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Abstract 
Performance Contracting (PC) is a globally accepted approach towards helping governments 
delivers services to its citizenry. In Kenya, performance contracting is an integral part of the 
performance management framework and is a tool for Government Ministries, Departments 
and Agencies (MDAs) used to constantly improve service delivery in line with the reforms 
within the Kenya Vision 2030 blueprint and a facilitator in the realization of the Big Four Pillars 
(manufacturing, affordable housing, healthcare and food security) of the Government. In the 
PC are indicators on Budget Absorption, Service Automation and Employee Satisfaction, 
considered proxy indicators in this paper. The objective of this study is to assess how 
Performance Contracting through these proxy Key Performance Indicators (KPIs) of budget 
absorption, service automation and employee satisfaction on service delivery, within the 
Ministry of Water and Irrigation. A longitudinal research design is adopted in the study. The 
study relies on Secondary data that was obtained from the Ministry of Water and Irrigation 
headquarters. Trend analysis is undertaken on the KPIs for targets and achievements for ten 
(10) year ranging between FY 2005/2006 to 2014/2015. In addition, correlation analysis is 
computed to establish whether there is a relationship between the independent and 
dependent variables. Tabulations, charts and graphs are used to summarize and present the 
findings. The analysis reveals that there is a strong positive relationship between budget 
absorption with a set of proxy service delivery parameters of access to water services and 
customer satisfaction. However the relationship between service automation and employee 
satisfaction with these service delivery parameters seems weak. This helps the researcher to 
conclude that the implementation of performance contracting based on the KPIs has 
nevertheless had a positive effect on service delivery in the10 years. The paper recommends 
the need to continue improving on budget utilization, on the need for appropriate service 
automation and relevant employee motivation strategies to improve service delivery. 
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Introduction   

Performance contracting in public service emerged with the adoption of the New 
Public Management (NPM) approach which has a theoretical basis from the Public – Choice 
theory. Public sector according to Trivedi refers to economic and administrative life that deals 
with the delivery of goods and services to the people, whether at national, regional or local 
levels.  

In the public sector, a performance contract is an agreement between a government 
and public agency which establishes general goals for the agency, set targets for measuring 
performance and provides incentives for achieving these targets.  

The use of performance contracting according to Obong’o has been acclaimed as an 
effective and promising means of improving the performance of the public sector service.  

Globally, France is regarded as the first country to introduce PC as a performance 
improvement tool within the public service in the late 1960s before it was adopted in other 
countries such as Pakistan, Korea and later India. By 1990s, PC model had been adopted in 
management of public service in many countriesi. The success of performance contract in 
these countries generated a great deal of interest in policy around the world (Miller, 2016). A 
large number of government and international organizations are currently implementing 
policies using this method to improve the performance of the public sector in their respective 
countries. Performance contracts represent a state of the art tool for improving public sector 
performance. It is now considered an essential tool for enhancing good governance and 
accountability for results within the public sectorii. 

Within the Kenyan context a performance contract is regarded as a written agreement 
between government and a State Agency delivering services to the public, wherein 
quantifiable targets are explicitly specified for a period of one financial year (July to June) and 
performance measured against agreed targets. 

Historically, the Government of Kenya (GoK) had tried various reforms in the public 
sector over the years with varying degrees of success. These efforts seemed relatively 
fragmented and sectoral in nature and had their varied measure of performance evaluation 
and success. When the need for reforms became a government agenda, a uniform way of 
measuring performance became a prerequisite. These public sector reforms had been 
primarily introduced in Kenya to reverse falling service delivery.  

It is noteworthy that Performance Contracts have their origins in the perception that 
the Performance of the public sector has not been at par with the expectations of the public; 
thus the need to reverse this trend. The concept of Performance contracting was first 
introduced in the management of State Corporations’ in 1989. In 2003 GoK directed that 
Results based Management (RBM) to be introduced in the entire public service.  In pursuit of 
Performance improvement within the public sector, The Government of Kenya then 
introduced Performance Contracts in order to establish the basis for ensuring that efficient 
and effective services are delivered to Kenyans in line with the provisions of the Constitution 
and by requiring MDAs to adopt human rights approach to service delivery.  

Performance Contracts were first introduced on 1st October 2004, in (sixteen) 16 
largely commercial State corporations. In 2005/2006, all the then 35 Government 
ministries/departments, 116 state Corporations and five pilots local authorities signed 
Performance Contracts. PCs are currently modeled on and achieved through the following 
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broad parameters namely: Finance Stewardship and Fiscal Discipline; Implementation of 
Presidential Directives; Core Mandate; and Cross cutting issues. 

The ultimate objective of Performance contracting is to ensure that Performance is 
measured using international best practices and that Performance targets are grown to the 
extent of placing the country at the peak of global competitiveness. The Ministry’s 
Performance Contract is cascaded to all departments, sections, levels and cadres of 
employees and grass-root institutions for the purpose of complete integration of the process. 
The integration includes linking the Performance Contract with resource allocations, the 
Performance Appraisal System (PAS) (GoK, 2014).  

