impact of decentralized

financial management of cost sharing revenue and other determinants is provided in
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section 4.3, Pooled regression analysis using least square regression models 1o oblain the
parameter estimates for the explanatory variables was done using LIMDEDP suunistical

software,

4.1.1 Utilisation and revenue trends

This section briefly reviews trends in utilisation and revenue data for 39 health fucilities
tor the period 1994, 1995, 1997 and 1998°. Graphical representations are used to
highlight changes that have 1ken place. as well as issues that have to be laken into

account when conducnng the statistical analysis later on in the report.

Flgure 2: Trends in outpatient attendance at sampled facilities
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4.1.2 Outpatient and impatient utilisation rates

Close scrutiny of Figuré 2 above does not provide evidence of increased vutpatient
utilisation of health care services over the study period®. Indeed. there is no definite wend
in outpatient anendances and the utilisation patterns tend to be similar in all the penods.
It is worth. however. 10 note that. utilisation levels have been on the decline with the

highest decline experienced in 1998 as depicted in figure 1 above.

Examimation of figure 3 for inpatient utilisation reveals that while some lucilitics have
experienced upward trends in inpatient admission, the majority of the facihifies regardless
ol the peniod depiet a downward trend. Further. it appears that the dechie s more
pronounced among the sub-district hospitals. Comparison eof utilisation over time yields
no discermble pattern although one gets the impression that a significam proportion of
the factlities in 1997 expenenced a downward trend. even though there were increases in
some facilities. There is however. no evidence that inpatients admission hive improved

over the study period.

thie names o1 sone of the factlities are not shown in the graph. All the 39 facilities are represenied m the
eraph
" despine the poor performance. some facilities recorded increased utilisation levels. Caution howeyer,
shoiild be exercied in makimg this judeement because other factors: both institutional and vovinonmental
iy have contributed to better periormance ol these facilines
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Figure X: Inpatient utilisation trends
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3 Difference between mean attendance before and after the policy reform
The study also assessed the difference in mean attendance for outpatient and inpatient
hetore and after the implementation of the programme, Recall that the period 1994 1o
1995 yepresents the pre-reform period and 1997 and 1998 the post reform period. The
results are presented m Table 4.1a. 4.1b. 4.1¢ shown in appendix 2. The results concur
with the findings above (see figure 2 and 3). As noted above. the resulis reveal no
significance difference in utilisation rates between the pre and post relorm penods.

Howeser. the mean difference-for 1994 and 1998 is significant (t-value = 2 3407)

4. 14 Trends in annual revenue collections

Ligure 4 below shows the trends in revenues over the period in question. | he results
shown in the Agure reveal that the cost recovery rate has been low and decreasing over
tme. although the performance in 1997 appears 10 be better compared 10 other periods.

Howeser, exumination of the daw reveals no discernible visual panern in annual
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revenues, An interesting observation is that the facilities that showed better results in
1994 continued to experience an upward trend in revenues as depicted in fgure 4 below,
This ohservation becomes even more evident when one compares the outpatient and

inpatient utilisation trends for the same facilities.

Figure 4: Trends in annual revenue collection
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4.2 RESULTS OF THE PATIENT SURVEYS

Survers were camied oul 1o assess-whether the delivery of health care services has
improved as a result of decentralized financial management of cost shuring revenue.
Inlormation collected relates to quahiy. efficiency and access vanables. As noted carlier,
the issue ol quality of care is viewed from 1wo perspectives: patient perception. und staff
perception of quality of care. Both are based on the premise that decentralisation of
financial management ol the cost sharing revenue would improve the quality ol services
i the revenue retaimed at the facility level is efficiently utilized to enhanee service
delivers. It is imperative 1o note that consumer satisfaction has become an imporiant
issuc ol the fiscal/financial decentralisation reform strategy, largely because of the
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expectations that it would ensure adequate supply of drugs. improve conditions i health
facilities. as well as providing incentives for improved overall quality of services

(Barnum eral 1993; Kutzin 1995, Gilson er.al 1994, Russel and Gilson 1993)

From u health provision perspective. it was expected that a facility should be able 1o
aequire ull the pecessary requirements for the provision of quality services. These
requirements comprise of facility specific attribules e.g well maintained buildings,
availabiliny of reliable drug supply. courteous staff. enhanced staff morale. and a wider
arras ol services provided by the facility, Apart from the qualifications. personal
attributes entail issues of staff atutude towards patients. and adequate time dedicated 1o

patient examination and treatment.

4.2.1 Patients” perceived quality of services

Patients” perceived quality of care 15 inferred from their responses to specilic health care
providers” attributes in the process of seeking health care. To gain more insight into the
gualitny ol care. 11 1s necessary 10 examine Table 4.1 and figure 5, which provide more
details on the patients” pereeived quality of care provided by the facihiues sampled. The
results show tlhat the health personnel are usually courteous to patiemts. |or instance.
about 476 and 4% of inpatients and outpatients respectively indicated tha the hospital

sl W courenus.

Refiable supply of drugs is perhaps the most important factor of patients” interred guality

ol care ( Barnum efal 1993: Gilson eral 1994: Mwabu er.al 1995). Patients tend 1o prefer
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health care facilities with an adequate and reliable supply of drugs. The sunvey resulis
show that the majonty of the inpatients (64%) but minority of outpatients (43%) rated
drug availability as poor and unreliable, while those who rated the overall guality of
service as pood was 20.5% and 36% for inpatients and outpatients respectively Tables

4.1 and figure 5 show the patients responses.

Table 4.1 lnpatients” perceiyed quality of services

—_ -

Excellent  Good Fair D 't ki

Tull-hﬂhy_nf qual.il‘iﬂt personnel  T(%) 5773) 1 a5 Bl
Courteous stafl IRVEET 37474) IS )
Cleanliness 3 14018} IN42 3 Ay
Waiting time 13 22{33} 31397} H5
w=rEy b services : 226 lTl;!I.l] 120150 429
Reliabile supply nf drugs 4(5) A45) 123 M7

I Cverall guality of service 111y iﬂ]{iﬁ} 46(59) Si6d)
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Figure 5: Outpatient pereeived quality of service
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4.2.2 Referral status

Of the 78 mpatients and 100 outpatients interviewed, 58.9% of finpmicnts und 67%
outpatients were self referred: while another 35.8% and 33% of inpatients and oulpatients
respectively were referred to the hospitals. with most of the referrals originating from
private ¢hinics. health centres and dispensaries. Reasons given for bypassing were that the
losver level facilities lacked diagnostic tests (25.6%) or drugs (16,7%) and that the health
personnel at the health centres were not competent (3.9%). Another 3 (3.9%) individuals

cited long waiting time. while 50% could not provide any reason for bypassing
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Freure 6: Referral status of patients
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4.2.3 Waiting time

Wanting time is critical in determining patient’s choice of health care providers {Mwabu
eraf 1995: Barnum and Kutzin 1993 Gilson er af 1994). The effect of this may however,
vary by individual patient’s chamactenstics. Wailing time carmies different levels of
opportunity costs. For those with high time preference. the opportunity cost per lacility
visit would be very high, Theretore. they may choose facilities with the percen ed least
witing time. Responding to the question on waiting time. 33% of outpatienis i 32% of
inputtents judged the waiting time 1o be short. Another 43% of outpatients and 30% of
mpatients considered waiting time to be average. while another 11.3% i 14% of
autpatients und inpatients respectively fel that the waiing time was too long. Further, it
wis reyvended that the physician spent on average 5 minutes for diagnosing and treating

e patients, with the majority noting that the contact tme was adeguate



4.2.4 Patients’ perception about doctor's/nurse’s handling of their problems

The way the nurse or the doctor handles the patients” may influence their perceptions
about the guality of services ( Barnum er.al 1993, Randall er.al. 1990: Gilson cr.al. 1994).
This study sought to determine the patients’ perception about the nurse and/or doctors’
concern about the patients” feelings. The respondents were asked whether they were
comtorable with the language used. The majority (80.8%) answered in the aflirmative
while 18% indicated that they were not comfortable. Only 1% of the respondents [uiled 1o
respond o this question, Asked whether they would have preferred another Linguage,
79.5% of the inpatients indicated that they had no problem with the language used whilst
only 19.2% of the patents preferred another language. About 62.8% and 35 Y%of the
patients reported that the nurses or doctors were able 1o diagnose their problem and/or the
illness. Another 58.9% said that their problems were well addressed. The responses are
provided in Table 4.2 below.

