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GUARANTY AUTHORIZATION 

PROJECT 615-HG-007
 

Housing Guaranty Authority
PrOvided From: 


For: The Goverument of Kenya
 

in the Assistant
vested
the authority
Pursuant to by the Foreign Assistance
 
Bureau for Africa, 
 of
Administrator, the delegations


of 1961, as amended (FAA), and 

Act 

authority issued thereunder, 

I hereby authorize the issuance of
 

amount, assuring
guaranties pursuant to Section 
222 of the FAA of not to exceed
 

dollars ($20,000,000) in face 

twenty million 

(of not to exceed one hundred per cent 
(100%) of
 

against losses loans, including
 
loan investment and interest) 

with respect to 
U.S. investor(s)
eligible


any refinancing thereof, by projects in 
made to finance housing

A.I.D and
acceptable toKenya. 

to the following terms and 
shall be subjectThese guaranties

conditions :
 

The loans may extend for a 
period
 

1. Term of Guaranty: andthe date of disbursement years from
of up to-thirty (30) as shall be acceptable to 

and conditions may include such terms extend for a periodloans shall 

A.I.D. The guaranty of the 

the loans and shall 
the first disbursement of inbeginning. with has been paid

time as the Investor(s)suchcontinue until 
full, pursuant to the terms 

of the loane.
 

to the
 
The rate of ixierest payable


2. Interest Rate: exceed the
 
to the loans shall not 


Investor('s pursuant pu.rsuant to Section
 
of interest prescribed, ofallowable rate with rates 
FAA and shall be consistent in223(f) of the for similar types of loans made 

interest generally available 
the long term U.S. capital markets.
 

The Government of Kenya
 
and credit guaranty to indemnify
3. Government of Ken a -uaranty: 


shall provide tor a tull aiZ 
of A.I.D.'s
by virtue
losses arising


A.I.D. against all of the guaranty
from non-payment
the Investor or 

guaranty to

fee.• 

The fee of the United States 
shall be payable in
 

the4. Fee: annum to(1/2%) per
be one-half percentn--shalldollars 



a fixed amount
 
outstanding guarantied amount of the 

loans plus 


equal to one percent (1%) of the amount 
of the loans authorized
 

A.I.D. may determine upon
 
or any part thereof, to be paid as 


disbursement of the loans.
 

5. 	Other Terms and Conditions: The guaranties shall be
 

terms and conditions as A.I.D. may debm
 
subject to such 

necessary:
 

c tng Assist 
Bureau for &frica 

Clearances:
 

.:
P7W /A:PTows 1ey ,, 	 .:.::
AFR/EA:ESpriggs 


AFR/DP :JE1JiottGC/H: BVere.t /'"
 

PRE/H:JHowle__y_,,_.______.... .__,
 
AFR/PD/EAP :SShah
 



PROJECT AUTHORIZATION 

Name of Country:, Kenya 

Name of Project: Private Sector Cooperative 
Housing Finance 

Naume of Project: 615-0225 

1. Pursuant to Section 10G of the Foreign Assistance Act of 1961, as
 
amended, I hereby authorize the Private Sector Housing Finance
 
Project involving planned obligations of not to exceed $1,120,000 in
 
grant funds over a four-year period from date of authorization
 
subject to the availability ol funds in accordance with the A.I.D.
 
OYB/allotment process to assist in financing the foreign exchange
 
and local currency costs for the project. The planned life of the
 
project is four years 4.rom the date of initial obligation.
 

This project will provide technical assistance, training and related
 
commodity support to housing cooperatives and financial institutions
 
to complement a $20 million Housing Guaranty program to the
 
Government of Kenya. A maximum of two long-term technical advisors
 
will be funded from this grant. One, the Cooperative Management
 
Specialist, will assist the National: Cooperative Housing Union
 
(NACHU) develop necessary organizational, administrative and
 
management skills. The second, the Cooperative and Low-Cost Housing
 
Specialist, will have primary responsibility for assisting and
 
training NACHU personnel to develop and package economically
 
feasible housing cooperative programs eligible for long-term Housing
 
Guaranty financing. In addition, it is anticipated that
 
approximately 12 persons months of short term technical assistance
 
will be provided to NACHU in tLe development of training, 
administratIve, financial, and regulatory procedures and other 
selected technical areas as required. Short term training on the
 

peration of secondary mortgage markets for ministry and housing
 Commodity
inance institutions staff will also be provided. 

assistance, such as computer and audio-visual equipment, will be
 
provided to the long-term technical advisors and the trainers, as
 
needed.
 

3. The Project Agreement, which may be negotiated and executed by
 

the officers to whom such authority is delegated in accordance with
 

A.I.D. Regulations and Delegations of Authority, shall be subject to
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the following essential terms and covenants and 
maj'or conditions,
 

together with such other terms and conditions 
as A.I.D. may deem
 

appropriate.
 

Source and Origin oi Goods and Services
4a 


Except as provided herein or as A.Z.D. 
may otherwise
 

in writing, commodities financed by A.I.D. 
under
 

aqree 
the Project shall have their source and 

origin in
 

Kenya or in the United States. Except for ocean
 

shipping, the suppliers of commodities 
or services
 

shall have Kenya or the United States 
as their place
 

of nationality, except as A.I.D. may 
otherwise agree


under
in writing. Ocean shipping financed by A.I.D. 

as A.I.D. may otherwise
the Project shall, except 

only on flag vessels of 
agree in writing, be financed 
the United States.
 

b Conditions Precedent
 

1. prior to any disbursement, or the issuance 
of any
 

the Project Agreementdocuments undercommitment 
to finance assistance to the National 

Housing
 

Union (NACHU), the Cooperating Country
Cooperative substance satisfactoryshall furnish in form and 

may otherwise agree in 
to A.I.D., except as A.ID. 
vriting: 

staffing pattern, hiring
(a) an acceptable NACHU 

budget;timetable and 

(b) evidence that NACRU has retained 
.the services 

serve as counterparttoof a finance manager 
to the A.Z.D.-funded Cooperative 

Management
 

Specialist;
 

that NACHU has agreed to retain the 
(c) evidence manager to
of a project-technicalservices 

to the A.I.D. providedserve as counterpart Cost Hodsing Specialist,and LowCooperative the signing of the
within one year from 
Project Agreemeut; 



(d) evidence that NACHU has agreed to provide
 
adequate office space, transportation,
 
secretarial support services and related
 
equipment and supplies to the two long-term
 
A.I.D. funded advisors.
 

2. 	Prior to any disbursement, or the issuance of any
 

commitment documents under the Project Agreement
 

to finance technical assistance or training 
to housing finance institutions or
related 

development of a secondary mortgage market, the 

Cooperating Country shall furnish to A.I.D., 
in
 

form and substance satisfactory to A.1.D., 
except
 

as A.I.D. may otherwise agree in writing, scopes
 

of work and timetables for such training or
 

tectmical assistance.
 

Date:_________
 strat-or
Assstant 
for 	Africa
 

Clearances: 
M:PTowsley 
AFl/E:ESpriggs , 
AFR/DP:JElliott 
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PRE/H:JHowley
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I. "'SUMMARY 
AND RECOMMENDATIONS
 

A. FINANCIAL PLAN
 

it is anticipated that the proposed project will
 

.provide $40 million in Housing Guaranty (GH) resources.
 
over a five year period. This paper focuses primarily
 

be authorized
on the first tranche of $20 million to 


in PY 83. The loan funds will come from the U.S.
 

a term of 30 years, with up
private capital market for 


to 10 years grace period. The rate of interest will
 

for similar debt securities
reflect the rates 

guaranteed by the U.S. Government. The loan repayment
 

to the U.S. Government will be guaranteed by the
 
turn
Government of Kenya and the U.S. Government in 


will provide a loan repayment guaranty to the U.S.
 

private lender.
 

A sum of $1,120,000 in Development Assistance grant
 

funds will be provided to strengthen the cooperative
 

housing movement and the housing finance system in
 

Kenya. Approximately $940,000 million will be
 

provided for technical assistance and training to
 

strengthen housing cooperatives in Kenya, especially
 

the apex organization, the National Cooperative
 

Housing Union (NACHU) and approxiuately $180,000 for
 

the housing finance
short-term training to 


institutionso An additional $100,000 from HG fee
 

income will be provided for technical assistance to
 

the housing finance institutions.
 

The local contribution for housing construction will
 

the program beneficiaries
result from down payments by 


and will amount to approximately $2.0 million in the
 

first tranche. 
 The local contributions to the
 

cooperative housing component totaling t215,000 will
 

consist of NACHU staff salaries, office space and
 

equipment, use of the facilities for training programs
 

and the fees paid by cooperative members to cover the
 

cost of NACHU assistance.
 

B. TERM OF PROJECT
 

The first
The full life of the project is 	six years. 

million is requested
tranche HG authorization of $20 


83. The second tranche authorization of $20
in FY 

million will be requested in FY 86, based on the
 

progress in the implemen- tation of the project during
 

the earlier tranch and studies of housing needs,
 

informal housing finance and feasibility of an
 

effectively operating secondary 	mortgage market.
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C.,DESCRIPTION OF PROJECT
 

The proposed project will expand the private sector's
 
capacity to design, construct, finance and sev-tce
 
low cost housing. During the first two tranches of
 
the project, the primary emphasis will be to
 
demonstrate that provision of low cost housing,
 
costing about t3,700 - 7,400 (KShs 50,000 - 100,000)
 

is a profitable business for developers and an
 
appropriate function for cooperatives and that
 
housing finance institutions should service this
 
market in Kenya. The subsequent tranche of the
 
program, depending upon the experiences and results
 
of the first tranche and the studies referred to
 
above, will also focus on establishing the conditions
 
necessary for the functioning of a secondary mortgage
 
market, and possibly on resource mobilization for
 
primary financing of low cost housing.
 

At the outset, USAID and the Ministry of Works,
 
Bousing and Physical Planning (MWHPP) will establish
 
eligibility criteria for HG funding, based on family
 
income at the time of application for housing and on
 
the principle of affordability. The housing units
 
produced in the program will be affordable to the
 
.below median payment group although the owners may
 
have to offset their housing costs by renting a room
 
in their house to other poor individuals or
 
families. These criteria will be widely publicized
 
in Kenya. Interested housing finance institutions
 
will be asked to submit preliminary Master Project
 
Delivery plans indicating the projects they wish to
 
finance and their resource requirements for each.
 
.USAID, in conjunction with the Government and the
 
housing finance institutions, will establish a
 
ceiling for the KG funds to be available to each
 
institution applying.
 

*Private developers working with the housing finance
 
institutions will develop projects based on the
 
eligibility criteria and the establishkd ceilings.
 
It will be their responsibility to acquire land,
 
sub-divide it, do detailed layout and planning, get
 
all the necessary approvals from government agencies,
 
find the potential buyers and sell the housing
 
units. Using the technical assistance providd,
 
NACEU will develop projects with member cooperatives
 
and submit them for financing to one of the
 
participating housing finance institutions.
 



Each project will be submitted to USAID, who will
 
review the project to ensure its compliance with the
 

established criteria of eligibility and
 
the project moats the criteria and
affordability. If 


is within the fund ceiling, USAID will authorize
 
finance long-term
disbursement of the HG funds to 


USAID will
mortgages after sale of the uniti. 

encourage participation by the housing finance
 

institutions, the Cooperative Bank, several private
 

developers and housing cooperatives.
 

Technical assistance will be provided to establish
 

uniform mortgage instruments and procedures; and to
 

establish the basis for a secondary mortgage market.
 

D. PURPOSES OF PROJECT
 

The goal of this project is to improve the quality of
 

life of low income families through support for
 

provision of user-financed social services. This
 

goal will be accomplished through the development.of
 

a self-supporting, profit-making housing finance
 

system capable of responding to the housing needs of
 

low income families. Such a housing finance system
 
will be 	made possible initially by the provision of
 

U.S. funds and subsequently by mobilizing additional
 

domestic resources and fuller participation of formal
 

and informal sectors.
 

In addition, this project will, in the short run,
 

provide 	foreign exchange support to the Government of
 

Because most building materials and skills
Kenya. 

will be available locally, the Government will have
 

untied foreign
available 85-90% of the RG loan as 


exchange, under relatively favorable terms and
 

conditions, to finance needed equipment and materials.
 

In the long run, economic advantage to the Government
 

will accrue by shifting responsibility for providing
 
the- private
low cost housing from the public to 


The program gill provide the necessary tools
sector. 

for the private sector housing and investment
 

to fulfill such responsibility.
institutions 


The purpose of the project is to develop the private".

'
 

sector's capacity to plan, develop and finance lover:
 

income housing.
 

http:development.of


, BACKGROUND OF PROJECT
 

Kenya has an estimated population of 17.5 million
 

(1981) which is growing at an annual rate of
 
This growth rate is among the
approximately 4%. 


If the current trend
highest in the world. 

continues, Kenya's population is projected to total
 

Kenya's urban
 more than 38 million by the year 2000. 

2.4 million is growing at the rate of
population of 


7% per year and will double in approximately ten
 

years. Only 14% of Kenya's population lives in urban
 
rate of growth
centers at the presont time, but the 


will bring the urban portion to 20% by the year 2000.
 

Kenya's urban housing shortfAll was established to be
 

As th number of new urban
140,000 units in 1979. 

an estimated 160,000 in
households will incruase by 


the next five years, total housing requirements by
 

1988 will exceed 300,000 new uuits. Annual
 

production has been about 6,500 units in recent
 

years. The public sector, principally the National
 

Housing Corporation and the Nairobi City Council's
 

Housing Development Department, assisted by VSAID and
 

World Bank financing, has produced only about 5,000
 

units per year in the 1980's. The formal private
 

sector has been building only about 1,500 units per
 

year. The substantial gap remaining between formal
 

production and demand has been filled partially by
 

the informal sector through the provisicn of
 

substandard housing.
 

The Government of Kenya has increasingly recognixed
 

that in order to meet national housing needs
 

effectively, the role of the private sector will have
 

include low income housing. In
to be expanded to 

1980, the Covernment sponsored a nationwide seminar
 

to discuss the role of the private sector in
 
requested
housing. Subsequently, the Government 


HABITAT, the UN organization concerned with human
 

settlements, to finance a study on how -to. expand the
 
USAID worked closely
role of the private sector. 


with the Ministry of Works, Rousiag and Physical
 

Planning, HABITAT, and the study team on the effort.
 

The study, completed earlier this year, identified
 

eighteen feasible private sector projects which would
 

require approximately $60 millior (KShs 800 million)
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in financing. Subsequently the Governmeht co-spon­

sored with USAID a seminar on secondary mortgage
 

market operations which was attended by over 70
 

senior representatives from the private and public
 

sector.
 

Under the first tranche of the proposed program, the
 

Kenyan private sector will be involved in the formal
 
the
production and financing of low cost housing for 


The cost of the housing to be produced
first time. 

in this project will average 1/3 of the cost of
 

previously produced housing by the formal private
 

The infusion of HG loan funds is designed to
sector. 

cost housing can be a profitable
demonstrate that low 


venture for housing finance institutions, as well as
 

private builders and developers; and that the private
 
.sector is an efficient vehicle for the provision of
 

such housing. The second tranche of the project will
 
on the various
look at other available options, based 


studies; aud further consider this and other
 

effective approaches to the problem of low cost
 

housing.
 

Since this $40 million project will produce only a
 

the units needed to satisfy the demand,
fraction of 

a means be developed to tap the
it is essential that 


financial resources of insurance, pension and other
 

funds, credit unions, small savers and informal
 

sector sources for the housing sector.
 

For long-term shelter sector considerations, it is
 

also essential that options be explored for the
 

future involvement of the informal sector in finance
 

and solution production. Only a combination of
 

approaches will finally and fully address the
 

problems of low income housing in Kenya.
 

7. MAJOR CONDITIONS PRECEDENT AND COVENANTS
 

The HG loan shall be subject to t'he following
 
such other -terms and
conditions precedent and to 


conditions as AID may deem necessary:
 

(a) Prior to any disbursements under the Guaranty,
 
AID may otherwise
the Governmeut shall, except as 


agree in writing, furnish to AID, in form and
 

substance satisfactory to AID:
 

evidence that the Government of Kenya has adopted
 

approrpiate reduced building and infrastructure
 

standards for the Project;
 

evidence that the Government of Kenya has
 

approved such Sessional Paper(s) as may be
 

necessary to effectuate the borrowing;
 



,(b) Prior to releasing funds for an individual
 

development, the Government shall furnish 
AID in
 

form and substance satisfactory to AID, except as
 
an acceptable
AID may othervise agree in writing, 


plan for such development which incorporates
 

necessary information from the participating
 

institutions, including specific 
project data
 

approval of
 
concerning eligibility criteria for 


terms and conditions, unit
 mortgage, financing 

cash flow, construction schedules,
cost data, 


implementation plans and criteria for selecting
 

details concerning eligible beneficiaries.
 

The Project Grant Agreement shall 
be subject to the
 

and covenants and major conditions,
following terms 


together with such other terms and 
conditions:
 

AID 	may otherwise
as

(a) 	Except as provided herein or 


agree in writing, commodities financed 
by AID
 

their source and
 under the Grant shall have 

in the United States. Except
or
origin in Kenya 


commodities
shipping, the suppliers of
for 	ocean 

the 	United States
 or services shall have Kenya or 
 AID 	may
their place of nationality, except as 
as 


Ocean shipping
writing.
otherwise agree .n 

financed by AID under the Grant 

shall, except as
 

AID may otherwise agree in writing, 
be financed
 

the 	United States.
only on flag vessels of 


or the insurance of
 to any disbursement,
(b) 	Prior 

any commitment eocuments under the 

Grant Project
 

the 	National
finan.'e assistance to

Agreement to 


the

Housing Cooperative Union (NACHU), 


Cooperating Country shall furnish 
in form and
 

as AID may

substance satisfactory to AID, except 


otherwise agree in writing:
 

(i) 	an acceptable NACHU staffing 
pattern, hiring
 

timetable and budget;
 

!ACRU has retained the services
 (ii) evidence that 

serve as counterpart


of a finance manager to 


to the AID-funded Cooperative Management
 

Specialist;
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retain the
iii) evidence that NACHU has agreed to 


services of a project technical manager to
 
the AID provided
serve as counterpart to 


Cooperative and Low Cost Housing Specialist,
 
within one year from the signing of the
 

Project Agreement;
 

provide
(iv) 	evidence that NACHU has agreed to 


adequate office space, transportation,
 

secretarial support services and related
 
two long-term
equipment and supplies to the 


AID funded advisors.
 

(c) Prior to any disbursement, or the issuance of any
 

commitment documents under the Grant Project
 

finance technical assistance or training
Agreement to 

related to housing finance institutions or
 

development of a secondary mortgage market, the
 

Cooperating Country shall furnish to AID, except as
 

AID may otherwise agree in writing, scopes of work
 
technical
and timetables for such training or 


assistance.
 



- 13 -


PROJECT RATIONALE AND DESCRIPTION
IV. 


A. RATIONALE
 

1. Overview
 

The HG project addresses the need for an increase
 

in the production of housing suitable for
 
This increased
households of below median income. 


production will be accomplished through the
 

involvement of profit-making housing finance
 

institutions, housing cooperatives, and private
 

In the past, low cost housing was
developers. 

provided primarily through the National Housing
 

Corporation of the Ministry of Works, Housing and
 

Physical Planning, the City Councils and the
 
The private sector is primarily
informal sector. 


concerned with upper middle income housing costing
 

upwards of $18,500 (KShs 250,000). The monthly
 
obtain
'income eligibility requirement necessary to 


financing for such housi'ing is t5O0 (KShs 6,750)
 

per month, while the median family income is $185
 

(KShs 2,500) per mouth. As shown in Annex I, over
 

the past five years the public sector built
 

approximately 5,000 houaing units per year for
 

lower income families, and the formal private
 

sector built about 1,500 housing units per year
 

for upper income people. This level of housing
 

production is highly inadequate considering that
 

annual new household formation is estimated at
 

32,000, in addition to an existing housing
 

shortfall in 1979 of 140,000 units in the urban
 
forced to satisfy
areas. The informal sector was 


this huge unmet demand through the provision of
 

substandard rental and squatter shelters.
 

During the next five years, an estimated 32,000
 

housing units will be required. every year in order
 

to meet the demand of new urban households,
 

excluding the existing shortfall in housing. Most
 
from households in the
of this demand will 	come 


Based on recent estimates,
low income groups. 

in Nairobi alone
approximately 24,700 households 


are in the 40th - 50th income percentile. This is
 

the specific target group for the proposed HG
 

can afford a house costing
loan, a group that 

- 7,400 (KShs 50,000 ­approximately $3,700 


production of housing
100,000). There has been no 
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the past several
units in this price range over 
 likely

years. Houses in this price range are not 


to be built in the foreseeable future without
 

USAID's involvement.
 

