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Responsible lending 
Housing finance practitioners the globe over have been 

preoccupied with the substance and impact of the sub-prime 

crisis in the US on their own markets and activities.  At one 

level, the question has been quite simple: what happened, and 

how do we prevent it from happening here?  At another level, 

however, the question has gone deeper to the fundamental 
make up of how low- and informal income earners access 

housing finance.  The key question on everyone’s minds is, 

what is responsible lending? 

Participants to the debate have come from at least four 

different corners: borrowers and their advocates are 

obviously concerned about the access issues: access to 

finance, access to property markets (depressed as a result of a 

property bubble burst), and access to housing (which is now 

being threatened as defaults are on the rise).  Lenders are 

concerned with the risk profile of their book, the funding they 

require to support their book, and their capacity to extend 

into what is increasingly being recognized as a large, 
potential market lower down the income pyramid.  Investors 

are concerned with viable and profitable investment 

opportunities and with managing their risk carefully.  Finally, 

regulators are struggling with their role in the process, how 

far ‘free market’ activities should proceed, and what 

consumer and investor protection mechanisms are required – 

and for whom: the most poor? The moderate poor? The 

middle class?  For each of these players, the concept of 

‘responsible lending’ has a different meaning: responsible to 

whom?  To the global economy?  To the local economy? To 

shareholders?  To the borrower? 

At least two conferences have recently addressed this issue. 1  

In February of this year, the Frankfurt School of Finance & 

Management, together with the German development bank 

KfW co–hosted the “Frankfurt Forum on Development 

Finance 2008” with a focus on Responsible Finance.2  More 

recently, at the end of May, the World Bank and IFC co-

hosted their bi-annual conference on Housing Finance in 

                                                             
1 The 17-23 May 2008 edition of The Economist has also addressed the 
issue, including a special report on the future of banking, See 

http://www.economist.com/specialreports and click on “Paradise Lost”  
2 Visit http://www.frankfurt-forum.org/htdocs/sessions_pillars.html for 
copies of the presentations. 

Emerging Markets with a focus on “lessons for development 

from the sub-prime crisis”.3 

Both conferences grappled with an odd contradiction that has 

arisen in the current environment: just when investors have 

become more risk averse, the potential for growth in 

emerging markets is dramatic.  Throughout the developing 

world, economic fundamentals are supporting increased 

investment.  Financial sectors are liberalizing, and as the 
State shifts its role to market enabler or regulator, Treasury 

Bill rates are coming down, which should make investment 

in mortgage books more attractive.  A number of countries in 

Africa are explicitly focusing on stimulating mortgage 

markets as part of their economic development process.  This 

appears logical because there is steady demand for housing – 

91% of the net population increase between 2000-2030 is 

projected to be in emerging economy countries.4  Much of 

this growth will be urban: it is estimated that in Africa, 

53.5% of the population will be urbanized by 2030 (up from 

37.1% in 2000).  It bites as ironic that this potential has 

arisen just at the time when there is a global liquidity crisis.   

And yet, the dynamics of the sub-prime crisis – what it 

means at the grassroots level where people in the United 

States are losing their homes – has emphasised that 

affordability must also be part of the consideration when 

lenders and investors seek new returns in new markets.  In 

Africa, affordability constraints are dramatic: 75% of the 

population in Africa earn less than $2,00 per day and 40% 

earn less than $1,00 per day.  If there were no liquidity crisis, 

it is not clear there would be a housing boom anyway: aside 

from in South Africa, there simply aren’t enough people, 

enough effective demand, to drive it. 5   From a mortgage 
perspective, that is. 

Affordability constraints do not obviate the need for housing 

finance – in fact, in most cases they reinforce it.   

                                                             
3 Visit http://go.worldbank.org/542R3FD9H0 for copies of the presentations 

(click on the “Agenda” tab). 
4 See Loic Chiquier’s presentation on the World Bank conference site, above 
5 Of course, in the countries where mortgage markets don’t exist at all, even 

high income earners struggle to afford housing as the only way to buy a 
house is with cash.  The introduction of mortgage markets will certainly 
lower the threshold of housing affordability.  For the short to medium term, 

this will address a need against which many investors, lenders and 
developers will realise a significant return.  This market is finite one, 
however, restricted to at most 10% of African populations.   
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It is within this context that housing microfinance is an 
especially interesting product, for borrower, regulator, lender 

and investor.  A new frontier for housing finance in Africa?  

A potential for responsible lending? 

The argument for housing microfinance has been made often 

in this publication, and increasingly more often in the wider 

literature. Defined as a subset of microfinance, housing 

microfinance is the “micro financing of housing needs: the 

application of a micro-finance based approach to housing 

finance”.6  This literature has been limited, however, to 

seeing housing microfinance as a response to the  question of 

access to shelter.  It hasn’t engaged with the question of 
access to housing assets and the role of even incremental 

housing improvement in a wider property market.  And yet, 

the two are intertwined: access to shelter (which is helped or 

hindered by a market in which there is demand and supply) is 

dependent on the realisation of assets (which are defined by a 

market in which there is demand and supply) and vice versa.   

And it is in this vein that housing microfinance becomes 

integral to a debate about responsible lending.7  

The relationship of housing microfinance as a finance tool 

appropriate for the majority, and the development of housing 

assets in support of sustainable livelihoods, which are critical 
for the majority, is relatively unexplored.   

If housing micro lenders were to incorporate a sustainable 

livelihoods awareness in the loan products they offered they 

would be responding not only to the shelter demands of their 

clients, but also to the broader potential performance of their 

house as an asset.  By using housing microfinance to support 

the economic asset potential of the borrower’s house, the 

strength of the financial asset would also be mobilised over 

time.  And in this process, ongoing demand for repeat loans 

would be sustained, further strengthening the lender’s own 

performance.  So, for example: 

! The household uses savings or family loans to purchase a 

plot of land or to build on land already secured. 