Table 4.2 Patients” perception about doctor’s/nurse’s handling of their problems

_ﬂ‘e:;;;nra Doctors M Effective fum#.".r’ug of
understanding of the pdhu' B the putient’s

patient’s problems iliness/symptoms ____ problems

Number Per cent Number Punml""‘ Number  Percent

Very well 6 20.6 20 256 12 154
Well 40 62.8 42 538 - 46 59
Only partly 1 12.8 12 154 ] 244
| Notatall 3 38 4 52 . I 12
| Total 78100 78 100 78 100
425 W hether the patients were satisfied with the services provided

Among the patients in the sample, 29 (or 37.2%) of the inpatients and 34% of nutpatients
reported that they were satisfied with the services provided while 62 8% und 63% of
ipatients and outpatients respectively indicated that they were not satisfied. 1he reasons
given lor dissansfacuon were shortage of drugs and other cnitical supplics (69% of

oulpaticnts and 66.7% of inpatients) such as hospital linen and beds. which were noted to
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be inadequate and in a deplorable state. About 12% of inpatients and 4% ol vupatients
noted that the attitudes and actions of providers of care (health personnel) contributed to
the deterioration of care,  Only one individual cited lack of specialized treatment as a
cause for dissatisfaction (see Table 4.3). The survey findings remforee the most important
point that perceived quality of hospital services was undermined by lack of drugs. This

finding ugrees with the reported low overall quality of care noted earlier

Tuble 4.3: Reasons for dissatisfaction

: : Inpatienis _ﬂkqmﬁm."‘,'. i
I Number  Percentage . Number  Percentage
i Shortage of drugs and other critical 52 66.7 S 69 o
| supplies
Rude and discourteous staff Y 1.3 d 4
Lack of specialized treatment i _ 13 - :
Others & 205 27 a7

Somen: Surv ey dita

2o Pereeptions of whether revenue collected is adequately utilised

Responding to the questian as 10 whether the revenue collected was adequutely wtilized,
about 67" inpatients_felt that the revenue was nol appropriately utilized iy 24.4%
answered in the affirmative. Field discussion with the distriet medical ofticers of health
contradicred the siaff and patients™ assertion that the revenue collecred is not cllvctively
utthised  However, serutiny of the revenue cul.lcctcd and amount banked showed o wide
discrepaney. Further discussion with the medical officers revealed that the ditlerence

results us o result of the amount that is used to meet emergencies. The study could
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however. not ascertain this response. As a follow up to this question, a general guestion
was put to the respondents 1o discuss openly the things that the administration should do
to improve health care delivery. The majority of the patients (71.8% of inpatients and
57% of outpatients) noted that the hospital management should ensure reguliur supply of
drugs. employ more staff (10.5% of inpatients and 10% of outpatients). while climination
of corruption was also identified as an important factor in

the improvement of health care delivery. The responses are as presented in ligure 7

below.

Figure 7: Suggestions for Improving Health Care Delivery

[ Inpatierts
[ oxfpetients

cBNYERB IR

Wl_l—]r—i—w_.::l:D-ﬁ.:

AkEaEs  Inoease Inmoe Reduce Hmnate  Others
supply of St galtyof charges  comuption
ougs caxe

Ioas clear from the figure that an adequate supply of drugs 1s the most ¢ritical lactor in
enhancmg the delivery of health care services. As noted earlier. the shortage of drugs has
persisted despite the decentralisation of financial management of cost shuring revenue.
e stalt hlamed the management and incompetent ¢lerks for the shortage.  This suppons
the wssertion umong the stafl and the patients that drug selling, corruptiion and luck of

etiecinve planning contributes 1o the shortages, The stall views (see section 4 31 need 1o



be treated with caution because our discussion with the district medical oflicers of health
produced conflicting information from those expressed by the staff and the puticats. This

15 investipated further in section 4.3

4.2.7 Patients’ reflections about the cost of care

A guestion was put to the respondents soliciting their views about the cost ol health care
services. It should not be forgotten that the cost of care 1s one of the facts hindering
access 1o health services (Bamum and Kuzin 1993, Gilson ercal 1994}, Based on figure
8. slightly above half of the respondents indicated that the cost of sérviee was fairly
expensive, (37.7% of inpatients and 58% of outpatients). very expensive (23% of
mpatients and 9% of outpatients) while another 11.5% of inpatients and 13% of

outpalients noted that the cost was not expenstve at all,

Figure 8: Patients perception on the cost of care
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4.3 RESULTS OF THE STAFF SURVEY

4.3.1 Revenue collection and use

Opinions of the medical personnel at the health facilities in relation to the impact of
decentralized financial management of cost sharing revenue is important 10 assessing
whether the programme s achieving the stated objectives. As noted in the lieraure. the
success of the reform strategy requires informed and sustained commtment from the staff
responsible. A total of 57 health personnel consisting of 32 (56%) females und 25 (44%)

mitles. most of whom had professional training, were interviewed,

4.3.2  Knowledge of the objectives of financial decentralisation

OF the 537 stalt imerviewed (these comprised of key informants: heads ol depuriments,
hospital secretaries. hospital accountant. the chief’ nursing officers and 1he medical
officers of health)y an overwhelming majority. 33 (or 96.5%) were aware of the
decentralisation of cost sharing revenue expenditure. Only 2 (amounting to 3 3% were
not dssare o the reform programme. Further. in response to the question on uhjectives of
the reform. the most commonly stated objectives were 10 improve hospital services
(45.6%a). to supplement government revenue (12.3%). and improve hospial ciliciency

3. 3% while 21%s dhd pot have any idea of the objectives.

4.3.3 Health facilities” ability to meet the targets
I response to the guestion on whether the facilities had met revenue collection trgets, it

wis revealed that all the facilities are required to set their own revenue Livers, The



concern of the study was not to establish the mechanism for setting the wrgets. Ruther it

aimed at determining whether the facilities have been able to realise these targets or not.

The survey resulls revealed that a significantly high number (93%) of the sampled
facilities performed below expectations and only 7% were found to have realised their
targets, OF those claiming that the facilities had not met the targets set. abowt three
quarters (75.4%) annbuted this to poor financial management. high stafl’ absenteeism
(5.3%). low supervisory visits and infrequent meetings by the district health nunugement

boards (3.3%) among other reasons. The responses are presented in Table 4.4 below

Table 4.4 Reasons for not meeting revenue targets

Kasaniis Number Percentage
1wt Nimaneal nunagement 43 T84
Higth sl | adwcmitetism 3 - 33

1o saepery s I DUIMBS 3 3
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4.3.4 Infurmation on banking of the revenue collected

Bused on the survey results. 42 (77.7%) out of the 37 health personnel iutcn-.icw:d
indicated thar the revenue collected should be banked the same day. the lollowing day
PRS00 o onee a4 week (7%). while 4 others (7%) were not aware when the revenues
should be hanked. Notwithstanding this awareness, the majority of the respondents 44 (or
77 2% mdicated tha the amoum banked did not match the revenue collecied. Only

I4.3% ol the respondents smid that all the revenue collected was banked. All the 44 who
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felt that not all the revenue collected was banked cited the following reasons: spending
before banking (40.4%), thefi of funds (33%), spending without authority (7%6) and fraud
(1.8%). The rest (17.5%) did not have an idea of the cause of the discrepancy. I'hose who
cloimed 10 have no explanation i this regard were reluctant 1o divulge intomuiion for
fear of vicunusation by their seniors. a fact thar reinforces the survey findings that laxity
in financial management and control by the managenial staff may be contributing 1o the

phserved vanation.

When asked the circumstances under which the revenue collected could bhe spent before
bunking. 31.6% ciled emergency cases. purchase of drugs (3.5%). for transport purposes
(1.8%). or other reasons (63.2%). The category “other’ refers 1o expenditures such as
miseelluncous items e.g. stationary. painung the waiting rooms. maintenance ol buildings
and on food for inpatients, As noted earlier. 95% of the revenue collected is supposed 1o
be bunked while 5% is retained o meet emérgency purchases of drugs o lood for
patients, Therefore. some of the reasons given do not provide sufficient prounds for
spending the revenue before banking. or following proper procedures lor approving

expunditure plans,

435 W hio should be involved in planning and management of revenue raised?

Foo gain more insight into whether plaoning and management of revenue collected is
elicctively carrted out. 1t is helpful 1o examine who should be involved in planning and
maraigement ol the revenue generated. A general question was put 1o the respondents 1o

solicit their views on who should be involved in the management ol ilic revenue



generated. The following responses were obtained: district medical officer ol health
(35.1%). DHMTs (28.1%). provincial medical officer of health (17.5%) and DHMBs
(15.8%) in that order (see figure 9). Currently, the process of approving the Alls has to
pass through three stages; first approval of proposals from health facilines by the
DHMTs. second. approval by the provincial medical officer of health. and finally the
district treasury. This process was described as cumbersome. costly and metficient. For
instance. field discussion with the medical officers of health revealed that. although
financial decemralisation of the cost sharing revenue have been effected. in pructice, they
do not have full control over the revenue. This is mainly because the money is hanked at
the district treasury which is under the office of the president: The easury has been

accused of metficiency and delays in releasing AlEs.

Figure 9: Whao should be responsible for approving AIEs
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4.3.6 Utilisation of revenue collected

Information on how the révenue collected is utilised by a facility is imporant in assessing
hospital efficiency in resource use and quality aspects of the health services provided.
Lfficient wilisation of the revenue generated will be enhanced if the health personnel are
aware of how the revenue should be used. It is therefore a matter of considerable
importance that. the staff are aware of how it should be is spent. It is encouraging (o note
thut. the mmority of the respondents (79%) were aware of how the revenue generated
should be spent. About 8.8% of the respondents were not aware, whilst the reniining did

not respond to this question

Ashed how the revenue retained should be used, the following uses were identified,
purchase of drugs (73.7%). buying equipment (7%): building maintenance (5.3%) and
‘other” 14%). The category of “other” includes expenditures on stationury. hiring of
casuals. security guards and transportation. It is evident that. the revenue ruised is used in
priwision of some services which (he. government is expected to provide. The cost
shuring revenue 1s meant 10 supplement the government in the purchase of emergency
drugs amd for improvement of the facilities. and not. as is the case. assunw o bigger

pesposihiliny in providing services,

4.3.7 Etficiences of district treasury in processing claims
Finanetal decenrahisation may not achieve the stated objectives if the revenue venerated
is ot mamaced efficiently. The district treasury is in charge of financial information and

managenient of financial transactions, Responding to the guestion on the effectiveness of
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the district treasury in performing its stated functions, 43 people (73.4%) considered
treasury to be inefficient in processing hospital claims. Of those claiming 1han district
treasury had not performed us duty efficiently, 35% identified delays in petning AlEs,
30% delays in releasing funds. 2% diversion of funds and 2% lack of accountability (see

figure 10 below).

