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Overview

Ethiopia, the second most populous African country after Nigeria, is located
in the eastern part of the continent covering 1.13 million km2.! It has an
estimated population of 126.5 million and an annual population growth rate
of 2.5%2 Itis estimated that 23% of the population lives in urban areas® The
4.7% rate of urbanisation is expected to elevate the urban population to 26.9%
by 2030,* with wider implications for housing and infrastructure planning. The
size of cities, driven by rapid urbanisation and the associated need for land and
infrastructure, is predicted to expand from 5200km? in 2015 to 16 500km?
by 2030.5 Most of this expansion will be manifested in illegal squatting, creating
conditions conducive to the formation of slums. Already, the latest figures
show that 64% of the urban population is living in slums.®

Gross Domestic Product (GDP) grew at a rate of 6.5% in 2023 to Br9.45
trillion (US$163.7 billion),” building on average growth of nearly 10% a year
over the past one and a half decades.® Per capita income reached Br74 679
(US$1 293.8) in 202392 The growth trajectory is expected to continue in
2024 and 2025 at a rate of 6.2% and 6.5%, respectively.'® However, the
economy as a whole is shaken by high inflation, internal instability, shortage
of foreign currency, a foreign debt burden and fast-changing international
politics. The National Bank of Ethiopia reported the 2023 annual average
inflation rate at 29.3%™" The slow growth of exports has also resulted in a
depreciation of the birr in the official currency market by 5.3% and in the
parallel currency market by 15%.'2 The US$1 in 2023 traded at Br55 in the
official and Br108 in the parallel market.'® On 29 July 2024, a decision was
made to float the currency, resulting in a 30% devaluation of the birr'4

Economic growth in Ethiopia has not alleviated poverty significantly. The latest
available figure shows that an estimated 28 million people are estimated to
be living in poverty, living on less than US$2.15 a day.’® The country also
ranks 175" out of 188 countries in terms of the Human Development Index
(HDI), with a score of 0.49.The latest data on multidimensional poverty also
shows that 68.7% of the population are multidimensionally poor and another
18% are considered to be vulnerable to multidimensional poverty.'®

Access to finance

As a part of wider financial strengthening measures, the state has embarked
on extending financial access to 71% of adults through the second financial
inclusion strategy, which is intended to run from 2021 to 20257 In early
2024, the number of bank branches reached | | 097 and bank accounts 130
million."® Credit accounts also grew, from 4.7 million in 2022 to 6.5 million
in 2023.19 Besides the conventional approach, technological advancement in
the financial sector, particularly mobile money, has enhanced financial inclusion.
In 2023 mobile account users reached 90 million and 2.3 million people
benefited from digital credit services?® However, the growth came at the
cost of widening gender disparity, which is the highest in sub-Saharan African
countries. The latest available figure shows a gap between men and women
in account ownership in formal financial institutions, with men constituting
55% and women 39%.2" The gender disparity is also stark in the digital
financial services sector, where women only account for 14% of the 90 million
mobile account holders and 22% of the total digital financial services. Also,
men have a 1.5 times higher chance of accessing credit than women.??
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CASE STUDY: Kality Prefabricated Rental Housing Project

As a part of a broader plan to construct 500 000 houses by 2026, the Addis Ababa Housing Development Corporation has embarked
on the construction of 10 000 rental units in the Kality sub-city. The project is a continuation of the Gelan and Basha Wolde rental
housing project the administration undertook as an alternative approach to alleviate the housing problem of low income residents
of the city. The first phase of the project, consisting of 5 000 rental units, was started in 2022 at a cost of Br8 billion (US$139.3
million)."® The apartment blocks range from four-story to nine-story buildings. The fund for the construction of the units comes
from the government budget."" The construction work was given to the Ethiopian Construction Works Corporation (ECWC) and 30
other local contractors. The corporation took on the task of manufacturing the prefabricated materials, which the contractors were

tasked with installing.

By the end of January 2023, 2 318 units were transferred to beneficiaries.!'2 After a year from the mid 2023 promised completion
date, the latest information reveals all 5 000 rental units have been completed and transferred to low income residents of the
city."3 The project is in one of the fringe sub-cities with fewer economic opportunities and higher transport costs than in the inner
city. The project’s long-term effect on households' socio-economic conditions is uncertain.