! With a plot of land and a rudimentary structure, the 

household borrows a micro loan to make basic 

improvements: an extension in size or improvement of 

fittings; 

! A second micro loan builds a backyard room which the 
household rents out.  Rental received contributes towards 

loan repayments. 

! A third and possibly fourth micro loan improves the house 

further. Perhaps a geyser is installed or a ceiling is added. 

Possibly a second backyard room is built which the 
household rents out.  Rental received contineus to 

contribute towards loan repayments. 

                                                             
6 Daphnis, F and Ferguson, B, eds. (2004) Housing Microfinance: A Guide 
to Practice.  Kumerian Press 
7 This argument is developed further in an article published by Housing 

Finance International, the journal of the International Union of Housing 
Finance, in its December 2007 edition (Vol. XXII No. 2).  See Rust (2007) 
The role of housing microfinance in supporting sustainable livelihoods. 

! The original plot of land now has significant improvements 
– an improved house plus two income-earning rental 

rooms.  The financial value of the house is significantly 

more than the household originally paid, and yet also much 

less than the cheapest developer-built house available on 

the market.  The household opts to sell this and use the 

equity earned to purchase another house that is better suited 

to their new situation.  The buyer accesses a small 

mortgage loan, moves in, and with their main income and 

the rental earned from the two backyard rooms, repays the 

mortgage instalments. 

! And so on… 

Repeat loans ameliorate the risk profile of the micro lender’s 

loan book while also developing the borrower’s experience 

with formal credit.  This experience will come in handy if 

they ever realise sufficient affordability to access a mortgage 

loan.  Whether this process happens within a lifetime of one 

client or over generations, the lender becomes aware of two 

things: the borrower’s performance and the performance of 

the house.  Both of these pieces of information improve the 

lender’s capacity to manage the risk of the loans associated 

with each. 

In the debate about responsible lending therefore, whether 
from the perspective of the borrower, lender, investor or 

regulator, a critical area of attention should be not only on the 

input parameters (affordability, interest rates, etc.) but also 

on the output parameters (growth of the housing asset, 

education of the borrower, experience and data for the lender, 

etc.).   

This edition of ACCESShousing considers some of these 

issues in more detail.  An article on the nature of the housing 

asset considers the performance of housing both as an 

individual or private asset, and as a public asset.  The review 

of the Financial Sector Charter progress in South Africa 

reveals some worrying trends in loans disbursed, especially 
given rising interest rates, the subject of another short article.  

Finally, the housing finance sector study undertaken in 

Kenya recently offers some useful insights into the progress 

of the housing finance debate in that country. 

Kecia Rust 
Housing Finance Theme Champion, FinMark Trust 

p.s. I apologise for the terrible delay with this newsletter.  The HMF Workshop 
preoccupied me these past months.  The next edition will come much sooner. 

In th is  is sue :  
! Declining housing affordability in South Africa 

! FSC Update 

! Exploring the housing asset 

! Access to housing finance in Kenya 
 

Declining affordability in SA 
On the 12th of June 2008, the Monetary Policy Committee in 

South Africa raised interest rates again, this time by 50 basis 
points.  For many, announcement came as a great relief – 

expectations and rumours had suggested that a rise of 1-2% 
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was immenent.  The Reserve Bank’s repo rate is now set at 
12% pa, which means that the banks’ prime rate will increase 

to 15.5%.  Borrowers within the FSC target market can 

expect to pay about 16.5% interest in the current 

environment. 

 

The rising interest rate has brought fears back of the 1998 

spike when rates hit just under 23%.  Between then and 2007, 

property prices rose dramatically as interest rates declined.  

Now analysts suggest a 40% house-price collapse might be 

on the cards. 

For new borrowers, the affordability for mortgage finance 

has dropped considerably since the onset of the FSC in 2004. 

 

For existing borrowers, the cost of servicing a loan has 

increased dramatically: 

 

A household earning R3500 in 2000 could afford a loan of 

R101 726 in 2004 at a 11% interest rate amortised over 20 

years at 30% instalment to income.  By June of 2008, the 

repayment had gone up an additional R165 per month.  At 
the current repayment obligation, that same loan is affordable 

to a household earning R4 465 per month. 

The concern with the current environment is that households 

who took on loans in the early years of the FSC might 

struggle to repay their current instalment obligations.  And 

while they might manage it this month and next, how long 

can they withstand this added pressure, especially when the 

interest rate effect is felt much more widely and CPIX is now 

over 10%?   

Some lucky borrowers entered into deals with fixed rates: in 

Cosmo City, for example, the mortgage lending bank offered 
five year fixed rates at 10.5%.  The question surely on those 

borrowers minds is, what will the interest rate environment 

look like when their fixed rate period expires?  Will they be 

able to afford the new monthly instalment?  

The sub-prime crisis has taught us that extending mortgage 

finance to households at the threshold of their affordability is 

risky – access to housing in the short term runs the risk of 

exacerbating household debt which, in the context of falling 

property prices and rising interest rates, is a recipe for 

disaster.  Might South Africa have its own crisis of 

repossessions? 

FSC Update 
New figures for housing lending in the FSC space have been 

obtained from the Banking Association (note, these figures 

have not yet been audited by the FSC Council). These figures 

are especially interesting because they provide insights into 

the past four years of activity and offer a basis for projecting 

forwards to the end of this phase of the Charter (31 

December 2008). 

Between January 2004 and 31 December 2007, lenders have 

made R37.99 billion worth of mortgage, fully guaranteed 

(pension-backed), unsecured, developer and wholesale loans.   