Figure W Performance of district treasury
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4.3.8 Transport Services

As mentioned earlier. one of the reasons for decentralisation of financial manugement is
to allow the hospital managers meet some of the recurren! expenditures e.. nuintenance
ol vehieles and purchase of other essential inputs.  Of the total staft interviewed. 70%
mdicated that most of the vehieles were not in good working condition while only 28%
siid that the vehicles were operating. Through observation, it was revealed that the
angoriy ol the health facilities had old vehicles most of which hiad been grounded. Lack
ol service. high operating and maintenance cost coupled with diversion ol [unds was
¢ited ns the reason for non-operational vehicles. As a result of non-operational vehicles.
most of the tacilities in the sample were not in a pesition to carry out supervision of
primasy wnd preventive health care activities. or distribute drugs and other medical

supplics in e
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4.3.9 Whether government budget allocation to hospitals has heen reduced

As noted earlier, continued funding of health {acilities by the government is csmntia[ for
the objectives of financial decentralisation to be realized. Has governmemt reduced
budger allocarions as a result of the cust sharing revenue being rewmined by the tacilities?
About 70% of the staff interviewed responded in the affirmative, another 24.6%. did not
agree while the remaining did not respond o this question. Examination of the quarterly
recurrent expenditure allocations revealed that, most health facilities receive between
ksh. 330,000 1w Ksh. 800,000, This allocation is hardly adequate for the several services
that the medical officer of health has 1o meet for the entire district. Indecd. some sub-
distrier hospiials received larger budget allocations than the district hospitals. | he figure
lughlights and confirms disparities in the allocation among facilities. Thus. although
expenditure allocation was higher in 1997-98 period: there are discrepancics among

tactlities.

As noted earlier. most of the facilities experience acute shortage of drugs. When asked
for an wpinion on duration tuken 1o restock the drugs. the following responses were
obuiined: 19 persons out of 37 tor 33.3%) said one week. 16 persons (28. 1%, helieve that
i takes one month. while another 20 (35.1%) said over a month. Netwithstunding the
vartations in the responses. one thing is clear. that there are delays in procurement of
drugs. and perhaps. this explains the lack of drugs reported in most of the health tucilities.
e reasons advanced for problems relating to drup supply and use were: pour stock
nunueement (63.2%). procurement problems (19.3%). delays in distribution within the

tacility {7%a). and inadequate funding (8.8%). Further. 1t was revealed that poor stock
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management 15 caused by the management’s fallure 10 comply with the deparimental
requests and unskilled clerks in charge of pharmacies. The staff themselves have
intmaied that the situation has detenorated since the ime when the governmen was fully

funding the delivery of health care services.

4.3.10 Staff perception about the quality of service.

The majorty (66.7%) of health personnel reported that the services hid either
deteniorated or not improved at all. However, 42% of the staff indicated that the
maintenance of buildings had improved. although at the expense of essentil wrvices
such as drogs. laboratory reagenis. bed and linen among others. Similarly stull morale
was reported 10 be very low with 49% ciung this response. These findings concur with
the views expressed by the patients. Based on these revelations, it is noteworthy to
mention that, on average, the quality of services has deteriorted contiany 1o the

enpectatinns.
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14 MEASUREMENT OF HOSPITAL FFFICIENCY: DEA RESLILTS

4.4.1 Introduction

This section presents the DEA efficiency results for the specified period. This is then
tollowed by regression analysis 1o assess the impact of fiscal decemralisation and other

explanatory vanables on technical (in) efficiency,

4.4.2 The DEA model

In order 1o carry out a DEA assessment, it is necessary 1o construct an input set o reflect
the resources used by the health facilines m the sample and an output set o reflect the
corresponding outputs they secure. Two inputs were used namely; recurrent expenditure
andd number of beds (a proxy for the size of the faciliies and their capital stock); and
hres outpuls comprising outpatient visits (general outpatient, casuals, special ¢linies,
deliveries, family planning. and demal clinic). inpatient admissions and cosl ecovery
ratie I ds worth mentioning that the héalth personnel are financed b the central
coverniment and they constitute part of the recurrent expenditure in the above input set.
Ihere 15 no reason therefore, as o why all the resources <hould not be reduced to the

stigie mput of 1otal recurrent expenditure.

The above inputs and outputs were used to model hospital services as a multi-mput and
mithi-ompn production process. In addition. the assumption of variable retirns 1o scale is

tenable for the above input-output variables™ This study reports technical ciliciencies

e assiption of CRS is appropriate when all the hospitals are operating ait an oplimud scale | lowever,
factors such as financtal constrainis. constraints brought by health sector reforms, quality issues, perhaps,
s iathe a hospital not to operate al the optimal scale. The use of the CRS assumption when nin all the
hospitils are operating at the optimal scale will produce efficiency measures, which are contounded by
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under VRS assumption. The results were computed using TIM Coeli DEAP Version 2.1

software and based on the input oriented DEA model produce measure of technical

efficiency for each health facility sampled.

Tuble 4.5 Distribution of Technical Efficiency Scores

[9ad CRS VRS SCALE funs CRS VRS  SCALE
Observatmops = 39 Efficiency Iliciency
-‘:iuuu QAT 0y 16 naT (43 nd Thrd |
Stundard error 022 (.28 0. 18 0.23 0.27 i 18
Minimum 0.14 017 047 0.14 029 137
Maxininm | | | | | |
Heospitals on trontier 2 ) 3 3 1] 3
1997 CRS VRS SCALE 159% CRS._ VMRS SUALE
Clbservations = 3% Efficiency LMiciency
" Mean . 042 055 076 042 058 073
Standand enor 0.23 028 019 N2z 026 0|8
Musinum 0,13 019 036 014 014 .34
Mo mn | | | | | |
Hisspatils on franitser 3 Fi 3 E | 8 3

Huospitals with an efficiency score of | are-efficient in a technical sense mnd hospitals
with @ score of less than 1 are technical inefTicient. In 1994, 9 owt of 39 Rcilies in the
sumple were efficrent compared w 10 0 1995, 7 and 8 i 1997 and 1998 1 that order.

Fhese hospitals constinate the benchimark against which the other hospials luve been

campared and found 10 be inefficient.

The results derived from the DEA estumation indicate that technical elticiencey scores
range (using VRS assumption) from 17 to 100 per cent for 1994 and 27 to 100 per cent

for 1995 with an average of 46 and 63 per cent for 1994 and 1995 respectively (Table

seithe erficwndics, The wse of VRS allows the computation of rechnicy) efficiencies devoid of seale
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4.5). The mean of technical efficiency scores of the sample for 1997 and 1998 is 55 and
58 per cem respectively, with a low of 19 per cent for 1997 and 14 per cent lor 1998 and

a high of 100 per cent for both 1997 and 1998,

The ditlerence in the constant returns to scale (CRS) and variable retums o scale (VRS)
techmical efficiency scores idicates that the hospitals have scale efficiency. Tuble 4.5
shows that the average scale efficiency of the sample range from 77 per cent lur 1994 (o
71 per cent for 1995 with a low of 36 per cent and a high of 100 per cent. This indicates

thatt some of the hospitals are not operating quite close to optimal scale.

urther 1hese results do not reveal a discermble pattern-although there has been a
tendency [or a significant proportion of the facilities o experience a downward trend in
performance. Nevertheless. some facilities have registered some improvements in
elliciency levels. albeit. generally a small improvement. However, despite improvements
i perfonmanee in most of the facilities in 1998, the overall mean efficiency sull remains
fow compared o that of 1994 and 1993, The least efficient hospital in 1994, [995, 1997
and 1998 hos an overall efficiency score of 0,171, 0.212, 0.193 and 0.229 yespectively

(17.1.21.2. 19.3. and 22.9) percent relative to the efficient ones (see appendin &),

Ihe averupe elliciency score for 994 is 46 percent. which implies that the 54 percent
mellicient hospitals are using more resources compared to the 9 best perlorming
hospitals. Sinlarly. the overall average score for 1995, 1997 and 1998 of 0.63 (63%).

0035 (35%00, and 0,38 (38%0) respectively. implies that the 29, 32, and 31 hospiwls for

efficiency eflects (Coelli 1996)
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1995, 1997 and 1998 in that order are using more resources compared 1o the best
performing hospitals. For the years 1994 and 1995, the facilities could lower their costs
by 34%, and still achieve the current levels of output. compared 10 43% and 42% lor 1997
and 1998 respectively. The results for 1998, do. however, represent some improvements
on speciiic facilities. and when judged within the context of financial decentrabisation of
cost sharing revenue. On average. however, the results show a marked decline in

perforniaice over time,

A trequency distribution of techmical efficiencies within the ranges of Q0% is given in
Luble 4.6, 1t shows that facilities in 1995 performed relatively better compared w 1997
and 1998 (1able 4.6 indicates that in 1995, 10 facilities had a score of 1. whilst 19 out of
the 39 expenenced a decline in technical efficiency. Itis.also clear from the tible that the
distnibution: of technical efficiencies for the hospitals has a wider spread ol values

between 1114 to 1.0, indicating low technical efficiencies in both pre and post reforms.
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Tabie 4.6: Distribution of Technical Efficiencies of hospitals
Pre-reforms Post-reform

- 1994 1995 1967 1998
.14-0.19

No.hosp S No hosp % No hosp %  Nohosp

.19-0.24
0.24-0.29
0.29-0.34

.34-0.39
0.39-0.44
0.44-0.49
0.49-0.54
0.54-0.59
0.59-0.64
0.64-0.69
0.69-0.74
{0.74-0.79
{0.79-0.84
'0.84-0.89
10.89-0.94
10.84-0,99
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L5 DETERMINANTS OF VARIATION IN HOSPITAL EFFICIENCY

45,1 Regression results

Fhis sevtion presents the regres<iofrdsults of the study  The section consists of wo sels
ol results whose findings are ptesented i wrm, To stant with, descriptive statistics of the
irthles 1 the estimation used are summarised in Table 4.7, This is lollowad by the
regression of  the  gconometric estimates of the impact of decentralised  lnancial

mumegement and other explanatory variables on technical efficiency.

