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National debt reached 57 percent of GDP in 2017, a significant increase from
38 percent in 2012.4 This will place significant pressure on resources required to
implement the “Big Four” agenda.  In addition, with the state offering high yielding
bonds, particularly tax-free infrastructure bonds, to fund their deficit, the cost of
finance for housing finance becomes very expensive.

Access to finance
Kenya has an established banking sector which contributes to 75.3 percent of the
adult population being formally included, a fifty percent increase in the last ten
years.  According to the 2016 FinAccess Household Survey, financial exclusion,
which was 17.4 percent in 2016, has more than halved since 2006.5

The formal financial sector is regulated by the Central Bank of Kenya and the
Capital Markets Authority.  Kenya has 43 banking institutions (42 commercial banks
and one mortgage finance company), nine representative offices of foreign banks,
13 microfinance banks, three credit reference bureaus, 19 money remittance
providers and 73 foreign exchange bureaus.6 Out of the 43 banking institutions,
40 were privately owned, while the Kenyan government had majority ownership
in three institutions.  As at December 2017, three of Kenya’s commercial banks

Overview
Kenya is East Africa’s largest economy, and a leading financial centre in the region.
An emerging middle-income country, it has a vibrant, and highly sought after
residential property market, especially so for the luxury market.  While 2017 was
a difficult year politically, President Kenyatta’s announcement in December 2017
that affordable housing was one of his “Big Four” strategies has energised the
affordable housing sector.1 In 2018, there has been increased engagement with
the policy, regulatory, financial, and other institutional factors required to give
substance to the President’s commitments.  While the feasibility of delivering on
the commitment for 500 000 affordable housing units in the President’s term
continues to be a subject of debate, the target itself has stimulated activity that
will no doubt transform affordable housing for the country.

Kenya is still a primarily rural country with only 28 percent of its population of 46
million people living in urban areas.  With an urbanisation rate (4.2 percent) almost
double the population growth rate (2.5 percent), however, the rural character of
the country is due to change.  It is estimated that by 2050, half the population will
be living in cities.  This is already putting pressure on the demand for affordable
housing, together with infrastructure, and effective land use planning and
management.

Kenya’s economy has shown strong growth in the past few years with a GDP
growth rate above 5 percent per annum for the past five years.  In 2016, real GDP
growth was 5.8 percent, dominated by the services industry (66 percent of
growth), which itself was dominated by real estate (which grew 12 percent).2

Between 2013 and 2017, real estate contributed an average of 7.5 percent to
GDP, while construction contributed around five percent; 5.8 percent estimated
in 2017.  

By 2017, Kenya’s real GDP growth declined to 4.9 percent, largely due to
uncertainty caused by the political situation, the drought, and a slowing of credit
growth, itself due in part to interest rate caps imposed from September 2016.
Although there was a general slowdown in credit uptake in the country, the
building and construction sector experienced a 4.9 percent increase in loans and
advances from commercial banks, from Ksh104.8 billion (US$1.04 billion) in 2016
to Ksh109.9 billion (US$1.09 billion) in 2017.  Inflation has hovered around 4
percent during 2018, down considerably from eight percent in 2017, and was
recorded at 4.04 percent in August 2018.  The currency has been similarly stable
during 2018, offering a level of economic certainty.3
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were not operational, with one of them under statutory management and two
under receivership.  The banking sector grew its total net assets from Ksh3.695
trillion (US$36.8 billion) in December 2016 to Ksh4 trillion (US$39.8 billion) in
December 2017, an increase of 8.3 percent.  The average 91-day Treasury bill rate
dropped to 8.37 percent in 2017 from 8.62 percent in 2016.  The average 182-day
Treasury bill rate declined to 10.42 percent in 2017 from 10.9 percent in 2016.7

Growth in credit to the private sector has been on the decline, and hit a low of
1.4 percent in July 2017.  By October 2017, it was up to 2 percent, buoyed in part
by a 10 percent growth in credit to the real estate sector, and 4 percent growth
in private sector credit to the building and construction sector.8 Much of this
growth, however, was attributed to lending to corporates as credit to households
continued to decline.   