The Ministry of Water and Irrigation is mandated to improve access to clean and safe 
water through construction of Water projects both in urban and rural areas. The Ministry 
ensures that annual Performance targets are aligned to Medium Term Plans (MTP) of Kenya 
Vision 2030, strategic plans and approved budgets. It has been implementing Performance 
contract from 2005/06 financial year which is geared towards universal access to clean and 
safe Water as envisioned in the Social Pillar of Kenya Vision 2030. However there has been 
low access to clean and safe water in comparison to the then MDG target of 77% access to 
clean water by the year 2015. 

In introducing Performance Contracts in 2003 the Government purposed to improve 
public service delivery based on the performance management framework.  The PC is widely 
perceived as an effective way to providing quality goods and services in the public sector 
within the existing budgetary constraints (Kariuki, 2011). The PC has been hugely celebrated 
and is associated with improvements in service delivery in the public sector in Kenya 
according to Muthaura, (2010). 

However, there is a general view that the PC may not have brought any meaningful 
change in the quality of service delivery within the public sector with various researches being 
carried out to investigate this. None so far has focused on the KPIs identified and moreso in 
the Ministry of Water and Irrigation. According to a study on the effect of performance 
contracting on organizational performance in the Ministry of Education in Kenya iii 
performance contracting was found to have had a great effect on the improvement of service 
quality. A similar study conducted by Kobia and Mohammed found that performance 
contracting had induced the public service to become more oriented towards customers, 
markets and performance, without putting the provision of essential public services into 
jeopardy. According to the findings, the introduction of contracts and management by results 
had been used to improve the performance as it emphasizes better the human resource 
management.  

Despite all these studies, there exists limited research that has been conducted in the 
Ministry of Water and Irrigation focusing on the KPIs under study to determine the 
effectiveness of Performance contracting in improving to service delivery of the water sub-
sector.  This study intended to find out whether introduction of Performance contracting had 
improved service delivery in this Ministry since it is a key sector in the Social Pillar in the 
realization of Kenya Vision 2030 targets. 

The General Objective of this study is to assess the Effect of Performance Contracting 
on service delivery. Specifically, the study aims at  

• Assessing how budget absorption in the PC influences service delivery;  

• Determining how service automation in the PC affects service delivery; and  

• Assessing how employee satisfaction with the PC influences service delivery. 
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The findings of the research paper are expected to assist the water sector in 
implementation of Performance Contracting in respect to the identified KPIs and other 
indicators to improve service delivery and policy formulation to fast track universal access to 
clean and safe Water. In addition, these research findings can be used to form basis for future 
research on Performance contracting. 

The study covered the Ministry of Water and Irrigation Performance from the Financial 
Year (FY) 2005/06 to 2014/15 FY. The Ministry is situated at Maji House, Ngong Road in 
Nairobi, Kenya. It comprises of two State departments namely: State Department of National 
Water services and State Department of Irrigation. 
 
Review of Literature 
Performance Contracting 

The PCs were introduced as a management tool for measuring Performance against 
negotiated Performance targetsiv. The use of Performance Contract has been acclaimed as an 
effective and promising means of improving the Performance of public sector as well as a tool 
for enhancing good governance and accountability in service delivery. The key objectives for 
introducing Performance Contracting in the public service are: To promote responsiveness; 
improve efficiency by focusing resources on the attainment of key National Policy priorities 
of Government; institutionary of Performance oriented culture in the public service; to 
measure and evaluate Performance; linking rewards to measurable Performance; 
competency development; to oversee the governance systems in public organizations; to 
allow for bench marking with the best practices; learning and innovation; stakeholder 
involvement and promote accountabilityv. 

The main purpose of the Performance contracting according to Armstrong and Baron, 
2004 is to ensure delivery of quality service to the public in a transparent manner for the 
survival of the organization. Since public services are collectively rendered through 
Government Ministries, departments and collective units comprising of employees hence 
they have to be managed effectively, efficiently and economically. It is on this basis that the 
collective units are expected to perform at a particular level to measure the type of service 
delivered against the recipients’ expectations. The level of Performance by collective units 
will ultimately represent the level of service delivery. 
 
Budget Absorption 

The Ministry is funded by National Government, Development Partners (DPs) and 
funds which are internally generated. The financial out-turn on budget absorption in the study 
will focuses on revised budgets and the actual disbursed funds based on the voted budgetary 
provisions. It covers only funds from national Government, Development partners and 
internally generated funds. The disbursed funds at the national level are a good measure of 
actual expenditure during the year since all disbursed funds are spent during the financial 
year by the Ministry and its parastatals. The funds from Development Partners are disbursed 
through the National Treasury (revenue) or through direct payments to projects as 
Appropriation-in Aid (A-in-A). Experience in the past has shown the development partners 
normally prefer to channel their funds through direct payment to Water projects because it 
is less bureaucratic and more efficient.  

Budget absorption rate is the amount of money the Ministry actually manages to 
spend every year during the study period .Since the economic growth of the country is often 
tied to public and private expenditures, failure to spend budgeted money directly affects the 
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rate at which the economy expands. Absorption of budget funds in the Ministry may be 
affected by a wide range of factors, including; bureaucracies getting approvals, complex, 
cumbersome and sophisticated procurement procedures, endless court battles initiated by 
aggrieved parties in Government tendering processes, late disbursements of funds to 
ministries, departments and agencies (MDAs),stringent and often stifling conditions of donor 
funds, weak monitoring systems, leakages coupled with misuse of public funds by those 
implementing public projects. 
 