Top: Completed rental units located in a fringe sub-city of Addis Ababa. Bottom: Inside a completed rental unit.
Source: Mayor Adanech Abiebie (https://x.com/AdanechAbiebie/status/1675804083356147712)

Ethiopia has 32 banks, 47 microfinance institutions (MFIs),?® and 18 insurance
companies.? Despite global and local challenges, financial institutions managed
to increase their liquidity and profitability in 2023. Total assets increased by 20.4%
from the previous year, reaching Br3.1 trillion (US$54 billion) or 35.8% of the GDP
in 2023. The banking sector held 96.3% of the total financial sector assets at the
end of June 20232

In 2004, the government set up a credit information centre to provide information
on borrowers' creditworthiness. Subsequent upgrades were conducted in 2012
and 2019 to include MFls. This expanded the total number of members to 83.26
As of June 2023, 4.4 million people were registered in the central credit database,
which is a | 992% increase from the previous year (208 090 registered
members).?” This and accompanying measures resulted in a Non-Performing Loan
(NPL) rate of 3.5% despite the larger loan disbursement.?®

Generally, the mortgage market in Ethiopia is underdeveloped. Various reasons
are advanced for this, but one frequently mentioned is regulatory burdens. These
include an obligation to buy treasury bonds amounting to 20% of bank loans and
advances at a 9% rate; an obligation to invest 1% of a bank's loans and advances
in the Development Bank of Ethiopia (DBE); and the 40:40:20 ratio rule that forces
banks to allocate only 20% of their loan portfolio to long term lending such as
mortgages.?® The recent introduction of a credit cap that limits annual credit
expansion to 14% also hinders expansion of mortgages.*°

The latest available figure shows that the value of mortgage loans outstanding is
Br24.1 billion (US$4 18 million).3! Of these, the largest six banks provided 5 730
loans comprising a market share of 25% or Bré.3 billion (US$109.1 million)
whereas Commercial Bank of Ethiopia (CBE) alone holds a market share of 69%
or Brl17.6 billion (US$304.9 million).32 The CBE, the largest state-owned bank in
the country, is involved in demand-side mortgage provision through the Integrated
Housing Development Programme (IHDP), offering a rate of 9.5% and a maturity
period of 20 years.33 The total number of residential mortgage loans outstanding
provided by CBE is 247 000.3* The involvement of private banks in development
finance is minimal with stringent conditions such as requesting that a percentage of
the development be completed before they disburse a loan. Their involvement in
demand-side mortgage provision is usually used as an employee retention
mechanism. Private banks, on average, charge a | 7% interest rate with a maximum
maturity period of 10 years, although this varies depending on the target customer3®

In recent years, the housing finance problem has forced two entities to consider
opening specialised mortgage banks, in the absence of a regulatory framework to
guide their operation. The first is Goh Betoch Bank, which has been in operation
for more than two years and has reached paid-up capital of Brl.32 billion (US$22.9
million).36 Its initial plan was to provide | 600 mortgages3” However, by the end
of 2023, it could provide loans and advances amounting to Brl.3 billion (US$22.6
million) for 142 borrowers. The figures were not disaggregated between commercial
and mortgage lending®® The second is Ovid Betoch Bank which is still in its
formation stage, offering 20 million shares worth Br20 billion (US$348.4 million).°
During its launch event, the bank managed to raise Brl.2 billion (US$20.8 million)
of the minimum expected capital of Br5 billion (US$87 million).4® The entry of
these banks, coupled with the anticipated establishment of the capital market,*! is
expected to enhance the overall mortgage market from 2024 onwards.#?
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MFls are expanding across the country and a total of | 109 branches exist*® The
total number of outstanding loans has reached 500 000.44 As of the end of June
2023, MFls accounted for 2%of total financial sector assets,*® with total assets
reaching Bré1.7 billion (US$1.07 billion) and deposits Br27.9 billion (US$486.06
million) — an increase of 33.7% and 28.8% respectively from the previous year*
MFls lack independence, as evidenced by their reliance on commercial banks for
deposits and mobilisation of funds. In the fourth quarter of 2022/23, MFIs provided
credit amounting to Br39.2 billion (US$682.9 million).#” However, the trans-
formation of five of the largest MFls into full-fledged banks has reduced the total
loan portfolio of MFls by half48 MFIs' involvement in housing is also limited. The
latest available figure shows that the largest five MFls provided 66 858 housing loans
and held a market share of 6% — Brl.5 billion (US$26.1 million) —in 2017. They
provide small housing loans for households and small-scale developers, with interest
rates ranging from 14% to 30% and a maturity period of five to fifteen years.*?