The Kenyan Central Bank is one of the few central banks in Africa that conduct
annual mortgage surveys to monitor the residential mortgage market.  According
to this survey, there were 26 187 mortgage loans in the market in December
2017, a net increase of 2 128 mortgage loans in the year since December 2016.
The outstanding value of mortgage loan assets was Ksh223.2 billion (US$2.2 billion)
December 2017, representing a growth of a 1.5 percent over the year.  Three
quarters of this lending was offered by six institutions including one medium-sized
bank (holding 20.9 percent market share) and five of Kenya’s major banks.  The
number of banks offering mortgages has dropped from 35 in 2016 to 31 in 2017.
The value of non-performing mortgages was high at 12.2 percent of the total book,
but this was slightly below the industry NPLs to gross loans ratio of 12.3 percent. 

The average mortgage loan size of Ksh10.9 million (US$108 600) in 2017
demonstrates a market focus at the higher end.  As a result of the interest rate
cap which became effective on 14 September 2016, interest rate charges on
mortgage loans ranged between 10.8 percent and 14 percent in 2017 compared
to 18.7 percent average in 2016.  Just over three quarters of mortgages (78.4
percent) are on variable interest rates.9 Anecdotally, most (60 percent of)
mortgages outstanding are at subsidized rates to bank employees or employees
of corporations which have ‘funded deposits’ with the bank to fund these rates.10

One of the motivations for the forthcoming Kenya Mortgage Refinance Company
(KMRC) is to provide the liquidity necessary to enable lenders to fund mortgages
on the open market, which are not supported by such funded deposits.  

The Central Bank’s mortgage market survey tested lenders’ sense of obstacles to
the development of the mortgage market in Kenya.  By far, the most frequent
response from banks had to do with high costs (of housing units, of land for
construction, and of the various incidentals, taxes and fees).  This was followed by
difficulties with property registration and titling, and then household affordability
as a result of low incomes.  Access to affordable long term finance was the sixth
most popular response from a list of ten, followed by various constraints in the
residential property transaction process.  Regarding the impact of the interest rate
cap, lenders noted a higher demand for mortgage loans given perceived
affordability.  They had responded however, with tighter credit standards, so that
actual mortgage disbursements had been lower than increased demand.  The
Central Bank also noted a shift in preference to offer short term loans.11

Given Kenya’s economic status and population size, however, 26 187 mortgage
loans is far below what would be expected.  FinAccess 2016 notes that the use of
credit for housing purchases appears to be limited.  In 2016, 34.2 percent of
respondents reported having used at least one type of credit instrument.  Of these,
only 14.7 percent said the loan had been for a house or land.  These loans were
most commonly obtained from both SACCOs (45.9 percent of all loans for housing
or land) and banks (34.2 percent).  Informal providers, microfinance lenders and
mobile banks together provided about a fifth of all loans used for housing.12

The World Bank estimates that up to 90 percent of housing finance in Kenya is
supplied by Savings and Credit Cooperatives (SACCOs) and housing cooperative
networks.13 The SACCO industry is significant with nearly 3.5 million members
and combined total assets of Ksh393 billion (US$3.9 billion) across 175 licensed
and regulated deposit taking institutions at the end of December 2016.14

SACCOs package home loans as development loans, generally at lower rates, and
with faster processing times than what is offered by commercial banks.  A
consortium of 35 SACCOS recently launched a housing loans plan enabling their

members to obtain interest free mortgages by paying “rent” instalments over 20
years.15 SACCOs also offer micro-mortgages through the Kenya Union of Savings
and Credit Co-operatives Housing Fund.  In many instances SACCOs avail
unsecured construction loans, establishing them as key role players in facilitating
access to housing finance at the bottom end of the income pyramid.

However, as the World Bank notes, SACCOs’ single source of liquidity is member
deposits, which limits their ability to grow their housing loan portfolio.  In 2017
and 2018, concerted efforts were made by the World Bank and the Central Bank
of Kenya to establish a Kenya Mortgage Refinance Company (KMRC), similar to
what has been established in Tanzania, Nigeria, Egypt16 and the WAEMU region.
An explicit focus of this institution will be the provision of liquidity to SACCOs in
support of their housing lending role.  It is expected that the KMRC will be
operational within 2019.