Service Automation 

Automation is the employment of control systems and information technologies to 
reduce the need for human work in the production of goods and services. It plays an 
increasingly significant role in the world economy. Automation has had a notable impact in a 
wide range of industries and organizations vi . The emergence of Information and 
Communication Technology has provided means for faster and better communication, 
efficient storage, retrieval and processing of data and exchange and expenditure of 
information to its users, be they individuals, groups, businesses, organizations or 
Governments. Application of ICT in the Ministries is aimed at changing the way Ministries 
conduct their operations. In order to attain this vision, it is important that the Government 
stocks the necessary ICT skills set for the implementation and maintenance of the e-
Government strategy.  

At the Ministry of Water and Irrigation, automating functions is one of the ways of 
improving operating performance and enhancing effective and efficient service delivery. 
Technology and technological innovation often have a major influence on business 
organizations. Technological innovation in products and services can produce tremendous 
benefits for organizations which can yield a competitive advantage by often helping to 
increase their market share and generate substantial profits. With Automation as one of the 
indicators of the Performance contract the Government aims to greatly cut its back office 
operational cost, improve efficiency in its operation and subsequently provide quality service 
to the public. 

Service delivery is a continuous, cyclic process for developing and delivering user 
focused services. Quality service delivery involves a comparison of expectations with 
Performance. Service quality is a measure of how well a delivered service matches the 
customer’s expectations (Lewis and Booms, 1983).  Quality focus is so as to meet customer 
needs while remaining economically competitive at the same time. It is notable that 
Government Ministries have automated some of their core operations such as financial 
management and procurement processes and are now able to deliver information and 
services more efficiently and accurately. Wide Area Networks (WAN), Local Area Network 
(LAN), Internet websites, and Mobile service platforms and Computing, are being used to 
transform Government operations through these ministries hence improving service delivery.  

The Ministry of Water and Irrigation has been taking a lead role in the implementation 
of e-Government initiatives which have since been institutionalized and operationalized. 
Operations in the Government Common Core Network (GCCN) such as IFMIS operations, e-
Procurement, on line registration of Water contractors and professionals, Maji Voice that 
enables the customers to easily and conveniently reach their Water companies (Otieno, 
2015). 
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Employee Satisfaction 
This is considered as the combination of affective reactions to the differential 

perceptions of what he/she wants to receive compared with what he/she actually receives 
(Cranny, Smith, & Stone, 1992). Because of this, the organizations are expected to try 
providing the employee expectations in order to achieve the employee satisfaction. 
Subsequently, the emotional state of the employees may also affect their satisfaction levels. 
This compels the managers to create and sustain the desired working environments in the 
organizations. Organ and Ryan (1995), opine that employee satisfaction is one of the basics 
of organizational citizenship behavior. The well-satisfied employees will always work more 
willingly and this contributes to the efficiency and effectiveness of their respective 
organizations. 

Employee satisfaction is a key performance measures in the performance contract and 
a critical performance management tool which is carried out periodically to establish the level 
of satisfaction and identify the areas of improvement. It is measured under internal customer 
satisfaction. Piriyathanalai and Muenjohn, (2012) in their study on the link between employee 
satisfaction and quality of service, established that the employee satisfaction toward work 
related factors had significance relationships with service quality, service cost and service 
delivery. Research on the impact of employee’s job satisfaction on organizational 
performance by Latif, Ahamad et al, (2013) found that there existed a positive correlation 
between employee satisfaction and organization performance. 
 
Service Delivery and Access to Clean Water 

The implementation of sector reforms has been ongoing in the Ministry of Water and 
Irrigation since the enactment of the Water Act 2002. From these, the new legal and 
institutional framework seeks to improve sector efficiency and overall performance. The 
sector reform also aimed at significantly contributing to the realization of the then Millennium 
Development Goals. Implementation of the reforms has continued to receive impetus from 
developments partners at both national and international level. These include the Vision 
2030, the Human Rights Declaration to Water and Sanitation that seeks to give equal right to 
access for all and Constitution of Kenya 2010 (Otieno et al., 2015). The Ministry has a 
constitutional obligation to ensure every person in Kenya has the right to adequate, clean 
water and to reasonable standards of sanitation as stipulated in Article 43 of the Constitution 
of Kenya, 2010. 

This implementation of the sector reforms have faced hurdles to overcome during 
their implementation. Key among these challenges faced during the reform process being the 
rapid increase in population that continually places pressure for increased water 
infrastructure development for effective services provision. With this, there is therefore need 
to put in place plans to achieve realization of universal access to clean water as enshrined in 
the Constitution of Kenya 2010 and Vision 2030. 

The absolute realization of universal access to Water appears to be a daunting task to 
the Ministry that must be performed considering that about 17.6 million Kenyans are using 
water whose sources are considered unsafe; hence the task of providing safe water is much 
heavier at independence when there were only about 6 million Kenyans. 