Demand & affordability

The housing market in Ethiopia is characterised by a high qualitative and
quantitative housing deficit accumulated due to years of neglect and lack of
appropriate intervention. The housing need until 2025 is estimated to be 471 000
units a year on average. This number is expected to increase to 486 000 housing
units a year until 2035, far exceeding the speed at which housing is supplied.>° In
Addis Ababa alone one million houses were needed last yearS! Supply, on the
other hand, is sluggish. Since 2006, the IHDP was able to produce 383 000 housing
units,2 with a maximum production capacity of 25 to 35 000 units a year® This
figure is inadequate to meet the annual estimated demand, much less catch up
the accumulated needs of past years. The contribution of the real estate sector
to the supply is also minimal (30 000 units a year) and the sector targets high and
middle income earners.54

The housing stock in the country comprises owner-occupied and rental houses
totalling 19.4 million units across the country. The latest available figure shows
more than 80% of the total housing units are owner occupied whereas 15%
constitute rental. Ownership of housing differs markedly between rural and urban
areas. In rural areas 95% (13.9 million) of units are owned and in urban areas
39% (1.8 million) are owned.3® Twice the number of men own a house alone
(32.2%) than women (14.7%). The reverse applies on joint house ownership:
women account for a higher percentage (33.9%) than men (17.3%).56 The rental
market has been neglected despite accommodating 60% of the urban households.
A recent noteworthy development is the introduction of legislation that put a
rent cap for two years from the start of a lease agreement and delineates the
rights and responsibilities of tenants and landlords.5”

The socioeconomic condition of most households limits their ability to own or
rent a house. The latest available figure shows an unemployment rate of 3.5%,%8
but an estimated 85.2% of the population works in the informal economy and
this has had the effect of curtailing access to mortgages®® Despite economic
growth, poverty has not been significantly reduced and inequality is rising. Income
inequality as measured by the Gini coefficient is 35 (33.2 in 2010).80 The cost of
living also limits investment in housing, with 80% of households spending 54% of
their income on ‘food and nonalcoholic beverages' 5!



Against the backdrop of poverty, high unemployment, rising expenses and
inequality, housing has become increasingly unaffordable. The latest available figures
show that the cheapest 20m? house, priced at Br600 000 (US$10 395), remains
unaffordable for over 95% of urban households.®? Despite the impracticality of
using a 30% threshold to assess the affordability of housing, studies show that more
than 41.3% of IHDP beneficiaries use more than 30% of their income for mortgage
payments83 The effect is highly pronounced on women, the disabled, and people
working in the informal sector with irregular income and weak connections with
financially stable relatives or friends who could provide support.

The price of land is also significantly increasing as shown in the recent Addis Ababa
Land Lease Auction. Land is sold for a maximum price of Br470 000/m? (US$8 188)
and a minimum price of Br20 000 (US$348:4), depending on location.®* Because
of the unaffordability of owning a house many Ethiopians either rent (as observed
in rental occupancy being at 60%) or squat illegally® However, the rental market
has not been affordable. Tenants spend 65%%° of their average Br8 883 (US$154.7)
salary on housing®” In light of this, the government has subsidised rentals for
employers in public institutions and a number of universities®® The government
also provides kebele rental units which are intended for the lower end of the market,
with the price hovering at approximately Br20 (US$0.34) a month.8