Affordability
Housing affordability is a critical issue in Kenya, and a key focus of the current policy
debate.  Even entry-level housing is expensive, with the cheapest newly built unit
by a private developer still only affordable to a minority of urban residents.  For
example, Suraya Properties offers a 16m2 bedsitter unit in its Encasa 1 project on
the Mombasa Road in Nairobi, for Ksh1 155 000 (US$11 500), or a 20m2 studio
apartment for Ksh1 760 000 (US$17 500), whether for purchase with cash or with
a mortgage.17 At 14 percent per annum, over 15 years and with a 20 percent
deposit, the 16m2 bedsitter would cost US$267 per month to service, and would
be affordable to 51 percent of the urban population (though, Suraya only included
85 of these units in its first phase).  At these same terms, the 20m2 studio apartment
would be affordable to only 24 percent of the urban population.18

Off-plan, the finance arrangements make a significant difference to the price.  For
Suraya’s planned Phase 2 Encasa development, a 40m2 two-bedroom unit lists for
Ksh3 190 000 (US$31 600) when paid with a plan involving five instalments, versus
Ksh3 415 500 (US$33 900) when paid with a mortgage.19 The reason for this
increase in price is worth exploring, and has to do both with the impact of Kenya’s
very slow and cumbersome land titling process, and the availability and cost of
construction finance.  In essence, by offering a cash instalment plan for off-plan
(before construction) purchases, Suraya is able to finance its development process
with customer deposits rather than with a construction loan.  It also needn’t wait
for the titling process of individual plots to be completed before being paid, as it
would if it waited for its buyers to access mortgage finance to fund their purchase.
As a result, a higher income strata is likely purchasing even lower cost housing,
possibly for investment rental purposes.

According to the KNBS 2018 Economic Survey, there was a 10.2 percent increase
in the value of new private buildings in Nairobi County from Ksh77.7 billion
(US$774 million) in 2016 to Ksh85.6 billion (US$853.4 million) in 2017, owing to
sustained rise in construction of residential and non-residential buildings.  The
Survey also indicates a 3.8 percent rise in the cost of materials for residential
buildings in 2017, up from 1.9 percent in 2016 and 2.6 percent in 2015.  Inflation
in the cost of labour was more significant, with a 10.5 percent rise in 2017, down,
however, from 12.5 percent in 2016 and 25.5 percent in 2015.20

Housing supply
In late 2016, President Kenyatta made an explicit commitment to increasing
affordable housing supply, promising 500 000 affordable housing units in the course
of his five-year term as president.21 With an estimated two million unit backlog,
nearly 61 percent of urban households living in slums, and a 4.2 percent
urbanisation rate, some analysts have called this a drop in the ocean.22 The Kenya
Property Developers Association (KPDA) suggests that Kenya actually needs to
develop 200 000 new units annually, versus the 50 000 currently being constructed. 

Analysis undertaken by CAHF suggests that the value of housing construction in
2016 was Ksh272 billion (US$2.7 billion), equivalent to about 6.3 percent of
Kenya’s GDP.  This comprised Ksh119 billion (US$1.19 billion) in gross value added,
and a further Ksh153 billion (US$1.5 billion) in intermediate inputs purchased
from the primary, secondary and tertiary sectors of the economy. Just under a
tenth of this (9.3 percent) was imported – or 16 percent of all manufactured
goods used in the housing process.  After adjusting for import leakages, CAHF
estimates that housing construction has a direct impact output multiplier of 2.16.23
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The profile of housing delivery has shifted over the past 15 years.  Hass Consult
monitors the mix of property types available in Kenya on an annual basis.  In 2001,
apartments comprised 23.5 percent of Kenya’s residential property market, while
semi-detached houses represented another quarter (24.5 percent) and detached
houses comprised the majority (52 percent).  By the end of 2017, the ratios had
shifted entirely, with apartments comprising almost half of the total market (48.7
percent), semi-detached houses still at a quarter (24.9 percent) and detached
houses at 26.4 percent.24