Although USAID is maintaining a low profile 
during
 

the project preparation stage, and has 
not
 

publicized its intentions of makiag any capital
 

financing available, several private 
developers
 

and cooperatives have submitted project 
proposals
 

prepared extensiv2 studies to
 
to USAID. Some even 

demonstrate their seriousness in pertlcipatin8 in
 

USAID received five preliminary
the program. 

project proposals from private developers 	for
 

a total
over 4,300 housing units at

production of 


million and a proposal from NACHU for
 cost of $29 

at a cost of $4.6
 

over seven-hundrnd housing units 


million. In addition, USAID has discussed
 

projects with three additional developers 
who have
 

indicated their willingness to participate. USAID
 

strongly believes that when the availability 
of HG
 

financing is known, various additional 
project
 

proposals will be received by housing 
finance
 

institutions.
 

The $20 million program will provide 
financing for
 

a level sufficient
low income housing projects at 


the private institutions, developers
to attract 

This program will demonstrate
and cooperatives. 


that (1) sufficient profit potential exists 
for
 

the lower level to interest
 
housing production at 
 default
 
the private sector, (2) both the risk of 


are within acceptable
and the transaction costs 


limits for these households earning 
below the
 

median income. Furthermore, if additional local
 

financial resources can be mobilized, 
the private
 

sector can continue its increased 
production
 

levels and begin to address thl enormous demand
 
It is anticipated


for housing more effectively. 


that Kenya's public sector will continue 
to 
have
 

the major responsibility for planning 
and
 

to serve those families at
 implementing programs 

the lowest income levels. If the concept can be
 

established, and sufficient profitability 
can be
 

ensured, Kenya's private financial 
sector will
 

serve a majority of the population.
begin to 
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In other words, under this program, Kenya's
 
housing finance institutions will provide
 

mortgages of approximately 93,400 - 7,400 (KShs
 
By bringing
45,000 - 90,000) for the first time. 


income groups within their clientele, the
 
to attract
financial institutions will be able 


additional sources of savings, broaden their
 

-business base and contribute to the solution of
 

the critical housing problems of low income
 

people. This HG program will help shift the
 
shelter from
responsibility for providing low cost 


the formal private sector; The
the public to 

program will also strengthen the housing
 

cooperatives with meabership drawn from low income
 

families.
 

2. Host Country Priorities and Programs
 

Kenya's Ministry of Works, Housing and Physical
 

Planning (MWHPP) has the primary responsibility
 

for the formulation of overall housing policy
 

specified in the Fourth Development Plan,
which is 

current involvement
1979-1983. USAID's prior and 


with the Government in housing is presented in
 

Annex F.
 

Major shifts in the Government's shelter policy
 

have evolved during the last decade: (a) a
 

provide shelter affordable
stronger commitment to 


by. the urban poor, (b) more emphasis on cost
 

recovery in the provision of low cost s1.ter, (c)
 

more emphasis on the growth of secondary towns ;,d
 

stronger comu.tmsit to
smaller urban areas, (d) a 


reorganize public sector bodies in order 'o
 

shelter delivery, and
expedite the process of the 


(e) more recently, greater encouragement for
 

private sector participation in the development of
 

low cost housing.
 

In the present Development Plan, the greater part
 

of the Government's budgetary allocations for new
 

and related community facilities are
shelter 

form of
earmarked for low cost housing in the 


Hedium
site-and-service and upgrading programs. 


and high cost housing is expected to be provided
 

primarily through the private sector. The
 

National Housing Corporation (NHC) is the main
 

government agency under MWHPP responsible for the
 

implementation of the government's low cost
 
housing policy and programs.
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However, during the past five years, the combined
 

private and public formal sector production of
 

housing fell far short of the estimated demand.
 

The deficit has been filled by the informal
 

private sector through the provision of
 

substandard housing with few if any community
 

facilities.
 

The 	Government has proposed the following
 

Initiatives to stimulate the formal private
 

sector's participation in the development of low
 
cost housing:
 

a. 	Encouragement of provision of long-term
 

finance Into ths mortgage market by agencies
 

such as the Housing Finance Company of Kenya,
 
East African
Savings and Loan Kenya Ltd., 


Building Society, insurance companies, and the
 

National Social Security Fund, etc.
 

on Government land
b. 	 Provision of serviced sites 

either to individuals or to develop
 

organizations, such as housing cooperatives.
 

c. 	Establishment of a tax incentive for savings
 

in.housing finance institutions.
 

d.. 	Formation of housing cooperative societies.
 

In 1980, the Government sponsored a nationwide
 
the private sector
seminar to discuss the role of 


This seminar was followed by a
in housing. 

requesr to HABITAT to formulate a program to
 

attract the participation of the private sector in
 

the 	financing and development of low cost
 

In June 1983 the Ministry of Works,
housing. 

Housing and Physical Planning and USAID sponsored
 

a seminar on the "Establishment of a Secondary
 
Over 70 senior
Mortgage Market in Kenya". 


the 	public and private sectors
representatives of 

attended and discussed ways to mobilize private
 

for housing. The Government's
financial resources 

opening remarks for this seminar are presented in
 

Annex M.
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a severe economic
 
Zn 1982, in the context of 


slowdown, the Government 
formed the Working Party
 

Expenditures which recommended 
sharp
 

on Government 
 the
 
public spending. Approval of 


reductions in 

recommendations reinforced 

the Government's
 

to enecurage greater private 
sector
 

c6mmitment 
 The Minister
 
involvement in the shelter 

sector. 
a
 

of Works, Housing and Physical 
Planning, in 


statement, emphasized 
the Ministry's
 

recent a
 
support fully the implementation 

of 

to
intention 


program that would 
boost the existing 

mortgage
 

stimulating private developers
 market by way oi 


interest in small mortgage 
portfolios and low cost
 

housing.
 

supportive of the
 
The proposed HG project 

is 

greater reliance
 

Government's policy objective 
of 


The project will induce
 
the private sector. 
 superior
on 

focus its 

the private sector to 
 housing for
 the production of 
productivity on 


lower income households.
 

3. The Private Sector in Kenya
 

Both formal and informal 
sectors make up the
 

is
The formal sector 

private housing sector. 


composed of developers, builders 
and individuals
 

who construct conventional 
and relatively high
 

financed through
 
cost housing units, which 

are 

The informal sector
 

individual mortgages. 
 substandard

produce vast numbers of 
operates to 


rental accommodations.
 

(a) Formal Private Sector
 

focus
tended to 

The private formal sector 

has 


on providing houses for upper middle and upper
 
-


income families costing between 
t18,500 


40,000 (KShs Z50,000 - 550,000).- The housing
 

finance institutions and 
private developers
 

have been convinced that 
only families able to
 

type of housing represent 
a viable
 

afford this 


market and an acceptable 
financial risk for
 

them.
 



Developers have concluded that their land
 

holdings could not be subdivided profitably
 

because city council approvals for reduced
 

standard site developments can not be obtained
 

within a reasonable time for low cost
 
In addition, financial iastitutions
projects. 


of loan processing and
believe that the cost 

administration for low income family mortgages
 

would be so high as to reduce their profit to
 

an unacceptable level. Until recently, there
 

has been enough demand for high cost housing
 

to provide sufficient business for both the
 

existing developers and financial
 
institutions. This demand for high cost
 

housing has now softened due to the economic
 

recesaion. Private developers are looking for
 

new markets and sources of capital, and the
 

financial institutions are considering ways to
 

reach a wider range of low income borrowers.
 

Furthermore, past production levels of the
 

private formal sector have been quite limited,
 

due in large part to the limited amount of
 

financial resources that have been used to
 

expand production levels and the high price
 

range of the houses. Untapped, but available,
 
need to be attracted.
financial resources 


Housing cooperatives are a new and developing
 
the formal private sector. Recently
aspect of 


a number of housing cooperatives have been
 

formed, but this is a new development in
 

Kenya. The provision of cooperative housing
 

has been relatively in3ignificant so far,
 
primarily due to the lack of technical,
 
financial and. managerial capacity. The RG
 

project will devote considerable resources to
 

strengthen housing cooperatives in Kenya.
 

b) Informal Private Sector
 

The informal housing sector has provided the
 
areas.
bulk of the required shelter in urban 


the urban population lives
Presently, 30% of 

in slums and shanty housing in informal
 

Nairobi's Housing Development
developments. 

Department estimates that 350,000 residents
 

live in illegal slums. The substandard houses
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in these areas are generally of one 
room,
 

timber and
constructed of mud and wattle or 

two feet from one another.
erected, at best, 


lack wzcer,
These informal housing areas 


sanitation and drainage facilities, and
 

other necessary urban services
generally :Lack 

re:luse removal, schools, etc. In


s9'ch as 

Nairobi's Hathare Valley density levels 

riach
 

3,300 persons per hectare whereas r~commended
 
to 400 persons
urban standards call for 200 


per hectare.
 

In summary, the private sector has 
provided
 

the upper end of the income scale
housing to 

the lower end
 through the formal sector and to 


Thus standard
:hrough the informal sector. 
 the

housing is guaranteed for upper end 

of 


income scale by the formal sector whereas 
slum
 

and squatter settlement housing is available
 

the lower end of the scale through 
the
 

to 
At the current time, the


informal sector. 

vast numbers of families in the middle and
 

served by
lower middle income range are 


neither sector. The private sector needs to
 

these families.
respond to 


with Other Donors
4. Coordination 


are involved

k number of international agencies 
 the United
 

gatious Center for Human Settlements (HABITAT),
 
The other is the
 

rith the proposed HG program. One is 


eadquartered in Nairobi. 

a
 

Commonwealth Development Corporation 
(CDC), 


British Government aid agency that 
lends funds or
 

makes equity investments in mostly 
private sector,
 

revenue-producing organizations.
 

a study of potential.private
HABITAT financed 

sector involvement in the production of low cost
 

During the preparation of this report,

housing. 

USAID worked closely with the HABITAZ 

staff and
 

study team. Much of 
the material
with the 

developed in the HABITAT study has 

been utilized
 

in the design work leading to this Project Paper.
 

a package of
 
In addition, HABITAT has developed 


software which housing finance instit'tlons 
can
 

to improve the efficiency of their accounting
use 
 provide

and mortgage operations. USAID plans to 


short term technical assistance in 
computer


some 
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Commonwealth Development Corporation is a 50Z
 
owner of the Housing Finance Company of Kenya
 
(HYCK) which, as the oldest and largest of the
 
housing finance institutions, is considered a key
 
to making the proposed program work. During the
 
1970s, CDC provided a considerable amount of
 
long-term financing for middle and upper middle
 
income housing in Nairobi through HFCK. At the
 
present time, CDC is considering a new program of
 
low cost housing in which it would act as the
 
developer as well as provide the long-term
 
financing through HFCK. Thus, CDC is very
 
interested in this program and has been very
 
supportive, both directly and through its Board
 
Representative at HFCK.
 

The International Finance Corporation (IFC), in
 
collaboration with USAID, is currently conducting
 
an overall study of Kenya's financial sector
 
including capital markets. USAID will coordinate
 
activities with IFC as much as possible in that
 
IFC's recommendations will influence the
 
Government's response to the establishment of a
 
secondary mortgage market.
 

USAID has maintained close coordination with the
 
World Bank in the shelter sector. In the
 
development of the public sector Small Towns
 
Project (615-HG-006) (see Annex F), USAID, the
 
World Bank and the British Overseas Development
 
Administration (ODA) have been working together ou
 
different project elements since the conceptual
 
stage. USAID will fund all training, and the
 
World Bank will handle all monitoring and
 
evaluation for the total small town project
 
efforts.
 

. relationship To CDSS and ABS
 

U.S. assistance to Kenya is focused on three
 
specific development objectives. These are: (a)
 
increased agricultural production, employment and
 
income; (c) reduced population growth; and (3)
 
efficient delivery of basic social services. In
 
the CDSS, this last objective embraces housing.
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The CDSS states, "USAID will develop and
 
the delivery of
demonstrate low cost approaches to 


basic services (including health, water, nutrition
 

and housing). Implementation in some instances
 

will require government guidance and government
 
in the
structure, but will, in large part, be 


hands of the private sector, voluntary agencies
 

and local community groups." This approach is an
 
the broader USAID aim, recognizing
expression of 


the Government's budgetary and managerial
 

constraints, to promote private sector solutions
 

to needs for investment, service delivery and
 
The CDSS, in effect,
technology transfer. 


anticipates the proposed program by declaring
 

that, "among the projects which will implement
 

this new emphasis, USAID is planning a new major
 

initiative to involve Kenyan private sector
 
a.s
financial institutions as well private builders
 

and developers in the packaging and delivery of
 

housing for low income people."
 

an
The proposed HG project is integral part of
 
the policy objective
this strategy. It supports 


of the Government.to increase the private sector
 

provision of housing, particularly at low income
 

levels. It will support an expansion of the
 

overall housing finance system in Kenya with
 

emphasis on the private sector, and in so doing,
 
the improved provision of
should clearly lead to 


low income housing.
 

B. OBJECTIVES
 

1. Program Goal and Purpose
 

The goal of the program is to improve the quality
 

of life of lower households through the support of
 

user financed social services.
 

The program purpose is to develop the private
 

sector's capacity to plan, develop, and finance
 

low income housing.
 

Secondarily, this program will provide balance of
 

payment support under relatively favorable terms
 

and conditions.
 

http:Government.to
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2. 	Outputs
 

mllion will
 

demonstrate the profitability and feasibility of
 

providing low cost housing through the private
 
sector. Since the private sector is motivated by
 

expanding opportunities and profits, it is believed
 
that the private sector will invest an increasing
 
amount of its own resources where opportunities
 
exist. This will result in the replication of the
 

proposed project concept without additional outside
 
assistance.
 

It is expected that the investment of m2i 

The 	following are anticipated achievements:
 

1. 	Private developers in Kenya will have planned and
 
completed approximately 2,500 housing units for
 
urban households of below median income.
 

2. 	NACEU will have demonstrated the capacity to plan,
 
develop and contract out the construction of
 
approximately 500 housing units for several member
 
housing cooperatives.
 

3. 	For the first time, five private housing finance
 
institutions will have provided approximately
 
3,000 mortgages for below median income households.
 

4. 	The following studies will have been completed;
 
(a) a study of the primary mortgage market system
 
with a view towards mobilizing its resources for
 
low income families; and (b) a comprehensive study
 
of basic housing needs in Kenya.
 

5. 	Steps will have been taken to develop the rules
 
and regulations necessary for the operation of a
 
secondary mortgage market.
 

6. 	Systems to direct significant proportion of
 
mortgage funds to lower income housing will have
 
been development.
 

7. 	The Central Government and town councils will have
 
adopted appropriate building standards for housing
 
and infrastructure.
 

8. 	Housing for below median income houe.A"tolds will
 
have been built on privately controllad land in
 
growth areas of cities and towns.
 



The logical framework is attached as Anne: C.
 

C. DESCRIPTION
 

1. Overview
 

The $20 million in HG loans will be used to
 

encourage private developers, co'operatives and the
 

housing finance institutions to initiate low cost
 

housing projects costing approximately $6,600
 
(KShs 90,000) per housing unit at 1983 prices.
 
Such houses are affordable to below median income
 

For the first time the profit making
families. 

institutions and developers will lower the price
 

range of the housing units they produce from
 
$18,500 - 48,000 (KShs 250,000 to 650,000) to
 

7,400 (KShs 50,000 ­approximately $3,700 ­
100,000). Approximately 3,000 housing units will
 

be produced in this project.
 

First, up to 20% of project funds will be utilized
 
for cooperatives. It is anticipated that the
 
development of the cooperative projects will not
 

move as rapidly as those of the private
 
developers; consequently, only two or three of
 

their projects are likely to be financed
 
the apex
initially. Technical assistance to 


housing cooperative, NACHU, will help develop the
 

capacity for developing such projects.
 

Second, USAID believes that an input of $20
 

million worth of projects will be necessary to
 

provide sufficient capital to the private sector
 

to convince them that low cost housing is a
 
on
profitable venture. If the basis of the
 

the first phase, the private sector
activities of 

will begin to use its own resources to finance
 

a
lower cost housing, this in itself, will be 

major accomplishment of the project.
 

While tha private sector is building lower cost
 

housing , USAID will investigate and study (a)
 

basic housing needs of Kenya, (c) informal and
 

formal housing finance systems, and (a) other ways
 

of mobilizing savings and investments for lower
 

cost housing include the study of the viability of
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developing secondary mortgage market operations In
 
Kenya. USAID and the International Finance
 
Corporation have already embarked upon a study of
 
the 	capital markets in Kenya. The results of this
 
study will provide useful insights into the
 
development of a secondary mortgage market. A
 
special study, underwrite-.by USAID, will focus
 
more closely on the laws, regulations, policies
 
and commercial practices that directly relate to
 
secondary mortgage market operations. If the
 
secondary mortgage market is viable in Kenya, the
 
following steps will be undertaken in the second
 
tranche of the program.
 

i. 	 Recommendation and development of laws,
 
regulations, policies and procedures,
 
necessary for the establishment of a
 
secondary mortgage.
 

ii. 	 Development of model/sample mortgage
 
instruments approved by the sellers and
 
buyers of the mortgage instruments.
 

iii. 	 Development of sales, maturities,
 
processing, administration and servicing
 
procedures forthe mortgage instruments.
 

iv. 	 Development of standardized primary
 
mortgage instruments by the housing
 
finance institutions, to facilitate
 
mr.rketing in the secondary mortgage
 
market.
 

2. 	Program Implementation and Operation
 

The 	RG loan funds in U.S. dollars will flow from
 
the 	U.S. lender to the Kenya Ministry of Finance
 
and 	then to the Central Bank. The Central Bank or
 
Kenya Commercial Bank (Government owned) will open
 
a special HG project account. The funds, in Kenya
 
shillings, will be placed in this account, in an
 
amount equivalent to the U.S. dollars released to
 
the 	Central Bank.
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The Central Bank.will enter into sub-asreements
 

with each of the housing finance institutions.
 

These sub-agreements will spell out the
 

eligibility criteria jointly, established by USAID
 

and MWHPP, for HG funded projects and the terms of
 

loan repayment. The sub-agreements will be
 
consistent with the basic agreement between the
 

Government and USAID. Furthermore, USAID, the
 

MWHPP and the participating city planning office
 

will negotiate reduced building standards and an
 

accelerated project approval.process. Once
 

approved, the project will be widely publicized to
 

ensure maximum participation by developers, NACRU,
 

and individual housing cooperatives.
 

The amount of funds available to each housing
 

finance institution will be determined by USAID
 

and the Ministry of Works, Housing and Physical
 
the basis of the institution's
Planning on 

handle the project and its submission
capacity to 


of a preliminary Master Project Delivery Plan.
 

'The Delivery Plan will include a preliminary list
 

of eligible projects, schedules and cash flow.
 
smaller projects to
Preference ill be given to 


spread the experience as widely as possible.
 

Furthermore, projects submitted by cooperatives
 
The housing
will be given preferential treatment. 


finance institutions and building societies will
 

work with private developers and NACHU to prepare.
 
and develop projects.
 

Beyond the initial allocation, USAID and MWHPP
 

intervene in the decision-making process
will not 

.of the finance institutions or the developers.
 
The housing finance institutions and the
 

developers will conduct technical and financial
 
The housing finance
feasibility studies. 


institutions will provide a latter of commitment
 

for the mortgage financing; the developer will
 

acquire the land, attain necessary municipal
 The
approvals, build nnd finally sell the houses. 

nhe letter of commitment as
developers will usu 


the basin for obtaining the construction financing
 
The alloations of funds
from a commercial bank. 


will be reviewed by USAID, and MWHPP
 
Unused funds remaining within one
periodically. 


others.
institution will be reallocated to 
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Once the eligible beneficiaries have been selected
 
and mortgage loans approved by the housing finance
 

institution, a certified list of mortgages for the
 
project will be submitted to USAID. USAID and
 

HWHPP will review the project to ensure its
 
compliance with the sub-agreements. On the basis
 
of this review, USAID will authorize release of
 
funds from the Central Bank to the housing finance
 

institution. (A detailed program implementation
 
and phasing schedule is presented in Annex G.)
 

3. Project Beneficiaries
 

a) Owners
 

Direct beneficiaries under this program will
 
first include those households that purchase
 
houses as a result of the financing provided.
 
These beneficiaries will be households with
 
incomes ranging from about t125 (KShs 1,700)
 
up to the median urban household income of
 
J185 (KShs 2,500) per month. The housing
 
finance institutions will be required, by the
 
sub-agreement between them and the Central
 
Bank, to determine'eligibility for purchasers
 
on the basis of an income below the median
 
level of KSh 2,500. The cooperative project
 
houses will, by sub-agreements between NACHU
 
and the cooperative, be provided for members
 
of the cooperative with incomes below the
 
median level.
 