Ax noted earlier the observation for the sampled facilities are based on time <vnes data
Ax such ot was necessary o perform a panel data analysis for the specified pernd since

the focus is on changes in etficieney over time. This analvsis was deemaed necessary in
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order to determine whether there are any (staustically significant) changes in hospital
efficiency over the study period. This was achieved through the application ol Limited

Dependent Variable Model or Censored Tobit Model.

4.3.2 Deseriptive statistics
The deserniptive statistics of the vanables used in the censored model ure presented in

Tuble 4.7 below.

Tahle 4.7: Summary of Statistics of the Varables

Viriuhle Mewun 'Std. Dev, Miiinam Maxinm Citves

Technical efficiency 05887 02 0.1000 1,000 156

Averape length of stay 5 8079 56805 0.0000 1,000 136

Number of beds 176.71 99,980 45 000 3960 156

Bed occupuncy rafe 38794 44.039 000 477.0 156

Nuniber of medical staff 213.00 126.00 25 000 6390 156

Non-medical stafl 91,000 54,000 | 2000 2130 36
e T

The data provides various poimters: Firstly. the average efficiency for the sampled
facilities is about 59%. implying that the facilities are using more resources than they
require. Put differently, the facilities are 41% nefficient. Intuitivelv. this miplies that
with the existing resources, service delivery could be increased by o lurther 41%
sugpesting incicased coverage of. and access to health care through improvements in
¢llcicney. Secondly. The average length of stay (mean number of days [rom the date of
adimtssion 1o discharge for each palient) s abouwt 38 with wide vanabuons among
tucilies. Thirdly. the bed occupancy rate 1s about 39% with significanmt ditlerence among
the sampled locilities as displayed by the standard deviation. The remaining vunables
tmedical stafl” and non-medical staff) also display a marked difference among the

tnctlities.
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On the whole, the descriptive statistics demonstrate wide differences in means in the
varahles used. Perhaps, these vaniations could probably be a reflection of the Jifferences

m capacities ol the facilities.

453 Impact of financial decentralisation on hospital efficiency.

Econometric analysis was done to examine the effects of fiscal decentralisation ind other
explanatory variables identified in the literature on hospital (in) efficiency. A review of
Inerature showed that besides decentralisation, a number of institutional (¢10r ((hese are
under the control of the health managers of DMUs) and exogenous factors (outside the
control ol the managers) influence hospitals efficiency. Some of determinants or sources
ol () elliciency include: DECENTRALISATION REFORMS, BED (X CUIPANCY
RATE (BOR). AVERAGE LENGTH OF STAY (ALOS). NUMBER O MIEDICAL
STAFI (MSTAFF). NON MEDICAL STAFF (NMSTAFF). BED SIZ1 (BED).
LOCATION (URBAN/RURAL), TYPE OF OWNERSHIP (FOR-PROITT NO|-FOR-
PROFITY and QUALITY OF SERVICE (Byrnes and Valdmanis 1994: I'vab. 2000:

Roariet eral 1999),

I he technical efficiency scores (dependent variable) derived from DEA were estimated
using it censored Tobit model. In order to examine the causes of inefficiency. o new
random variable was defined to transform the original DEA scores imto inelliciency
scores, According to Green (1993), the censoring point is restricted o zeno (at the left)

using the specification:
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Inefficiency score = (1/DEA score) - 1. (3)
The estimable regression model! takes the following form:
INEFFSCORE = B, + B; BOR + B2 ALOS + B; DDUMMY + BLMSTAFT" +Bs¢
Expected sign (- (=) (-) (7)
NMSTAFF + ,BEDSIZE ~
(" (=)
Where: INEFFSCORE = Inefficiency score
BOR = Bed occupancy rate (%)
ALOS = Average length of stay
DDUMMY = Fiscal decentralisation dummy
= | if decentralisation
= U otherwise
MSTAFF = Number of medical staff
NMSTAFF = Non medical staft
BEDSIZE = Bed size (proxy for hospital capacity)
Swtistical anulvsis was performied using LIMDEP statistical sofiwiare.  luble 4.8
summuarises the censored Tobit model results of the regression analysis contucted to
determine the causal-effect relationship between technical (in) efficiency seore and the

varions explanatory variables.
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4.5.4 The results of the censored Tobit model
Tabit model results are summanised in Table 4.8 below. The coefficients from (LS and
MLE models are similar suggesting that either of the coefficients can v used for

analysis. This study reports the Ordinary |east Squares estimates.

Table 4.8 Econometrie Results

Dependent Varable: Censored Technical efficiency Scores

e

-Ir’ur.l'_ﬂfr _ i iﬂEﬁiﬂﬂ Mm{s—rﬂ ] Probubidine value
Constant 0.3439 IR0I0 A SN 0 00
Financial dec. dummy 01671 0.3860 (6400
Average length of stay 09669 -0.2170 . 0,828
Number of beds -0.4825 -0.1790 «¢ (48570
| Bed occupancy rate 0.2236 3.6950 *** ) (L0002
| Medical staff -0.4935 -1.9850 % ) 0.047]
| Non-medical staff 0.7655 14610 0140
Adjusted R-Squared . 0.1261 . F-Ratio: 4.56 *** p-value  HLODO28
Diagnostic Test Log-1: -4.7014 Restricted (b=0) Log-L.  -17.8489
*#* Significant at 1% ** Significant a - Observations = 156 DF = 149
level 3% level '

lhe R-squared (R7) seems sauisfactory in terms of statistical criteria and explonatory
power The explanatory poser for the Tobit model is reasonably high and stansucally
significant w1 Mo levell indicating that the probability of jeintly observing the wehmcal
ellicieney is about 0,13, The coefficiem of the fiscal decentralisation dunm variable.
whieh estimates the difference between the mean hospital performance has the expected
positive signbut 1Ls not statistically signilicant from zero, These results indicaie that the
probubility: of u hospital being technically efficiemt given financial decentralisation is

00671 Alternatively. it indicates that. the effect of financial decentrulisation on the
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probability that a hospital is efficient is about 17%. This means thal fiscal
decentralisation of cost sharing revenue would lead to an increase of 7% in the
probability of n hospital being relatively efficient. This finding is surprising in the light of
the conventional wisdom that decentralisation of financial management would enhance
hospital efficiency and in . improve quality of care. This finding goes aguinst the
theoretical prediction that decentralisation of financial management would enhance

hospital efficiency in the delivery of health care services.

The coellicient estimate for the bed occupancy rate is posmtive and staustically sipnificant
at the 1% level. This is consistent with our prior expeclations. This implics that higher
occupaney rates lead to higher efficiency levels. The slope coefficient of ALS 15 negative

contran 1o our a priori expectation. although it is statistically insignificant.

Ihe coctliciem estimate for medical stafl is negative and statistically significant at the
3% level implying that. on average an increase in the 1otal pumber ol medicil personnel
by one would lead 1o a reduction in hospital™s probability of being elTicien by 49.6%.
I he results are inconsistent with a prioni expectation. This finding perhaps indicates that
the health staff are not being utilised fully. This is not surprising given the low oceupancy
fevels noted in section 4.1.3 and 4.5.2. Lack of drugs and low utilisation implies that the
health personnel are underutilised. It 1s imperative to note that the vaniable tor medical
stul! was included to search for any effects of medical staff on hospital efficivncy hecause
this mas also ndicate an overall inetficiency of other mputs such as equipiment. and

overall gualiny of services. None of the other probabiliny values are signilicinl implying
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that they are not significant determinants of the probability. or stated differemly. they

least explain the expected value for hospital efficiency,



CHAPTER 5: DISCUSSION OF STUDY FINDINGS

5.1 Introduction

This study investigated the impact of decentralisation of financial management on
hospital efficiency using Data Envelopment Analysis and regression models. Based on
the results. perhaps one could ask the following guiding questions: are the health lacilities
providing effective and efficient quality health care, now that they are able to spend the
retained revenue without seeking approval from Ministry of Health headquarters? Have
the health facilities become more efficient as a result of financial decentralisation or in

absolute sense? How far are the facilities operating below their optimal levels?

5.2 Survey Results

Low utilisation of hospital services is a major cause of technical inefficiency in the public
health sector in many developing countries (Barnum and Kutzin 1993). In this
connection. this study investigated the extent to which utilisation has been uliccted by

fiscal decentralisation.

Using annual attendance data from the sampled facilities, the study assessed the
dilTerence between the mean utilisation rates before and after the implementation of the
policy. According to the findings. (see appendix 1). the effects on utilisation have been
mixed. The results reveal no significant difference in utilisation rates between the periods
considered (appendix 1). However. the mean difference for 1994 and 1998 is significant
(t-value = 2.5407) implying a significant difference in utilisation rates in these two years.

However. with the exception of a few facilities, there appears to be no significant changes
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in utilisation rates. The results generally imply that financial decentralisation did not
improve utilisation of services on a large scale. From the interviews, it was revealed that

most of the facilities have registered a decline in utilisation.

Although utilisation does not seem to be signiﬁcahtly different before and after reform,
there are a few key constraints to utilisation. First, the results generally imply that the
cost of care may have adversely affected utilisation of services in the sampled facilities.
For mstance. from the interviews, it was revealed that the majority of paticnts (56% of
inpatients and 58% of outpatients) indicated that the cost of health carc was fairly

expensive or expensive.

