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Introduction

The Kenyan social protection system is currently undergoing a rapid
transformation. There is a strong precedent for this expansion: the right to social
security is enshrined within the country’s Constitution and a key aim of Kenya’s
Vision 2030 is to provide a “high quality of life for all its citizens by the year
2030”.
Social protection schemes in Kenya are both Government-run and private, and
consist of tax-financed schemes (such as the Inua Jamii Senior Citizens’ Grant),
contributory schemes (such as the National Social Security Fund, NSSF, and the
Mbao Pension Plan) and health insurance. This briefing provides an overview of
the Mbao Pension Plan, a private retirement scheme established in 2009. This
innovative programme, targeted at informal-sector workers, provides workers with
a voluntary mechanism for pooling and investing their savings. This paper details
how the plan was designed and implemented, and the successes and challenges
that have arisen as a result.
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The Mbao Pension: An Innovative
Programme

The informal-sector —Jua Kali — represents a large and growing share of the
economy and labour force in Kenya. More than 83 per cent of adults of working
age are in this sector, 1 and more than 81 per cent of all employment is in micro-,
small- and medium-sized establishments. 2 Informal work brings with it a number
of challenges: it is characterised by the absence of formal contracts, which leads
to high levels of job insecurity, harsh working conditions and low pay. Importantly,
informal-sector workers lack access to social security and, therefore, have very
little to support them in cases of shocks, crises or even retirement.
The provision of social security for Kenya’s older citizens is of vital importance.
Kenya is a rapidly ageing society but has limited infrastructure in place for its
older citizens. Without the ability to save and put aside money for older age, many
older persons are left with little income security and must continue to work even
when they are hit by illness and disability. In 2018, the Inua Jamii Senior Citizens’
Grant was launched to address this issue. The scheme provides KES 2000 (around
US$20) a month to all citizens over the age of 70. However, although it is a
ground-breaking scheme, it is tax-financed and, therefore, does not allow people
of working age to set aside their own income and save for retirement.
There is a clear need to address the gaps in Kenya’s retirement schemes.
Currently, coverage of retirement schemes is very low: only 23 per cent of the
workforce is registered with the NSSF.3 Until recently, the NSSF was the only
mandatory contributory scheme offering income security in old age. This was
constituted as a provident fund and is aimed at the formal sector.
However, a second scheme – the Mbao Pension Plan – began in 2009 as an
individual pension plan for informal-sector workers and was opened up to all
Kenyans in 2011.4 Officially known as the Blue MSMEs Jua Kali Individual
Retirement Benefits Scheme5, the Mbao Pension Plan is a private, voluntary
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KNBS (2018).
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KNBS (2016).
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Calculation based on KNBS (2018).
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http://www.rba.go.ke/index.php/en/mbao-pension-scheme. Mbao refers to 20 Kenya Shillings ($0.19).
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http://www.rba.go.ke/index.php/en/individual-retirement-benefits-schemes-registered-with-rba.
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savings plan. Although the scheme is open to any citizen who would like to join, it
is particularly well suited to the informal-sector as it caters to those with low and
variable incomes, offering these workers the opportunity to save regularly for
retirement. The main objectives of the Mbao Pension Scheme are set out in Figure
1.
Figure 1: Objectives of the Mbao Pension Plan

Extend coverage of
retirement benefits to
Jua Kali workers

Educate, train and
sensitise members on
issues around
retirement and
benefits

Promote the Jua Kali
National Scheme
amongst Jua Kali
workers

Create a National
Retirement Benefits
Scheme for Jua Kali
workers

Research, data
compilation and
analysis of the scheme
for purposes of
learning/improving

It is important to note that, despite its name, the Mbao Pension Plan functions
more like a provident fund than a pension. While savings are pooled, should one
decide to exit the scheme, individual savings can only be withdrawn as a lumpsum payment, which can be made at any age, after three years of participation in
the plan. There is no penalty imposed on the member. Upon the death of the
account holder, a lump-sum payment is made to the designated beneficiary
instead.6

6

Kwena et al. (2013)
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The Development and Governance of the
Scheme