Unaudited Banking Association figures of FSC bank lending for housing 

Product Number 
originated (Jan 

04-31 Dec 07) 

% Value  
(R million) 

% 

Mortgage 209 491 26% 25 401 67% 

Fully Guaranteed 212 740 26% 4 072 11% 

Unsecured 219 906 27% 2 327 6% 

Wholesale 167 797 21% 3 408 9% 

Development loans 274 n/a 2 782 7% 

Total 810 209 100 37 990 100 

The value of loans extended to date is R37.9 billion, not far 

short of the R42 billion target being sought for the end of 

2008.  More interesting, however, is the change in delivery 

rates of the differenht products over the four years of the FSC 

to date.  As shown in the graph below, the number of 
mortgage loans originated per year decreased for the first 

three years, and then increased in the last year, although not 

to original levels.  This is possibly one of the best 

illustrations of the lack of stock in the market: in an 
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environment where lending rates should have been 
decreasing they’ve hovered at under 60 000 mortgages per 

annum over the four years.  Fully guaranteed (pension 

backed) loans also hovered at that rate and have recently 

decreased.  Unsecured lending has increased dramatically in 

the last year – however, as has been noted before, it is rather 

difficult to define the housing outcome of an unsecured 

housing microloan.   

 

From a perspective of value, the mortgage loan product 

continues to dominate the FSC market.  Interestingly 

however, this value has been decreasing over time, as seen 

below. 

 

These downturns notwithstanding, origination levels have 

been much higher than originally forecast.  While the banks 

expected to reach a targeted invstment value of R30bn by the 
end of the FSC period in December 2008, they now expect to 

reach R47,9bn. 8 Clearly, the investment in housing in the 

FSC market has been and continues to be significant – 

investment which may not have happened without the 

instrument of the FSC. 

                                                             
8 A quick reminder on the FSC targets: The R42bn figure that is so well 
reported refers to an origination target across the financial sector – of this, 

the four major banks (Absa, Standard Bank, Nedbank and First National 
Bank) expected to originate R40bn of loans.  A separate target relates to 
targeted investment – that is, the amount of lending on the balance sheet as 

at 31 December 2008 (i.e. a portion of the origination target that will not yet 
have been repaid).  The targeted investment figure for the financial sector is 
R32bn, of which the banks have taken R30bn for their target. 

 

A few issues bear further scrutiny, however.   

Comparing the first two graphs suggests that individual 

mortgage loan amounts are decreasing.  This is confirmed in 

the following graph.  At well below the average price of an 

affordable house (defined by ABSA in the 3rd quarter of 2007 

as about R265 000), these loans are either for resale market 

housing (the Banking Association estimates 48%), or more 

likely, given the downward trend which is contrary to 

property market dynamics, home improvements. 
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As suggested in the last edition of ACCESShousing, this can 

be seen as positive: home improvements improve the quality 

of the housing stock available and this contributes towards 

available supply in the long run, when the respective 

homeowners decide to sell their properties.   

That said, the shift towards smaller loan sizes is probably due 

to declining affordability as a result of interest rate rises.  

 

In the past three years since the prime rate was at 10.5%, the 

borrower’s purchasing capacity has declined 24%, so that 
now, even a household earning R10 000 per month (outside 
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the FSC target market) cannot afford a newly built affordable 
house. Unable to afford new properties, home owners may be 

deciding to improve the ones they have. 

It is possible that declining affordability levels are also 

impacting on the rate of delivery: Banking Association data 

illustrates that in 2007, far fewer developer loans were 

approved in the FSC space than in the previous year.  (Of 

course, another barrier to new housing delivery which will 

continue into the current yer is the electricity crisis, which is 

already seeing planned projects get cancelled.) 

 

This raises a new new problem. With decreasing supply in 
the newbuild and resale markets, it is possible that the 

availability of finance through the FSC is heightening 

consumer indebtedness without contributing to an 

increase in their wealth, even when credit is taken out for 

housing purposes.  Without corresponding activity on the 

housing supply front, access to housing finance is not 

necessarily a mechanism to enhance wealth. If not overly 

indebted, higher income earners are likely to be able to 

weather the storm of rising interest rates and falling house 

prices.  But the FSC target market’s financial security is 

much more tenuous.  And if the borrower defaults on their 

home loan, the prospect of falling off the property ladder is a 
very real possibility.  

Given this, it is encouraging that the number of unsecured 

loans is increasing while the number of other loans remains 

either static (mortgage loans) or decreasing (pension backed 

loans).  No matter the interest rate, an unsecured (and 

therefore shorter term, smaller size) loan is a better risk for 

the consumer in this economic environment.   

 

Exploring the housing asset 
 

The July 2006 edition of ACCESShousing (No. 2), explored 

the concept of a housing asset triangle.  This concept 

provides nuance to the assertion that housing is an asset, by 
considering the different ways in which housing performs for 

its resident household.   

 

 

 
 

 

 

 

 

 

 

 

 

 

Housing is a social asset, in that it provides a social safety 
net for family members, it contributes towards citizenship 

building by offering the resident household an address and 

linking them in with the local governance system, and around 

housing units, neighbourhoods consolidate, providing access 

to all sorts of other social benefits including networks, 

community support, and so on. 

Hernando de Soto has popularised the notion of housing as a 

financial asset, as something which can be traded or against 

which mortgage finance can be accessed.  When traded, the 

value of the transaction contributes towards a household’s 

actual wealth and can then be re-invested in better quality or 
more appropriate housing for the family’s individual 

circumstances.  De Soto emphasized the potential of using 

housing as security against a loan for business purposes, and 

suggested that this was an important strategy for low income 

households to improve their overall wealth. 