Approximately 3,000 houses will be financed
 
through the $20 million. The average number
 
of people per urban household'is 4.3,
 
indicating that almost 13,000 individuals will
 
directly benefit under this program.
 

b) Reuters
 

In addition to the families who will purchase
 
the housing, it is expected that about two-


At
thirds of the units will have rental room. 

an estimated occupancy of two persons per
 
rental room, an additional 4,500 individuals
 
will benefit from the program as renters.
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Workers
 

The program will create construction employment
 
which will result in more than 6,480-person years
 
of employment.
 

About 30% of the construction cost is labor. Of
 
that, a little more than 50% is at low skill
 
levels, say KSh 25 per day; and the remainder at
 
high Icvels averaging KSh 50 per day. Technical
 
and supervisor7 staff is paid much more, but
 
their aggregate wage bill is small because there
 
are fewer worh.hours involved, perhaps 5% of the
 
total labor input. Given these esti~ates, a
 
projection can 	be derived as follows:
 

For each KSh 1,000,000 of total housing costs
 
there will be 250,000 for non-construction costs
 

750,000 for construction costs
 
x 	 .30 for labor component
 

250,000 labor costs
 
divided by 33 per day average wage
 

6,750 days worked
 
divided 	by 280 days worked par year
 

24 man years per KSh one
 
million of investment.
 

Sustainability 	and Replicability
 

The achievements set forth in Section B above, will
 
assure the program's sustainability and replicability
 
over the long-term. The provision of the $20 million
 
will demonstrate that low cost housing can be
 
profitable for 	both housing finance instttutions and
 

developers.
 

Once this has been demonstrated and the sources of
 

housing finance expanded, then both- the housing
 

finance institutions and developers'will continue to
 

serve the much larger market, because it presents the
 

possibility of 	increased business and profit. USAID
 

will explore alternativec and promote the
 
establishment of systems to ensure continued infusion
 
of mortgage financing to the low cost market. One
 

means would be the requirement thst sellers of pools
 

of low cost housing mortgages commit the proceeds to
 

additional low 	cost housing.
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A full7-functioning NACHU, able to provide the
 

services needed by new and existing housing
 
that such cooperatives
cooperatives, should ensure 


flourish and expand. Starting from the small
 

existing base of hnusing cooperatives, there is
 

considerable scope for expansion and improved
 

operations. This example will, in turn, lead other
 

low income groups whose members have some common
 
form housing cooperatives.
affiliation to 


The project should contribute to a mobilization of
 

for housing finance. There should be an
 resources 

increase in savings from low income families as below
 

median income families perceive that they can, in
 

fact, obtain,mortgages from housing finauce
 new
institutions. Savings occur both because of the 

to obtain a mortgage eventually, and
opportunities 


as ones
the identification with these institutions 

low income groups.
which are demonstrating servide to 


With growing experience with lower income mortgages,
 

relative to collections and servicing, and with
 

continuing USAID.gssistance in the development of a
 

secondary mortgage market, investors should be
 

willing to invest a portion of their funds in some
 
Thus,
variation of mortgage-backed securities. 


internally generated resources from individuals and
 

institutions should ultimately reach a level where
 

they meet a large percentage of requirements for
 

housing finance.
 



- 29 -

V. COST ESTIMATES AND FINANCIAL PLAN
 

A. Housing Finance
 
.be
 

it is envisioned that $20 million in 
HG resources will
 

disbursed over a four-year period.
 

The buyer will receive a long-term mortgage 
at the
 

prevailing market interest rate. The 
prevailing interest
 

cost of loan funds to the
 
rate will include the 
 cover the service
 
institution and a reasonable spread 

to 	
the
 

The 	buyer will pay monthly installments 
to 


charge. 

The 	housing finance
 housing finance institutiou. 
 will
 

institution, after deducting its servicing charges, 

to the Central
 

forward the payments on a periodic basis 
 the 	U.S.
dollars to 
Bank, who will in turn repay U.S. 


investor.
 

B. 	Technical Assistznce and Training
 

To supplement the capital financing, 
grant funds will be
 

provided-as follows for technical assistance 
and training:
 

$940,000 in DA grant funds will be provided 
for
 

1. 	Up to 
 the 	National
 
technical assistance and training to 


These funds will
 
Cooperative Housing Union (NACHU). 


finance two resident advisors, speeialized 
short-term
 

In
 
consultants, and a series of training workshops. 


addition, $180,000 will be used to provide short-term
 
the 	housing
technical assistance to
training and 


finance institutions.
 

$100,000 from EG fee income will finance 
short-term
 

2. 
 the 	participating
consultants for assistance to 

to assist
 

housing finance institutions and to NACHU 

mobilize additional
a strategy to
in the formation of 
 This $100,000 will
for low cost housing.
resources 


be supplemented by the RHUDO staff 
who will do much
 

the 	work on promoting and coordinating 
efforts
 

of 
 to

with the various institutions which 

are 


participate in this project.
 

The technical assistance budget appears 
in Table 1
 

Coperatives
.a) Assistance to 


an
 
Participation by housing cooperatives 

is 

Rather than
 4mportant part of the program. 
 to
 

attempt to provide assistance directly 
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individual cooperatives, USAID 
will provide TA
 

the apex organi­
and training support to NACHU, 


NACEU will, in turn, provide 
TA and
 

zation. 

its member housing cooperatives.
training to 


two resident
 
The proposed program will 

consist of 


advisors who will work closely 
with counterparts
 

in NACHU, short-term specialized 
technical
 

assistance, and in-country 
training workshops.
 

Financial advisors funded 
by HG fee funds to
 

assist nhe housing finance institutions 
will also
 

financial planning and
 provide TA to NACHU on 


management.
 

In close collaboration with 
USAID, the chief
 

resident technical advisor 
will be responsible
 

for overall coordination 
of the TA program to
 

This advisor will be a specialist 
in the
 

NACHU. 

development and management 

of cooperatives and
 

the developing world. The
 
low cost housing :'n 


second advisor will have 
experience in the
 

low cost housing, with special
development of 


skills in physical planning, 
construction
 

management and self-help 
building techniques.
 

b) Assistance to Housing Finance Sstem
 

Short-term technical assistance 
will be provided
 

assist those housing finance 
institutions that
 

to 

are interested in improving the efficiency 

of
 

that mortgages
 
their operations, particularly 

so 


of lower amounts can be 
effectively
 

For instance, HABITAT has 
software
 

administered. 

programs available for housing 

finance
 

instituticns, which can 
be adapted for use by
 

can also 14e

Some training
Kenyan institutions. 
 For example, an
 

to selected candidates.
provided 
the Deputy General Manager, 

of the
 
officer who is 

Housing finance Company 

of Kenya will attend this
 

year's Shelter Workshop 
which is offered by the
 

Housing and Urban Programs.
Office of 


The short-term technical 
assistance and training
 

in housing will include 
provision of assistance
 

in establishing a secondary 
mortgage market.
 

the key areas which short-term 
TA can
 

Some of 

address include: (i) the preparation of rules 

and
 

regulations to govern secondary maret
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the design of types of
operations, (ii) 

a feasibility
mortgage-backed securities, (iii) 


study of the establishment of mortgage or
 

mortgage pool insurance and the examination of
 

the legal aspects of assigning mortgages as part
 
a
of a security. It is also intended to develop 


training program whereby officials from
 
individual finance institutions and officials
 
from the Central Bank and the Minitry of Financi
 

can be trained in the U.S. There they will gain
 

exposure to the U.S. savings and loan
 
associations and the secondary mortgage market,
 
e.g., how it operates and is regulated.
 

to the
Short-term TA will also be provided 

housing finance institutions to assist them in
 

developing a marketing strategy to capture
 
savings from lower income families.
 

C. Local Contribution
 

All housing financed under the program will require a 10%
 

down-payment by the beneficiaries. Counterpart funds for
 

the grant will take in the form of staff members. Office
 

space, as well as equipment will be provided to NACHU by
 
This data
the Government of Kenya and all other donors. 


is presented in Annex N.
 

D. Summary of Financial Inputs (In tOOO)
 

HG Grant Local Total
 

2,000 22,000
House Construction 20,000 

TA (DA Grant to NACHU - 940 215 1,155 

TA (DA Grant to Housing 
180 -" 180
Financo Institutions) 
 100
-oo
TA (HG Fee) 


20,000 1,220 2.23T435
TOTAL 
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V10 IMPLEMENTATION PLAN
 

A. IMPLEMENTATION ARRANGEMENTS
 

The implementation plan for the project and the roles
 
of the Government, Central Bank and USAID are
 
discussed in this section.
 

1. Borrowing Procedures, Repayments and Flow of Funds
 

The Government of Kenya, through the Ministry of
 
Pinance, will borrow HG loan funds from a U.S.
 
private lender. The Ministry of Finance will be
 
the guarantor of HG loan funds and will assume the
 
foreign exchange risk and repay the principal and
 
interest on the HG loan to the lender in U.S.
 
dollars. Pursuant to the approval of the project
 
and authorization of HG loan guaranty, the
 
Government will enter into the following
 
agreements:
 

-Implementation Agreement between USAID and-the
 
Government
 

-Loan Agreement between the U.S. Lender and the,
 
Government
 

-Guaranty Agreement between USAID and the
 
Government
 

-Paying and Transfer Agency Agreement between+
 

the designated U.S. Bank and the Government
 

At the same time, USAID will provide a U.S.
 
Government Guaranty to the U.S. lender for
 
repayment of principal and interest on the
 
authorized HG loan amount.
 

The Ministry of Finance, acting through the
 
Central Bank of Kenya or the government owned
 
Kenya Commercial Bank , will enter into
 
sub-agreements with participating housing finance
 
institutions. These institutions will channel the
 
fundo to private developers following project
 
approval and the selection of eligible
 
homebuyerb. The participating housing finance
 
institutions will pay back the loan to the Central
 
Bank of Kenya who, acting on behalf of the
 
Ministry of Finance, will.pay back the loan to the
 
U.S. lender, in accordance with the loan agreement
 
between the Government and the U.S. lender.
 



The HG loan funds will be used for long-term
 
mortgage financing of eligible projects. Since
 
housing finance institutions do not provide
 
construction financing, private builder/developers
 
will obtain construction financing from local
 
commercial banks. However, in exceptional cases
 
approved by USAID, HG funds may be advanced for
 
construction financing, particularly for housing
 
cooperatives or, in the event of a severe
 
liquidity shortage, among commercial banks. The
 
advance will be in the form of a short-term loan
 
betweeu the Central Bank and a commercial bank.
 
In the event that HG funds are advanced for
 
construction financing, there will be an absolute
 
repayment requirement between the Central Bank and
 
the commercial bank, regardless of vhether the
 
projects are ultimately deemed eligible for
 
long-term financing. In accordance with Kenya
 
practice, the developer will post a performance
 
bond with the commercial bank. In any event,
 
USAID will not be directly involved or associated
 
with construction financing. Thus, USAID will
 

have no risk or exposure associated with
 
construction financing.
 

USAID has discussed and agreed in principal with
 
the Ministry of Finance that the flow of HG funds­
will be in accordance with Figure A.
 

2. Project Planning and Approvals
 

This is a private sector project, which will rely
 
on the initiative and imagination of the private
 
sector and in which the developer and financing
 
institutions will be at risk. Thus, the planning
 
and approval process insofar as the Government and
 
USAID are concerned will be minimal.
 

USAID, working in conjunction with the Ministry of
 
Works, Housing and Physical Planning (MWHPP),
 
will approve the eligibility criteria for
 

mortgages and costs financed under the program.
 
'These criteria will be based on affordability but
 
will include a maximum limitation. The program
 
and its criteria will be announced through
 
appropriate means. It will be up to the
 
developers and cooperatives to come forth with
 
projected and prospective buyers who will be
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FIGURE A
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acceptable to the housing finance institutions.
 
The developer and cooperatives will have to do
 
their own marketing and location planning.
 
Appropriate site and project approvals will have
 
to be obtained from the appropriate authorities.
 

However, USAID and MWHPP will work with the
 
appropriate city council, MWHPP and other agencies
 
of the government to attain prior approval for
 
reduced standards and to assist the private
 
developer and cooperatives in getting the
 
necessary approvals.
 

3. USAID Management
 

Management and administration of this program will
 
be the responsibility of the Office of Housing and
 
Urban Programs, acting through the Regional
 
Housing and Urban Development Office (RHUDO),
 
which is located in Nairobi. RHUDO will designate
 
the Project Officer and USAID will nominate a
 
person as a point of contact for RHUDO/USAID
 
liaison.
 

All program management, implemcntation and
 
administrative actions, consisient with the
 
approved Project Paper and the %mplementation
 
Agreement, will rest with RHUDO. However, USAID
 
will provide policy guidance and direction with
 
recommendations from RHUDO.
 

I
IMPLEMENTATION SCHEDULE
 

USAID approved, and authorized a $20 million HG
 
program in September 1983. USAID and the Government
 
will proceed to negotiate the Implementation
 
Agreement. It is anticipated that the Implementation
 
Agreement will be signed by the end of January 1984.
 

After the signing of the Implementation Agreement, the
 

housing finance institutions, in close collaboration
 
with the private developers and housing cooperatives,
 
will begin project preparation. Interested housing
 

finance institutions will enter into sub-agreements
 
with the Central Bank of Kenya during the third
 
quarter of FY 84. It is anticipated that the
 
Government will sign the $20 million Loan Agreement
 
with the U.S. private lender in the fourth quarter of
 
FY 84.
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IMONITORING PLAN
 

The Ministry of Works, Housing and Physical Planning
 
will submit a detailed Monitoring and Evaluation Plan
 
that is acceptable to USAID. This plan will be
 
developed by the Ministry's Monitoring and Evaluation
 
Division. USAID will provide the Division with
 
technical assistance. This will ensure that the
 
monitoring-section of the plan will conform to the
 
Office of Housing and Urban Programs (PRE/H) Evaluation
 
and Monitoring Guidelines.
 

The monitoring process will include periodic progress
 
reports to USAID from participating financial
 
institutions, private developers, the National
 
Cooperative Housing Union (HACHU) and the Ministry of
 
Works, Housing and Physical Planning's Monitoring and
 
Evaluation Division. These reports will include
 

physical progress and of
quantitative measures of 

progress in meeting institutional objectives,
 
identification of problem areas, and related
 
recommended strategies for meeting problems and
 
objectives for the next quarter. In addition, and as
 
an integral part of the monitoring process' USAID will
 
receive scheduled reports from advisors and short-term
 
consulants under the technical assistance program.
 

To ensure compliance with the eligibility criteria for
 
mortgages and housing unit costs under this program,
 
USAID will conduct random spot audits of mortgage
 

costs.
applications and the developer's unit 


Recommendations for program modification resulting from
 

the monitoring process will be transmitted to the
 

Ministry of Works, Housing and Physical Planning as
 
individual financial institutions,
well as to 


developers and, through NACHU, to participating housing
 

cooperatives.
 

USAID has adequate staff capacity to monitor this
 
RHUDO will also monitor.
program as described above. 


the project progress and complete quarterly reports, as
 

required on all AID projects.
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VIII. PROJECT ANALYSIS SUMMARIES
 

A. INSTITUTIONAL ANALYSIS
 

1. Kenya's Private Housing Finance Institutions
 

The key implementing institutions in this HG
 
project will be five housing finance
 
institutions (this definition includes two
 
institutions which, although partially publicly
 
owned, operate without Government financial
 
subsidy or appropriation). Since these two
 
institutions do operate as private, profit
 
making institutions, and since they finance the
 
majority of housing construction, it is
 

effect lower
4asential that they be included to 

sales prices of houses produced. Three housing
 
finance institutions licensed under the Banking
 
Act will participate in the HG program: the
 
Housing Finance Company of Kenya, Savings &
 
Loan Kenya Limited, and Home Savings &
 
Mortgages. In addition, two building societies
 
(comparable to U.S. savings and loans
 
associations) will also be involved: East
 
African Building Society and the Pioneer
 
Building Society. Detailed descriptions of the
 

five primary institutions will be found in
 
these institutions in the
Annex K. The role of 


secondary mortgage market is presented in Annex
 

J& Participation in the program will be open
 
to the Cooperative Bank and other institutions
 
if they are interested and present acceptable
 
master project plans.
 

Kenya's housing finance sector has been
 
operating for nearly 30 years with considerable
 
success. During this period these
 
organizations have developed excellent staffs
 
and facilities and profitable portfolios.
 
However, they have restricted their lending to
 

the income
households at the upper end of 

spectrum. Nevertheless, in the last few years
 

these institutions have experienced a
 
a result of
significant business slow down as 


depressed economic conditions in Kenya and the
 

saturation of the upper income housing market
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in the major urban areas. These economic ficts
 

have combined to make the chief 	executives im
 
a
these institutions receptive to 


re-structuring 	of their traditional clientele
 

and 	portfolios.
 

USAID has conducted numerous meetings with the
 

senior management officials of Kenya's housing
 

finance institutions during the last 12 months
 

and has encouraged them to expand their
 

operations to low income households. All of
 

these officers have agreed that 	there is
 
these
substantial unmet demand for housing in 


After some initial
low 	income categories. 

to
reluctance, the senior officials have come 


believe that the default risks and transaction
 

costs associated with doing business with
 
below median income are
households of 


acceptable, and that an appropriate profit can
 

be made while serving this new target group.
 

All five managing directors of Kenya's housing­

finance institutions have personnally given
 

their support and encouragement to the new HG
 

program and have asked to have their
 
institutions included as approved lenders.
 

2. 	Housing Finance Institutions Lending Procedures
 

and Practices
 

Kenya's overall financial sector is relatively
 
well developed and has been characterized in
 

recent years by rapid growth in both resources
 
Total assets and
and numbers of 	institutions. 


the Kenya banking s7 stem were
liabilities of 

$1.7 billion (KShs 23 billion) at the end of
 

over 1981 and 60% greater
1982, a 17% increase 

than four years earlier.
 

The Central Bank is the basic regulatory body
 

for most financial institutions (building
 

societies tenkd voluntarily to follow the
 

Central Bank's 	rules and regulations), It 
sets
 

be paid on deposits (currently
minimum rates to 

as well as maximum interest rates for
12.5%) 


lending (currently 16%).
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The five housing finance institutions have
 

varied track records ranging from decades 
of
 

experience to only a few years. The
 

institutions also vary considerably in size,
 A
 
capitalization and loan processing ability. 


can be made,
general comments
number of 

however, about their loan processing
 

requirements and procedures.
 

Most of the institutions receive their 
capital
 
on which
 

through individual depository accounts 


interest is paid, longer term fixed deposits 
by
 

(comparable to U.S. certificates of
 investors 

deposit), and the deposits of government
 

In the last few years all of the
 
corporations.. 


to maintain high liquid
institutions have had 


reserves as 
protection from potential 
heavy
 

withdrawals from both individual and 
government
 

clients. The Government has recently been
 

pressuring its corpozations to invest
 

exclusively in Kenya Treasury Bills (which
 
interest) to
 carry a generally lower rate of 


assist with public financing. The result has
 

been that all institutions have had to.
 
extent, their lending levels
restrict, to some 


to match reduced monies available for lending,
 

As has been mentioned, all institutions are
 
receive HG fundb which
exceedingly keen to 


would be free of this withdrawal pressure.
 

Kenya's housing finance institutions finance
 

70-90% of the lesser of appraised value or
 
- 25
 

purchase price of homes and allow from 
15 


the normal loan amortization period.
years as 

- 35% of an applicant's
They permit from 25 


monthly income to be allocated toiards 
housing
 

Rental earnings are accepted as
 repayments. 

part of the applicant's mortgage payment
 

portion of the house
 provided that the room or 


to be rented has a separate entrance. 
Loan
 

amounts have usually been restricted 
to three
 

times the applicant's annual earnings.
 

All mortgage borrowers are required to 
purchase
 

a mortgage life insuronce policy which 
would
 

well as

retire the debt in case of death as 


structure. Kenya has
 
hazard insurance for the 


no system for insuring mortgage loans 
against
 

to default.
losses due 
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'At the present time Kenya's five institutions
 
are making loans in the range of $22,000 ­
55,000 (KShs 300,000 - 750,000). This market
 
has dried up considerably and a number of the
 
organizations are carrying a signficant
 
portfolio (l00 units plus) of unsold houses at
 
this price range. Most senior management
 
officials are candid in their appraisal that
 
the market for upper middle income housing is
 
now saturated and is not expected to revive for
 

some years. These same officials are
 
aggressively searching for new opportunities
 
and are receptive to new ideas.
 