Secondly. low utilisation could be due to poor quality of services. As noted carlier, 69%
of the outpatients and 66.7% of the inpatients repoﬁed that they were dissatislicd with the
services provided because of the shortage of drugs and inadequate and deplorable bed
and linen while the majority (66.7%) of health personnel reported that the scrvices had
deteriorated. Thirdly. the additional revenue arising from the cost sharing programme
appears not' to have been utilised to purchase basic inputs such as gloves. syringes
maintaining cleanliness, x-ray and laboratory services and maintaining an cffective
svstem for referral purposes. Fourthly, misuse and mismanagement of the x’e;.'enue
collected. low staff morale, and a decline in expenditure budget in real terms means that

essential purchases could not be purchased.
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Perhaps the low perceived quality of care and unreliability of services at the lower-level
facilities could explain why majority of the patients bypass lower level facilities and refer
themselves directly to a higher level. Based on Kenya's bottom-up referral policy. lower
level facilities are supposed to refer patients to higher facilities. Decentralisution of
financial management was expected to provide a basis for the inherent graduated fee
structure along the different tiers in the health care system. In this way. services would be
provided in a more cost-effective manner. Contrary to the study expectations. the survey
findings reveal that a significant number of patiénts (58.9% of inpatients and 67% of

outpatients) bypassed the lower level facilities directly to higher facilities.

The above results have adverse implications for the effectiveness of decentralisation in
improving the referral system. Considering that primary health facilities are ¢ndowed
with the capacity to effectively handle Preventive and Primary Health care (I’/PHC), the
emerging scenario clearly shows that the proportion of revenue earmarked for I/PHC has
either not been used properly or is inadequate. Further. inefficient referral svstem adds to
the economic inefficiency in the delivery system' because the higher facilitics become
overcronded with basic cases and patients incur waiting costs which could have been
avoided by ensuring that these facilities provide a reliable and adequate quality services.
These areas are among the major sources of inefficiency in the public health sector

(Gilson 1993, Beatie er.al 1996. Zhang and Zou 1997 and Cohen et.al 1995).

In a way therefore. financial decentralisation appears to exacerbate the ineflectiveness of

the referral system. This makes 1t difficult to improve the quality and availability of
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P/PHC at the lower level of the health system. Therefore, in order to streamline the
referral system, the constraints preventing utilisation of services at the lower level

facilities merit urgent attention.

As noted earlier. fiscal decentralisation of cost sharing revenue was meant (o address
some of these quality problems. However. from the survey results, it was found that most
of the facilities studied did not meet the revenue targets and had cost recovery ratio of 5%
or less. This finding concurs with the data on annual revenue trends shown in section
4.1.3. The results are consistent with other findings (Beatie et.al 1996: Barnum and
Kutzin 1993: Kutzin 1995) which have reported a cost recovery of 5% of total recurrent
health systems expenditure. It is. however, importa.nt to emphasise that these studies were
done when the management of user fee revenue was still centralised in most of the
countries under which they were carried out. In the Kenyan context. if the targets are
realistic. then these results could be a reflection of poor financial management and high
cost ol health services noted earlier. The problem could also be attributed (o low quality
of service (proxied by drug availability. courteous staff. waiting time etc) which implies
less demand for hospital services. thus limiting the potential self financing base ;)f the

facilitics.

In addition to inefficiency in revenue collection. it is evident from the survey results that
a signilicant number of the facilities have not been able to use the revenuc generated.
There are two possible explanations for this. Firstly. from the staff survey. it was revealed

that the performance of the district treasury is poor. The district treasury is mandated to
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oversee the maintenance of all government accounting procedures at the district level
including those of the Ministry of Health. -In the case of management of revenue
generated by health facilities, it was revealed that the district treasury has been ineffective
as evidenced by poor banking performance and use of revenue collected before banking.
In addition. the majority of staff (75.4%) who. were interviewed considercd the district
treasury 1o be inefficient in processing hospital cléims. It was also critised for delays in

issuing counter-checks and in releasing funds.

Secondly. the poor performance of the district treasury could also be attributed to lack of
accountability among the district accountants. The accountants are under the office of the
president. but in the district they are in charge of financial information and management
of funds including those of the MOH. They are not, therefore, directly answerable io the
MOH managers at the district level. Furthermore, hospital managers have limited
authority over revenue expenditure and control. It is not surprising then. that there is a
delay in the procurement of drugs as reported in most facilities and an evident low quality

of health care services.

From the above. it can be inferred that efﬁciéncy of revenue collection is not hased on
whether or not financial decentralisation has taken place but whether hospital managers
have the incentive to enforce the fee collection. It is important to note that the 1);esent
financial decentralisation system provides little incentive for hospital managers to make
strong ctforts to collect fees, lack of accountability among the district accountants and

high burcaucracy of the district treasury in managing the revenue collected. This is also a
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reflection of the ambiguity of the definition of ma;nagerial authority and responsibilities
of health managers. Hence, going by these results, it could be argued that many health
facilities rarely utilise the revenue generated to ensure efficient supply ol inputs or
perhaps. the limited form of decentralisation is inadequate as a means of addressing the
high levels of inefficiency noted earlier. In any event, lack of inputs restricts access to
health services and coverage. as patients would seek alternatives that provide better

health care (Braveman 1998, Beatie et.al 1996).

The above results suggest that there is a need to address the problem of quality of
services as measured by lack of or poor distribution of drugs and medical supplics. poor
combination of inputs and staff imbalance. Improvement in the quality ol care would
ultimately increase utilisation levels. In addition, there is a need to consider the other
inputs such és beds and health personnel. In the case of beds, the health managers and
planners need to consider the possibility of closing some wards. Alternatively, the
hospital  management could consider privatising some of the undcr-performing
departments or unused beds. These policy options however need to be treated with
caution because improvements in the quality of care may increase utilisation levels and
hence. the need for re-opening the wards again or supplying more beds. On the other
hand. privatisation may exacerbate staff imbalance and ultimately low quality of service
as the medical officers shift their services to the private section. The results in this section
point o a need for furth& research or additionél information on staff mix. This is critical
because as noted earlier. staff imbalance contributes to inefficiency becausc it interferes

with the proper combination of inputs.
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As revealed in the literature review. the most important condition for the success of
fiscal decentralisation is managenal capacity. For the health managers and oth& staff
directly involved in the implementation of the policy reform to be able to assess the
performance of the health facilities and/or offer technical assistance required. they need
appropriate skills. such as capacity for financial or personnel management. In addition,
there is definitely a need for information system to provide the relevant and accurate data

to the appropriate level of management when needed to improve decision-making.

To address the problem of accessibility to health care services, there is need to strengthen
the exemptions and waiver system in order to ensure that the vulnerable are not cienied
access to health care services. Further, for the policy of fiscal decentralisation to work,
the responsibilities of health managers need to be accompanied by authority over revenue
expenditure. Similar observations have been made by Reagon er.al (1997). Mwabu et.al

(1993). Beatie ¢r.al (1996) and Cassels (1995).

The cl'l'ccli\'.eness of the.policy could also bc;. improved by establishing clear working
relationships among various task networks. Of critical concern is (he lnancial
relationship between district treasury and the health facilities and the mcans by which
performance is to be monitored. It is equally important to identify a mechanism that
would ensure accountability for the use of the revenue collected. There is also a need to

identily the critical personnel required for the effective implementation of the policy.
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There is need for more authority and appropriate strategies to correct the current
inefficiencies and improve the quality of services. This may require empowering the
medical officers of health by allowing them to recruit key personnel to manage the
revenue collected. This requires political commitment and further training of the district
teams on financial management. The findings also provide a strong case for the néed to
have tighter financial monitoring and informatipn systems. These would provide a
benchmark against which financial performance and accountability could be assessed.
Also. given the limitations of raising adequate revenue it would be necessary for the
health managers to seek alternative sources of funding in order to ensure adequate and

regular supply of health care inputs.

From the forgoing, it is evident that major inefficiencies existed before reform. Fiscal
decentralisation reform by itself could not address all the causes of hospital incfficiency.
In this regard. a more comprehensive approach is needed to address inefficiencies and

possibly improve on quality and equity in health care delivery.

5.3 DEA EFFICIENCY RESULTS

It was expected that fiscal decentralisation would result in improved efficiency in the
delivery of ;]Llality serviées. However. eviden'ce from the study findings revealed that,
contrary to expectations. decentralisation of financial management has hud minimal
impact on hospital efficiency. Technical efficiency scores computed using data
envelopment analysis and the regression results .have shown that the performance of

health facilities have deteriorated in technical terms. For instance from Table 4.5 the
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overall inefficiency® for facilities in 1994 was 54 per cent, that for 1995 was 37 per cent
while that for 1997 and 1998 was 45 and 42 per .cent respectively. These results imply
that the inefficient hospitals should be able to reduce the use of all inputs by 54%. 37%,
45% and 42% respectively. Although inefficiency appear to have increased in the post
reform period. the results show that there was already an astonishing degree of
inefficiency in the health care system even before the implementation of the reform.
Based on these findings. it is clear that. wastage of resources still persist despite the

decentralisation of financial management of the cost sharing revenue.

As noted earlier. the hospitals with a scale efficiency (SE) of one have the most
productive size for the specific input-output matrix (Kirigia ez.al 1999 Banker cr.a/ 1986;
Evob 2000). The results presented in Table 4.5 show that. the average scale clliciency is
77%. 71%. 76% and 73% for 1994, 1995,1997 and 1998 respectively. These results
imply that tl;e hospitals are operating below tﬁeir most productive size for their observed
input mix. Only a few hospitals (3. 4. 4. and 3 out of the 39 hospitals for 1994 to 1995
and 1997 to 1998) are operating at their most productive scale sizes as indicated by the
constant returns to scale (CRS). The remaining 13, 15. 23 and 20 hospitals for the above
mentioned period exhibit increasing returns to scale. whilst 23, 20. 12 and 16 exhibit

decreasing returns to scale.