The financial asset is not realisable, however, until it is either 

sold, or leveraged to access finance.  When the market is thin 

and households, or when households are reticent to take on 

mortgage finance and risk losing their homes, financial asset 

is little more than a virtual concept.  The Township 

Residential Property Markets9 research found very low levels 

of churn in former black townships.  This publication has 
also noted a product gap for housing costing less than about 

R350 000.  And FinScope found that 69% of adults (aged 21 

or more) in the FSC target market agreed that ‘Taking loans 

should be avoided as much as possible’.10 

How, then, can low income households maximise the value 

of their housing asset?  How does housing address poverty 

alleviation if the financial asset is not realisable?  It is in this 

context that the third corner of the triangle is so important.  

Housing can be an economically productive asset when it 

is used to generate income.  Research into the activities of 

small scale landlords and home based enterprises in South 
Africa found that the home is commonly used as a base from 

which economic activity is undertaken.  The FinScope Small 

Business Survey undertaken in Gauteng in 2006 found that 

one in six adults in Gauteng operate a small business, and 

that 69% of small businesses are home-based, whether in the 

                                                             
9 This study was undertaken in 2003/04 and is therefore a little out of date 
given recent developments.  However, the overall conclusion still holds and 
the analysis is rich in data.  See http://www.finmark.org.za/trpm.aspx for all 

the reports. 
10 For an analysis of FinScope, see Melzer’s report on the housing finance 
access frontier: http://www.finmark.org.za/documents/R_A2HF06.pdf  
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home itself, the garage, or the back yard.  Looking 
specifically into the activities of small scale landlords and 

home based entrepreneurs, research conducted by FinMark 

Trust in 2006 found that small scale landlords are offering 

well located, affordable rental housing to over 1,8m low 

income people with an average income of R1800 per month, 

and collectively earning an estimated R420m per month or 

just over R5 billion annually.11  Home based entrepreneurs 

were estimated to be generating about R476m per month, 

operating in residential areas, enhancing access to services 

and products to resident low income households.12 

The three corners of the housing asset triangle relate to how 

the house performs as an individual, or private asset. The 

impact of the housing asset is also felt wider, as it performs 

within the context of the national economy and contributes 

towards the sustainability of human settlements.  In this way, 

housing is also a public asset, again, with three elements. 

 

 

 

 

 

 
 

 

 

 

 

 

 

The role of housing in economic growth is significant.  

Housing sits at the centre of a chain of backward and forward 

linkages – backwards to raw materials (wood, cement, iron), 

land, infrastructure, and financial services; forwards to so-

called ‘white goods’ (fridges, TVs, ovens), furniture, 
construction materials for home improvement, and so on.  In 

a forthcoming book on housing finance13, Chiquier and Lea 

report that “residential investment is a major component of 

GDP, typically amounting to 4-8% of GDP and 20-30% of 

total investment.” In South Africa, the construction sector 

comprises 3.5% of GDP, while the finance, real estate and 

business services sectors make up 20.6% of GDP.  Statistics 

South Africa reports that “the 2,1% annualised increase in the 

seasonally adjusted real GDP during the first quarter of 2008 

was mainly due to increases in the finance, real estate and 

business services industry” (1%, or just under half); the 
construction industry contributed a further 0.5% (or just 

under a quarter).14    The construction, sale and ongoing 

maintenance of residential housing are critical components of 

national economic performance. 

                                                             
11 http://www.finmark.org.za/documents/SSL_Report.pdf  
12 http://www.finmark.org.za/documents/HBE_recomm.pdf  
13 Chiquier, L and M Lea, eds. (forthcoming) Housing Finance in Emerging 
Markets, pre-publication draft version to be published by the World Bank. 
14 For more GDP and other data for South Africa, visit www.statssa.gov.za  

Of course, job creation is a fundamental output of a healthy 
housing sector – at all skill levels.  Housing construction is a 

labour-intensive exercise and an increase in housing delivery 

can lead to substantial job creation, both skilled and 

unskilled.  The potential for SMME development in the home 

improvements industry is also significant. This in turn 

contributes back to economic growth as working individuals 

become consumers with their additional income, creating 

greater demand for goods and services, and so on. 

Finally, it has long been understood that housing plays a 

critical role in the production and maintenance of 

sustainable human settlements – this is the basis of the 
South African  Housing Department’s comprehensive plan 

for sustainable human settlements, otherwise known as 

“Breaking New Ground”.15 When housing is well integrated 

with the services and functioning of municipalities it serves 

both to integrate individuals into the community (social 

inclusion) and as a point of engagement with governance 

structures (citizenship).  Residents in sustainable 

neighbourhoods pay rates and taxes and contribute to their 

municipality’s capacity to deliver more services.  

Of course, these various ways of understanding the housing 

asset apply differently over time, and variously from one 
household or one government to the next: households may 

start with an expectation that their housing fulfil their social 

and economic goals, and only develop an expectation that the 

house also perform as a financial asset over time.  A 

government may wish to support the development of 

sustainable human settlements in the first instance, and see 

job creation or economic growth in relation to their housing 

policy as secondary.  When policy makers understand the 

housing asset in this multi-dimensional way, both as a private 

and a public asset, they can better formulate their 

interventions to relate to the specific deficits that exist in 

their system.  Failure to acknowledge any one facet of the 
housing asset may mean that its potential is squandered, or 

worse, undermined.  