Both USAID and the senior management officials
 
recognize that, in order for the housing
 
finance institutions to be effective in
 
broadening their scope of operatiois to include
 
lower income households, a number of their
 
procedures will have to be modified to cope
 
with a significantly increased volume of loans.
 

Each institution is confident that it can
 
process and close mortgage loans-at a far
 
greater rate than its lending capital has
 
allowed in recent years. As an example, the
 
Housing Finance Company of Kenya (HFCK), which
 
funded an average of about 85 loans per month
 
in 1982, has indicated that its current staff
 
could easily handle three to four times that
 
workload given the HG resources. USAID has
 
estimated that with the addition of 100 loan
 
cases per month (at an average loan size of
 
$5,500), HFCK alone could easily process about
 
$6.5 million a year under the HG prpgram. HFCK
 
believes that it could process these loans
 
within its existing two interest point spread
 
and make a satisfactory profit. In addition,
 
HFCK believes that through its screening, it
 
could select eligible applicants who would meet
 
its credit worthiness test. These institutions
 
believe, therefore, that with some modification
 
of their existing practices, a loan program to
 
households of below median income would be both
 
profitable and within their acceptable risk
 
standards. (Supporting details are presented
 
in Annex K.)
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Ont feature which the lending institutions will
 
retain is the variable rate mortgage, which has
 
been standard in Kenya for some years. These
 
institutions have been prepared to adjust their
 
portfolio upwards from 12% in 1980 to 16% in
 
1982. The officers believe that this feature
 
will assist them cope with any increased risk
 
or expense that they might encounter in the new
 
HG 	program.
 

3 	The Role of Commercial Banks in Construction
 
Lending
 

The proposed HG program will deal primarily
 
with long-term lending. Most construction
 
loans under this program will be provided by
 
the existing commercial banks operating in
 
Kenya.
 

Presently 19 commercial banks operate in
 
Kenya. Four are locally controlled while the
 
others have a majority of foreign ownership.
 
The giani:s in the commercial banking sector are
 
Kenya Commercial Bank, Barclays Bank, and
 
Standard Bank. A number of American and
 
Arabian banks opened regional offices in Kenya
 
during the last decade thus joining the more
 
established European and Asian institutions.
 

A regular portion of the portfolio of Kenya's
 
commercial banks is devoted to short term
 
construction loans for rssidential
 
developments. These construction loans are
 
given only when the builder/developer can
 
demonstrate possession of a valid long-term
 
financing commitment from a housing finance
 
institution. In considering requests for'
 
construction loans, Kenya's commercial banks
 
evaluate the strength of the long term
 
commitment, the professional and financial
 
capacity of the builder/developer and the
 
financial feasibility of the project itself.
 
The also require the developer to post a
 
performance bond for the successful completion'
 
of the project.
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4. 	The Role of Pension Funds and Insurance
 
Companies in the Program
 

At the present time neither pension funds nor
 
insurance companies play a major role in
 
Kenya's shelter sector. Nevertheless, both
 
types of institutions could play a significant
 
role in housing finance. USAID has "targetted"
 
both categories of institutions for intensive
 
discussions during the implementation period of
 
this HG loan.
 

Kenya's 30 active insurance companies presently
 
have few restrictions as to the composition of
 
their investment portfolio. In the past,
 
insurance companies and pension funds have
 
invested heavily in the development of
 
commercial real estate and the purchase of
 
equity positions in private enterprises.
 
Neither outlet appears especially promising at
 
the moment. Since the supply of office space
 
in Nairobi is quickly becoming saturated,
 
insurance companies and pension funds are
 
looking at residential real estate
 
opportunities. Kenya reinsurance, a Government
 
owned entity, has recently acted as a housing
 
developer on a 204 unit project, providing 90%
 
financing of homes priced between $23,000 ­
30,000. Generally, however, insurance
 
companies and pension funds do nit have the
 
specialized staffs that are necessary to enter
 
the 	real estate development business. At the
 
recent USAID seminar on the establishment of a
 
secondary mortgage market in Kenya, insurance
 
company and pension fund officials displayed
 
keen interest in participating in such a
 
domestic venture.
 

There is no primary lending for housing from
 
Kenya's pension funds since, in order to
 
maintain income tax exemption, fund
 
contributors must not receive benefits prior to
 
retirement. One housing finance institution,
 
however, has negotiated the placement of a
 
certain amount of penzion fund money with it In
 
return for agreeing to retivest a certain
 
amount in home mortgages -;or members. The
 
National Social Security Fund (MSSF), which has
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assets of over $300 million, would be very
 
interested in investing in higher income
 
earning securities than Government Treasury
 
Btlls. Kenya's private pension funds and the
 
Government's NSSF are actively searching for
 
investment opportunities which will enhance
 
their return. Pension fund representatives,
 
like those from insurance companies, expressed
 
the desire to learn more about how a secondary
 
mortgage market might be established in Kenya.
 
More on the role of these companies and funds
 
in the secondary mortgage market is presented
 
in Annex J.
 

Participation of Housing Cooperatives
 

In 1968 there were only 16 registered housing
 
cooperatives in Kenya whereas today there are
 
more than 70. Recognizing the inherent
 
potential of housing cooperatives, the
 
Government has recently supported the creation
 
of the National Cooperative Housing Union
 
(NACHU). NACHU will serve as the umbrella
 
organization to foster and support the
 
development of housing cooperatives.
 

NACHU was registered in 1979 under the
 
Cooperative Law as the national apex
 
organization (see Annex N, Section 7), and in
 
February 1983 a general manager was appointed
 
and core staff put in place. Additional staff
 
is being provided by the Central Organization
 
of Trade Unions (COTU), and a part-time
 
cooperative housing advisor has been identified
 
from HABITAT, the United Nations Center for
 
Human Settlements. The organizational
 
structure of NACHU is described in detail in
 
Annex N.
 

As its first task, NACHU completed a base line
 
study of 20 housing cooperatives with projects
 
in some stage of preparation. It also prepared
 
a set of draft criteria for project funding.
 
The general manager of NACHU, the HABITAT
 
advisor and representatives from COTU have all
 
met with USAID on a number of occasions to
 
determine hour housing cooperatives could
 
participate in the HG program.
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'	Kenya's housing cooperatives are private in the
 

sense that they receive no Government subsidies
 
or appropria- tions. Housing cooperatives are
 
often formed among employees of a single
 
company. It is anticipated that some
 
cooperative members may have incomes lower than
 
those of other individuals participating in the
 
HG program.
 

USAID has discussed the eligibility of housing
 
cooperatives with the five participating
 
housing finance institutions. Although these
 

to housing
institutions had not made loans 

cooperatives in the past, all were willing to
 
consider how procedures could be developed
 
which would enable a housing cooperative to
 
apply for long term financing much as any
 
builder/developer. The Cooperative Bank has
 
also requested that it provide the mortgage
 

the NACHU cooperatives.
financing from AID to 

Their participation, if requested, will be
 

determined by AID and the Central Bank at the
 

time of the borrowing. They, as the housing
 
a
finance institutions, must enter into 

At the
sub-agreement with the Central Bank. 


present time the chief impediment cooperatives
 
face in participating in the HG program is
 

their dirficulty in securing construction loans
 

from Kenya's commercial banks. Cooperatives
 
will have diff-.culty demonstrating a
 

Based
construction and financial track record. 

on its worldwide experience, USAID believes
 
that housing cooperatives can play a vital role
 

in the shelter sector. Democratic housing
 
a socially and politically
cooperatives act as 

Since their outreach ­stabilizing force. 


activities are extensive among lower income
 
households, housing cooperatives may be more
 

effective in reaching below median income
 
families in secondary towns than more
 
established housing finance institutions. For
 

all of these reasons, USAID believes that
 
housing cooperatives should be encouraged
 
wherever possible. Therefore, USAID is
 

consider extending construction
prepared to 

loans from HG funds in a number of carefully
 
prepared cases where NACHU has been able to
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work closely with a particular housing
 
cooperative. The construction funds would be
 
provided by the Central Bank to a commercial
 
bank which in turn would provide the funds to
 
NACHU's builder.
 

All parties recognize that significant
 
technical assistance will need to be provided
 
to NACHU and, in turn, to individual housing
 
cooperatives, if they are to play a role in
 
this HG program.
 

This project requests grant funded technical
 
assistance for NACHU that will provide two
 
residents advisors, one for two years and one
 
for three, and an additional 12 months of
 
selected short-term technical assistance. The
 
TA program will focus on institutional and
 
project development.as well as the training'of
 
NACHU counterpart staff. NACHU technical
 
assistance is described in detail in Annex N.
 

NACHU should'be self-supporting after three to
 
five years, primarily from fees which it will
 
charge housing cooperatives for the services it
 
will perform. Membership dues will be a
 
secondary source of income. More detailed
 
forecasting of income and expenditures, and
 
accompanying budget preparation, will be an
 
resly activity to be undertaken by NACHU.
 
Bowever, preliminary estimates of income
 
indicate the following:
 

At the completion of this project, it is
 
assumed that NACHU will have developed a
 
mortage portfolio. It is anticipated that
 
NACHU will charge about a 3/4Z management
 
fee which will generate income of $22,500
 
per year by 1987. It is assumed that NACEU
 
will have the capacity to develop at least
 
500 housing units each year for member
 
cooperatives for which fiuncing will come
 
from the National Social Security Fund, the
 
Cooperative Bank and housinS finance
 
institutions. It is anticipated t.hat NACHU
 
will charge a 5Z development coimission on
 
its projects. The development of the 500
 
units costing KShs 80,000 each should
 

http:development.as
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generate an annual 
 14s,000 by 1986. 
 Its
 
total yearly income of $217,500 which
 
should increase as NACHU's portfolio
 
increases, and will be more than sufficient
 
to support its core staff plus necessary
 
operating expenses. More details on
 
NACHU's projected income are presented iz ,
 
Annex N.
 

B. ,,TECHNICAL ANALYSIS
 

I., Project Development Methodology
 

Since the proposed HG project breaks new ground in
 
Kenya, USAID determined that it was necessary to do
 
more during project preparation than merely sample
 
the opinions of builder/developers, housing finance
 

USAID
representatives and cooperative officials. 

informally solicited a number of draft development
 
programs for actual sites in Nairobi and other
 
urban areas. These development programs were then
 
discussed with representatives of the five housing
 
finance institutions who commented on their
 
feasibility.
 

At the same time, USAID was engaged in continuing
 
technical discussions with both the Nairobi City
 
Council and the Ministry of Works, Housing and
 
Physical Planning and the Ministry of Local
 
Government. These discussions concerned planning,
 
building and infrastructu.e standards to be used in
 
the two HG projects under development (Umoja II and
 
Kenya Small Towns Shelter Project, described in
 
Annex F). Based on these discussions, USAID is
 
able to propose realistic, cost effective standards
 
for this project.
 

During project development, therefore, USAID sought
 
answers to the following questions through
 
consideration of the other actual HG projects and
 
the draft development programs drawn up
 
specifically for this project.
 

Was sufficient affordable land available in
 
Kenya's major urban areas for development by
 
private builder/developers or housing
 
cooperatives?
 

- Could an affordable house be developed which 
would comply vith the requirements of Kenya's 
.private housing finance institutions? 
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- Did private developers have sufficient interest
 
and profit potential as well as capacity to
 

subscribe this HG project fully?
 

Could Government and municipal approvals be
 
structured to allow for speedy project
 
development?
 

a. Land AvaiLability
 

After a series of meetings with appropriate
 
public and private individuals, USAID has
 
concluded that the availability of affordable
 
land is not yet a significant problem in
 
Kenya's major urban areas. Even in Nairobi,
 

which has witnessed a very substantial
 
horizontal growth, there is still affordable
 
land available for low cost housing within a
 

reasonable distance from employment. Nairobi
 

City Council's Planning Department estimates
 
that there are approximately 2,200 acres of
 

publicly owned land and an additional 1,000
 
acres of privately owned land within 15
 

kilometers of the city center. All of this
 

land, either zoned ur suitable for low cost,
 

high density housing, is found in the eastern
 

zone. There are thousands of acres of
 
beyond
additional open land in the eastern zone 


the 13 kilometer range, owned mostly by private
 

individuals and companies. Hombasa and the
 

other major urban areas have similar parcels of
 

land available.
 

b. Development of an Affordable House
 

During the course of project development, USAID
 

received house type plans from a number of
 

private developers and housing cooperatives.
 
Summary details of these plans are found in
 

chart 3, and sample site and unit designs are
 

found in Annex L.
 

Private developers/builders submitted house 

type designs which ranged from 95,900 - 7,400 

(KShs 80,000 - 100,000) per unit while housing 
-
cooperatives presented designs in the $3,700 


5,900 (KShs 50,000 - 80,000) range. Although
 

these were preliminary designs and preliminary
 

costs, it was USAID's opinion that all were
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feasible in the context of Kenya's existing
 
shelter sector for "publicly financed"
 
projects. In other words, similar house types
 

and designs had been produced in Kenya before,
 
but never built and financed by the formal
 
private sector.
 

USAID believes that further cost reductions are
 

possible within these prototype designs,
 
particularly in reduced site and infrastructure
 

use of
standards. One example would be the 

access
clustered house designs with foot path 


to main paved roads and only limited off-site
 
car parking provided. Further reductions could
 
be obtained through a reduction of the level of
 

exterior and interior finishes and of the
 
quality of the fixtures supplied with the house.
 

At this stage of project preparation, it did
 
not seem wise to enter into any further
 
negotiations concerning detailed design or cost
 

reductions. Nevertheless, these negotiations,
 
coupled with the very detailed cost analysis
 
and standards review on the Umoja II project in
 

Nairobi (615-HG-005) indicate that the
 
development of an affordable house for the
 
target group is feasible.
 

There is the concern that inflation could cause
 
exceed current estimates,
construction costs to 


thereby causing the units to be unaffordable,
 
or not as profitable as expected by the
 

developers. Before the actual borrowing of the
 

HG occurs, developers and housing finance
 
a list of proposed
institutions will submit 


projects including their cost and construction
 
period. AID will reconfirm at that time
 

whether the units will still be affordable. If
 
not, the borrowing will not be approved. If it
 
is an affordable venture, the actual project
 
approval will be on the basis of a fixed price
 
contract for one year and negotiations will be
 
held to determine the feasibility of a two year
 
fixed price contract. In today's construction
 

a two
environment, contractors are agreeing to 

year fixed price contract with a cost increase
 
of 4 to 5% on the bids to fix the price for two
 
years. The developers are also required to
 

post a performance bond.
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,. Participation of Private Builder/Developers 

USAID held detailed discussions with several
 
groups of private builder/developers, and all
 
expressed support for the project. More
 
importantly, all seven groups actually spent
 
money to prepare preliminary proposals for
 
USAID's review; this action denotes a high
 
level of support and commitment (See Figure B).
 

One principal reason for the enthusiasm private
 
builder/developers have shown is the current
 
severe depression in the construction sector.
 
Kenya has a very well developed private
 
construction sector which operates throughout
 
East Africa and the surrounding countries.
 
There are 280 firms registered with the
 
Federation of Building and Civil Engineering
 
Contractors, and 87 firms regularly construct
 
projects valued at $l,000,O00 and above.
 

At the present time, however. no new contracts
 
are being awarded. Even more important, the
 
Government is stretching out the payment period
 
for existing contracts. The Federation
 

'
 
estimates that its members are operating at 30 

- 35Z of capacity, and that employment among 
construction workers is down by 60%. 

Kenya's private builder/developers need work.
 

At this time they are willing to accept the
 

somewhat reduced profit margins that will
 
accrue from this project merely to get their
 

employees back to work. USArD estimates from
 
budgets submitted by the developers that the
 
profit margin for HG financed housing
 
development will be 10% to the builder/
 
developers. The developers' continued
 
operation in low cost housing will, of course,
 

depend on their experience with this project.
 

As a result of this preliminary work, USAID
 

anticipates no problem recruiting of
some 

Nairobi's best builder/developers to
 
participate in the HG program.
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d. Streamlining Government Approvals
 

USAID will not get involved with detailed
 
review of any house or site designs,
 
engineering drawings or specifications for any
 
of the projects. USAID will approve projects
 
on the basis of unit and total project cost as
 
well as affordability criteria. USAID will
 
assist developers to obtain Government approval
 
of appropriate standards and review
 
procedures. Detailed review of plans and
 
specifications will be the responsibility of
 
municipal authorities and the housing finance
 
institutions.
 

During the last few years with assistance from
 
USAID and the World Bank, Kenya's planning,
 
building and infrastructure standards have been
 
extensively reviewed. A revised set of model
 
standards has been produced which will shortly
 
be presented to the Parliament for approval.
 
Municipalities retain, however, wide latitude
 
to adopt these revised standards for particular
 
projects or not. To date, the revised
 
standards have been used selectively by some
 
municipalities for donor-funded projects.
 
USAID has recently reached an accord with the
 
Nairobi City Commission concerning adoption of
 
revised standards for the Umoja II project.
 
The revised standards have not been used to
 
date for private development projects.
 

USAID intends to have as a Condition Precedent
 
to the HG loan, a stipulation that the revised
 
building standards be used by municipalities.
 
The World Bank funded a major study which has
 

been completed and discussed extensively with
 
the Ministry of Housing and the Nairobi
 
planning department. The standards proposed by
 
this study along with the Urban I
 
infrastructure and site standards (again from a
 
World Bank project) are both appropriate for
 
this proposed project an will provide for
 
affordability.
 



The City's planning office has review criteria
 
in place. This accounts for the environmental,
 
consideration presented in the lEE. The
 
revisions of Urban I and the By-Law Study-do
 
not reject these important considerations 'for
 
both a socially and physically acceptable
 
environment.
 

Projects will be approved on the basis that
 
water and sewers are available. Proper
 
drainage pipes and ditches as well as on site
 
drainage control (e.g., landscaping, rstaining
 
walls) will be provided. The site grading and
 

final configuration will not contribute to any
 
further polluting of neighboring areas or
 
rivers. A separate study has been performed
 
for the RHUDO Office on the appropriate use of
 
open space and the relation of the house to
 
play and communal areas. This study will be
 
provided to the municipal planning officers and
 
the developers to encourage them to utilize the
 
concepts developed.
 

It is intended to form a Working Committee on
 
Standards for this project composed of
 
representatives from the Ministry of Works,
 
Housing and Physical Planning, the Ministry of
 

Local Government, USAID, and the participating.
 
municipalities. This group will consider
 
mainly standards' issues relating to lot sizes,
 
parking provisions, secondary road finishes,
 
use of foot paths for house access, provisions
 
for garbage collection and other services and
 
reduced house sizes, amenities and finishes.
 
These issues have been approved for the Umoja
 
I project.
 

USAID will work with the municipal Physical
 
Planning Departments to streamline the
 
individual project approval process. At the
 
present time the approval process can be a
 

complicated procedure, and many private
 
developers hire full time expediters to
 
coordinate with public officers. USAID intends
 

to draw up with the city or town an
 
"administrative agreement" which will spell out
 

ways to improve the review process. Those
 

individuals furnished under the TA component of
 

the project, together with the USAID Project
 
Manager, will assist town officials to improve
 
and modify their existing procedures.
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The recent success in concluding an agreement
 
with the Nairobi City Commission on the
 
standards to be used and the approval process
 
to be followed for the UmoJa II project
 
indicates that real progress can &-e made in
 
this area.
 

.C,* ECONOMIC ANALYSIS
 

L. Economic Overview
 

During the first 10 years after Independence, Kenya
 
achieved rapid economic growth. From 1964 until
 
1973, real Gross Domestic Product (GDP) grew at an
 
average rate of 6.6% per annum, and per capita GDP
 
rose at an average rate of nearly 3%. More recent
 
developments are less promising and reflect both
 
internal problems and Kenya's vulnerability to
 
external factors, such as the collcpse of the East
 
African Community in 1977, the end of the coffee
 
boom in 1978, international recession, substantial
 
increase in petroleum and other import prices and
 
periodic drought.
 

GDP growth averaged only 4.8% annually from 1974 to
 
1981 and fell to 3.3% during 1982. Per capita GDP
 
Zell somewhat to $325 using 1982 figures. Kenya
 
will thus been unable to meet its original or
 
revised econcmic targets set for the 1979 - 1983
 
Development Plan. Moreover, even if there is a
 
halt in the decline of Kenya's terms of trade, the
 
real growth rate in the plan period, will average
 
only 1.8%, well below the 4% rate of population
 
increase. In 1982 wage increases failed to keep
 
.pace with price increases, so that avexage real
 
wages fell by 12.6% following a 1981 L=provement of
 
3.6%. On average, Kenya's people will be less well
 
off in 1983 than they were in 1978.
 