The Kenyan Public sector reforms have been focusing on the improvement of service 
delivery and there is therefore need to undertake research to check on progressive realization 
on access to safe and clean water as a means to improved service delivery. The study will be 
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useful in policy formulation since it will inform the key areas that need to be fast tracked to 
improve service delivery through enhancing the access to safe and clean water. 
 
Service delivery and Customer Satisfaction 

Customer Satisfaction refers to the utility derived by the customers of a product or 
service as attested by the independent opinion of the consumer of that product or service. 
The Business Dictionary defines Customer Satisfaction is the degree of satisfaction provided 
by the goods or services of a company as measured by the number of repeat customers. It 
may also be defined as a post consumption evaluative judgment concerning a specific product 
or service (Gundersen et al, 1996). It is the result of an evaluative process that contrasts pre-
purchase expectations with perceptions of Performance during and after the consumption 
experience (Oliver, 1980). 

Customer satisfaction is becoming an important part of the culture of many 
organizations (Ladewig, 1997). It provides for better understanding of services provided by an 
organization from the customers' perspective and also provides for better understanding of 
expectations of customers and the extent to which an organization is satisfying the needs and 
wants of its customers. Customer satisfaction also serves as a link between the customers and 
a Performance reward system, thus providing rewards for desired outcomes and identifying 
consequences for undesired outcomes. Customer satisfaction is an indicator of the quality of 
the services provided and is critical for evaluation of the effectiveness of the organization 
(Gundersen et al, 1996). 

Since the introduction of Performance Contracting in 2004, The Ministry of Water and 
Irrigation has since acknowledged that citizens require improvements in quality of services 
for them to be satisfied. So as to enhance customer satisfaction, the Ministry has been making 
effort to measure and improve the approaches to service delivery through designing and 
redesigning customer interaction processes and implementation of programmes considering 
that citizens expect quality services and value for their money (Otieno et al, 2015). Therefore 
it is essential to evaluate the content of the programmes and be in sync with new 
developments in the field to sustain their quality of the provision of services to the public. 
Customer satisfaction surveys are useful as they predict the success of an organization since 
they directly interrogate the critical success factors of service delivery when conducted 
accurately. They deliver incisive and useful information and provide ways to gain a 
competitive edge in business. The ultimate goal of service provider is to deliver a service of 
high quality and to increase customer satisfaction (Spreng et al, 1996). 
 
The New Public Management Theory 

Performance contracting in the public service emerged with adoption of the New 
Public Management (NPM) theory. This is a set of operating principles captured by Osborne 
and Gabler, (1991) as practical solutions to the operational problems confronting 
governments, Miller and Dunn (2015). Primarily, government organizations were seen as 
undemocratic, unresponsive, inefficient and failing in most measures of an effective 
organization. Osborne and Gaebler (1991) identified ten (10) principles that represent an 
operational definition NPM. These are: responsibility of governments to steer delivery of 
public service; governments need to be community owned; competition is good in enhancing 
service delivery; governments should be driven by missions; governments should be judged 
on the results they generate; the perception of citizens and consumers of public goods as 
customers; the desirability of orienting public agencies toward preventing rather than curing 

http://www.businessdictionary.com/definition/satisfaction.html
http://www.businessdictionary.com/definition/goods.html
http://www.businessdictionary.com/definition/services.html
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public problems; allowing people to participate in decision-making and leveraging on market 
forces and utilizing market-based strategies in delivery of public goods. According to Miller 
and Dunn (2015), all the features of the NPM principles have been incorporated in 
performance contracting system to fulfill the obligations of governments to the public. 

Other scholars have attempted to underscore the benefits the PC in service provision. 
In their study on performance contracting in Finnish public organizations, Uusikyla and 
Virtanen (1999) found that some of the benefits that were associated with its introduction 
were better coordination between state agencies themselves and between them and the 
parent ministry as well as better linkage with planning and budgeting process. Other studies 
in Mauritius by Chittoo (2009) found that there was a very complex communication system in 
the public service with each ministry jealously guarding its sphere of influence. This therefore 
suggested that performance contracting in Africa may not have had meaningful impact on 
internal communication between institutions. The enhanced creativity through PC and strong 
focus on results introduced at the District and sector and sub-sector levels had translated into 
significant national development outcomes according to the African Development Bankvii. 

The works of Letangule and Letting, (2012) in their study on the effects of Performance  
Contract on Organization Performance;  A case of the Ministry of Education in Kenya 
established that performance contracting enhances service quality through improved service 
quality, efficiency, and consistency and employee creativity at the ministry of education to a 
great extent. Specifically, the results showed that taking all other independent variables at 
zero, a unit increase in service quality will lead to a 0.188 increase in performance (Otieno et 
al, 2015). 

The contributions of Albeity (2012) in his study on the effects of performance 
contracting on service delivery at the Mombasa Municipal Council, established that 
performance contracting improves service delivery, improves employee accountability and 
enhanced team spirit due to its ability to motivate employees to work. Using both primary 
and secondary data with the case study research design, he conducted in-depth interviews 
with 12 top management team of the council, who were involved in the performance 
contracting. It focused on financial constraints, shortage of staff, political interference and 
negative attitude by stake holders, lack of adequate facilities and technical staff as the major 
sources of challenge to service delivery to the people of Mombasa municipality.  After 
analysis, the results showed that 90% of employees were able to deliver as per their service 
targets. 