Access to housing finance in Kenya 
This is an edited excerpt from a report drafted for FinMark Trust by Dr J G 

Mutero of Matrix Development Consultants in Kenya.16 

Kenya is located in eastern Africa and is bordered by the 

Indian Ocean and Somalia on the east, by Tanzania on the 

south-west, by Uganda on the west and by Ethiopia on the 

north. It has a total area of 582,650 sq. km. The country has a 

population of 36.9 million people growing at an annual rate 

of 2.8%17. With a gross national income per capita of USD 

                                                             
15 Unfortunately this document does not appear to be available on the 

Department of Housing’s website.  Visit www.housing.gov.za to read about 
BNG as it is referenced in speeches. 
16 Download the report from 

http://www.finmark.org.za/documents/HF_Kenya.pdf  
17

 CIA (2007) The World Fact Book. See 
https://www.cia.gov/library/publications/the-world-factbook/print/ke.html 
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580, Kenya is classified by the World Bank as a low income 
country18.    

Kenya’s macroeconomic indicators show that the economy 

performed well in the early decades after independence in 

1963, with an average growth rate of 6.8% per year in the 

1960s and 6.0%in the 1970s. Economic growth slowed 

substantially during the next two decades, turning negative in 

2000. The average annual growth rate over the period 1997-

2002 was a low 1.4%19. These factors disrupted economic 

activity and severely suppressed growth.  The economy 

rebounded in 2002, largely as a result of better 

macroeconomic management. GDP growth rose to 5.7% in 
2005 and 6.1% in 2006, exceeding the average for African 

countries.  Sectors that have done well include agriculture, 

transport and communications, manufacturing, construction 

and tourism. Inflation increased from 10.3% in 2005 to 

14.5% in 2006 mainly due to drought in early 2006 and rising 

oil prices later in the year.20 Interest rates have risen in 

tandem with inflation. Tax reforms have substantially raised 

domestic revenues but the public sector wage bill remains 

high. The Kenyan shilling continued to rally in 2007, with 

substantial gains against the dollar and other major 

currencies. Although the outlook for 2007 and beyond is one 
of even higher growth, economic performance continues to 

be hampered by poor transport infrastructure which has 

deteriorated significantly in the last decade.  

For its level of development, Kenya has a competitive and 

well-regulated financial market and leads the rest of the 

region in terms of its banking infrastructure, growth and 

depth of the capital market, and financial legislation. 

Financial institutions are regulated by the Central Bank 

which is the licensing and supervising authority. But building 

societies are regulated by the registrar of building societies 

through the Building Societies Act. A recent trend has seen 

building societies convert into commercial banks, a notable 
case being the East African Building Society (EABS). By 

converting into a bank, EABS has been able to engage in 

business hitherto outside its remit, such as foreign exchange 

transactions, considered a highly profitable activity. 

Employment and household incomes  

The labour force in the modern sector consists of nearly 2 

million people, with most of them in agriculture (75%).21  

Total employment outside rural small-scale agriculture and 

pastoral activities stood at 8.7 million in 200622 but there is a 

high level of unemployment, estimated to have been 40% in 

2001. About a half of the population live below the poverty 
line although this figure has fallen in recent years especially 

in urban areas. The vast majority of jobs are created by the 

informal sector, a feature that has important implications for 

housing finance.  

                                                             
18

 http://www.doingbusiness.org/ExploreEconomies/?economyid=101 
19

 Institute of Policy Analysis and Research (2005)  
20

 Economic Survey 2007  
21

CIA (2007) 
22

 Economic Survey 2007 

There is considerable income inequality, with the highest 
decile (10%) of the population accounting for 37.3% of 

incomes and the lowest decile for only 2%.23  Beyond this, 

however, there are no readily available data on the distribution 

of household income in urban areas24, making it difficult to 

determine what types of  housing are affordable25. Income data 

from a survey of Nairobi slums allow a limited analysis.26 The 

median household income of the non-poor in these slums was 

just over Ksh 10,000 (USD 125) in 200427. Households earning 

this income can afford a dwelling costing Ksh 175,00028 (USD 

2,600), equivalent to two rooms built of permanent materials 

(see Annex 1)29. 

Housing demand  

Government has estimated a housing need of 150,000 

dwellings per year in Kenya’s urban areas but it is not clear 

what assumptions underlie this estimate.30  Government 

further estimates that formal production by the public and 

private sectors is not more than 30,000 units per year and 

concludes that the annual deficit of more than 120,000 

housing units is met by slum housing.31  

The demand for urban housing in Kenya is severely 

constrained by low incomes relative to housing costs, and the 

limited financing options available to most households. In 
Nairobi, with a population of around 3 million people, nearly 

60% of households live in slum areas. A recent survey of 

these settlements showed that 73% of households live below 

the poverty line.32 Moreover, around 90%33 are tenants, 

forced into this type of tenure by poor access to land and, in 

some cases, by the deliberate choice to invest in their rural 

homes. Slums in Mombasa, the second largest town, are also 

characterised by high levels of poverty, and renting is the 

predominant tenure. In the other principal towns the poorest 

people typically live as tenants in slums except in Kisumu, 

                                                             
23

 CIA (2007) 
24

 The 2006 Kenya Integrated and Household Budget Survey, currently 

being analysed by the Kenya National Bureau of statistics, should be able to 
provide urban income distribution data. 
25

 Affordability should take future income into account, especially income 

from subletting 
26

 In the survey, 1,755 households were randomly drawn for interview from 

Nairobi’s slums. 
27

 Gulyani et al. (2006).  On page 24 the authors give the monthly per capita 

income of the non-poor as Ksh 5,500. This is multiplied by 1.88, the average 
size of non-poor slum households, to obtain household income. 
28

 Assuming a loan term of 15 years, 15% annual interest and no down 

payment. 
29

 In Mwiki, a Nairobi settlement described in Annex 1, a standard sized 

room of 10’x10’ built of permanent materials would cost roughly  Ksh 
85,000 (USD 1,300). 
30

 See estimate in http://www.housing.go.ke/kensup.html 
31

 It must be the case that overcrowding in the existing formal housing stock 
also helps meet the housing shortage. 
32

 Gulyani, S. et al. (2006) “Inside Informality: Poverty, Jobs, Housing and 
Services in Nairobi’s Informal settlements”. Report No. 36347-KE. The 
World Bank), using an expenditure-based poverty line -- defined as an 

expenditure of Ksh 3,174 (US$42) per adult equivalent per month, excluding 
rent -- find that about 73 percent of the slum households in Nairobi are 
“poor” and 27 percent are “non-poor.”  
33 Mutero, J. et al (2004) “Upgrading of Low-Income Settlements in Sub-
Saharan Africa - Assessing the Impacts of Formal and Informal 
Interventions”. Report prepared for the World Bank 
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the third largest town, where the degree of owner-occupation 
is relatively high34. 