Rental housing is a significant feature in Kenya.  Much of this middle-income rental
housing is offered by small scale landlords who build 20 to 40 units on small, family-
owned plots.  This investment is generally financed with equity, and the pooling of
personal loans, or a loan from the SACCO, as the accommodation is built
incrementally.  The units are basic, often with poor lighting and limited cross
ventilation, and no common amenities.  They are managed by the owner or a third
party agent.  At the same time, developers are building larger formal estates of
more than one hundred apartments, and selling these on a condominium or
sectional title basis to investors, who then rent them out to a lower or middle
income target market.  For example, Karibu Homes offers entry-level two-
bedroom, standard units from Ksh3.43 million (US$34 200).  The Riverview
development comprises of three and four storey walk-ups, rather than stand-alone
units.25 To contain price, these developments are usually on the urban periphery.
Developers finance the construction with their own equity, cash instalments from
individual buyers and bank debt.  Investor units then enter the pool of rental stock,
either managed directly by the investor themselves, or a third party.26

Housing Cooperatives are an important affordable housing supplier.27 The
National Cooperative Housing Union (NACHU), an apex organisation made of
registered housing cooperatives, works to provide affordable and decent housing
to Kenyans in low income communities.28 NACHU has more than 800 housing
cooperatives in eight regions of Kenya and has become a leading organisation in
the provision of housing microfinance, capacity building and technical services. 

Government is a significant player in the housing supply sector, and increasingly so
with the announcement of the “Big Four” plan.  In the 2018 Budget Statement of
the National Treasury, US$1.5 billion is allocated to public private partnership
projects for housing for civil servants, police and prisons, and for affordable housing
in the period 2018-2020.  The statement also confirms the continuation of existing
government programmes: investment in low-cost houses through slum upgrading,
and the provision of infrastructure services and income-generating activities in
informal settlements.29

The KPDA was established in Nairobi in 2006, to represent stakeholders in
property development in Kenya.  The association has 138 members.30 With the
national focus on affordable housing, the KPDA has formed an Affordable Housing
Task Force to collate member perspectives, and engage with government for policy
change.  According to the KPDA’s Affordable Housing Task Force, there are many

challenges to the delivery of affordable housing, starting with poor urban planning
and the failure of municipalities to service land, leaving it to developers who then
add this to the purchase price.  High costs of construction are in part due to
Kenya’s very high import duties, poor import logistics, and an unfavourable tax
regime.  Construction finance has become increasingly limited since the introduction
of the interest rate caps, and mortgage finance remains both unaffordable and
inaccessible.31 A key constraint relates to the inefficient titling process, which,
according to the World Bank’s Doing Business survey for 2018, involves nine steps
and takes 61 days.32 High incidental costs result in an additional six percent being
added to the cost of the unit, to accommodate stamp duty, legal fees, valuation
fees and facilitation fees.33

Property markets
Kenya has a vibrant upper income property market that is eagerly tracked by
various analysts.  In 2018, Cytonn reported that Kenya’s real estate sector remains
an attractive asset class in large part because of returns (24.3 percent over the
last five years) that are almost double that of traditional asset classes (which
averaged 13.2 percent).  Looking specifically at the Nairobi market, Cytonn found
that the residential sector recorded total returns of 8.2 percent in 2017/18.34

Rapid property price appreciation (Hass Consult estimates that property values
have increased by 4.46 times since 2000), however, has put pressure on housing
affordability, and some suggest this is constraining market growth as the high end
market becomes saturated.  In the second quarter of 2018, property prices
increased by 3.6 percent increase for the quarter (and an annual change of 5.1
percent).  Hass Consult views the improvement in sales and rentals as a sign of
Kenya’s economic recovery, with the main growth in the price and rental of semi-
detached houses.35 The Kenya Bankers Association’s Housing Price Index offers
a slightly different view, with a 1.76 percent rise in the second quarter of 2018,
suggesting a stabilising of house prices.  Drivers of the index continue to relate to
the size of the house, parking availability, and access to water through a borehole.36

A key challenge in Kenya’s housing sector relates to land titling.  The issuing of title
deeds is a flagship programme of the government, which has registered over 2.43
million title deeds between July 2013 and February 2017.  The government is also
engaging in the digitisation of its 57 land registries, which have been keeping manual
records since 1895.  While the President’s Delivery Unit reports that the Nairobi
registry is fully digitized, however, developers argue that titling remains cumbersome.37

Policy and regulation
In Kenya, the Ministry of Land, Housing and Urban Development and the National
Land Commission (NLC) are the two main institutions responsible for land
administration.  The ministry is part of the executive arm of the national government
while the NLC is an independent body that was created by the 2010 Constitution.