Nearly every major sector of the economy has shared
 
in the last decade's general slowdown of economic
 
activity. The manufacturing sector has seen its
 
high levels of growth moderate somewhat to the
 
present annual rate of 2.7% in 1982 (Economic
 
Survey, 1983). Despite its rapid growth, the
 
manufacturing sector remains relatively small,
 
accounting for only about 14% of wage employment,
 
14.3% of GDP in 1981 and 14.1% of GDP in 1982.
 



During the last decade, Kenya's agricultural sector
 
growth rate declined to 4.4%, from an annual
 
average of 4.7% in the previous decade. Although
 
growth in the sector was below that of the general
 
economy, agriculture continues to occupy the most
 
important position in the country, providing 65% of
 
total employment, 67% of non-petroleum exports, 34%
 
of total GDP, and 34% of inputs into manufacturing.
 

In accordance with L-he March 1983 IMF Stand-By
 
Agreement, the Government has reduced the overall
 
budget deficit from 6.5% in 1981/2 to 4.7% in
 
1982/3, primarily through expenditure control. In
 
fact, the effect of controls on imports and
 
expenditures achievea a reduction to 3%. The
 
current account deficit of the balance of payments
 
fell from 11% of GDP in 1981 to 8% of GDP in 1982
 
over 1981. Growth performance of the economy
 
improved in 1982, partly due to increased
 
agricultural production that was aided by good
 
weather aud new Government price incentives put in
 
effect in 1982. o
 

The contribution of the building and construction
 
sector toward GD? in 1979-1982 averaged 3.9%. This
 
sector generated an average of almosi 5% of gross
 
capital formation over the same period. Yet, in
 
1982, its 1% contribution toward GDP generated only
 
4Z of gross capital formation. (See Table 2.)
 

The value of private residential building
 
construction declined by 12% in 1982 over the
 
average value of 1979-1981. That decline
 
contrasted with the 9% increase in gross fixed
 
capital formation in the same period. The value of
 
private sector contruction completions in 19C2 is
 
estimated to have fallen in current price terms by
 
48% as compared with 1981. The poor performance in
 
hotxsing development is to be attributed not only to
 
the slow growth in modern sector GDP but also to
 
increasingly higher interest rates on loans and
 
upward movements in construction costs. (See Tjable
 
3.)
 



TABLE 2
 

Statistics on Building and Construction
 

1979 - 1982 

1979 1980 1981 1982 
Gross Fixed Capital Formation
 
(GFCF) 540.45 622.52 725.45 -686.96
 
GDP at Market Prices 2271.00 2632.00 3039.00 3420.00
 

Private Residential Buildings
 
Completions 29.13 26.24 49.95 28.76
 

Gross Fixed Capital Formation 
in Building & Construction 25.68 33.41 K 32.90 27.62 

Ratio of Building &Con--­
struction to GPD () 1.0 1.0 2'.0 " 1.0 

Building and Construction:
 
idContribution to GDP at 3 


Constant 1976 Prices 3.9 4.0 4.1 3.5'
 
- " I'+ + ,, + , + 

Ratio of Building & Con- - .. .. 

struction Completion 
to GPCF 0,,50 .0 5 0.0, 

Annual Real (1976 prices)
 
Growth in:
 

(i) Building & Const. (Z) 841 8 2 -104
 
(ii) GFCF at Constant '76 Prices (Z). 2.7 4.0 17.9' 

(iii) GDP (factor cost) (Z) 3.3 5.'5 .303 

Note: 1 Kenya Pound - 20 Kenya Shillings, 

Source: Economic Survey 1983''-­
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TABLE 3
 

Price Changes Related to Building and Construction
 
(1980-84)
 

1821 1983*1980 1981 


.1". 16.0
Interest rate' on loans 1 

(maximum, percent)** 14.0
 

Inflation rate
 50
26 2.

(Consumer price,1. 
 1 23,1,0percent) 


Residential buildings:
 
Change in Cost indices
 

1i2,1 12.9 1.4.1 13.0
(percent) 


Notes: * Forecast 
11.0"
 

Rate charged by commercial 
banks 


* = 
13.0

Other financial institutions 


Source: Economic Survey, 1983.
 

Direct expenditure by the Government on housing
 

increased from $12 million in 1981/82 to $15
 
an increase of approximately
million in 1982/83, 


rate of
23=Z compared to an average annual 

increase of 5.7% between 1977 and 1982. The
 

the National Housing Corporation was
budget of 

$8.3 million in 1982/83 for low cost housing.
 

The years ahead will be difficult for the Kenyan
 

economy. Just how difficult will depend on some
 

extent on trends in the world economy, which are
 
this time. Much depends
difficult to predict at 


on what happens to D.S. interest rates. if
 

rates in the U.S. increase, the recovery
interest 

In that case, economic
in the U.S. 5ey daupen. 


recovery o -st developiug couatries including
 
be adversely effected. Hwever, if
Kenya, wouY. 


the interest rates in the U.S. remain roughly at
 

their current levels, the U.S. economy improves,
 

and there is re,-ultant improvement in the
 
seven major industrial
aggregate GDP of the 


economies, the Kenyan economy can be expected 
to
 

improve. Analysts expect that overall GDP of
 

Kenya could reach the rate of population growth,
 
as was the case
at 4%, rather than lag behind it 


in 1982.
 

190,84*
 

16.0
 

1.
 
1.
 

12.
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While there are indications that world economic
 
recovery is underway, its strength and trends are
 
very difficult to interpret at this time. Kenyan
 
economic recovery is likely to have a 12 to 18
 
month lag behind OECD economic recovery. This
 
recovery will initially affect the agricultural
 
and export oriented sectors of the economy. The
 
construction sector is likely to lag behind the
 
agricultural and export sector as it has in the
 
past. The depressed condition of the
 
construction industry is not likely to change
 
significantly until the Kenyan economy achieves a
 
level of sustained economic growth.
 

The current depressed state of the construction
 
industry and saturation.of the market with
 
upper-middle income housing presents a good
 
opportunity to introduce the idea of private
 
sector involvement in lower cost housing. It is
 
expected that once the private sector builders
 
gain experience in building lower cost housing
 
units and find them profitable business
 
propositions, they will continue to build similar
 
housing utilizing domestic financial resources.
 

so
Anticipated economic recovery will not be 

great as to deflect the industry from low cost
 
housing once the profitability has been
 
established. The private sector will recognize
 
the size of the market f..r lower cost housing and
 
its profitability.
 

2. Kenya's Balance of Payments and External Debt
 

As IMF reports, during the period of 1977-1982,
 
fluctuations in Kenya's external position
 
reflected movements in the terms of trade, a
 
period of expansionary fiscal and monetary policy
 
and changes in official import policies.
 
Following record-high prices in world markets for
 
coffee and tea in 1977; the current account and
 
overall balance of payments registered a surplus
 
of U.S. t24 million and U.S. $245 million,
 
respectively. As a result, net official .resirves
 
at the end of 1977, increased to U.S. $404
 
million, equivalent to about twenty-one weeks of
 
the year's imports. In 1978, sharp declines in
 
the world coffee and tea prices, together with
 
'increases in import demand which resulted from
 

http:saturation.of
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:high earnings generated during the export boom-of.
 
the two previous years, led deterioration in the
 
current account was partially offset by higher
 
capital inflows, mainly official long-term
 
capital. However, the gross official reserves
 
declined to about half the previous year's level,
 
equivalent to ten weeks of imports.
 

In view of these balance of payment difficultieso,
 
the GOK tightened the import restrictions
 
significantly in 1978. These restrictions, in
 

a
conjunction with tight credit policies, led to 

significant fall in imports in 1979. As a result
 
of the reduction in imports and some rise in
 

exports, the current account deficit declined to
 
U.S. $406 million. This improvement, together
 
with higher capital inflows, resulted in a
 
balance of payment surplus of U.S. $162 million.
 

Following the relaxation of the import deposit
 
scheme in late 1979, a sharp increase in imports
 
coupled with the adverse effects of drought
 
conditions on agricultural exports and further
 
deterioration in terms of trade, resulted in
 
wider deficits in trade and current accounts in
 
1980. While net capital inflows vere aintained
 
at high levels, the balance of payments
 
registered an overall deficit almost equal in
 
size to the surplus recorded in the previous year.
 

Preliminary figures for 1982 show a narrowing of
 
the current account deficit from the 1980-81
 
highs, by one-seventh 1% to 8% of GDP. This
 
improvement is due to the combination of improved
 
non-oil export ?erformance and during the last
 
half of the year, the lightening of controls on
 
imports. Higher export prices and volumes for
 
coffee and tea led to an improved perform&.nee of
 
traditional exports, while the beenficial effects
 
of the devaluation boosted non-traditional
 
exports. By mid-1982, the Kenya shilling had
 
appreciated in real terms and private imports.
 
increased. This factor alone, with
 
lower-than-expec;ed capital inflows, and the
 
effects of the political disturbances in August
 
1982, led the government to intensify
 
restrictions on private imports in order to
 
allocate the available foreign exchange. This
 
has resulted in significantly reduced imports
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during the second half of 1982. In order to
 

:reduce reliance on quantitative import
 
the Kenya shilling was depreciated::.'
restrictions, 


by an effective 42% since December 1982.
 

The HG loan will have a positive, though minor,
 

effect on the balance of payments, as an
 

estimated 85-90% of funds provided will be
 

applied to local costs of construction.
 
Disbursements of about $10 million per year
 

to $9
beginning in 1985 will generate $8.9 

or service external
million to finance imports 


debt.
 

In summary, a recent GAO study (August 26, 1983)
 

summarized the impact of HG program on Kenya as:
 

"Negative economic impact seems minimal even
 

under the present difficult economic
 
situation facing Kenya. With less than 15%
 

import content in low income housing and the
 

staged disbursement of HG funds, imports
 

would not appear to increase appreciably from
 

a HG loan...[Provision of] untied foreign
 

exchange through long term financing and a
 
ten year grace period meets the criteria for
 
Kenya's current preference for grants or
 
concessional financing to alleviate its very
 
serious economic constraints. The untied
 
dollars are especially helpful in servicing
 
Kenya's short term external debt."
 

Impact OF HG Program on 1enya's External Debt
3. 


Kenya's outstanding total medium- and long-term
 
the end
external debt stood at t2,564 million at 


of 1981 and was composed as follows:
 
bilateral
multilateral loans accounted for 35%, 


loans from. financial institutions
loans for 42%, 

were 22%, and funded debt 1%. Thus IMF's share
 
of external debt increased from 5.3% in 1977 to
 

10.5% in 1981. During the 1977 - 1981 period.,
 
the share of multilateral (excluding IMF) and
 

bilateral debt decreased, whereas debt to
 

financial institutions rose very rapidly due to
 
- 1981.
Eurocurrency loans disbursed in 1979 


(See Table 4.)
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Table 4
 

Kenya: Mediuw- and Lon-Term External Public Debt, 1977-81 11 

(in r.illioni of U.S. dollars; d.of pt!d)
 

1977 1978 1979 1980 1981
 

1 144.9 1,366.8 1,736.7 2,165.3 2,300.7Total, excluding WM. (A) 

129.0 155.4 135...
Suppliers' credits 84.8 128.8 


Financial institutions 150.2 302.4" 504.9 713.4 744.2
 

Bonds 44.1 9.1 9.8 10.6 8.3
 
337.8 415.4 489.8 62C.9 712.0
Multilateral loans 

453.2 568.9
381.0 363.9 507.3
Bilateral loans 

EAC debt 2/ 147.o 147.0 150.2 144.7 132.0 

64.3. 94.0 18S.1 253.9 263.3mr .(B) 
194.3 203.7Ose of Fund credit 5 68.1 142.7 

6.2 25.9 45.4 59.6 59.6
Trust Fund 


1,460.8 1,924. ?.419.1 2.56
Tc-tal .) + (B) 129.0 


Debi, service, az1udiusW,(C) 77.4 122.0 150.4 211.1 293.7
 
34.9 69.5 79.4 104.9 177,Amorti:atiou 
42.5 52.5 71.0 106.2 115.8
Interest 


20.2 7.1 4419 17.0 21.1Debt service, fF (D) 
R=pu4. -6 6 3.0- T. 9.6- 8.4 

5.6 -'4.1 5.4 7.4 12.7Charges 

l5.3 228.1 314.8Totpal debt service (C)+ (D) 97.6 129.1 

Ratios (in per cent)
 
31.6 38.3
Total debt/GDP 26.9 27.4 34.2 

Debt, excluding'MIF/GDP 25.5 25.7 . 28,5 30.6 34.4 

Total debt service/Exports of 
5.8 8.2 11.8 11.7 20.6
goods and services 


Debt service, excluding
 
IMF/Exports of goods
 

4 7.7 9.0 10.9,'' :19.4and services 


Sources: IBRD External Debt Division; and staff estimates.' 

l/ Preliminary estimates, 
7/ Refers to Kenya's estimated share of-ormer EAC corporation debt (50per 

ce"ntof total).
 



- 62 -

It is difficult to predict the exact interest
 

rate that the Government will have to pay for
 

this HG loan since the rate will be determined by
 
the time the loan is
the U.S. capital market at 


Applying current U.S. market conditions,
made. 

for a period of up
however, the HG loan will be 


on
to 30 years maturity with 1C years grace 


repayment of principal. The interest rate is
 

likely to be approximately 12% for a fixed rate
 

loan or approximately 10% for a variable rate
 

loan. Compared with commercial borrowings
 

available to the Government, the HG loan contains
 

a "grant element" of approximately 13.5% for the
 

fixed rate and approximately 30% for the variable
 

rate, depending upon the type of loan taken.
 

fixed rate loan has a smaller grant
While the 

element under the present market conditions than
 

the variable rate the debt service is more
 

predictable.
 

Kenya's current debt service ratio is
 
require increased caution
sufficiently large to 


and prudent economic policies, but is moderate
 

compared with that of other developing
 
as a
countries. Kenya's debt service ratio, 


percentage of exports, rose from 11.8% in 1979 to
 

22.1% in 1982. The proposed $20 million HG loan
 

will add t2.25 million a year (9.36% of estimated
 

1985 payments) to Kenya's total debt payments
 
beginning in 1985 through 1994 and $2.46 million
 

per year from 1995 through 2014. The 1985 and
 

1986 ratios of debt service to export earnings of
 

23.5 and 21.6% respectively will be affected oy
 

less than five one hundredths of a point. (See
 

.Table 5). The figures assume that existing
 
market conditions will remain basically unchanged
 

and that a fixed rate loan is taken. However, if
 

the interest rates climb significantly and reach
 

a high level of 14Z (as they did in 1982), the
 

debt service will increase by t2.6 million or
 

0.42% per year. On the other hand, if the
 
interest rates stablize at the variable rate o=f
 

9.7% (as it did early this year), the debt
 

service will increase by $1.91 million or 0.33%
 

per year. In any event, the trend in the debt
 

service ratio will have only marginal effect.
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TABLE-5. KENYA: DEBT SERVICE RATIO ON 
MEDIUM AND LONG-TERM'
 

:PUBLIC AND PUBLICLY GUARANTEED DEBT 
FO ."
 

1982 - 1986
 

(Millions of U.S. $)
 

Total Debt
 
Debt Sezvice Ratio
Including 


RG Loan Excluding HG Loan
 
Year Total Debt 


22.1
" 
358
1982 
 22.4
" 
393
1983 

-23.2
448
1984 
 23.5
502.2
500
1985 
 21.6
509.2;
507
1986 


Recent Economic Developments, IMF
 Source: Kenya: 

(February 1983)
 

same amount on
to borrow the
If the Government were 


the Eurodollar market, the interest rate would
 

probably be 13.0Z (or approximately two percentage
 
11%). This
 

points over the LIBOR August rate of 


higher interest rate coupled with 
a shorter loan
 

7 years, would
longer than 5 ­maturity, usually no 


substantially increase Kenya's short-term 
total
 

Because the amortization schedule has no
 debt. 

Zrace period, this would worsen the 

short term debt
 

In addition, should the interest
 
service ratio. 


access to a
 or the Government gain
rates drop 

foreign exchange, the government
cheaper source of 

prepay the loan contracted under
 has the option to 


the HG program.
 

.The March 1983 IMF Stand-By Agreement states that
 

limit the contracting of
 the Government intends to 


public and publicly guaranteed external 
borrowings
 

in the maturity range of 1-12
 on commercial terms 

years to U.S. $150 	million and in the maturity
 

to U.S. $100 million during the
 range of 1-5 years 

Similar restrictions can be
 following 18 months. 


The HG loan, with its
 expected in future 	years. 

30-year term, falls outside the limitation. Kenya
 

is complying with the IMF standby agreement 
and no
 

the foreseeable
debt rescheduling is anticipated in 


Kenya is currently 	meeting and is to
future. 

foreign debt obligations in the
 

continue to meet 

Furthermore Kenya's debt
foreseeable future. 


to begin a downward trend
 
service ratio is expected 


This loan to Kenya 	presents no
in 1986. 

the HG reserve fund.
 foreseeable negative impact on 
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4,. interest Rates
 

The HG program will not affect Kenya's 
exi~ting
 

interest rate structure since the interest rates
 

are controlled by the Ministry of Finance though
 

These rates are established
the Central Bank. 

the country's macro-economic
within the context of 


policies.
 

that the use of
Recent Government policy directs 

encourage
interest rates bc; used more flexibly to 


domestic savings and capital formation. Bank
 
from 5Z
deposit rates were raised in several stages 


10% between June 1980 and September 1981, and
 to 

to Nevertheless, due
lending rates from 10% 14%. 


rates
 to higher rates of inflation, real interest 

during most of this
remained negative for savers 


period (depending on the exact type of price
 

deflator applied), while borrowers normally 
paid
 

On

only small positive rates of interest, if any. 


December 10, 1982, the Government of Kenya again
 

adjusted deposit and lending rates upward 
by 2.5
 

and 2 percentage points respectively, indicating 
a
 

continuing commitment to the adjustment process.
 
the IMF,


(See Table 6.) In its letter of intent to 


under the current Stand-By Agreement, the
 
intends to keep
Government indicated that it 


ensure
under continued review to
interest rates 

kept positive in real
that time deposit rates are 


terms. Success in reducing the budget deficit, and
 

the money supply, will
restraint in growth of 

reduced inflation and assist
contribute directly to 


this objective.
in the achievement of 


The beneficiaries of the proposed HG project 
will
 

rates, which
 pay the prevailing market interest 

16Z. USAID believes that the


currently stand at 

in its commitment to the IMF


Government is serious 


to ad.just the interest rate structure to ensure
 

on time deposits. Thus, the
positive return 

lending rates will reflect prevailing economic
 

climate in the country..
 

D.: SOCIAL SOUNDNESS ANALYSIS
 

1. Kenya's Urban Shelter Problem
 

The magnitude and 
intensity of Kenya's 

.urbanI 

shelter problem are immense. The public seitor is,, 



-

year 

L..-.u=cial bank 
savings dTosit 	 1978 

1979 

1980 
198L. 
1982 

.1mr.q2-83 

2. 	 0=-rci'1 ben; 1oa. 
and advecc.s (max) 1978 

1979 
1980 
19.1 
1982 

M4r.82-83 

. Bost Office 
sav~ir des t .- 1978 

.	 1979 
1980 
1981 
1982 

Wx.S,8 93 

t: 2u Ilding society,• 

1978loavs (lmx) 
1979 
1980 
198. 
1982 

Zfr.82-83 

EBc.mic Survey, 1983..purce: 
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•Tible 6 

I 1978-1983=, 	 VIDii , 

k~izi~zJ. Nairobi GwL RAca ia 
Interest C0-.Sumer Dflator Intarest Inters 

Price (CPI (ow
Irtlex 	 Daflator) Def-lato 

5.0 12.6 3.3, -7.6 1.7 
6.3 -3.4 	 -1.35.0 8.4 

6.0 	 12.8 10.9 -b.8 -4.9 
9;7 -2.6 0.310.0 12.6 

14.4 -9.8 -1.912.5 	 22.3 
. -3.7 --.12.5 16.2 

6,7 
10.0 12.6 3.3 	 -2.6 
10.0 8.4 6.3 1.6 3.7 
11.0 12.8 	 2.0.9 -1.3 0.1 
14.0 12.6 9.7 1.4 4.3 

1.616.0 22.3 	 14.4 -6.3 
.,. -0.216.0 16.2 

5.0 12.6 3.3 -7.6 1.7 
5.0 "8.4 6.3 -3.4 -1.3 
6.0 12.8 10.9 -6.8 -4.9 

9.7 -2.6 0.310.0 12.6 
10.0 	 22.3 14.4 -12.3 -1.9 

-16.210.0 16.2 

r 7 

3.3 -O.S 8.712.0 12.6 
12.0 8.4 6.3, 3.6 5.7 
14.0 12.8 	 10.9 -1.2 3.1 

9.7 1.4 4.3.14.0 12.6 
16.0 22.3 	 14.4 -6.3 1.6. 