Housing supply  

In Nairobi, roughly 60% of residents live in slums, a grim 

illustration of the central role that informal housing plays in 

urban centres. In most towns, slum housing is built on either 

public or private land.  In both cases the actual housing is of 

poor quality and dangerously overcrowded. The investments 

in superstructures are normally made through private 

investment, albeit investment operating on the fringes of, or 

beyond, the law. Infrastructure barely exists. Although 

dwellings vary in quality from one settlement to another, they 
are generally built of temporary materials.  

In terms of supply, housing markets in slums are severely 

constrained by the limited availability of land. Access to land 

in these settlements has historically been “managed” by 

gatekeepers consisting of officials in the provincial 

administration and municipal councillors. These gatekeepers 

are members of an urban elite that derives substantial income 

from rent seeking, at the expense of the urban poor. Gulyani 

et al. (2006) have drawn attention to the high rates of return 

in Nairobi slums, emphasizing that from this standpoint, 

slums provide “high cost” housing to the urban poor. 

Throughout the last three decades only limited resources 

have gone into slum upgrading. The main source has been the 

NGO community, but interventions have been small and 

uncoordinated. Urban local authorities, and the public sector 

at large, have traditionally not financed upgrading. Indeed, 

until comparatively recently, slums were looked upon as 

illegal and slum housing was commonly pulled down, thus 

ruling out public budgets for upgrading.  

In recent years, however, Government has embarked upon a 

slum upgrading programme, the Kenya Slum Upgrading 

Programme (KENSUP). UN-HABITAT has provided some 

technical assistance and limited financial support for this 
programme. 

Private developers, consisting of firms and individual 

builders, produce the bulk of formal housing in Kenya’s 

urban centres. There are limited statistics on the output from 

this sector but there is evidence that the majority of new 

houses by private developers are in upmarket areas. 

However, new housing developments in eastern Nairobi and 

the satellite town of Mavoko have started to produce a 

substantial number of dwellings in the Ksh 2-4 million (USD 

30,000 – 60,000) range, generally affordable by lower-

middle and middle-income groups35. Still, the supply of 
dwellings by private developers for this segment of the 

market is far from adequate. But individual builders are also 

active in this submarket, building in inner city locations as 

well as in the peri-urban belt where households have 

purchased plots from land buying companies. Some of this 
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 A large part of the land in Kisumu’s slums was at one time owned 

communally, held in trust by the municipal council. Later, this land was 
adjudicated and demarcated, and freehold titles issued. 
35

Economic Survey 2007 

construction takes place incrementally on the fringes of the 
formal sector and is not always captured in official statistics.  

Formal housing by the public sector, typically housing for 

lower-middle and middle-income groups36, has traditionally 

been financed by government through two main channels: the 

National Housing Corporation (NHC), a parastatal; and local 

authorities such as municipal councils. Even at the height of 

their housing production, in the 1970s, these institutions were 

able to meet only a small proportion of demand in Nairobi, 

but in some of the smaller towns public rental housing 

accounted for a substantial proportion of the housing stock. 

In Nakuru, for instance, it has been estimated that this 
proportion was at one time as high as 33%37. With rapid 

urbanization, diminishing public investments in shelter, and 

divestiture of part of the rental stock, public housing no 

longer plays an important role both in terms of annual supply 

and as a proportion of the total housing stock. Indeed, local 

authorities no longer supply new housing.   

NHC has expanded its output recently and, in 2006, it had 

230 units of mortgage flats under construction in Langata, 

Nairobi at a cost of KSh 462.8 million (USD 6.3 million) and 

69 units of tenant purchase bungalows in Mamboleo, Kisumu 

at a cost of KSh 11.0 million (USD 150,000)38 Over the same 
period NHC planned for the construction of 2,800 units 

across the county at an estimated cost of KSh 5.1 billion 

(USD 69.4 million), out of which 96 units have already gone 

to tender.39 

Government expenditure on housing, primarily for its own 

employees but also to finance the NHC, has gone up in recent 

years. Actual expenditure on housing increased substantially 

from KSh 480.7 million  (USD 6.1 million) in 2004/05 to 

KSh 1,057.0 million (USD 14.6 million) in 2005/06. 

Moreover, approved government expenditure on housing 

increased sharply from KSh 542.6 million (USD 6.9 million) 

in 2004/05 to KSh 1,616.0 million (USD 22.3 million) in 
2005/06  following the revival of several stalled projects, 

falling back to KSh 1,426.0 million (USD 20.6 million) in 

2006/07. Approved expenditure as a percentage of 

development expenditure went down to 0.65 per cent in 

2005/06 compared to 0.89 per cent in 2004/0540. 