The ‘Mbao’ scheme is a flagship initiative of the Retirement Benefits Authority
(RBA). It is a privately-managed programme and was jointly launched by the RBA,
the Jua Kali Associations and the private sector.7 The Mbao Pension Plan was
established by the Kenya National Federation of Jua Kali Associations as a
voluntary retirement savings scheme. It was registered by the RBA and Kenya
Revenue Authority in October of 2009, allowing it to run retirement plans for
individual members.
The Mbao Pension Plan started following the RBA’s successful corporate social
investment initiative the Operation Ear Drop Kenya Hearing Conservation
Programme with the Kamukunji Jua Kali Association based in Nairobi. The RBA
teamed up with ear, nose and throat specialists to provide free ear check-ups for
informal-sector workers. It was during this initiative that the RBA began to make
workers aware of the importance of saving for retirement.8 A Memorandum of
Understanding was signed between the Jua Kali Association and the Operation Ear
Drop Kenya NGO whereby members take part in various activities such as ear
examinations and hearing assessments.
Consultations to discuss the modalities of setting up the scheme took place, and
subsequently, the programme was piloted in the Nairobi area before extending to
other parts of the country. Champions were selected in all 47 counties in the
country and were trained to steer the process and facilitate member registration.
The scheme is professionally run, with an administrator, custodian and a fund
manager.9 The financial services infrastructure is set out in Figure 2.

7

Jua Kali is a Kiswahili word referring to informal workers including those working in agriculture, carpentry and woodwork

and metalwork, artisans in soapstone, ceramics, textiles, leather, beekeeping, as well as small business in electronics and
mechanical engineering. It also literally translates to ‘hot sun.’
8

Operation EarDrop Kenya Website (http://www.oedkenya.org).

9

ISSR (2011).

The Development and Governance of the Scheme

Figure 2: Financial services infrastructure of the Mbao Pension Plan

The funds raised by members are managed and invested on their behalf by service
providers appointed by Mbao Trustees and approved by the RBA. The government
bears a small cost through a loss of tax revenue on the savings as well as the cost
of the regulator, the RBA.
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Participation in the Plan

As of 2018, the Mbao Pension has 100,000 members and a fund value of US$
1,342,000.10 The majority of these members are found in urban areas. Outreach is
achieved through the Jua Kali Association, which has approximately 12 million
informal-sector workers as members. The requirements for taking part in the Mbao
Pension Plan are as follows:
i.

Applicants must be citizens of Kenya and over the age of 18 years with an ID card;

ii.

Applicants must register for the scheme by paying a KES 100 ($1) registration fee;

iii.

Applicants must fill out a registration form when they present their national ID
card;

iv.

Applicants must have a mobile phone to enable contributions into their account. 11

The low coverage of the programme relative to membership in the Jua Kali
Association can be attributed to the voluntary nature of joining the scheme, the
fast-growing informal sector and the generally high poverty rates in Kenya. All of
these factors have meant that saving for retirement is not a priority for most
workers.

10

Kwena (2018).
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It could potentially be possible to have only a SIM card if the applicant has access to a mobile phone to support

contributions.
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What the Scheme Provides

The key innovation of the Mbao Pension Plan is that it allows low-income workers
to easily make small contributions at a relatively low cost. Since it is designed and
marketed as a pension plan, the goal is to encourage retirement savings, but it can
also be used for savings for other purposes.12
Members contribute a daily minimum amount of KES 20 (around US$0.19), hence
the programme’s slogan, usitupe mbao, “do not throw away 20 shillings”. If scheme
members contribute KES 20 per weekday, they can save up to KES 4,800, or
roughly US$47 per year. In order to ensure inclusivity, there are no penalties if a
member fails to contribute.
Payments are made using mobile money systems, including MPesa (Safaricom) or
Airtel Money (Airtel), which are widely accessible since the majority of Kenyans
own a mobile phone. There are nominal transaction fees and members can access
their account balance using their mobile phone. At the end of the year, a
statement is delivered to the member’s phone for review and for their records.

12

Kwena et al. (2013); ISSR (2011).
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Successes and Challenges

Since its establishment, the Mbao Pension Plan has experienced a number of
successes and challenges. Indeed, it has strong advocates who believe it is highly
successful although with the caveat that a greater focus should be given to
identifying how it could effectively reach more of Kenya’s informal workers. If
improvements are made, the scheme could serve as a good practice model for
other countries around the world.

6.1 Successes
The Mbao Pension Plan has sought to address a pressing gap in Kenya’s social
protection system. Its uptake has been a clear demonstration that there is a
demand for financial services among workers in the informal sector.13 It has been
successful in serving the needs of substantial numbers of persons on low-incomes:
the current average contribution is KES 180, and 42 per cent of the informalsector members earn less than KES 6,000 ( around US$59) a month.14
The fact that members can make such small contributions towards pension saving
without the risk of penalties has helped to demystify the notion that saving for
later in life is only for people with disposable income. Moreover, the fact that
there is no need to engage directly with formal financial institutions removes a
common barrier to participation for informal-sector workers.
The scheme’s design has a number of attributes that contribute to its
effectiveness. A key advantage is that all contributions from informal-sector
workers are pooled together. This creates economies of scale in the investment of
funds and there is one reference point for the worker’s retirement planning needs.
A second benefit is that members are allowed the flexibility to contribute what
they want, when they want and from anywhere in the country. There is great
potential for expanding the Mbao Pension Plan not only across the country, but
also within the East Africa region as the mobile money platform is low in cost and
simple to use.