The contributions of Nganyi et alviii in their study on the effectiveness of Performance 
Contracting in Service Delivery in Public Universities in Kenya; A case of Masinde Muliro 
University of Science and Technology, established that there had been significant 
improvement in service delivery even though the impact was yet to be fully felt. With the 
parameters Reduced Customer Complaints; Optimal Expenditure of Resources; Increase in 
Revenue Collection; Cost containment; Reduced Bureaucracy; Improved Governance; 
Improved Service Delivery and Reduced Dependence on the Exchequer, the study results 
showed that in overall, 82% of the respondents believed that Performance contracting had 
improved service delivery in the university.  

The input of Sifuna, (2012) who undertook a study on Perceived Effect of Performance 
Contracting on Service delivery at Jomo Kenyatta University of Agriculture and Technology 
(JKUAT) revealed that since the performance contract was introduced, there had been faster 
response to customer enquiries and problems, customers enjoy greater convenience and 
control, staffs are able to offer better services and customer queries are handled faster. 
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However, established that there was no reduction in customer complaints, delays in services 
have not reduced, there were no faster services, there was no increase in customer 
compliments and customer satisfaction index has not improved. 

These studies demonstrate that performance contracting has improved service 
delivery. However a comprehensive investigation using key predictors of budget absorption, 
employee satisfaction and automation and how they influence service provision has not been 
undertaken. The focus seems to have been on the process implementation in most of the 
studies undertaken other than focusing on performance indicators. 

 
Methodology 

The study employs trend analysis based on the longitudinal research design which was 
used in this study to assess the effectiveness of performance contracts in the Ministry of 
Water and Irrigation. Longitudinal design according to Kothari (2011) permits the 
measurement of differences or change in a variable from one period to another. The Ministry 
of Water and Irrigation has been implementing Performance Contracting for the last ten years 
since 2005/06 to 2014/15, thus longitudinal design would enable description of patterns of 
variable changes over time. This is the data that the researcher was able to access because 
subsequent years’ data is not yet analyzed. Desk review was undertaken through the 
collection of secondary data from published government data, which was subjected through 
quantitative data analysis. Based on this research design, there was no target population. 

The Key Performance Indicators (KPIs) selected for the study are Budget Absorption, 
Services Automation and Employee satisfaction. These independent variables/performance 
indicators are selected out of other PC indicators based on their direct contribution to service 
delivery. Baseline data of FY 2005/06 was used to determine the trends and variations up to 
FY 2014/15. The independent variables are correlated with the proxies of service delivery that 
is access to clean water and customer satisfaction to establish their relationship.  

The sourcing of data forms an important component of this study. The researcher 
observes that since inception, the Government has been implementing Performance 
Contracting in Ministries, Departments and Agencies (MDAs) and hence the Ministry of Water 
and Irrigation was purposefully selected as a representative of the Kenyan Public Service 
sector. The study employs secondary data which is obtained from the Ministry of Water and 
Irrigation covering the FY period between 2004/05 to 2014/15. The data includes Annual PCs, 
4th quarter and Annual Performance Contract progress reports, Water Sector review reports, 
Strategic Plan 2008-2012 and 2013-2017 and Performance Expenditure Reviews. 

The data collection for this research is based on secondary approaches to the process. 
Oso and Onen (2011), define data is anything given or admitted as a fact on which a research 
inference will be based. Cooper and Schindler (2011) and Mugenda & Mugenda (2012) define 
data collection instruments as the tools and procedures used in the measurement of variables 
in research.  

In this paper, secondary data is collected from documents for the Ministry on the basis 
of a developed template extracted from the research questions. Secondary data collection 
method is used since the required data covered a period of ten years and is easily available 
and retrievable from actual performance reports. 

On analysis, Bell (1993), proffers that when making the results known to a variety of 
readers, simple descriptive statistics such as percentage have a considerable advantage over 
more complex statistics, since they are easily understood. In this paper, quantitative data 
analysis is used to analyze data particularly by summarizing the findings in terms of tables and 
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graphs. The paper also employs trend analysis which is undertaken on the three KPIs for 
targets and achievements for the Ten (10) years. To add on this, correlation is also undertaken 
to find out if there is any relationship between access to safe water, customer satisfaction 
and the three indicators under study (budget expenditure, automation, employee 
satisfaction). Quantitative data analysis is used because of the numerical variable used, which 
allows the reporting of summary results in numerical terms that can be generalized to larger 
population. It also explores specific and clearly defined questions that examine the 
relationship between two events where the second event is a consequence of the first event 
(Kothari (2011).   

The data from this paper is presented in form of tables and graphs which was used to 
demonstrate trend analysis and correlation. Quantitative Data was analyzed using Ms. Excel. 
Further still, tabulations and charts are also used to summarize and present the findings. 
Correlation coefficients are used to establish the relationships between and among the 
variables, the focus being the relationship between dependent variable and the independent 
variables for the study. Pearson’s correlation coefficient, r, is used because data used is of 
interval level of measurement. In addition it is appropriately used as opposed to using factor 
analysis which requires larger data.  