The inclusion of affordable housing as one of the four pillars of growth in the
President’s “Big Four” plan has stimulated a range of policy and regulatory
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interventions in the housing sector.  In its 2018 Budget Review, National Treasury
announced a series of legislative and administrative interventions, relating to sound
planning that is responsive to household affordability; a focus on housing location
and the use of public land for affordable housing; a reduction in the cost of
construction through interventions in the construction value chain; increasing access
to end-user finance, through growing the capacity of the mortgage lending sector
with the introduction of a Kenya Mortgage Refinance Company; administrative
efficiencies, especially in relation to access to land and formal title; and the
introduction of public private partnerships to expedite administrative approvals,
enhance access to well-located land, and improve inter-governmental
coordination.38

The creation of a National Housing Development Fund was also introduced
through a proposed amendment to the Employment Act.  This amendment will
allow for the introduction of a one percent tax on gross monthly salary and a
matching contribution by employers to be contributed to the fund.  In June, Cytonn
quoted the local press in clarifying that individuals in the affordable housing target
market would be eligible to access their savings in the NHDF to purchase housing
through tenant purchase schemes, or as a deposit towards financing their home
purchase with a mortgage.  With the effective demand created by the NHDF, the
state would enter into PPPs for housing construction, offering housing on a lottery
basis to NHDF depositors.39

The Budget Policy Statement also announces the reduction of the corporate tax
rate for developers who construct at least 100 units per year, and the plans to
establish a National Social Housing Development Fund to strengthen the National
Housing Corporation.  A review of the National Construction Authority Act, the
Built Environment Bill and related legislation is also planned.40 The Finance Bill
introduced amendments to the Central Bank of Kenya Act to include the regulation
of mortgage refinance companies.  Effectively, this paves the way for the setting up
of state-backed Kenya Mortgage Refinancing Company to create liquidity in the
mortgage market. 

Other legislation and policy under development for the achievement of the
Affordable Housing programme in Kenya include amendments to the National

Social Security Fund Act to increase contributions; an amendment of Retirement
Benefits Authority Act, to allow NSSF to invest more than 30 percent in real estate;
an amendment of Stamp Duty Act to exempt first time home owners from paying
stamp duty; the imposition of a tax on idle land; a review of the PPP Act; and a
reduction in property transfer costs.41

The country’s Ease of Doing Business ranking has improved remarkably.  The
country moved up 12 places, from a ranking of 92 in 2017 to 80 in 2018.42 The
World Bank’s Doing Business Report notes that Kenya scrapped the clearance fees
previously payable to the National Environment Management Authority and the
National Construction Authority which effectively reduced construction cost. 

Opportunities
With clear political will promoting a range of interventions to ensure its success, the
future of Kenya’s affordable housing sector looks very positive.  Government’s
ambition is not insubstantial: the promise of 500 000 new affordable housing units
by 2022 will more than double current output, such that National Treasury estimates
that the real estate and construction sectors will contribute 14 percent to GDP.  

For this all to work, however, there is an entire value chain of interventions that
require attention.  The effective supply of land and infrastructure at the local, county
level, is on the top of this list.  The devolution of powers to the 47 county
governments is promising, but they will need to engage explicitly with the time and
cost of the housing procedures they control.  Other policy interventions do look
imminent.  For its part, the KPDA is mobilising the private sector and creating a
useful platform for debate and innovation through its Affordable Housing Task Force. 

A key opportunity that must not be lost in the push towards scale, however, is for
small scale initiatives that mobilise local level capacity, support entrepreneurialism,
and often better target the affordability realities of households that seek improved
housing conditions.  This will require much better targeted housing financing
products, whether for developers or end-users, whether for incremental
construction or larger scale developments.  The promise of a KMRC that is aware
of this market diversity is encouraging.
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