“ As noted carlier, a hospital with a score of 1 is said 1o be technical efficient, whilst health facilities with
fess than | are 1echnically inefficienl. Based on this information, the level of inefficiency is measured by
the difterence between 1 and the actual efficiency score for each facility. In addition, a hospilal which is
censored below 1, produces less than it would have been expected to produce on the basis of the estimated
probabilities of the censored Tobit model. Inefficiency level was computed by deducting the DEA
efficiency score of each hospitai from 1.
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Based on the above results. the hospitals showing DRS would operate at the most
productive size by scaling down its inputs and outputs. On the other hand. those facilities

exhibiting IRS should expand their inputs and outputs.

5.4 ECONOMETRIC ESTIMATION RESULTS

Based on the findings in section 5.2, it is important to examine the causes of (in)
efficiency. The section below discusses the variables estimated in equation 2 (i.e.
decentralisation dummy, bed occupancy rate. medical staff, non-medical stalt. number of

beds and average length of stay).

The estimated regression coefficient pertaining to the dummy for l'm.:ancial
decentralisation is positive but statistically insignificant at the 1% level. This finding
concurs with the DEA findings of the existence of inefficiency in the health care delivery
svstem. These results stand in stark contrast to the results obtained by Fare (1996) and
Gerdtham er.al (1999). In the study by Gerdtham. the level of efficiency reporied for the
hospitals that implemented financial reforms was higher than the health facilitics in the
councils that did not implement the reform. The success of the Swedish reforms was
attributed to comprehensive changes in organizational and financial structurc. which
allowed individual councils to develop their own management control systems. ‘Other
comparable results are those by Mogedal et af (1995) which indicate that the locally
raiscd revenues did not play a significant role in so far as efficiency improvement is

concerned. In a way the results indicate that decentralisation of cost sharing alone without



considering underlying causes of inefficiency, is an inadequate measure to address

inefficiency in the health care system.

These results suggest that fiscal decentralisation has not improved efficiency in the
delivery of health services. The study revealed that on average, hospitals continue to use
more resources than they need to produce the levels of outputs they are presently
producing. Moreover, as noted in section 4.3 most facilities continue to experience an
irregular supbly of essential inputs such as drUgs.which perhaps, explains why there is
low productivity of staff. The implication here is that the health facilities could increase
service provision (more outpatients and inpatients) with the same resources or reduce the
resources they currently have or even lower the inputs for the same level ol outputs. In
essence. the operations and performance of hospitals could be improved it the revenue
generated is better utilized to procure drugs and other essential inputs that improve the
quality of care. Alternatively. the savings that could be generated from inm:eased

efficiency could then be channeled to other areas of need within the health carc system.

The coefficient for bed occupancy rate was found to be positive and statistically
significant at the 1% level indicating that it is a significant determinant of eflicicney. It is
however. interesting to note that the average bed occupancy rate (that is. the percentage
ol total beds that are occupied by the patients) in the sampled facilities is 38% with
significant difference between the hospitals considered. Compared to data from other
countrics such as Lesotho (129), Malawi (116), Ethiopia (59) and Zimbabwe (76‘) (see

Barnum and Kutzin 1993: 94), Kenya has relatively low occupancy rates al the district



and sub-district levels’. Generally. bed occupancy levels should increase with hospital
size. Perhaps. this is because hospitals at higher levels are assumed to be more productive

and able to handle more referrals. case mixes and patients (Barnum and Kutzin 1993).

The results also show that efficiency is negatively.‘though insignificantly rclated to
average length of stay (stated differently. ALOS is positively related to inefficicncy). This
result concurs with that shown in Table 4.8 suggesting that although the average length of
stay is not worse than the average of Lesotho (9), Ethiopia (7.2). Malawi (9) and
Zimbabwe (6.8). it deserves attention. This finding reflects technical inefficiency in
hospital resource use. The most plausible explanation for this could be duc to poor
scheduling of diagnostic and therapeutic care that.result from malfunctioning machines,
unavailable health care inputs. lack of competent health personnel, lack of funds. staff
and reagents cited earlier in section 4.2. These then may lead to problems in diagnostic
tests. equipment failures and poor hospital management. On the whole. unnccessary long
stay is a reflection of economic inefficiency and requires intervention in order to promote

coverage and access.

It is important to note that hospital bed occupancy levels and average length ol stay have
various policy implications. Firstly, as Bernum and Kutzin (1993) and Wagstall (1989)
note. low levels may indicate inefficiency. even in cases where the inputs arc used with

technical efficiency. Since input costs are spread over a small number of paticnts. the

" Interpretation of this result should be treated with caution because the study combined district and sub-
district hospitals together. This may therefore not be a true reflection of bed occupancy levels in Kenya.
Nevertheless the variable is important in this study because its effects are implicitly captured in the
computation of efficiency scores in the DEA model.
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average cost of health services per episode increases. Secondly, unnecessarily long length
of stay makes maintenance and management costly (notice the negative effect of ALOS
on hospital efficiency). If hospitals were operating efficiently, then, one would expect

high occupancy rate and low lengths of stay.

As revealed in Table 4.8, the coefficient for meciical staff is negative and statistically
significant at the 5% level. This result shows that productivity among the medical staff is
noticeably low and negatively associated with technical efficiency, notwithstanding the
decentralisation of financial management. A similar finding was reported for non-medical
staff. A question would then arise as to what reasons could be advanced to cxplain the
negative impact of health staff on efficiency. In the first instance, their productivity could
be low due to low bed occupancy. which means that the staff have little work to d(;. Our
field discussion with health personnel also reveals that. most facilities lack drugs and
other essential inputs. most of the staff are not involved in planning for the services
needed in their sections and normally receive less than what they have requested. Based
on the above. the study concludes that the working environment in the health facilities
does not provide the appropriate type of incentives required in a decentralized
environment. In addition. the survey finding shows that commitment and dedication to
work among the staff is lacking as a result of the above factors. Therefore. it the policy is
to work effectively. there is a need to pay attention to issues affecting staff produc'tivity.
in this regard adequate supply of drugs and distribution problems, involvement of staff in

decision making (particularly on issues affecting section operations), timely and adequate
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medical supplies, incentives to health personnel for better performance. effective

supervision and remuneration of personnel merit urgent attention.

Using beds as a proxy for installed capacity, the regression results indicate that technical
efficiency is'negative, but insignificantly influénced by the number of beds. Although the
negative correlation is statistically insignificant, it suggests the existence of excess
capacity in the public health facilities. This implies that beds in inefficient hospitals lin the
study sample are too many for the output being produced. Stated differently. it means that
the cases of outpatients and inpatients recorded by the 39 facilities studied could be

produced by fewer facilities. if resources were utilized more efficiently.
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CHAPTER 6: SUMMARY AND CONCLUSIONS

6.1 Summary of key findings

This study focused on the impact of decentralized financial management system under
the cost-sharing scheme on efficiency, quality aﬁd access to health care. It has been
argued in policy documents that the reform would enhance efficiency of health facilities
in service provision. The study involved assessment of patient and staff survey - quality
of care. access and hospital efficiency using Data Envelopment Analysis. Using hospital
inputs and outputs and the DEA approach, it was possible to generate efficiency scores

for each of the 39 sampled facilities for the specified period.

The findings revealed that utilisation of health care services, quality of services. access
and revenue collection have not improved. The study indicated that utilisation rates have
remained low suggesting that fiscal decentralisation has not been effective in cnhancing
access to health care services. This failure is partly attributable to the structure of the
financial management system. which does not provide incentives to the health managers.
Other factors include lack of authority and autonomy of health facilities over the revenue
generated. an inefficient district treasury and unavailability of certain health care inputs
such as drugs. In such circumstances health care managers cannot be expected to 'effect
the policy reform if they are expected to work }vith a limited and uncertain flow of

resources and authority.

In terms of efficiency of revenue collection. it is interesting to note that an overwhelming

majority of the sampled facilities (93%) collected less than what they could potentially
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collect and only (7%) of these were able to meet the set targets. Moreover. it was reported
that the revenue banked was actually less than what was collected. Ideally the health
facilities are supposed to bank 95% of the revenue collected and retain 5% for cmergency
cases. According to the survey findings the difference arise due to spending before
banking. theft or fraud. While assigning expenditure responsibilities to health mmiagers
would enhance accountability and transparency in the use of the revenue generated. there
is need for sound financial system to support a;nd ensure up-to-date information on

financia! resources and use.

With regard to budget allocation to health facilities by government. the majority of the
stafl” indicated that recuirent expenditure on health has declined in real terms. This
finding concurs with the findings by Kireria and others in 1999. This has contributed to
lack of health facility inputs (drugs and supplies etc). As a result the quality of cu.re has
continued to decline below acceptable levels. while the health care flucilities are
underutilised as noted earlier. This situation is critical in view of the inadequate and
incfficient collection of revenue. The key policy issue here is that the MOII should
continue to make adequate budgetary provisions to support operations ol the health
facilities. There is also a need for better co-ordination between the decentralised financial
munugcmcni systems. NGOs and donors as well as considering a more comprehensive
health sector reform e.g. decentralisation of health personnel recruitment. This is

necessary in order to ensure accountability of health personnel.
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With regard to efficiency, the study results point out that efficiency in health care
facilities was lower in the post-reform period coﬁpmed to the pre-reform period. The
average efficiency level for 1994 was 46% that for 1995 was 63% and 55% for 1997
while that for 1998 was 58%. As noted earlier, an efficient hospital should have a score
of 100%. These results show that inefficiency is wide spread in most of the lacilities
studied. The inefficiency can probably be attributed to general mismunagement,
particularly that relating to financial management, lack of drugs and medical supplies,
low staft productivity and commitment to duty. Given the high level of inefﬁciericy n
the health care delivery system prior to the introduction of the reform. decentralisation of
financial management alone, without paying attention to the wide range of other

efficiency constraints identified. may not achieve the stated goals of this reform.