Housing supply

An estimated 72% of the housing units in urban areas are constructed informally.”®
Affordable but poorly constructed kebele rental houses constitute 20% of all the
rental units in the country and 40% of the rental units in the capital city.”" Backyard
rental is also common: 19% of households in the cities of Adama, Addis Ababa
and Mekele rent out a unit.” This implies that there is a fragmented and closed
rental market with insufficient information. From the estimated half a million rental
units in urban areas, an estimated 70 000 units are estimated to stay vacant.”®
Interest in cooperative schemes has been a growing. In 2023, the Addis Ababa city
administration organised willing individuals who had been waiting for IHDP houses
into 54 housing cooperatives consisting of 4 500 members with a total capital
raised of Br4 billion (US$69.2 million) and allocated 27ha of land for the project.”

Formal housing constructed by the private sector, including cooperatives, constitutes
18.3% of the overall housing in the country.The growth of the real-estate sector is
hampered by its inability to attract investment from outside the country, mainly
due to bureaucracy and the lengthy process involved in building permit issuance.
The recent attempt to enhance ease of doing business is expected to accelerate
the growth of the construction and real estate sectors by 6.9% in 2023 and 3.9%
in 2024.75 Ethiopia allocates a minimum plot size for housing. In cities such as Addis
Ababa, the minimum plot size is 75m? whereas in Adama it is 105m?2.76

Most housing units, both for rental and owner occupied, are of low quality. They are
mostly constructed out of inferior construction materials, with mud and straw used
for the walls and earth and dung for the flooring. More than 65% of the housing
units are considered to be slums.”” Infrastructure and services that promote housing
investment, although increasing, have not reached the majority of the population.
Infrastructure such as access to basic water reaches 49.6% of the population whereas
only 8.9% of the population has access to basic sanitation.”® A 2022 study showed
that just over half of the population (55%) had access to electricity.”

The construction sector; regulated by the Ministry of Urban Development and
Construction (MUDC), has reached a market size of Br3.9 trillion (US$69.5
billion)8 and employed 6.1% of the population in 202381 Because of the lack of
industrial capacity to process raw materials, abundant in the country, construction
materials have had to be imported at a high cost from countries such as China.?
Research and pilot projects have been conducted to introduce low-cost, locally
available materials such as adobe technology®® and Agrostone.8* However, their
scalability remains uncertain. In 2021, a company called Kubik also introduced
environmentally friendly construction materials made out of plastic waste. The
company aims to fill Ethiopia's estimated Br172.2 billion (US$3 billion) annual gap
in affordable construction materials by converting plastic waste into blocks, beams
and columns.8°

Property markets

For most of Ethiopia's history, the state’s significant intervention in land has
“influence[d] local tenure regimes”8 The decentralised approach introduced in
the Ethiopian People’s Revolutionary Democratic Front (EPRDF) era divided the
land administration, registration, and information system infrastructure into rural
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and urban, with significant implications for cost and how the tenure system evolved
within this spatial divide.®” Yet the state lacks up-to-date information on land
transactions and titling. The latest available figure shows the country has managed
to demarcate 30 million parcels and provided title certificates to 28 million
parcels 8889 In Addis Ababa in 2023, the city’s land holding and registration agency
cadastre system registered 27% of the 600 000 plots under its jurisdiction.®® To
increase efficiency in land registration, digitalisation through a “tablet-based mobile
mass registration system (MASSREG software application)” was introduced.®!
However, property registration in general is seen as slow.

Women, although with a lower share than men, participate in asset ownership
including land.?? The latest available figure shows that 50% of the women surveyed
owned a house alone or in partnership with someone but only one-third had a
title deed. The percentage of women owning land was 40% with one in two
women having a title deed.%3

Building a house in Ethiopia costs on average Br35 000/m? (US$606), excluding
the price of land.9% A house constructed by a real estate developer costs between
Br40 000/m? (US$693 million) and Bré60 000/m? (US$1 039) while the selling
price could go as high as three times the cost of construction.®® The median
national housing price is Brl5.3 million (US$265 069). The rise in the cost of
housing is mainly attributed to the increase in the price of construction materials
such as cement and rebar which have doubled in price since 2022 to Br2 000
(US$34.8) per 100kg and Br130 (US$2.26) per kg, respectively.9® There is also a
40% demand gap in formal land production, leading to skyrocketing property
prices.” However lack of credit, internal instability, and rise in inflation has resulted
in the real estate property selling price declining from Br120 000/m? (US$2 079)
to Br75 000/m? (US$1 299).In some cases prices dropped further; to Br58 000/m?
(US$1 005) in 202398