... -0.216.0 .16.2 
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providing approximately 2,500 housing 
units
 

annually for the lowest income groups, and 
the
 

private sector is providing from 1,000 to 2,000
 

units each year for households earning 
more than
 

500 per month (KShs 6,750). Beyond this limited
 

housing supply, the vast majority of low income
 
to the necessary


working people have no access 

Lack of long-term
finance for home ownership. 


housing finance to construct homes for the working
 

population contributes to Kenya's extreme urban
 
third of the
In Nairobi, over one
overcrowding. 


and 	shanty towns. In the
 
people live in slums 


of the families have
 Eastleigh neighborhood, 43% 

a single bed. Another


only enough space fo 

the 	shelter
 

tangible indicator of the severity 
of 


problem is the overwhelming demand for low cost
 

In Nairobi recently, 16,000
housing units. 

applications were received for 2,000 

serviced sites
 

in the Dandora project, 49,000 applications 
for
 

1,500 serviced plots in the Mathare North project,
 

and 9,000 applications for 750 completed 
houses at
 

Buru Buru Estate.
 

It is evident that the demand for low cost housing
 
satisfied by both the
 is far greater than can be 


public and private sectors if they 
continue to
 

opecate in the present fashion. Without USAID's
 

involvement, however, it is unlikely that the
 
enter the low
 

formal private sector will be able to 


:ost housing market.
 

2. 	Urban Income Distribution and the HG Target
 

Population
 

It is difficult to calculate the urban median
 

income with exact precision. Different studies
 

evidence varied estimates, depending 
upon the
 

methods used, assumptions made and 
data
 

The 	USAID Project Design Team
 considered. 

determine urban median
 undertook a new effort to 


income in its preparation for this 
project. TLe
 

to examine a number of earlier

first step was 

studies.
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The Government's Central Bureau 
of Statistics
 

published a social accounting matrix 
for the year
 

1976, which presented the correlation 
between the
 

Using

published wage earnings and total 

income. 


the matrix, the mean urban household 
income can be
 

can then be calculated
The median income
assessed. 
 This method
 
by applying a median to mean ratio. 


provided the income distribution 
which follows in
 

Table 7:
 

TABLE 7
 

INCOME DISTRIBUTION_
1983 URBAN HOUSEHOLDS 


Mean'
Monthly Income
Cumulative Percentage 
 Range (KShs)
of Households 

750
0 - 950
0 - 20 
 . 1,250
951 - 1,700
21 - 40 
 2,300
1,701"- 2,900
41 - 60 
 3,750
2,901 - 4,300
61 - 80 
 10,000
Over 4,300
81 -100 


The Project Design Team then compared 
these results
 

with other relevant studies, namely 
that by DeVoy
 

which predicted a median income level of KShs 3,074
 

($228) and that by Lee which indicated a figure 
of
 

The final conclusiou of the team
 KShs 2,300 ($170). 

was that a conservative, but reasonable, 

figure for
 

the urban median income to be used in this program is
 

KShs 2,500 ($185).
 
or
 

,cogram is designed to reach households 
at 


This HG 

Typical beneficiaries at
 below the median income. 
 persons employed


the KShs 2,500 ($185) level will be 


clerical workers, lower level administrative
 as 

officers and clerks, construction 

workers, draftsmen,
 
drivers, and
 

technicians, community workers, 
nur=ses, 


The beneficiaries are
 those who are self-employed. 

the median income, because
 likely to be close to 


are the people who can most easily 
afford a
 

these 

privately produced shelter unit.
 

It is anticipated that the bulk 
of the housing units
 

financed under this program will 
be located in the
 

major urban centers of Nairobi, 
Mombasa, and Kisumu.
 

likely that private developers and 
''nancial
 

It is 

institutions will target these areas where demand is
 

considered greatest and private 
services most
 

abundant.
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3. Housing Affordability for the Target Group
 

to the extreme
Recent studies indicate that due 


housing shortage, many lover income 
households are
 

of their income for housing and
 paying up to 35% 

their house to bachelors.or low
 

renting one room of 

income families who cannot afford other
 

accommodations.
 

all pervasive

Kenya's urban sub-letting phenomenon 

is 


among lover income groups. It is now estimated that
 

units in USAID's Umoja I estate
 over 90% of the 

85% of the units in the
 

(615-HG-003) are sub-let; 


World Bank funded Dandora project are 
sub-let; and
 
are also


74% in USAID's Secondary Towns project 
 one or
to sub-letting of
sub-let. Households resort 

the monthly payments. Even
 

more rooms to augment 

though sub-letting reduces the amount of space
 

available to the beneficiary family, they still
 

occupy more area than may have been 
formerly the
 

case. In Nairobi's informal housing areas, 
many
 

share rooms.
families are required to 


sub-letting by
Recognizing the realities of 

below median income, the Project Design
households of 


Team specifically received the approval 
of the five
 

housing finance institutions include this offset
to 


in affordability calculations.
 

in
 
The following affordability model is presented 

as 

a typical beneficiary:
the situation of
Table,.8 an example of 


TABLE 8
 

KSh KSh 

2,50m 185 12,700 26
 
Monthly Household Income 


65 595 .44Affordability Monthly Housing 

875_1* ,5 , . . 

Payment (35%) 

40 O. _30 400 30 

Offset from Renting One Room.. 
 95 995 741.,2""75Total Affordable Payment 
 94,044'' 7,007 73,390 5,458
 
25 Year Mortgage at 16% 607
-
 8,210 

Deposit of 10% of Purchase Price": 10,450 779 


81,600 6,065
104:500' 7,786
Total Affordable House Purchase 


http:bachelors.or
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Families who do not sublet will be eligible if they
 

on a KSh 100,000 house.
 have a down payment of 35% 


An income of KSh 2,500 a month is sufficient 
to carry.
 

a KSh 85,000 mortgage.
 

These calculations have been discussed with the.
 

housing finance institutions, private
 The

builder/developers and housing cooperatives. 


following conclusions have been reached:
 

Housing finance institutions agree that 35f%6 f
i. 	

the household's monthly income can be usedas 
the,
 

basis for calculiting payments;
 

ii. 	Housing finance insitutions agree that rents
 
an offset in the affordability
derived be used as 


calculations;
 

iii. Private builder/developers and housing
 

cooperatives agree that house designs should
 

recognize that sub-letting will take place
 

and may act to stabilize the financial
 

situation of 	low income households;
 

iv, 	Private builder/developers and housing
 
cooperatives prepared model development plans
 

two 	rooms
containing housing units of 

incorporating reduced standards which could be
 

built in the price range of t5,900 - 7,700 (KShs
 

80,000 - 105,000) depending upon the final design
 
of the units; and
 

•v.• The affordability calculatious presented above
 

are reasonable and feasible for householdsof
 

below median income in Kenya's major urban areas.
 

4.Profile of HG Beneficiaries
 

slums and shanty
With over 350,000 people living in 


towns in Nairobi, and a 7% urban growth rate per
 
enormous.
year, low cost housing demand is 	 The
 

Project Design Team estimated that approximately
 
earn from $125 to 185
24,700 households in Nairobi 


- 2,500) per 	mouth. A majority of these
(KShs 1,700 

families are 	tenants living in sub-standard
 

They will form the majority of the
conditions. 

beneficiaries of this HG project.
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The job categories of these beneficiaries have
 

already been mentioned. Beneficiaries are likely to
 
a few
be in their thirties, living as tenants for 


years in town in sub-standard areas without water or
 
and having no security of
sewers, paying high rent, 


These are the people who
tenure or ownership rights. 

own even
are looking for an opportunity to a home if
 

they have to sacrifice some other aepect of
 
to rent
conisumption. These individuals are prepared 


out one of the two rooms in their houses because this
 

is the only way they can afford to participate.
 
improving their
Nevertheless, these individuals are 


status ana housing situation through their ownership
 

of a unit financed under the HG program.
 

. ENVIRONMENTAL ANALYSIS
 

conducted
An Initial Environmental Examination (IEE) was 

in July 1983 for the proposed HG project. The
 

environmental analysis, performed in accordance with the
 
amended in 1980, recommended a
USAID Regulation 16, as 


Negative Threshold Decision. This recommendation was
 

approved by the Environmental Officir of the Africa
 

Bureau. The IEE is attached as Annex H.
 

its own set .of environmental
The Government enforces 

the Building
regult,:ions through the Public Health Act, 


By-Lawn, the Laad Planning Act. Nevertheless, USAID
 

will insist that as a condition of initial project
 

approval, developers must submit adequate data
 

concerning site location, soil types, topographical
 
features, drainage and availability of infrastructure
 
(both reticulated water supply and waterborue sewer
 

systems will probably be used for all projects). USAID.
 
can be
will ensure that this added water and sewer use 


accommodated by the existing systems and that there is
 

adequate protection for downstream water supplies.
 

For housing developments proposed for Kisumu or Mombasa,
 

particular attention will be paid to the need to
 
improve drainage to
eliminate standing water and to 


retard the incidence of malaria and, in Kisumu,
 

schistosomiasis. Housing developments proposed for
 

eastern Nairobi must include adequate investigation of
 

the existence of highly expandable black cotton soil.
 

This type of soil condition requires special building
 
floating slabs, foundations raised
techniques, such as 


on pilings, pr the removal of the soil before
 
construction.
 



I. CONDITIONS AND COVENANTS
 

The HG loan shall be subject 
totthe following conditions 


to such other terms and conditions 
as AID may
 

precedent and 


deem necessary:
 

Prior to any disbursements 
under the Guaranty, 

the:
 

(a) 

AID may otherwise
as
Government shall, except 


to AID in form and
 agree in writing, furnish 


substance satisfactory to 
AID:
 

the Government of Kenya has
 evidence that 


adopted appropriate reduced 
building and
 

infrastructure standards for 
the Project;
 

the Government of Kenya has
 
- evidence that 

as may be
 
approved such Sessional Paper(s) 


to effectuate the borrowing;
aecessary 


an individual

(b) 	 Prior to disbursement of 


development, the Government shall furnish 
AID in
 

AID, 	except as
 
form and substance satisfactory 

to 

an acceptable


AID may otherwise agree in writing, 


Master Project Delivery Plan 
for such development
 

which incorporates necessary 
information from each
 

of the 
participating institutions, 
including
 

specific project data concerning 
cash flow,
 

construction schedules, implementation 
plans and
 

details concerning eligIble 
beneficiaries.
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The Project Grant Agreement shall be subject 
to the
 

convenants and major conditions,
following terms and 

and conditions:
together with such other terms 


AID may otherwise agree
(a) Except as provided herein or as 


in writing, commodities financed by AID 
under the
 

their source and origin in Kenya or
 Project shall have 

in the United Staes. except for ocean shipping, the
 

suppliers of commodities or services shall have Kenya
 

their 	place of nationality,
or the United States as 
 Ocean
 
except as AID may otherwise agree in writing. 


the Project shall,

shipping financed by AID under 


except as AID may otherwise agree in writing, 
be
 

financed only on flag vessels of the United States.
 

or the issuance of ahy

(b) Prior to any disbursement, 


commitment documents under the Project Agreement to
 

to the National Housing Cooperative
finance assistance 

Union (NACHU), the Cooperating Country shall furnish in
 

KID, except as AID
 form and substance satisfactory to 


may otherwise agree in writing:
 

(i) 	 an acceptable NACHU staffing pattern, hiring
 

timetable and budget;
 

(ii) 	 evidence that NACHU has retained the services o
 

a finance manager to serve as counterpart to th
 

AID-funded Cooperative Management Specialist;
 

retain the
 
(Lii 	 evidence that NACHU has agreed to 


a project technical manager to serv
 
services of 


the AID provided Cooperative
as counterpart to 

and Low-Cost Housing Specialist, within 

one yea
 

the Project Agreement;
from the signing of 


(iv) evidence that NACHU has agreed to provide
 

adequate office space, transportation,
 
related
secretarial support services and 


to the two long-term All
 equipment and supplies 

funded advisors.
 

any

(c) prior to any disbursement, or the issuance 

of 


commitment documents under the Project 
Agreement to
 

finance technical assistance of training related to
 
a
 

housing finance institutions or development 
of 


-secondary mortgage market, the Cooperating Country
 

AID, in form and substance
shall furnish to 

satisfactory to AID, except as AID may 

otherwise agree
 

in writing, scopes of work and timetables for such
 

training or technical assistance.
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EVALUATION ARRANGEMENTS
X. 


The Ministry of W6rks, Housing and 
Physical Planning's
 

Monitoring and Evaluation Division will 
submit a Monitoring
 
USAID will
 

and Evaluation Plan acceptable 
to USAID. 


provide the Division with short term 
technical assistance
 

This will ensure that
 
and direct USAID staff assistance. 
 the Office
the Plan conforms to 

the evaluation section of 


of Housing and Urban Program's Evaluation and 
Monitoring
 

Guidelines.
 

developing baseline
 
The evaluation process will include: 


data on potential beneficiaries 
of each sub-project and
 

analyzing the pre-project capacity 
of each housing finance
 

institution, private developer, 
NACHU, and participating
 

housing cooperative.
 

The Monitoring and Evaluation 
Division will annually survey
 

each institution for which 
adequate baseline data are
 

These surveys will note any'deviations 
from the
 

available. 

program purpose, goals and schedules 

and will present a
 

detailed factual basis for such revisions of the program as
 

may be necessary.
 

RHUDO will perform annual evaluations 
and special
 

the first tranche of the program to
 evaluations on 

determine if (i) projects are being successfully 

executed
 

and completed within the target costs and schedule 
by the
 

housing finance institutions, 
the developers and NACHU; and
 

The RHUDO
 
(2) if all necessary NACHU staff 

is in place. 


will 	also perform a survey of participating 
and
 

It
uon-participating housing finance institutions, developers,
 

and NACHU to ascertain their 
role in a second tranche. 


is on the basis of the evaluation and survey that 
the
 

subsequent program will be developed.
 

RHUDO will also perform intensive 
evaluation and survey to
 

review progress of the NAC3U 
development and the TA
 

provided.
 
success
 

The evaluation will, inter alia, 
concentrate on the 


of the program to date in:
 

attracting additional housing 
finance institutions,
 

i. 	
developers, and housing cooperatives 

as participants;
 

ii. 	 developing a viable secondary 
mortgage market;
 

iii. 	expanding the program to additional 
secondary and
 

small towns;
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ive reaching the stated objectives spelled 
out.in .the,
 

logical framework;
 

v. establish the viability of NACHU; and
 

vi. changing policies and structures of both public and
 

private participating institutions.
 

;Do'e'. 0461?
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-. - - - 9d' 19VB. 13.02 IM8 193't 

INTR7ST Ul"' ON LOAN~S 

(CGllSur:-,. PRIC"Is, 
12.S 12.5 22.3 1.5.0 12.9PERCENT) ­

02:01?
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TO ADJUST TffI INTERE1ST RTZ
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ANDqi 
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i. RIY~ZELOERSI!IEIVST3D 
~NUGS POJ.,CTQ TOr JUST17YT3 
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*Cc$BLINTOLVED A;
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FINANCING AT A LIVEL' :*J~FPlZNTJ TO LTTIACT TEE.A~ZR
 
!.ORl XZ .17MINCo INSTITUTIONS AN TO S"RTE7MI. ~MLL
 

" T~I PETCAN 
AND P~OVI~t 

-~UICI .1 -TIALLY IA C3A I RII 	 a0.iCI 
G THMA AEJTZ RZ-T'7N ON A MINIMAL 

S A DPT C'ZIN S3 ICI!AG L i hYR1O , I 

-IMPOR7ANT TO ILUX: AS Mr.4Y D2SLUI~RS AN~D CO-0. & 
-POSSIB3L31 PILREAPS TFRE"17 PER ECtJSING" MI!ANCSE 
INSTITUTICN. TBIS AGAIN REQcUISF'S 2ARLY Rr-CCGI'ITIOl
 
TEAT TE ?RCGAi~ SE CUIZ! CONUI V-3 AS TVLNT6UtLLT
 
CALLI!:G PRc FFNDX IN Tzv 57JILLION DOLLAR PRING3.
 

2. A?;CTHZTR IMPCP.TANT ERASCr4 TOP. EQUESTINa APP!-OVIL IN
 
P'RINCI?'rL- FCaR Z "2'. PROC* RAM IS 1"AT A. SU3.STiD9IAL
 
VCLUMT CF NT-N STANDAIDIZZ MORTGAGES RAS TOC r­

1- A PBIOY3O~n0F 
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P3CVI-li mT rj;'LIhG SECUP.ITY 303 INl"STC.S Ill. THE
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MI GE. ;:AT.: alAC..I.NG ?^,R I: TL'Iii.LIS2: T 
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--!LtSF 


1009M MUOLAS IN T31 SYCOSDARY .%I 
ADDITIC, it 4 ILL J! TC ?L' A-MITICNA! MCRTSAG's 
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SZCURlTv&B-

I ?INLNCIlAL/:!CCNOmtIC CONSIDERATIONS: 

1.MACRO ECWONOMIlc ANALYSIS
 

ALS RZO.EZ& N ZXRY.TT!L,9 TET.P? WILL CONTAIN A
 

DETAILED DISCUSSION 0? MACRO-3'CONOMIC TRE.4DS AND
 

I CONDITIONS IN TIE C'OUNTRY AND HOY IT RILATS TO, TEE 
ATE3 PZOJE:CT PAPER WILL INCLUD
HOCUSING SZCTOR. 


DISCUSSIONi OF TISE MACRO-ECOIOMIC OVERVIS19 SCOPE AND
 
M!AGNITUDE 07 T:-.,HOUSING CONSTFUCTION SICTOR AND ITS
 
R3LA.TIOLSEIP TO THIL ZCONOMT.
 

2.- TZCHNtCAL ASSISTANCE 2IUDGYT 

-.3-3 PVR:POSE 0? TEE T7C?'I!CkL 12SISTANCY PT.OPOSTD IN T4. 
rSS.NIALS?C2T TO TEH1 ;2fjyW4BID IS TO 7URMISE 

NATIONAL COGP"ATlV1-- BOUSI:NG UNIO.4 (NiJ±C;1). NiCrx 'Y&S 
A1.0IN'1979 '9ITA 7NCOJAGZJORMALLY C11.ATiD 
'1111 AAND AP.SOM:, DILAY, FLS NOW BlGJN TO ?UNCTION 

CO2Z STA.P? A.4D 0111C'0 S'-:Czt PURNISSID 2T T31,i ~4AN/ 
NACEU BAS RICEIV7D
NATIONAL YFED77-ATION Of COZTI 2. 

PVCS, AOD -*41Y ALSO ~!~.S"UPORT TIO'. BiBITA.T SZVZRAtL 
TF.Z CPLSAfIAN COCOMAlIVE JL7=0'4SUPPCE" 10; "c. .? Eir-BAH.S :,. 'JAk HU IS 3--vTLOPIpI TEZrOUNDA:Io 


INStWJtICNAiL wA6; ;CTTT AND TI1CENICAL ZS;LLS *E0 SCNSCUG~ 
DISIGN, AND) PACi!3'Z CCO':X!'rIY*: EVt~IING P!3Cj'--'TS C 

P!SSENATI0N TO.HIANCIAL INSTITUTIONS (ICLE~IIN TE.B 
COOPT!EATIV3 SAN! OF KINYA)-. 
TEX TvENICAL ASSISTANCE PRC?OS!zD YILL CW~IST O'S TTO 

LONGi-EM COCPY?.ATIVE HCUSING AND INSTITUTIONL 
1ILL TUNCTiLON AS A)DZVZ1CPFMENT ADVISORtS. ON~E PSC 

S*-CCZflDTIENICAL PRCJT!Cm PACEAGEP. AND DSVILOP-* IND TRZ 
_IMLT A4.0 AJMIl.Ta3ATIVlP50LL~ AT AS AA 

I-NCE COC?1RATIve;S?ZCIALIucS 'i3lI 1,4 
"EIS LONG TERM TA WILL 31 SJPTh7;'INT7DCEGANI2ATIONS. 