To find out the relationship between access to safe water (Y1) customer satisfaction 
(Y2) and the three variables under study (budget absorption (X1), service automation (X2), and 
employee satisfaction (X3)), the Pearson formula of correlation is used; 

( ) ( )
2 2 22

)( )

) )

N xy x y
r

N x N yyx

 −  =
   − −
      

  

   
 

The analysed information is then used to come up with conclusions and key 
recommendations that could be used to improve service delivery. 
 
Results and Discussion Of Findings 

The section presents the results of the study based on the major research questions 
that guided the study. These include; how have budget expenditure, automation and 
employee satisfaction affected service delivery? (Access to safe and clean water and customer 
satisfaction) 
 
Key Performance Indicators (KPIs) 

In this paper, the key indicators that were used for tracking performance were defined 
as follows: 

 
Table 1 Key Performance Indicators 

S/no Indicator Definition 

1 Access to safe and clean 
water 

Proportion (%) of national population with access to safe 
and clean water 

2 Customer satisfaction Refers to the utility derived by the customers of the 
product or service. Computed as %- composite score from 
the annual independent customer satisfaction surveys 

3 Budget Absorption level Relationship between total expenditure and approved 
budget.  Computed as BA =     Total Budget Absorption  
                                     Approved budget 
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4 Service Automation  Refers to the extent to which the Ministry keeps in pace 
with developments in Information and Communication 
Technology (ICT). The thrust of this indicator is on ICT 
development as a package. Computed as automation level 
in percentage (%) 

5 Employee Satisfaction Refers to the utility derived from a worker for the quality 
of services he offers to the public. Measured in percentage 
(%) 

 
Ministry’s Performance  
Access to Safe and Clean Water 

The Ministry is mandated to provide access to clean and safe water to the population. 
The table presents the targets and achievements over the FY period 2005/06 to 2014/15. 

 
Table 2 Proportion (%) of population with access to clean water 

Proportion (%) of Population with Access to safe and clean water- 2005/06 – 2014/15 

FY 2005
/06 

2006
/07 

2007
/08 

2008
/09 

2009
/10 

2010
/11 

2011
/12 

2012
/13 

2013
/14 

2014
/15 

Target 40 45 50 53 56 59 62 65 69 73 
Achieve
ment 

39.04 36.95 47 46 48 52 53 54 53 55 

 
Source: IMPACT reports (various); Sector Investment Plan for the Water and Sanitation sector 
in Kenya 2009. 

 
Figure 1: Proportion of population with access to clean water (%) 
 

As shown in figure 4.1, there has been progressive realization on access to clean water which 
has improved from 39% in FY2005/06 to 55% in FY2014/15. However, the targets were not 
realized. 
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Customer Satisfaction level 
The Ministry is mandated to provide services to increase customer satisfaction levels. The 
table below presents the targets and achievements over the period FY2005/06 to FY2014/15 
 
Table 3: Customer Satisfaction level (%)  

Customer Satisfaction levels (%) FY 2005/06 – 2014/15 

FY 2005
/06 

2006
/07 

2007
/08 

2008
/09 

2009
/10 

2010
/11 

2011
/12 

2012
/13 

2013
/14 

2014
/15 

Target 35 55 60 72 85 89 79 83 56.7 73.1 
Achieve
ment 

35 45 60 69 88 78.45 82.4 86 73.1 73.1 

Source: MWI Performance Contract Progress reports (various 2005/06- 2014/15). 
 
Figure 2: Customer Satisfaction level (%) 
As shown in figure 1, customer satisfaction levels have been improving overtime but dropped 
to 73% in FY2014/15 from 86% in FY2012/13. The targets were surpassed over the period 
except for the FY2006/07, 2008/09 and 2010/11. 
 
Findings According to the Research Questions 
How does Budget Absorption in Performance Contracting Affect Service Delivery? 
The study sought to find out the trend on budget expenditure and how it affects service 
delivery using proxies of access to clean water and customer satisfaction. The findings of the 
trend and correlation are summarized in table 4. 
 
Trend Analysis for Approved and Actual Budget Absorption on service delivery 
 
Table 4: Expenditure Review Ksh. Millions 

Expenditure Reviews in Ksh. Millions- 2005/06 – 2014/15 

F
Y 

2
005/0
6 

2
006/0
7 

2
007/0
8 

2
008/0
9 

2
009/1
0 

2
010/1
1 

2
011/1
2 

2
012/1
3 

2
013/1
4 

2
014/1
5 

 
A

Appro
ved 
Budge
t 

1
0,853 

8
,897.
8 

1
6,789 

2
4,074 

2
7,789 

3
8,613 

3
6,215 

4
0,155 

2
9322 

3
7,696 

A
Actual 
Absor
ption 

7
,255 

8
,241 

1
2,902 

1
9,545 

2
1,748 

2
8,601 

3
0,343 

3
0,658 

2
6,002 

2
5,853 

Source: MWI Performance Contract Progress reports (various 2005/06- 2014/15). 
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Figure 3: Budget Absorption review- Ksh.M 
 

The approved budget for the Ministry had increased progressively over the period under 
review by 247% from Ksh.10, 853M in FY2005/06 to Ksh. 37,696 M in FY2014/15. However, 
there was a major decrease in funding in FY2013/14. The actual absorption improved by 356% 
from Ksh.7, 255 M in FY2005/06 to Ksh. 37,696 M in FY2014/15.  
 