13

Kwena et al. (2013)

14

Anami (2012)

Successes and Challenges

Third, the scheme has helped increase financial literacy by raising awareness of
the importance of saving for the future to ensure income smoothing across the
lifecycle. This includes education regarding the importance of insuring against
longevity risks15, and emphasising that there is a possibility that people will live
longer than expected, which could become costly.

6.2 Challenges
A key concern has been the relatively slow uptake of membership since the roll
out of the pension plan in 2011. As noted above, 100,000 people contribute to the
scheme, which is low in comparison to Jua Kalii Membership of 12 million. It
should be noted, however, that membership has been increasing steadily: for
example, in 2015, it was 70,000.
The low uptake could potentially be due to a lack of awareness of the scheme. It
would, therefore, be important to ascertain if and how the Jua Kali Associations
market the Mbao Pension Plan to its members across the counties. A further
reason is the absence of a savings culture among potential members. This has
been heightened by the voluntary nature of the scheme, the fast-growing informal
sector and high poverty rates.
In addition, the Mbao Pension Plan is not always used to save for old age. Because
there are no restrictions on withdrawals, many members withdraw their savings
after the required minimum period of three years, draining their funds when they
are faced with short-term shocks and stresses. Therefore, unless changes are made
to encourage members to keep investing, the scheme will not serve its purpose of
providing income security in old age.
A further challenge has been around communications. Some members and/or
applicants have demonstrated a lack of confidence in the scheme due to confusion
caused by registration clerks. This raises a concern around the quality of
communications on the purpose and objective of the scheme, the benefits, and the
requirements for registration. It is important to ensure that there is continuous
messaging across all 47 counties with a specific focus on informal-sector workers.
An efficient way to move this forward would be through cooperation with the

15

The risk of increasing life expectancy of pensioners and policy holders can eventually translate into higher than expected

pay-out-ratios for many pension funds and insurance companies.
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Kenya National Federation of Jua Kali Workers Associations at the county level.
This could increase penetration and support monitoring and evaluation which
would enable stakeholders to learn, identify trends, and highlight areas for
improvement and further investment.
The design of the registration platform has also been identified as a potential
bottleneck. Although members sign up on their mobile phones, they must also fill
in a hard copy registration form that is forwarded to the administrative body,
Eagle Africa. Submission of the registration form for updating the Management
Information System is on an ad hoc basis, and it is not clear how this procedure is
undertaken, or the systematic process behind it. Migration to an online
registration platform would mitigate any gaps.
Challenges in administration and governance have also arisen. For example, the
role of administration is handled by an insurance company, which presents a
potential conflict of interest. In an ideal setup, the regulatory body would play a
bigger role in administration to reduce this risk. The scheme may also face
challenges related to inadequate governance systems. In particular, government
bureaucracy may impair the system’s efficiency in investing funds and paying
retirement benefits. Finally, low levels of public trust in government may
discourage voluntary participation. 16
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Njuguna (2012)
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Conclusion

Despite challenges, the Mbao Pension Plan is helping to address the pressing
issue that the majority of Kenya’s workers are left without a means of saving for
their old age. Older persons in Kenya experience some of the greatest challenges,
especially as their capacity to work decreases with age and disability. Without the
appropriate infrastructure in place, Kenya’s citizens will not have an effective
safety net in place as they age.
Although the Mbao Pension Plan is said by some to be the largest successful
informal-sector savings scheme in the world, challenges remain. Uptake continues
to be low and a lack of a savings culture has meant that members often withdraw
funds before they reach old age. In its current form, it is more effective as a
savings vehicle than a retirement scheme and, unless there are significant
changes, there is no evidence that it will become a vehicle for delivering income
security through regular pensions.
However, if the programme could be updated and improved, it could serve as a
good practice example for neighbouring countries that are also looking to
increase savings and long-term financial planning among their citizens. In its
current form, the Mbao Pension Plan is an important part of Kenya’s rapidly
transforming social protection system. With further improvements, it could be a
leading example worldwide.
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