IT S?iCIALIZZD SH0T-tO T~eCE?iICla4S ANO EUSSTANJIiAL 
NACU FILLSu.PR Th~OMPC~~OZS7T~ 

ALSO I:4CL-0 ?ROTISION~ CY TWO PLOJlCT Y73 CLES t AD10 
I VIUAL.QUIM0~T iCE TRAINING ACTIVITI!Sv A 

IPOJICTV ANALYSIS AND '3ESIGNt 
AND TSAI NIN"Z NCrr~rbsc. 

~~~~.. ~~ ~ MCROPU!R?2S 

A LIMITED AMOUNT CT EQU~IPMENT FOR NACU CIICES IS ALSO 

INCUD3-IN TEZ PROGRAM. 

1. TWO LONG TZRM RESIDINT ADVISORS
 8029000 DO0L1LAR
(0PSRSON mONiHS) 

-2. SHORT TZRM TZCaNICAL ASSISflNCA 

PROJESN Ot1NTgo3 
MAAG--3;~ AND3. ?ROR"SOC ACLSTOP 

509UUUJA'. TRAININCI WCE!SHSOPS 
COKsMODITIMS­-5. DLA6
 

- - . - TOTAL 

3. PROTILE 01 MAJO'R PRIVATS D""V3LCOEES AXD 
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AFFORDATILITY A.--M- ­

) AS RZOMES-3IN T~ZE Z7TzELp TEZ PP VILL INC LUD2 FIA 

SYLCZ -,CCC?l?.ATI~rSAID ALL 02 TM, ~C SI ZI:AAcM,
)INlSTISUTICNS ish TZH7 CCUJNT~v&. THIS IS PLETI-tJ' :L7
IKPCRMANT 2:=732 iLL 07' SEZ EOLSI;mG TINANC!
INSTIMUICNE tJ-- SUM! CI:Z;?LY DI-VrR-NT IN TzE.:IS CT)OVNFESEI?, O.CZRA-TICO:, SCM^7- C' IU~o.s -VID TEZ MMET-TS
WHICH MI~T 3S?'wD TO. TEEN DISIHVV SEASATE ALvTsis.TEE PP VfILL. ALSO CONTLIN AN ANALTSIS C?; T3 INf'.OM3

)GROUPS AND TEZfIl ABILITY TC PAT MH MOR0'TGA'%7 LOAN~S. 
r. BUILD ING /I X'RAS TRt'CTyrp STANiDAP.S:
 

THZ *Fp tIlL INDICAT!. T'ET CHANGBS IN 
 3II4 STAM",A.DS 

TEE PT D.LLI..AIL. ':: 7VAL"U ATIN P.LLN TC Cl-T:-Ii.D OrTilfOp.l A TROHIZ TIZ." IS B:*J'7jI&-TI*AXC:"**' L4:) WILL 5rsculSS THM - 'E~UTIMING MiCSSALRY TCP.LINTAIN 21HIYAl SZCT6CZ ?MCMLNM AN~D INTR.-LS!T. 

5. ICCAL CUR!lICtd tZUTC 

USAID AMD Z"C EOLD n.;;LAR DISCtTSSIOt, CX4GY~I~

PZ2!C'PJ. c TO --,; F"7'il) BY C7-tRCILzw BY&zE PL ~'
 AND PEOBAM GW.SvTS. TES 50ILLIW.S A-21 ALLOCATiM TORT1
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4~ UNLSS I7IED" *02 Z5. ulzonC3 2Z.6 " 

i9B3/mA. WOULD IN= !CCCMMODAT:! A SnrLTPh PPOGRAM9 EUT ?OR 
1984/i-S It WOULD !8 PCSSIBUL, TO lNCLJDl PROGU.AS 1f1 
SHELTUP. CC:MitiITY DVLCPII;-:NT AND i.tEAINCEMINT 07 LOCAL 
GOVZR.%MIENT FLA.11'tIN A"D MNlAGrs -*4r CAPACIT!, TO THEi 
EXTENT HI'AL ILDDI;SXBftET IT WOULD B3 
M0R3 APPROPF.P1, FClflVB! TO 1.PLLT SUW-H YTUXDS Im~ 
CONJUliCTIC-S 11TH E3Z ZU TREE SMALL TU~NS PICJ!CTSt ks 
UU7 IS &.ISIGNED TO fl!V-LOS. A FINANCIAL S!SOM AT IS 

* INDEPE"!4DENT 0? %GOVZ#RW.-"%'!T V;T!aV2,tNTION, A'J CjUpjFo?.. TTZ 
03JLCVXSZ' 07 *1? CA"' B2' PET WITHO7T TUi GO-12a:itIVIL-T'S 

'*SUPPOIT 	 ?B0O10 CI? G1NMATION9 W31BEAS TEE ADDITION 0? NCN
 
HG EL1GILLI ACTIVITI!S TO 710 IfOULD '3RZATLY Ir.PR!^71 '&EZ
 

* 	 ATTAIV1MEN' 0O' TBAI ?IECJZCT'Sc GCA.Lt TO STP.ThGTI.ZM. TEA 
ROL! C7 SMALL TO'iNS. 

1. PEIVAT'[3 VS GQV11F..NCT OUNSED/UCNTFOLLED 7FINAtNC!A 

ALL RU~SIN; P'INANG]: INSTITT I CUNSM1S~T. 3 EICE AR 1
 
LIV~,AE T: 2I. I Tw. eBO:;i*-c,". AS
1NqT: NC!~ 


SU'%"G1ES!-D IN liYT!L, TZIS IS55U3 ?dILL BT- AD.)E3ESSTZ I N TEE.
 
P:-OJZ-'OT PAIDIR. EAaROP
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P,olTO&&llu.t#n Kwia Private Sector Housing 615-IIG-007 EPOT.IT NI Ot BE AIAi"COP 

MEANS OF VERIFICATION II'PnlPTAlfT AS-MUPTIOlSIIAI:rATIVE 5 _.-"__._._ [.,JECTVEL" VEIIFIABLE ISOICATORS 


Plopoam c SIcIcY G :heh. Ae: ZZ-;4.iie ft .aosvees of Gea Achis-campa; (A.?) (A-3) Aosimptlona . achluig V28asthgisi (A-4)
 

wh L lble perojei csnrblbuIe (A.s)
 

m 
of lcwar incam households houSng finncc. and inatituttu". rivato sector " Rwal*
1. IMnrove the quality of Wle 1, Increased nurber of 1. ltorde of Iusiing fnia 1. vCcntinud pitm of the 

thogh the promnotion of user built by the private sector coopratives to provie lowe
 
financed ocial services. for lower in= families. 2. Srvey data an bmsinig in a husing.
 

pxodution.
 

• .. pn~ui ,
 

Qr. 
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_8Life of PJ,. t-F ..PROJECT )ESIGH SM3A.RY " 
Fio.n FY83 0._ 

.L.OIC ,Total U.S.FPudi:,9$50 million 11G Lc 
D1 P.ip.p rd : 

Housing 615-HG-007 
-j..Tills . Numh4:' Kenya Private Sector 

.'PORUAIT ASSU:.tP1i0;.:S&iEANS OF VERIFICATION, ..... MA.RI T'Y "t."F0:71V "EC VZRIFI.V.U.E ItDiCATC.S 

Assuc'plons for achiivng ptose:(B-4 ) 
.. ct Pu'.osa:• (B-1) achieved: End of proic€l sirius. (B-2)Coodifrons Ihloi will Indicato purpose has b"-n (B-3) 

1. Records of housing finance 1. WiflIngneas of local authorities
 
1. Develop the private sector's. 1. ApproCiiately 3.000 housing to reduce standards for lower cost
 

upits for urban households of institutions. 

capacity to plan. develop and •housing
below median income, built and sold 
finance lover income housing. 
 2. Daka on housing construction.
by private developers and 
 2. Availability of cash in private
 

cooperatives.. not being currently
hands which is
3. AID evaluations. 

placed in the housing finance 
system and willingness of the 

2. " Approximately 3;000 mprtgages people to move their savings to
 
for below median income households 
 obtain a mortgage,

provided by ihe housing finance 
Institutions. 3.. Sufficient profit margins for 

all range of housing for the 
3. Systems developed to channel. 
 mortgage backed securlties.
 
loans into lover income housing. 


4. Strengthened iACHUu, developing
 
housing programs for membier
 
cooperatives.
 



c-3 
cUL' D" GIh OJ -""' YLiIu of Project:- , m F Y •O JE C T :. . - ,.O' -- . 2 F r - a FY... -

Tolal U.S. Futidir.gL.:. .tdTI. 

Kenya Private Sector Housing 61-JIG-O07 .Dae P#&prJd*-

I..iORTANT %SS'JiT10NaSRAIRRATIVE SU.''..RY . OBJECTIVELY VERliL'LE INDICATWS IEA 1S OF VtRIiICATIH 

project Outputs (C-1) La.enilvda..Ouputs: (C-2) (C-3) Assuicplooiz forachioving ol.;t"s: (C-4) 

1. Long-term houjing finance In the 1. Approximately 3,000 new loans. 1. Records of h.ousing finance. 1. COK draws do, lItloan. 

range of iSh.. 50.000-9Q.000 per 
2. Costa f construction and
 

unit at-current prices. 2. Approximately 3,000hey'housing 2. Data on.new housing construction. 

units. "Interest rates do nqt increase
 

subptantilly.
.Z. Construction of new housing 

units affordable to families below 3. Stronger NMqHU-cooperativa
 

median income. organization.
 

4. Agreement on procedures t9
3. Stronger IACHU to develop and-

build housing for cooperative- channel Kenyan housing finance to 

lover cost housing.membera. 


4. Procedures-developed to channel 
mortgage money into housing 
affordable by lower than median 
income families. 

.QCr 
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S.J,ART 	 Life of Prolct:PROJ-ECT DrESIGI 

• -."ECTDESI M A F om FY - o FY_
FR.GN 

LOGICAL FR U . 1 1 	 Tol| U.S F unlnp -
Dole Prpd:

Kenya private Sector ousing 615-310-007 

TOR • MEAS OF YERIFICATIOII 	 I.fiOITNtT AS t ."il'S
"~R- RATIVE SU.%aRY "QOJECTIVELY YERIFIAI.O 

Assumptions for providing In"ulul(D-4)
Froject.inputsl (D-1) - Impl.2nioelion Toriff *Type 9M Quentity) (D-3). 

(D-2) 

loans authorized by A.l.D.
1. $20 million loan. 	 1. Lender and borrower reports. 1. HG 
1. 	tGc loan 


2. 	 Crant.funds availablein 
- 2. DA grant funds $725,000 . AID Evaluation reports,2. 	TWe long term technical 

. " . -. . ... ea...... .. 
advisors *for MACHIJ. 	 (long-term TA). 

3. 	 HOf. fund.avallablefro •. 
3. 	 Short term technical 3. DA grant funds $160,000 ,e 

assistance for MACU - 12 " (short-term TA). . 

Smnths. ""
 

41- HO fee income $75,000.
 
A. 	 Feasibility studies for 

fee 	income $25,000.
secondary mortgage market.* 5. UG 

6.. 	DA grant funds of $235,0006.
5. 	Short term consultant' to 

housing, finance institutlons.
 

•.	 $2million in down payment..' 
6. 	 Trai"ing for housing finance 

Institutions. a. Om person year of USDR Input. 

7. 	Loc'al contributions.. 

S. 	 3U111O staff Input. 

I 	 ** * 
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'THIE HOUSING GUARANTY PROGRAM.. 

Statutory Ceck-List 
The Government of Kenya 

NO. 615-HG-007PROJECT 

ANSWER "YES" OR 
",N0" ?tT PpP.AGE 

7: ?.FC-s ADOI o 
W1ER.EEXLANATT0:'S 

APPR0ortIATE. 

A. General Criteria Under HC Statutorv Authorit 

Section 221(.4) 

or' marewill the proposed proJect further one 
YES)of the following Policy goals? 

(1) Is intend4ed to increase the avail­
of domestic financing by

ability 
demonstrating to local entepe­
neurs and institutions, that pro­

19-24viding low-cost housing is fLinn-
cially viable; 

assist in marshal­
(2) Is intended to 

PYES .19.for low-cost housing;
ling resources 

(3) Supports a pilot project for 
low-cost
 

to have a maxi­
shelter, or is intended 

izpact on local in­
mum demonstration YES * 19 

- and/or;and nationalStitutions 

is intended to have a long-run 
goal


(4) 
constructionto develop domestic 

stimulate local credit
 capabilities and 

to make available, do­institutions 


mastic capital and other 
-aagenent and
 

resources required for
 technological .!' 19 
shelter progrnas and policies? ES 

low-cost 

Section 222(a) 
this guaranty cause 

Will the issuance of 

the total face amount of 
gurantys issued 

at this time, to be in ex­
and outstanding NO 
cess of $ 1,743,100,000? • 

Will the guaranty be issued 
prior to, 

YES

1983?September 30, 



--

STATUTORY CHEC-LTST'.- Cont'd
 

Section 222(b)
 

activities,
ill the proposed guaranty result in 

which emphasize: 

(1) 	Projects providing improved home sites 

to poor families on which ro build 

shelter and related services; or 


Projects comprised of 'expandable core
(2) 

shelter units on serviced sites; or 


(3) Slum upgrading projects designed to 
shelter; or 


conserve and improve oxisting 

Shelter projects for lov-inco-n people
(4) 

institution
designed for demonstration or 


building; or 


Community facilities and pervices 
in


(5) 
support of projects authorized undei
 

this section to improve the shelter oc-'
 

cupied by the poor? 


Section 222(c)
 

conservation

if the project requires the use or 


the use
 
of energy, was consideration given to 


of solar energy technologies, 
where economically
 

or technically feasible? 


.Section 223(a) 

Will the AID guaranty fee be in an 
amount 

authorized by AID in accordance with its. 
delegated powers? 

.Section 223 (.f)
 

Is the maximum rate of interest 
allowable
 

to the eligible U.S. investorC.s) as pra­

scribed by the Administrator, 
not 'more than
 

above the curxent rate of
 one Per cent (1%) 

interest applicable to housing mortgages
 

insured by the Depart-ment of Housing and
 

Urban Development (HUD)? 


Section 223(h)
 

Will theGuarauty Agreement provide 
that no
 

payment may be made under any guaranty issued
 or mis­
for any loss arising out of fraud 


representation for which the party 
seeking
 

payment is responsible?* 


X.L.. 2024 

YES P. 41
 

NO'
 

,. .
 
YES P. V-24, 

N0.
 

N/A
 

YES
 

NO
 

YES 



- Cont'd.
STATUTORY CHECK-LIST 


Section 223(j)
 

Will the proposed Housing Guaranty be
(1) 	
coordinated'with, and complementary 

to
 

other development assistance in 
the host-


YES
 
country? 


Will the proposed Housing Guaranty de­(2) 

monstrate the feasibility of particular
 

-_ kinds of housing and other institutional
 YES P.19-2
 
arrangements? 


Is the project designed and 
planned by


(3) 

least ninety per cent
AID so that at 


the proposed
C90%) of the face-value of 


guaranty will be for.housing 
suitable for
 

families below the median income, 
or below
 

the median urban income for housing 
in urban
 

YES
 
areas, in the host-countiy? 


Will 	the issuance of this guaxanty cause
 (4) 
the face-value of guarantys issued 

with 

respect to the h6st-country, to exceed 10
$ 25 	million in any fiscal year? 


.Section 238Cc)
 

Will the guaranty agreement pxovide 
that it
 

will cover only lenders who are "eligible
 
within the meaning of this
investoxCs)" 


the time the
the statute at
section of 

guaranty is issued?
 

Criteria Under General Voreign Assistance Act Authorityr
 B. 


Section 620/620A
 

(1) 	Does the host-country meet the 
general
 

criteria for country eligibility undae
 
set
the Foreign Assistance Act, as 


forth in the country eligibility check-%
 

list prepared at the beginning 
of each
 

YES
 
year? 


is thexe any reason to believe 
that cir­

(2) 	 "
 
cumstances have changed in 

the host-county. 


so that it would now be ineligible 
under
 

the country statutory check-list? 
NO
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STATUTORY CHECKLIST
 

A. GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY: The responses 
contained in the Structural 
Adjustment Program Grant 
(615-0213) Program Assistance 
Approval Document approved on 
June 24, 1983, remain valid. 

B. GENERAL CRITERIA FOR PROJECT 

1. FY 1982 Aopropriation Act 
Sec. 523; FAA Sec. 634A; 
Sec. 653(b); Second CR FY 83, 
Sec. 101(b)(1)° 

(a) Describe how authorizing 
and appropriations committees 
of Senate and House have been 
or will be notified concerning 
the project; 
(b) is assistance within 
(Operational Year Budget) 
country or international 
organization allocation 
reported to Congress (or 
not more than $1 million 
over that amount)? 
(c) If the proposed 
assistance is a new country 
program or will exceed or cause 
the total assistance level for 
the country to exceed 
assistance amounts provided 
to such country in FY 84, has 
a notification been provided 
to Congress? 

(a)Advice of program 
change will be forwared 
Congress in early FY 84 
and before obligation of 
any funds. 
(b) Not in FY 84 
Congressional Present­
ation. Notification 
will be necessary. 

Cc) The total assistance 
level proposed for FY 
1984 will not be exceede 



B -.FUNDING SOURCE CRITERIA FOR
 
COUNTRY ELIGIBILITY
 

1. Develo2ment Assistance
 
Cot-ty Criteria
 

Has the
a. FAA Sec. 116. 

Depa tment of State determined
 
that this government has engaged
 

No.
in a consistent pattern of gross 

"--ie ations of internationally


If so,
recognized human rights? 

can it be demonst;rated that
 
contemplated assistance will
 
directly benefit the needy?
 



"() If the proposed assistance N/A.
 
is from the t85 million in ESF
 
funds transferred to AID under
 
the Second CR for FY 83 for
 
"economic development
 
assistance projects", has the
 
notification required by
 
Sec. 101(b)(1) of the Second
 
CR for FY 83 been made?
 

2, 	 FAA Sec. 611(a)(1). Prior
 
to obligation in excess of
 
$100,000, will there be
 

YYes.
(a) engineering, financial 	 (a)U 

or other plans necessary to
 
carry out the assistance and
 
(b) a reasonably firm (b) Yes.
 
estimate of the cost to the
 
U.S. 	of the assistance?
 

3. 	 FAA Sec. 611(a)(2). If further No further legislation
 
legislative action is required is required.
 
within recipient country, what
 
is basis for reasonable
 
expectation that such action
 
will be completed in time to
 
permit orderly accomplishment
 
of purpose of the assistance?
 

4. 	 FAA Sec. 611(b); FY 1982
 
Appropriation Act Sec. 501.
 

water or water-related
 
land resource construction,
 
has project met the
 
standards and criteria as set
 
forth in the Principles and
 
Standards for Planning Water
 
and Related Land Resources,
 
dated October 25, 1973?
 

5. 	 FAA.Sec. 611(e). If project is
 
capital assistance (e.g.,
 
construction), and rll U.S. N/A
 
assistance for it will exceed
 
$1 million, has Mission Director
 
certified and Regional Assistant
 
Administrator taken into
 
consideration the country's
 

96
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capability effectively to
 
maintain and utilize the
 
project? 

Itis a country-

FAA Sec. 209. Is project Iol.


6. specific activity.
susceptible to execution 

as part of regional or
 
multilateral project?
 
If so, why is project
 
not so executed? Information
 
and conclusion whether
 
assistance will encourage
 
regional,development
 
programs.
 

The pro4ect is specLfL­
7. FAA Sec. 601(a). Information 


cally designed to
 and conclusions whether project 
 faster private
will encourage efforts of the 

country to: (a) increase the initiative and competL­

tion and encourage
flow of international trade; 

(b) foster private initiative development of coop­

eratives, saving and
 and competition; and 
 loan associations,
(c) encourage development and 
 strengthen then free
 use of cooperatives, and credit 
 labor unions through
unions, and savings and loan 
 provision of labor
 associations; (d) discourage 
 unions co-op housing
monopolistic practices; (e) improve 
and it will discourage
technical efficiency ot industry, 
 monopolistic practices
agriculture and commerce; and 


(f) strengthen free labor unions.
 

8. FAA Sec. 601(b). Information and
 
Grant-funded technical
 conclusions on how project will 
 assistance will draw
 encourage U.S. private trade and 
 on U.S. private sector
 encourage private U.S. participation 
firms and consultants.
 in foreign assistance programs 


(including use of priwate trade
 
channels and the services of
 
U.S. private enterprise).
 



9 M,. Sec. 612cb), 636(b)7

192 Approp iation 


Act Sec. 507. Describo steps 


taken to assuue that, to the 


9 9 

makimum extent possible the 

country is ontributing loca 

currencies to meet the cost of 

contractual and othe services, 


and foreign currencies owned 
by the U.S. are utilized in 
lieu of dollars. 

Does the U.S.
FAA Sec. 612(d).
10. 
own excess foreign currency of
 
the country and, if so, what
 

arrangements have been made 
foz
 

its release?
 

Sec. 601(e). Will the
11. FM 


project utilize 
competitive
 

selection procedures for the
 

awarding of contracts, 
except
 

where applicable
 
procurement rules
 
allow otherwise?
 

FY 1982 Aororiation
12. 

Act sec.521. It 


assistance is for the 

production of any 

commodity for export, 

is the commodity 

likely to be in surplus
 
on world markets at the
 

time the resulting
 
productive capacity
 
becomes operative# and 

is such assistance likely 
to cause substantial injury 
to U.S. producers of the 

same, similar or competing
 
commodity?
 

13. FAA 118(c) and (d). Does
 
the project complywith 


the environmental procedures 

set forth in AID Regulation 

167. 


Does the project or program 
take 


into consideration the 


problem of the destruction
 
of tropical forests?
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Lac"btf
 
Local contributions
 
from cooperatives will
 
total approximately
 
one-half of the grant
 
amount in addition
 
local organizations will
 

contribute the costs of
 
staff and assistance.
 

Mo.
 

Yea.,
 

.. is not
ot
This assistance 

for the production of
 

any specific commodity
 
export.
 

Yes. A negative
 
determination was
 
approved by the Africa
 

Bureau environmental
 
officer.
 



14. 	 FAA 121(d). If a Sahel
 

oject, has a determination 

been made that the host
 
government has an adequate
 
system for accounting for
 
and controlling receipt and.
 
expenditure of project
 
funds (dollars or local
 
currency generated therefrom)?
 

15. 	 FAA Sec. 3.28; Second CR FY 83p 
Sec. 101(b)(2). Has an 
attempt been made to finance 
productive facilities, goods, 
and services which will 
expeditiously and directly 
benefit those living in 
absolute poverty under 
the standards adopted by 
I4h Wnrld Bank?
 

FUNDING CRITERIA FOR PROJECT
 
1. Develooment Assistance
 
Project Criteria
 

a. FAA Sec. 102(b), 111,
 
113, 28](a). Extent to 

which activity will (a) 

effectively involve the 

poor in development, by 

extending access to 