The housing finance sector 

In early 2003  the government reduced public sector 

borrowing substantially, a policy which saw the yield on 

treasury bills fall  to less than 3% in 2004 from over 22% in 

1996. This sharp drop in yield provided the impetus for 

banks to turn to mortgage lending, a more profitable 
investment avenue. Interest rates on mortgage loans have 
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 Roughly, households between the 4th and 7th deciles on the income 

distribution.   
37

 Mwangi, I. K. (1997) “The Nature of Rental Housing in Kenya” 

Environment and Urbanization, Vol. 9, No. 2 
38

 The cost per bungalow, at USD 2,170, looks unrealistically low and is 
probably wrong. 
39

 Economic Survey 2007. p. 219 
40

 Ibid 
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fallen substantially, from 31% in 199641  to 12.5-14 % in 
2007. 

The new entrants have introduced stiff competition and 

innovation in a market formerly dominated by a few players 

and with little creativity in the design of mortgage products. 

Some of these innovations include the choice of fixed-rate 

mortgages, for the first time in the country; the introduction 

of 100% financing by one of the banks for loans exceeding 

Ksh 7 million (USD 104,000); and the growth of home equity 

loans secured by mortgaged properties.42 Debate on the 

introduction of a secondary mortgage market has also re-

started, led by the Ministry of Housing and the private sector, 
including the chair of the Nairobi Stock Exchange. 

Yields on Treasury Bills and Bank Lending Rates: 1996-2005 

Year Ann. Avg T-Bill rate (Yield) Bank lending Interest rates (%) 

1996 22.12 30.00 

1999 15.01 26.13 

2000 12.02 19.6 

2001 12.73 19.49 

2001 8.94 19.49 

2001 8.94 19.29 

2002 8.94 18.34 

2004 2.86 11.25 

2005 8.60 13.09 
Source: Capital Markets Authority 

Mortgage lending is common only in the principal towns, 

with Nairobi accounting for around 90% of the loans 

originated each year43. The following financial institutions 

are presently the main providers of mortgage finance44: 
! Housing Finance (prev. Housing Finance Company of Kenya) 
! Savings and Loans (S&L) 
! East African Building Society Bank  
! Standard Chartered Bank 
! Barclays Bank 
! Stanbic Bank 

There are no guarantees currently available in the mortgage 

market and the demand for such appears to be limited. The 

resale market is buoyant and enables defaulters to sell their 

properties via private treaty and thus repay the outstanding 

principal amount etc. Foreclosure is also an  option although 

it can be quite protracted. 

Housing microfinance, structured to provide both technical 

assistance and micro-loans, is a relatively new product in 

Kenya and is offered primarily by the National Cooperative 
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 Economic Survey 1997, cited in Okonkwo (1998) 
42 A few lenders have extended the loan term. That this innovation has not 

been universally adopted  may have to do with a prevailing wariness of the 
interest obligations of a longer term.  Indeed, there have been mortgagors 

who have successfully argued that they have paid too much interest, with the 
courts ruling in their favour. See for instance: 
http://allafrica.com/stories/200709241374.html 
43

 Okonkwo, O. (1998). “Housing Finance and Housing Delivery Systems in 
Kenya: Bottlenecks, Recent Developments and the Way Forward”. Housing 
Finance International. A more recent estimate is not available but the figure 

in this source is unlikely to have changed appreciably.  
44 Unfortunately, data regarding lenders’ total and annual book size, 
including the number of loans and their value, is not published. 

Housing Union (NACHU) and the Kenya Affordable Shelter 
Project (KASP) of the K-REP Development Agency. Pamoja 

Trust, through their Akiba Mashinani Trust, has also started 

to offer small loans to groups in upgrading sites. Savings and 

credit cooperatives (SACCOs), of which there are many, also 

help their members acquire housing, typically by financing 

plot acquisition and house construction. There is little 

information on financing by SACCOs as the majority of 

loans are taken out as personal loans, and diverted to housing 

without the direct knowledge of lenders45.   

Another source of housing microfinance is Jamii Bora, (JB) a 

micro-finance institution which lends to poor borrowers who 
have saved with the institution (see Box 4). It uses classic 

micro-finance procedures, with borrowers forming small 

groups so that loans are in part secured by peer pressure. It 

claims to have 140,000 members. Some years ago JB decided 

to develop a housing project for members and acquired 300 

acres of land outside Nairobi. The plan is to construct 2,000 

houses over 3 years at a cost of Ksh 900 million (USD 13.6 

million). The units will have 2 bedrooms, a sitting room and 

a kitchen. Members will be expected to participate directly in 

the project by producing their own building materials. 

The majority of slum residents in Kenyan towns are tenants, 
as already pointed out. Housing in slums is typically financed 

by well-to-do landlords, whether resident or absentee, using 

their own sources. Were tenants to have the opportunity to 

acquire land and build their own houses, they would almost 

certainly resort to informal finance, consisting of finance 

supplied primarily by relative and friends, as well as by 

savings groups or “merry-go-rounds”. A recent survey of 

1,775 households in Nairobi, already referred to, is 

illustrative as it shows the main sources of loans for slum 

dwellers. Although nearly 30% of households have a bank 

account the majority borrow from relatives and friends (62%) 

and a smaller proportion from NGOs, savings groups or 
cooperatives (21%). In contrast, more than 45% of the adult 

population in Nairobi as a whole has access to banks.  

For its level of development, Kenya has a well-developed and 

regulated financial system and, in recent years, the mortgage 

finance sector has become competitive and innovative. But this 

sector serves only those households at the top of the income 

pyramid.  The most critical challenges in housing finance lie in 

developing ways to make finance accessible to the poor. NGOs 

such as NACHU have built the capacity to mobilize low 

income groups to organize into legally recognized bodies, to 

save regularly, to repay in loans in a timely fashion and, with 
some technical assistance, to act as housing developers. With 

these in place the main challenge is to supply sufficient 

finance as effective demand by far outstrips supply.  