A larger number of hospitals were found to exhibit some degree of scale inefliciency with
the majuril)'.showing DRS and IRS. The mean scale efficiency was 77 per cent. 71 per
cent. 76 per cent and 73 per cent for 1994, 1995, 1997 and 1998 respectively. These
results shows that most of the facilities are not operating at their most optimal scnl;e size
both in the pre and post reform period. The led to the conclusion that decentralization of
financial management has led to very minimal improvement in hospital performance.
This is not surprising given that most of the hospitals were experiencing high levels of
inefficicney even before the decentralization. Moreover. the partial fiscal decentralization
and other facility specific constraints identified earlier on. make realization ol better

performance almost impossible.
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These findings have some implications to the health sector in Kenya as it moves to
decentralise the entire sector through the release of block grants. The decentralisation of
financial responsibilities of cost sharing revenue to the district health facilities. without
addressing the other efficiency constraints identified, has not yielded the required results.
From a policy perspective. the important lesson to learn from these results is that, the
resource base of the facilities could be enhanced or saved by addressing more
comprehensively factors that impact on efficiency. Fiscal decentralisation should not
therefore be viewed as the ultimate solution to ensuring efficient service delivery. It

needs to be éupported by other strategies.

Another key policy issue that merit attention is the question on how to improve cfﬁ(;iency
of the various task networks and in particular the financial relationship between district
treasury and health care managers. and the means by which performance is to be
monitored. This issue becomes even more crucial in view of the continued inctliciency in
the health service delivery system. The implication is that significant gains from linancial
decentralisation could be realised by granting more expenditure responsibilities and
autonomy 01-1 budget making 10 health care ménagers. This should however be [ollowed
by a “hard budget constraint™ to ensure that health facilities provide services cfliciently

and within their means as well as making the managers accountable for their actions.

Another area of the task network that needs attention is that of medical supplics. Perhaps,
additional financing from the MOH and or honouring its budget allocations or better

management of the cost sharing revenue could ensure better delivery of services. There is
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also a need for better stock management to control pilferage at the facility level, and
closer co-ordination of MOH and donor supplies in order to improve efficiency in the
supply of drugs and other medical supplies. In addition, health managers need (o be given
more authority and autoromy to use the revenue in order to sustain drug supplies. To
ensure effective co-ordination of the various activities suggested. it is important to

improve the management of facilities.

Promoting effective utilisation of health care inputs is a pre-requisite for reducing
inefficiency in the procurement of drugs. delays in distribution within the facilities and
supply of the required quantities by the central medical supplies department and the
medical stores within the health facilities. In this regard. estimates for the requirements
should be done by individual hospitals with inputs from all the heads of departments. In
addition. the health facility managers should be given flexibility in purchasing drugs from
the Mcdical Supplies Co-ordinating Unit (MSCU), perhaps by using the funds ullc‘)cawd
from the treasury. However. given the limited recurrent expenditure allocation by the
government. it may be prudent to improve efficiency in the collection of cost sharing

revenue.,

In addition to the above suggestions. the following issues merit attention: I'here is a need
to look carefully at staff mix and levels and/or improve human resource muanagement,
There is also a critical need to review bed numbers and carefully consider options for

reducing them given the low bed occupancy rate.
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Finally. in addition to addressing the constraints identified above, there is a need to look
at the issue of monitoring efficiency at the facility level. It was highlighted in the study
that the facilities could make savings if the availat;le resources are utilised efficiently. So
far. apart from policy statement concerning efficiency, there are no indicators that the
health managers are in a position to assess the operations of their institutions. Thus. from
a policy perspective, there is a need to establish specific guidelines for addressing
inefficiency " in the health care sector. This will require designing of monitoring
instruments for health managers that will enable them to identify not only sources of
inefficiency within their health facilities but also those which present the gfeatest

opportunity for real improvements in health care delivery.

6.2 SPECIFIC RECOMMENDATIONS

¢ Given the limitations of this study. there is definitely a need to conduct a
comprehensive analysis of efficiency as well as resource base of the health care
systen. However, to achieve the objecti\}e of enhancing efficiency and uality of
care. it is important to collect data on a regular basis. Therefore. in order to ensure
sound decision-making. the study recommends that a systematic data ctill;:ction
exercise be established. The starting point would be to develop National Health
Accounts to collect expenditure. fee revenue, other input and output duta on health
institutions in the country for use in efficiency analysis. This is necessary because the
strength;and reliability of DEA methodology depends on the availability ol adequate

and guality data.
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¢ Based on this conclusion, the study recommends that some bench marks be explored
using indicators drawn from health facility inputs and outputs. These will form the
basis for monitoring efficiency in the delivery of health care services under the
reform programme. In addition, there is a need to examine hospital spéciﬁc
determinants of efficiency and the relationship between the health facility and other

institutions that have a direct effect on their performance.

¢ Training is an important element of the reform process. There is therefore. a need for
suitably trained health professionals or managers to take on managerial roles. which
combine technical. financial and administrative responsibilities. Such skills are
necessary in order to monitor spending and performance as well as other facility
resources. As noted above, this requires among others, tools or instrumcn.ts for

assessing efficiency in service delivery.

I light of the above recommendation, the feasibility of starting an efficiency analysis
unit. probably to be located at the provincial level. The function of the unit would
involve information gathering on inputs and outputs from district health lacilities. and
assess u;ing identified indicators. the efﬁ;:ient utilisation of these inputs in service
delivery. equity. access and on exemptions. Such a unit would requires dc\'clnpment
ol capacity at the provincial level. Alternatively, the health managers nceed to be
trained on efficiency measurement approaches so as to be in a position (0 monitor

efficiency within their health facilities.
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¢ Motivation and incentives to health personnel is important and need to be considered
in the current policy reform. Perhaps, the health facility managers could consider
avenues through which the additional revenue generated within the facilities could
benefit the staff. By addressing the weaknesses of the reform policy identilied in the
study as well as effective utilisation of thé revenue in enhancing quality ol services
provided. it is likely that more patients would be attracted. It is also possiblc (hat with
improved planning and organisation, the additional revenue generated and szivings
from improved efficiency could be reallocated to supplement health inputs and

improve the quality of services especially at lower levels to improve referral systems.

6.3 SUGGESTIONS FOR FURTHER RESEARCH

This study reviewed the effect of fiscal decentralisation under the cost sharing reform
progranyme on hospital efficiency. As such. detailed analysis of inputs and outputs of
health facilities required for measuring efficiency and equity issues was beyond the scope
of this study. Therefore. in view of the current emphasis on efficiency in health care
sector reforms. there is need for further research on the measurement of clliciency,
resource base of health facilities and on the issues pertaining to improvements of
elliciency. Here Data Envelopment Analysis (DEA) may well prove a usclul tool. The
DI:A model for example would enable health managers or planners. not only (o identify
tools for efficiency monitoring and evaluation. but also identify inefficicnt health
facilities and inputs that can be reduced and by how much. This will provide an important
planning ol especially now when the focus of health sector reform is on improving

eflictency. equity and quality of care. These issues are therefore worth exploring.
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Appendix 1

P<t= 00611  P>f=

* No differerice in utilisation rates

3

Ho: mean (1995 — 1998) = méan(diff) =0

Ha: mean (diff)<0  Ha:mean (diff)~=0  Ha: mean.

t= -0.0636* t=-00636*  t=-0
P<t= 04748 . P>|ti= 0.9496 . P>¢t= 05

* Not statistically different from zero _
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1994
1998

diff

= .].2536%
P<t= 01083 :

Year  Obs Mean s:d. Erm. Std. Dev. [95% Conf. Interval]

1995 39 6381.077 8664696 5411.101 4627.001 8135.153
1997 39 " 6789513 1162.874 7262.145 4435398 9143.628

diff| 39 -4084359 547.7752 3420.855 -1517.349 7004771

Ho: mea n(1995 - 1997) = mean (diff) = 0

Ha: mean (diff) <0 Ha: mean (diff) ~=0 Ha: mean (diff) >0 -
= -0.7456* t= -0.7456* t=-0 7456
P<t= 0.2302 P>|t|= 0.4605 P>t= 0.7698
* No difference in utilisation rates
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QUESTIONNAIRE FOR OUTPATIENT INTERVIEWS
Exit Interviews

Date:

Enumerator’s Name:

To the interviewee,

This interview schedule is designed to collect data for the purpose of assessing
decentralisation of the cost recovery revenue reform and its impact on hospital efficiency
and health care delivery in Kenya. Your views on the quality of service are important in
helping us assess whether the decentralisation reform is meeting its intended objectives or
not. Please feel free to give information on the questions asked. All the information you
give will be treated with strict confidence.

Thank vou for your cooperation
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A. Information about patient

l. Gender of respondent
Male 1
Female 2
2. How old will you be at your next birthday?

Referral status: were you referred to this hospital?

(VS

Referred 1
No referral 2
Bypass 3
Not applicable 4
4. If referred, indicate level of referring facility
Dispensary 1
Health center 2
Private clinic 3
Others (specify)-- | 4
B. Patients Perceptions of quality of service
5 How do you rate the quality of service in this hospital?
(Please tick the relevant box)
: . Excellent | Good | Fair Poor Don’t know
Availability  of  qualified
personnel
Courtesy of reception staff
Cleanliness

Waiting time

x-ray/lab services

Reliable supply of drugs

Overall quality of service

117




How would you rate the waiting time?

Short 1
Average 2
Long 3
Too long 4

How much time did the doctor/nurse spend with you in examining and treating
you? ' '

5 minutes or less

15 minutes or less
About 4 hour

More than 30 minutes

SiWiIN | —

In your opinion, did the nurse or the doctor spend adequate time with you?

Yes 1
No 2

Were you comfortable with the language, which the doctor/nurse used?

—

Yes
No 2

Would you have preferred another language?

Yes 1
No 2

To what degree did you feel understood by the nurse/doctor?