1) Trend Analysis for Actual Budget Absorption on customer satisfaction 

 
Figure 4: Actual Budget Absorption versus customer satisfaction 
 
As depicted in Figure 4, there is improved customer satisfaction level as budget absorption 
increases. However, there was a decrease in customer satisfaction level in FY2013/14 when 
budget absorption decreased. 

2) Trend Analysis for Actual budget absorption on access to clean water 

 
Figure 5: Actual Budget Absorption versus Access to clean water 
As depicted in Figure 5, there was improved access to clean water as budget absorption 
increased. However, there was a decrease in access to clean water in FY2013/14 when budget 
absorption decreased. 
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Correlation between Actual Absorption and Service Delivery 

1) Correlation between Actual Absorption and Customer Satisfaction 
Table 5: Correlation between Budget Absorption and Customer Satisfaction 

Variables  Access to Clean Water Customer Satisfaction 

Budget Absorption 0.9335 0.9039 
Service Automation -0.4065 -0.2803 
Employee Satisfaction 0.4523 0.3098 

N=10 
 
The he analysis suggests that there is a strong positive relationship of 90% on Budget 
Absorption and Customer Satisfaction. Thus as the Budget Absorption increases, Customer 
Satisfaction levels increases hence improved service delivery through implementation of 
performance contract in the Ministry. 
 

2) Correlation between actual Budget Absorption and Access to Clean water 
Table 6: Correlation between budget absorption and access to clean water 

Variables  Access to Clean Water Customer Satisfaction 

Budget Absorption 0.9335 0.9039 
Service Automation -0.4065 -0.2803 
Employee Satisfaction 0.4523 0.3098 

N=10 
 
The analysis indicates that there is a strong positive relationship of 93% between Budget 
Absorption and Access to clean water. This implies that increases in budget absorption lead 
to increased access to clean water thus improving service delivery through implementation 
of performance contract in the ministry.  
 
What is the effect of Service Automation in performance contracting on service delivery? 
The study sought to determine the effect of service automation on service delivery. The 
analysis for the trend and correlation are shown below: 
 
Trend analysis for automation levels 
Table 7: Automation levels (%) 

 
Source: MWI Performance Contract Progress reports (various 2005/06- 2014/15). 
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Figure 6: Service Automation levels (%) 

 
As shown in Figure 6, Service Automation levels had been increasing over the years though 
not achieving targets from FY2006/07 to FY2010/11. There was a drop in Service automation 
levels from 75% in FY2006/07 to 50% in 2007/08, due to introduction of new guidelines on 
automation. A drop in automation levels was realized in FY2013/14 after creation of the new 
Ministry with an expanded mandate. 
 
Trend analysis of Service Automation levels on service delivery 

 
Figure 7: Trends for service Automation levels on service delivery 
 
Figure 7 shows trends on service automation level to access to clean water and customer 
satisfaction. The study indicated that there is low relationship between service automation 
and customer satisfaction with access to clean water. 
 
Correlation between Service automation levels and service delivery 

1) Correlation between Service automation levels and Customer satisfaction 
 

Table 8: Correlation between automation level and customer satisfaction 

Variables  Access to Clean Water Customer Satisfaction 

Budget Absorption 0.9335 0.9039 
Service Automation -0.4065 -0.2803 
Employee Satisfaction 0.4523 0.3098 

N=10 
The analysis indicates that there is a low relationship of 28% between automation level and 
customer satisfaction. This implies that service automation level in the Ministry has minimal 
contribution to customer satisfaction hence service automation has little contribution to 
service delivery. These results agrees with a similar study by Mohammed (2014) in which he 
established 70% of librarians believed that automation had improved the library services 
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while 85% users believed that an automated library system is better than the traditional 
manual system. However at the initial stages during orientation of the automation of the 
system to the users 60% did not view this automation as improving access to library services 
and hence it created user dissatisfaction. This could explain why in our study there seems to 
be dissatisfaction due to automation. 
 

2) Correlation between service automation levels and access to clean water 
Table 9: Correlation between service automation levels and access to clean water 

Variables  Access to 
Clean Water 

Customer 
Satisfaction 

Budget 
Absorption 

0.9335 0.9039 

Service 
Automation 

-0.4065 -0.2803 

Employee 
Satisfaction 

0.4523 0.3098 

N=10 
 
The analysis indicates that there is fairly low correlation of 41% between service automation 
level and access to clean water. The finding therefore implies that service automation level in 
the Ministry has less contribution to access to clean water hence not contributing much to 
the service delivery. 
 
How does Employee satisfaction in performance contracting affect service delivery? 
The study sought to determine the effect of employee satisfaction on service delivery. The 
analysis of the trend and correlation were summarized below: 
 

1. Trend Analysis for Employee Satisfaction 
Table 10: Trends on Employee Satisfaction levels (%) 

 
Source: MWI Performance Contract Progress reports (various 2005/06- 2014/15). 