Although some efforts have been made in this direction, they 

remain modest and of limited impact. To go to scale, it is 

important to develop institutional mechanisms for expanding 

substantially the volume of housing microfinance, primarily 

through the capital market. 
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 Discussion with the Kenya Union of Savings and Credit Cooperatives 
(KUSCCO)  
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Conventional finance (private) Social Housing Finance 

 Mortgage finance Non-mortgage 
finance 

Upgrading Public rental Site and service46 

Housing micro-finance Informal Finance 

S
h

el
te

r 
ty

p
e 

Complete houses 

Complete 
houses; 
incremental 
construction 

On-site infrastructure and 
technical assistance 

Complete 
houses 

Land, on-site 
infrastructure and 
technical assistance 

Land purchase; house 
rehabilitation; new housing; basic 
on-site infrastructure; technical 
assistance.  

Land purchase; 
house 
construction 

S
o

u
rc

es
 o

f 
fi

n
an

ce
 

Private Private International and local NGOs; 
public sector; international 
agencies such as UN-
HABITAT (pilot projects) 

NHC; Local 
Authorities 
(LAs) 

NHC and local authorities; 
international sources, 
especially the World Bank 

NACHU, Pamoja Trust, Kenya 
Affordable Shelter Project (KASP) of 
the K-REP Development Agency and 
Jamii Bora. Generally draw from 
donors and private savings by 
members. Jamii Bora has also 
arranged a loan from a commercial 
bank, on the strength of a guarantee 
by an off-shore organization. 
SACCOs provide credit to members 
for purchase of plots of land, as well 
as personal loans used for house 
construction. 

Relatives and 
friends; merry-go-
rounds 

B
en

ef
ic

ia
ri

es
 

High income 
borrowers47 

Lower-middle to 
high-income 
households 

Urban poor Lower-
middle and  
middle-
income hh48 

Low-income households 
initially, but later 
gentrification saw higher 
income households buy 
into site and service 
schemes.   

Low- and middle-income households Urban poor but also 
the non-poor 

T
y

p
e 

o
f 

su
b

si
d
y

 

Mortgage interest costs 
tax deductible; no 
withholding tax on 
deposits placed with 
recognized financial 
institutions for purposes 
of saving for a down 
payment 

None 
 
 

In principle, subsidy for basic 
water consumption, but it 
works poorly.49  Rent subsidy 
in the special case of Mathare 
IV A in Nairobi; costs of 
technical assistance generally 
not recovered, and therefore 
these qualify as subsidies.  

Rental 
subsidy50 

Land and infrastructure 
subsidies, typically through 
cross-subsidies. Public land 
was generally transferred to 
beneficiaries at sub-market 
prices; cost of technical 
assistance as it was not 
recovered in full  

Cost of technical assistance, where 
provided, as it is not recovered in full; 
interest rate subsidies for SACCO 
loans 

Interest rates, where 
these are below 
market, 

K
ey

 c
h

al
le

n
g

es
 

To introduce mortgage 
insurance to enhance 
access lower down; to 
make foreclosure more 
efficient; to expand the 
supply of long-term 
finance at fixed interest 
rates, primarily through 
securitization of 
mortgages. 

Short maturities as 
loans usually 
taken out as 
personal loans and 
diverted into 
construction.  
 

To find ways of going to 
scale; to bring rates of return, 
currently very high, in line 
with returns from other 
investments of equivalent risk; 
to resolve land issues, 
primarily in Nairobi slums, as 
land and structures typically 
owned by  absentee landlords; 
to improve the efficiency of 
water markets. 

To privatise 
the existing 
public stock 
in an 
efficient and 
transpar-ent 
fashion. 

To determine how this type 
of project could be re-
introduced, building on 
historical experience 

To find ways of increasing tenors and 
thus improve affordability, subject to 
the demand for such loans by the 
poor; to find ways of leveraging 
private capital (corporate social 
responsibility funds, commercial 
banks etc) as a means of going to 
scale; to improve the financial 
performance of existing housing 
micro-finance institutions to enable 
them to attract private capital 

To develop a better 
understanding of 
the scope of this 
source and how it is 
utilised to finance 
housing; to 
establish links with 
housing 
microfinance 
institutions (see 
Box 2)  

 

In the next issue 
 

The next issue will focus exclusively on the Housing Microfinance Workshop, which took place from 19-23 May 2008, at the 

Giraffe Ocean View Hotel in Dar Es Salaam, Tanzania.  The workshop was hosted by the FinMark Trust, Rooftops Canada 

and Habitat for Humanity International. Supported by a variety of organisations, the workshop was hugely successful: 127 

participants (including investors, financiers, and donors; experienced intermediaries; and retailers including HMFIs, MFIs and 

NGOs) participated from over 20 countries, 16 in Africa. Over four days, the workshop addressed topics relating to: 

! State of housing finance in sub-Saharan Africa (Monday) 

! Getting housing on the ground (Tuesday) 

! Scale lending (Wednesday) 

! Identifying opportunities; and hot topics (Thursday) 

 

Presentations from the workshop are available in the meantime on the FinMark Trust website: www.finmark.org.za/HMF.aspx  

 

For more information on anything written in this newsletter, or to subscribe to ACCESShousing please contact Kecia Rust, the 

FinMark Trust’s housing finance theme champion, on Kecia@iafrica.com or on +27-83-785-4964 
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This type of public “housing” has been phased out, but was popular in the 1970s and 1980s   
47

 Roughly households in the top decile on the income distribution 
48

 Roughly households between the 4th and 7th deciles on the income distribution.   
49

 The majority of slum residents draw their water from water kiosks where the price per litre is a multiple of the price paid by those with house connections.  
50

 The subsidy is equal to the difference between the rent paid and the market rent. Econometric estimates by Mutero, J. (1988) revealed substantial subsidies 
for NCC rental housing, and although rents have been raised since then, they are still below market levels. 