Very well 1
Well 2
Only partly 3
Not at all 4




12. After this visit, to-what degree do you feel your symptoms have been addressed?

Very well 1
Well 2
Only partly 3
Not at all 4

13.  To what degree do you feel your concerns have been resolved?

Very well ]
Well 2
Only partly 3
Not at all 4

14. Are you satisfied with the care provided in this hospital?

Yes 1
No 2

If NO, GO to Question 15 ELSE, GO to question number 16

15. What are the reasons for dissatisfaction?

* Shortage of drugs and other critical supplies
Medical staff not courteous

Unavailability of staff
No specialised treatment

' Waiting time too long
Long outpatient queues/jumping queues

| Others (specify)

N[N B WIS —

16. In vour opinion, do you feel that the fee revenue collected is adequately utilised?

Yes 1
No 2

19,



17. What in your opinion are the three most important things that hospital administrators
could do to improve health care delivery? Indicate which is the most important
(mark with 1)

18. Do you find in general, the cost of health care is

Very expensive
Fairly expensive
Slightly expensive
Not at all

FOR RV} N0 ) e
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QUESTIONNAIRE FOR INPATIENT INERVIEWS

This interview should be conducted with patients at each hospital. Patients can be
randomly selected as they are leaving the facility.

Enumerators Name; --

To the interviewee,

This interview schedule is designed to collect data for the purpose of assessing
decentralisation reform and its impact on efficiency and health care delivery in Kenyan
hospitals. Your views on the quality of service are of paramount importance in assessing
whether the reform is meeting its intended objectives or not. Please feel free to give
information on the questions asked. All the information you give will be treated with
strict confidence.

Thank you for your cooperation



A. Information about patient

1. Gender of respondent

[a—

Male
Female 2

&

How old will you be at your next birthday?

LI

Referral status: were you referred to this hospital?

Referred 1
No referral 2
Bypass 3
Not applicable 4

4. Ifreferred, indicate level of referring facility

Dispensary 1
Health center 2
Private clinic 3

Others (specify)--

N

If the answer to question 4 is “no referral/bypass” what are the reasons for bypassing
the appropriate health facility?

Long waiting time 1
Lack of drugs 2
Lack of diagnostic tests 3
Incompetent health workers 4
- Others (specify) 5




6. How do you rate the quality of service in this hospltal?

(Please tick the relevant box)

Excellent | Good | Fair Poor | Don’t know

Availability ~ of  qualified

personnel

Courtesy of reception staff

Cleanliness

Waiting time

x-ray/lab services

Reliable supply of drugs

Overall quality of service

7. How would you rate the waiting time?
Short 1
Average 2
Long 3
Too long 4

8. How much time did the doctor/nurse spend with you in examining and treating

you?

5 minutes or less

15 minutes or less

About 2 hour

More than 30 minutes

HlwW[N]|—

9. In vour opinion, did the nurse or the doctor spend adequate time with you?

Yes

]

No

2

10. Were vou comfortable with the language, which the doctor/nurse used?

Yes

No




11. Would you have preferred another language?

Yes 1
No 2

12. To what degree did you feel understood by the nurse/doctor?

Very well
Well

Only partly
Not at all

ESNEAVERE S} P

13. To what degree do ydu feel your symptoms have been addressed?

Very well 1
Well 2
Only partly 3
Not at all 4

14. To what degree do you feel your concerns have been resolved?

Very well 1
Well 2
- Only partly 3
Not at all 4

I3 Are vou satisfied with the care provided in this hospital?

Yes 1
No 2

If NO, GO to Question 16 ELSE, GO to question number 17




16. What are the reasons for dissatisfaction?

Shortage of drugs and other critical supplies
Medical staff not courteous

Unavailability of staff

No specialised treatment

Waiting time too long

Long outpatient queues/jumping queues
Others (specify)

NN B W IN e

17. In your opinion, do you feel that the fee revenue collected is adequately utilised?

Yes 1
No

18. What in your opinion are the three most important things that hospital administrators
could do to improve health care delivery? Indicate which is the most important
(mark with 1)

19. Do you find in general, the cost of health care is

Very expensive
Fairly expensive
Slightly expensive
Not at all

EES RVER I Lo
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Fiscal decentralisation and its impact on efficiency and delivery of health. care
service in Kenyan Hospitals.

Questionnaire for Hospital staff. (key informants: medical officers of health, medical
superintendents, matrons, pharmacists and hospital clerks/accountants)

Dear respondent,

This questionnaire is designed to collect data for the purpose of assessing the impact
decentralisation of cost recovery revenue on hospital efficiency and health care delivery
in Kenya. Your views will be very helpful in determining whether the reform is meeting
its intended objectives or not. Please feel free to provide information on the questions
asked. All information you give will be treated in strict confidence.

Thank you for your cooperation.



A. Staff Background:

1. Occupational title

)

Highest (formal) education level attained

How long have you been in the public service?

twd

Less than a year
Between 1-4 years
Between 5-9 years
Over 9 years

EENA A R L I

B: Revenue collection and use.

4, Are you aware of decentralisation of financial management reforms that is in
torce?

Yes 1
No 2

I

What would you say is the objective of fiscal decentralisation reforms?

6. Do vou have fee revenue collection targets?

Yes 1
No 2
7 IF YES, have you been able to meet the target?
Yes 1
No 2
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8. IF your answer to question 4 is NO, give reasons?
(Please tick one or more of the appropriate boxes)

Poor financial management

High staff absenteeism

Low supervisory visits and meetings by DHMBs
Embezziement of funds/pilferage

Inappropriate recording and reporting systems
Unauthorized exemptions

Others (please specify)

~3 O LAl e W RO e

9 When should fee revenue be banked? -
{Please tick only one of the following boxes)

Same day 1
Following day 2
Once in a week 3
Don’t know 4

10.  In your opinion do collections correspond/equal the amount banked?

Yes 1
No 2

11. It answer to Question 7 is NO, give reasons or ELSE GO TO question 9.
Theft of funds . 1
Spending before banking
Fraudulent spending
Spending without authority
Other (Please specify

(W SN AVSRE N )




12. Does the policy permit cash revenue to be spent before banking?
Yes 1
No 2

If answer to 9 above is YES, explain under what circumstances

Expenditure
13, In your opinion, who should be involved in the planning and management of

revenue generated by cost sharing?

14, Who is responsible for approval of authority to incur expenditure (AIE)?

PMOH 1
DMOH 2
DHMTs 3
DHMBs 4
Others (specify) 5

15 In vour opinion are there cases of conflict in roles in relation to AIE's between the
difterent structures (MOH, DHMT/DHMBs)?

Yes 1
No 2
16, Are vou aware of how the revenue collected at the facility should be spent?
[ Yes 1
' No 2
Don't know 3

7. If you answer to question 14 is YES, how should the revenue retained spent?
(Please tick one or more of the appropriate boxes)
t Purchase of drugs
. Buving equipment
Building maintenance
Additional staff
Buving hospital linen
. Maintenance of vehicles
. Giving subsidy to poor

] | B |
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Transport 8

Staff incentives 9
Medical stationary 10
Other (specify) i1

18. In your opinion, has the district treasury performed its function of overseeing the
adherence of laid down accounting procedures?

Yes 1

No 2

19. If your answer in 16 is No, in which ways?

Delays in getting AIE’s 1
Delays in releasing funds 2
Diversion of funds 3
Delays in issuing counter-checks 4
Lack of accountability among district accountants | 5
Others (specify)- -- 6
20. In your opinion, has the Ministry of Finance used the existence of cash revenues
retained by hospital to reduce the budget allocation?
Yes 1
No 2
21 In your opinion, what problems are related with the implementation of financial
Decentralisation reform?
Lack of skilled stafl 1
Lack of cquipment/vehicies for supervision 2
Lack of clear policy to implenmient the policy 3
Lack of orientation and training of hospital stafl 4
Lack of monitoring and supervision by MOH. DHMBs/DHMTs 3
Other (specify) 6

22 Does your facility experience problems related to drug availability?
Yes ]
No 2
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23. If your answer to question 20 is YES, what is the average length of drug stockout?

One week 1
One month 2
Over a month 3

24. In your opinion, what factors are responsible for problems relating to drug supply and
use”?

Poor stock management

Procurement problems

Delays in distribution

Inadequate funding

Un anticipated demand

Pilferage

Inadequate transport to distribute drugs
Others (specify)

OO ~F| O | | W NI ==

Transport services
25. In you opinion, are the hospital vehicles in good running condition?

Yes 1
No 2

26. If answer to 22 is NO, why are they grounded?:

Poor service/maintenance 1
Lack of funds 2
Old 3

4

Other (specify)

27 In vour opinion what problems have the hospital experienced from non-operational
vehicles?

High operating costs and maintenance

Inadequate transport

Inability to carry out supervision of primary/preventive care activities

Inability to deliver inputs-drugs &medical supplies

] dw] W3] D

Transfer of referred patients is made impossible

Inability of DHMBs to conduct supervision of hospitals 6

Other (specify) . - 7
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28.  In your opinion, do you think that the quality of services has improved as a result
of fiscal decentralisation reform?

Yes 1
No 2

29. In what ways has the quality changed?
(Please tick one or more of the appropriate boxes)

Greatly improve | Not Deterio | Don’t
improved | d improved rated know

Availability of drugs

Attitude of staff to patients

Cleanliness of rooms, toilets etc

Availability of x-ray services

Availability of lab. Services

Appearance of buildings e.g. (well painted,
improved maintenance)

Availability  of adequate  bed
linen/blankets

Availability and quality of food

Competence of staff

Improved staft morale

Overall quality of service at this facility

L 3

30. What is the most important thing you would like improved in this hospital?

31.  Are there any other specific issues that you feel should be taken into consideration
in enhancing the success of fiscal decentralisation reform?

Thank for your cooperation in completing the questionnaire.