The city of Addis Ababa has also set its own property valuation for different housing
typologies, indicative of the market price. This follows the recent approval of the
property taxation law. The minimum property valuation for IHDP housing is
between Br54 511.8/m? (US$944) and Br72 377/m? (US$| 254); the valuation
of apartments ranges between Br85 000/m? (US$1 473) and 132 937.5/m?
(US$2 303). Other houses are valued at Br30 000/m? (US$520).%° The property
tax excludes houses 15m? in size in inner cities and 30m? in the periphery. The
number of properties registered for taxation is currently unavailable.1%°

Policy & legislation

In 2023, the National Bank of Ethiopia (NBE) introduced an inflation-targeting
policy that limits the annual loan expansion of banks to 14%, affecting banks'ability
to extend long-term loans such as mortgages.’0! It also squeezed credit in the
real estate sector. The recently introduced property tax proclamation has resulted
in lower demand for real estate as companies struggled to sell flats, although prices
were down by 15%.19% A draft proclamation introduced in 2024 enabling the
state to seize assets worth Br5 million or more that are bought using undeclared
income, going as far back as 10 years, is also expected to exacerbate the problem
by driving away the diaspora real estate buyers who were the main target
consumers of the sector:'%3

To scale up the supply of affordable housing, the government has recently reversed
its approach to public private partnerships and aims to construct between 80 000
to 100 000 housing units at a cost of Br470.6 billion (US$8.2 billion)."®* Another
planned intervention is the construction of affordable housing units for public
servants living in Addis Ababa, with prices as low as Brl4 285/m? (US$247).15

The practice of green building among construction professionals is in its infancy in
the country. Only a few buildings received Leadership in Energy and Environmental
Design (LEED) certification for being green buildings, one being the new CBE
building.'% In addition, there is no project or building certified as Excellence in
Design for Greater Efficiency (EDGE) except for a hotel project in the capital. 0"
The lack of clear policy is said to be the major constraining factor that hinders the
adoption of green building practices.

Opportunities

The country has more favourable conditions than ever for investors due to new
policies encouraging foreign investment in retail, telecommunications, real estate,
and the banking sectors. This is reflected in the invitation to foreign companies to
participate in the recently introduced Chaka and Tiyet Bet public-private-
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partnership housing project’®® and the new regulation that enables foreign
companies to own property. This is expected to boost the involvement of foreign
companies in affordable housing and the real estate sector in general.'® The
expected launch of the Ethiopian Securities Exchange (ESX) in 2024 is also a part
of the government's attempt to attract foreign direct investment, facilitate finance
for business, and enhance the overall financial infrastructure. Other potentially
attractive aspects of the country are the highly productive youth, the high demand
for construction materials such as cement and rebar, and the increasing demand
for affordable housing driven by urbanisation.
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Availability of data on housing finance

Finding comprehensive data on housing finance in Ethiopia is a
challenging task. The data is mostly fragmented across different
organisations such as the Central Statistical Agency, the Ministry of Urban
Development and Housing, the NBE, and the country’s various
commercial banks. The data is also inconsistent and complete and up-
to-date reporting is absent. The last census in Ethiopia was conducted
in 2007. This has constrained the availability of essential and timely
information on housing. The NBE's annual and quarterly reports do not
provide specific data on mortgages. This issue is part of a broader
problem that relates to the absence of a legal framework to guide the
operation of mortgage banks. The existing mortgage banks function
under commercial bank regulation. In addition, adoption of digital tools
to record housing transactions is generally slow. Most government
entities lack a functioning website to disseminate relevant and up-to-
date information under commercial bank regulation. In addition,
adoption of digital tools to record housing transactions is generally slow.
Most government entities lack a functioning website to disseminate
relevant and up-to-date information.
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