 
Figure 8: Employee Satisfaction levels (%) 

 
Figure 8 depicts improved employee satisfaction levels; however, there is a major drop in the 
levels from 70% in FY2005/06 to 52% in FY2006/07. 
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Trend Analysis of Employee Satisfaction on Service delivery 

 
 

Figure 9: Employee Satisfaction versus Customer satisfaction and access to clean water 
 
There is low relationship between the independent variable (employee satisfaction) and the 
dependent variables (customer satisfaction and access to clean water). Increase in employee 
satisfaction has a fair correspondence on increase on access to clean water. 
 
Correlation between employee satisfaction and service delivery 

Correlation between employee satisfaction and customer satisfaction. 
Table 11: Correlation between employee satisfaction and customer satisfaction 

Variables  Access to Clean Water Customer Satisfaction 

Budget Absorption 0.9335 0.9039 
Service Automation -0.4065 -0.2803 
Employee Satisfaction 0.4523 0.3098 

N=10 
The analysis indicates that there is a low positive relationship of 31% between employee 
satisfaction and customer satisfaction. The finding indicates that there is a low contribution 
of employee satisfaction that leads to customer satisfaction in the ministry. The findings are 
corroborated by similar studies by Jeon and Choi (2012) on the how employee satisfaction 
affects customer satisfaction. Their findings indicated the relationship is dependent on 
dispositional variables such as self efficacy and cooperative orientation moderate the effect 
of this relationship. The low positive relationship in this case could indicate that there are 
other moderating factors that if well addressed could lead to a higher positive relationship 
between employee satisfaction and customer satisfaction. 
 
Correlation between employee satisfaction and access to clean water. 
Table 12: Correlation between employee satisfaction and access to clean water 

Variables  Access to Clean Water Customer Satisfaction 

Budget Absorption 0.9335 0.9039 
Service Automation -0.4065 -0.2803 
Employee Satisfaction 0.4523 0.3098 

N=10 
 
The analysis indicates that there is a fairly positive relationship of 45% between employee 
satisfaction and access to clean water. Thus the finding shows there is fair contribution of 
employee satisfaction on access to clean water hence improved service delivery in the 
ministry. The findings are also supported by similar studies by Jeon and Choi (2012) on the 
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relationship between employee satisfaction and customer satisfaction. They established that 
employee satisfaction leads to customer satisfaction when dealing with direct service sector, 
but this diminishes as the level of indirect service provision increases. In this study, the 
provision of clean water is an indirect service through mechanization and other service 
processes and hence the relatively lower correlation between employee satisfaction and 
provision of clean water. 
 
Conclusion and Recommendations  
Conclusion 

The study sought to measure the effect of Key Performance Indicators in the 
Performance Contract on service delivery. The analysis indicated that there is a strong linear 
relationship of 90.4% between Budget Absorption, while there was a weak relationship of 
28.03% for Service automation and 31% was the resultant correlation relationship between 
Employee satisfaction and the dependent variable Customer satisfaction. The analysis also 
indicates that there is a strong linear relationship of 93% between independent variables of 
Budget absorption, 40% Service automation and 45.2% Employee Satisfaction and dependent 
variable Access to clean water. 

From these research findings, Budget absorption is critical in enhancing service 
delivery of the department. Research by Kobia and Mohammed (2011) corroborates these 
findings with their findings on how performance contracting was enhanced by statutory 
obligations including the absorption of budget. The utilization of allocated resources 
facilitates performance processes which greatly improve performance. The findings on the 
other hand suggest that employee satisfaction and Service Automation may enhance 
performance but are of less significance when dispensing services. This argument agrees with 
the findings of Njagi, (2011) in which the automation of services in tea picking in Kenya had a 
negative effect on overall delivery of the firm targets due to motivational factors. Automation 
should be employed to enhance processes and not necessarily to replace human services in 
labour intensive production activities. The nature of the service automation and the employee 
satisfaction initiatives being put in place by the Ministry need to be appropriate to have a 
significant effect on service delivery. Similarly employee satisfaction cannot be a direct 
contributor to service delivery if the necessary environment is not provided such as 
motivation to achieve higher targets. 
 
Recommendations 

Based on the research paper findings, the researcher makes the following 
recommendations: 

1. Since budget absorption has a positive significant influence on service delivery, and 
hence the Ministry of Water and Irrigation should enhance sustainable budgetary increases, 
particularly in water infrastructure so as to continuously improve service delivery. This will 
help the department to fully utilize the allocated funds and therefore project completion rates 
will also be greatly enhanced. 

2.  On the weak relationship between automation and service delivery, the researchers 
recommend that other than for improving internal ICT infrastructure, the Ministry of Water 
and Irrigation should also improve on automation of its core public services (e-services) that 
will improve service delivery to the public. This will make it easy for customers to easily access 
the services from the department thereby greatly contributing towards the realization of 
performance targets. 
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3. The gap between employee satisfaction with the use of the PC overally and customer 
satisfaction is another surprise finding that requires a deeper understanding. There could be 
other underlying factors that require consideration and hence need for study. The authors 
therefore  recommend that studies need to be carried out to establish the employee 
satisfaction initiatives and why they are not in tandem with service provision 

4. Further studies should be undertaken for all the other key performance indicators in 
the performance contract to assess their relevance to service delivery. 
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