economy at local level, 

increasing labor-intensive 

production and the use of 

appropriate technology, 

spreading investment out 

from cities to small towns 

and rural areas, and 

insuring wide participation 

of the poor in the benefits 

of development on a sustained 

basis, using the appropriate 

U.S. institutions; (b) help 

develop cooperatives, 

especially by technical 

assistance, to-assist rural
 

JNA'
 

Yes, through provision
 
of technical
 
assistance and HG
 
credit funds for
 
cooperatives which
 
assist the poor.
 

All funds will be
 
utilize to support
 
cooperatives to
 
provide housing for
 
the poor in the large
 
small urban areas, the
 
pre housing prorJects
 
are labor intensive,
 
encourage self-help
 
expansion. The 1roject
 
is only to benefit
 
families with incomes
 
below the median level
 
and woman will have
 
equal access to parti­
cipate training visits
 
to other countries on
 
coops will be under­
taken.
 



and urban poor to help
 
themselves toward better life,
 
and otherwise encourage
 
democratic private and
 
local governmental
 
institutions; (c) support
 
the self-help efforts of
 
developing countries; (d) promote
 
the participation of women in the
 
national economies of developing
 
countries and the improvement
 
of women's status; and (e) utilize
 
and encourage regional cooperation
 
by developing countries?
 

b. FAA Sec. 103, 103A, 104, 105,
 Yes 
106.. Does the project fit the 


--Teria for the type of funds
 
(functional account) being used?
 

C. FAA Sec. 107. Is emphasis on 
use of appropriate technology 

Yes. 

(relatively smaller, cost-saving, 
labor-using technologies that 
are generally most appropriate, 
for the small farms, small 
businesses, and small incomes 
of the poor)? 

d. FAA Sec. 1lO(a). Will the Yes. 
recipient country provide at 
least 25% of the costp of the 
program, project, or activity 
with respect to which the 
assistance is to be furnished 
(or is the latter cost-sharing 
requirement being waived for a 
*relatively least daveloped' 
country)? 



FAA Sec. 110(b). Will grant
e. No.
capital assistance be disbursed 

for project over more than
 
3 years? If so, has
 
justification satisfactory to
 

Congress been made, and efforts
 
is the
for other financing, or 


-recipient country "relatively
 
least developed"?
 

;Ye.

f. FAA Sec. 122(b). Does 

the activity give reasonable
 
promise of contributing to
 
the development of economic
 
resources, or to the increase
 
of productive capacities and
 

self-sustaining economic
 
growth?
 

FAA Sec. 281(b).
g. The cooperative ape
 
Describe extont to which 
 organizations, and
 
program recognizes the 
 all member
 
particular needs, desires, 
 cooperativersare
 
and capacities of the project Local
Kenyan.

people of the country; 
 training and assis­
utilizes the country's 
 tance will be
 
intellectua. resources to 
 utilized to maximum
 
encourage institutional 
 extent practicable.

development; and 

supports civil
 
education and training
 
in skills required
 
for effective
 
participation in
 
government processes
 
essential to self­
government.
 

SC(c) - STANDARD ITEM CHECKLIST 

Listed below are the statutory
 
items which normally will be
 

covered routinely in those
 
provisions of an assistance
 
agreement dealing with its
 
implementation, or covered
 
in the agreement by imposing
 
limits on certain uses of funds.
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Those items are arranged under
 
the general headings of (A)
 
Procurement, (B) Construction,
 
and (C) Other Restrictions.
 

A. Procurement
 

1. FAA Sec. 602. Are there Yes.i
 
arrangements to permit
 
UG. small business to
 
participate equitably in
 
the furnishing of
 
coamodities and services
 
financed?
 

2. 	 FAA Sec. 604(a). Will all Yeso
 
commodity procurement
 
financed be from the United
 
States except as otherwise
 
determined by the President
 
or under delegation from him?
 

.3. 	 FAA Sec. 604(d). If the
 
cooperating country

Kenya does not discriminate
 
discriminates against against U.S..marine
 
marine insurance companies companies.
 
authorized to do business
 
in the U.S., will commodities
 
be insured in the United States
 
against marine risk with such
 
a company?
 

4. 	 FAA Sec. 604(e); ISDCA of
 
1980 Sec. 705(a). If I/A
 
offshore procurement of
 
agricultural commodity or
 
product is to be
 
financed, is there
 
provision against such
 
procurement when the
 
domestic price of such
 



commodity is less than 
parity? (Exception where 
commodity financed could 
not reasonably be 
procured in U.S.) 

5. FAA Sec. 604(g). Will N/A 
construction or 
engineering services be 
procured from firms of 
countries otherwise 
eligible under Code 941, 
but which have attained a 
competitive capability in 
international markets in 
one or these areas? 

6. FAA-Sec. 603. Is the ?ZIA 
shipping excluded from 
compliance with 
requirement in section 
901(b) of the Merchant 
Marine Act of 1936, as 
amended, that at least 50 
per centum of the gross 
tonnage of commodities 
(computed separately for 
dry bulk carriers, dry 
cargo liners, and 
tankers) financed shall 
be transported on 
privately owned U.S. flag 
commercial vessels to the 
extent that such vessels 
are available at fair and 
reasonable rates? 

7. FAA Sec. 621. If 
technical assistance is Yes. 
financed, will such 
assistance be furnished 
by private enterprise on 
a contract basis to the 

Y( 0
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fullest extent
 
practicable? If the
 
facilities of other
 
Federal agencies will be
 
utilized, are they
 
particularly suitable
 
not competitive with
 
-private enterprise, and
 
made available without
 
undue interference with
 
domestic programs?
 

I 

8. 	 International Air
 
Transport. Fair
 
Comoetitive Practices
 
Act, £974. If a r
 
transportation of persons N/A
 
or property is financed
 
on grant basis, will U. S.
 
carriers be used to the
 
extent such service is
 
available?
 

9. 	 FY 1982 Aporopriation Act
 
Sec. 504. If the U.S. Yes.
 
Government is a party to
 
a contract for
 
procurement, does the
 
contract contain a
 
provision authorizing
 
termination of such
 
contract for the
 
convenience of the United'
 
States?
 

B. Construction
 

1. 	 FAA Sec. 601(d). If
 
capital (e.g., construction) N/A 
project, will U.S. engineering 
and professional services 
to be used? 

2. 	 FAA Sec. 611(c). If
 
contracts for
 
construction are to ue N/A
 
financed, will they be
 
let on a competitive
 
basis to maximum extent
 
practicable?
 



3. FAA Sec. 620(k). If for/ 
construction of 
productive enterprise, 
will aggregate value of 
assistance to be 
furnished by the U.S. not 
exceed $100. million 
(except for productive 
enterprises in Egypt that 
were described in the CP)? 

C. Other Restrictions 

1. FAA Sec. 122(b). If 
development loan, is 
interest rate at least 2% 

per annum during grace 
period and at least 3% 
per annum thereafter? 

N/A 

2. FAA Sec. 301(d). If fund 
is established solely by 
U.S. contributions and 
administered by an 
international 
organization, does, 
Comptroller General have 
audit rights? 

V/ 

.3. FAA Sec. 620(b). Do 
arrangements exist to 
insure that United States 
foreign aid is not used 
in a manner which, 
contrary to the best 
interests of the United 
States, promotes or 
assists the foreign aid 
projects or activities of 
the communist-bloc 
countries? 

Yes 

4. Will arrangements preclude 
use of financingt 
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a. FAA Sec. 104(f); P.
 
198ApAropr ation Act
 '
 (1) Yes.
Sec. 525:(1) To pTyfor 

performanco of abortions
 
as a method of family
 
planning or to motivate
 
or coerce persons to
 
practive abortions; (2) (2), Yes.'
 
to pay for performance of
 
involuntary sterilization
 
as method of family
 
planning, or to coerce or
 
provide financial incentive
 
to any person
 
to undergo sterilization;"
 

- Ys(3) to pay for any 

biomedical research which
 
relates, in whole or
 
part, to methods or the
 
performance of abortions
 
or involuntary
 

.. ) .
sterilizations as a means 

of family planning: (4)
 
to.lobby for abortion?
 

b. FAA Sec. 620(g). To
 
compensate owners for
 
expropriated nationalized
 
przperty?
 

c. FAA Sec. 660. To
 
Yes
provide training or 


advice or provide any
 
financial support for
 
police, prisons, or other
 
law enforcement forces,
 
except for narcotics
 
programs?
 

d. FAA Sec. 662. For Yes.
 
CIA activities?'
 

e. FAA Sec. 636(i). For
 
purchase, sale, long-term Yes
 
lease, exchange or
 
guaranty of the sale of
 
motor vehicles
 
manufactured outside
 
U.S., unless a waiver is
 
obtained?
 



t. FY 1982 Appropriation Yes.
 
Act, Sec. 503. To pay
 
pensions, annuities#
 
retirement pay, or
 
adjusted service
 
compensation for military
 
personnel?
 

g. FY 1982 Appropriation.
 
Act, Sec. 505. To pay Yes.
 

U.N. assessments, 
arrearagas for dues? / 

h. FY 1982 Apropriation•
Act, Sec. 06. 'o carry Yes.
 

out provisions of FAA
 

section 209(d) (Transfer
 

of FAA funds to
 

multilateral
 
organizations for
 
lending)?
 

i. FY 1982 Anpropriation
 
Act, Sec.510. To
 

Yes.,

finance the export of 

nuclear equipment, fuel,
 
or technology or to train
 
foreign nationals in
 
nuclear fields?
 

J. FY 1982 Aoropriation
 
Act, Sec. 511. For the purpose Yes.
 

of aiding the efforts of the
 

government of such country
 
to vepresss the
 
legitimate rights of the
 
population of such
 
country contrary to the
 
Universal Declaration of
 
Human Rights?
 

k. FY 1982 Appropriation
 
Act, Sec. t)15. To be 
used for publicity or
 
propaganda purposes
 
within U.S. not
 
authorized by Congress?
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Mrs Aliscn B Herrick 
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As ymo are 	aware in the re:enr. pa: the Ministry cf Works 
a -ousing 	h:as been invoi'e in estabis?irg ways and means of,,ieeSe-=T0o.---m.a+inLVI.th-.e 

eiozan hep'vgestc'r 1yaeLter rmle i h 
Ljmz-n-ty. n tl'is e-fcrt, the C-oven in collabrat.,n With 

-'--n Set-e ts, Ias al'adYs LhUited 	 :at.-s Centre fo 
.comleteda detailed stuly on the -ole of the private sectrkAM
XW! 	 in Smising develc-mment ki ,enya. 

Cne of the main f that amerged fri 
IN~ the ava .1.t of a lcng-ternm finan&-ce cc-.tinues ob 

R . o 	 .indings tte st'y was t t 

=af-or bott~~c toteve2.~r:r: of ,rivatoe-sector hqusi:ng. 
. iith7 the accelerated involver- of .he private sector, 

-. ti-Ularly in lowe cst 1nasing, the pros.ecis for efec-ively 
_ -- "ic'essingt*:ne :'ujs-ng challenge are ra-her daum-kit. 

Iw n.vie. of the above, the study r=c.r-.dett the ubi 
AMCn"--- sector sz.id facili-ma :e tk.- , -m-,e.en': f on;-tem f r--e 
Mo.o -n-leri.ng to pivate develcpers. stheff-r.step in the 
AGL - I'lementation of this recc.erdaton has been discussed at

I 	 length been -he nisy cf %=-sand .using and the 

:,,-o'-a Rusin-And Urban De.-elo.enrut Cffice of AID. As 
xoscussed 	 -yt ,e of t.:orks and I iuslng and USA-

CEO a US S50 mfl:.ci. *HousingGua..ntee ,can to be used to finan:e 
I £~L lo~ocst husin; -:hwouLhIusing finece *=sr-tiicswuld be 

I Rp a me.effective Me.-s of assistin the G ;erwunent in 
cIMo-- ar.ieving its goal. 

Ia. 

~e. 

http:n-leri.ng


Mrs Al3isci B H.er'rick.. 

-2­

,14 September 1983 

to request your consideration ofThe purpose of this letter is 
a US $50 million loan for this purpose. In addition we woid
 
appreciate your consideration of a grant funded technical
 
assistance to assist in the institutiorAl procedural and training 
related aspects of the project. 

yours C, 

J G Karuga

Financial Secretary
 

c.c. 	 The Pernranent Secretary
 
Ministry of Works &Housing
 
P 0 Box 30260
NAIROBI (Att. Mr J B X Mw, ura), 



IN. it KEWYA
PRIOR AND CURREpT IVOLVEY-TUSAID S 

A. COMPLETED pROJECTS 

1. tISAID has completed three HG projects in Kenya during 
These have resulted in the
the past fifteen years. 


construction of approximately 4,350 housing units in Nairobi
 

and eleven secondary towns.
 

3o Kimathi Estate (615-HGOO) 

The first project, Kimathi 
Estate, was initiated
 

The estate
 
in the late 1960's to serve 

middle-income families. 


was extremely popular and 
the 343 units were quickly 

purchased
 

The legal documents that
 
occupied by Nairobi families. 


were drawn up served as 
models for all future tenant 

purchase
and 
The estate has had no
 

schemes throughout the country. 


delinquency or management 
problems.
 

2. Umoja I (615HG-0' 

Following the "fnew directions" legislation 
in
 

19751 ISAID determined that 
RG resources would be used 

to
 

finance shelter projects for below-median income families.
 

Thus, USAID designed ccmpanion 
G projects in Kenya that
 

encouraged and supported 
the Government of Kenya 

to shift its
 
71heseinlcome housing.of low to*towards provisionl that were built

bousing policy core houses
financed "expandabeprojects 

lower standards and were 
affordable by families of 

below median 

shelter is delivered that
 
the "core house" approachInincome. it affords the basic
 

is immediately inhabitable, 
i.e. 


necessities in terms of privacY, sanitation, cooking and
 

The site is laid out and 
individual
 

formalized land tenure. 


bouses are designed.to 
allow later efficient expansion 

at low
 

the allottees' priorities 
for expenditure dictate.
 

cost, as 


Umoja 1, developed through-the 
Nairobi City
 

(NCC), was one such project. 
It financed
 

Council 

tbree-thousand expandable 

housing units during the 
late 1970's
 

The actual construction 
of 

at a total cost of $1O 
million. 


these core housing units 
was highly successful, especially
 

considering that NCC had 
only built upper and middle-income
 

The concept of cost recovery 
was a central
 

bousing previously. 

of the project. This was 

new to the NCC whose previous
 

feature 
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projects had been highly subsidized. 
Private owners have
 

aggressively expanded their units, 
investing about t5 million
 

At the same time, more more than 	three
 in private resources. 

quarters of all the core houses have 

been completed.
 

The Umoja I project revealed another aspect 
of the
 

-- the almost universal practice of
 Kenya shelter sector 
 Umoja I was conceived as an
 partial or total unit subletting. 

owner-occupied development, but has become 

a predominantly
 

Although Umoja I remains a stable neighborhood,
rental scheme. 
 House rentals
 
its socio-economic characteristics 

have changed. 


income substantially exceeds mortgage 
payments.
 

Secondary Towns (615-HG-004)
3. 


Another companion HG project, Secondary 
Towns, was
 

developed through the parastatal National 
Housing Corporation
 

This project financed approximately 
one-thousand
 

(NHC). 

(1,000) core housing units in the eleven 

largest
 
Most of these units have
 

municipalities, excluding Nairobi. 


also been expanded by their owners 
using private resources.
 

This project represented the first attempt 
by the Government of
 

Kenya to construct housing nationwide, 
which was affordable and
 

recovered substantially all of its costs 
for the lower income
 

In most project towns the NHC took 
charge of all
 

groups. 
 Then it turned over project
 aspect of project development. 
 This
 
maintenance and management to the towns 

themselves. 


system was fairly successful in terms of project development,
 

but towns were somewhat unprepared for 
their long-term role.
 

In the last few years, USAID and the 
Government have assisted
 

local officials to manage these projects 
more effectively.
 

B, Current Projects
 

II(615-HG-005):
1. 	Umoja Phase 


I Project, developed
The $25 million Umoja Phase 	 The
 
through Nairobi City Council MCC), 

was approved in 1979. 

The
 

Implementation Agreement was signed 
in February 1082. 


project will consist of three subprojects 
providing housing,
 

community facilities and employment 
generating activities.
 

This project will complete the development 
of this area and
 

a virtual new town for Nairobi's 	eastern-
section.
 

-comprise 


Umoja 11 has suffered significant 
project delays
 

which may be typical of some public 
sector projects. Severe
 

political in-fighting within the NCC 
and between the NCC and
 

the national Government has impeded 
progress towards,project
 
An investigation of
 

implementation and the HG borrowing. 




In early 1983, the Government
NCC Housing Department. 

dissolved the NCC and replaced it for 

the next 2 years with an
 

Nairobi's Housing Development Department
appointed Commission. 

bas finally been able to resume active project 

preparation
 

without further fear of political interference.
 

During the last few months, USAID has negotiated
 

new planning principles and building standards with 
the
 

Commission. Representing a significant departure from past
 

policies, these innovative principles carry 
out the original
 

to finance a project involving
USAID was
intention of the PP. 

housing that would be more appropriate for 

the target group,
 

less attractive to rent out fully and priced 
closer v-o the
 

prevailing market compared to housing in previously 
1financed
 

One of the new policies for Umoja 
II Is
 

projects.

substantially reduced site, infrastructure 

and unit design
 

standards, providing for a physically and socially 
acceptable
 

Others include
 
environment but at greatly reduced cost. 


audited plot allocation procedures and a "condominium" 
approach
 

in which households share sanitary facilities 
and open spaces.
 

The shelter units to be provided will have a 
sales price of
 

- 55,000).

between 3,000 - 4,000. (KShs 40,000 


design and
The Commission has awarded the Umoja II 


engineering contract which will be completed 
in January 1984
 

and result in the preparation of final plans 
and
 

specifications. Construction contracts will be let at that
 

time and the HG loan financing will take place 
early in 1984.
 

Kenya Small Towns Shelter and Community Facilities
2. 

(615-iG-006):
 

This t16 million HG project is designed to 
upgrade
 

significant portions of 15 small towns (populations 
ranging
 

administrative and trading
from 5,000 to 20,000) which serve as 

The project's objective is to
 centers in rural areas. 


strengthen the capabilities of these small 
towns to plan and
 

manage their development requirements The 
project'will provide
 

necessary technical assistance and training.
 

The
This project was authorized in 1980. 


Implementation Agreement was negotiated in 19.81 and signed in
 

The project is now ready for HG financing.
1982. 


This complex HG project will have five major
 

shelter units, capital improvements, community
elements: 

facilities, employment generating activities 

and training of
 

it has taken significant time to
 local authority staff. 

develop the necessary coordination between 

the several
 

ministries, donor organizations and small 
towns involved.
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Purthermore, USAID, the World Bank and Overseas Development
 

Administration (ODA) have coordinated their activities and
 

divided up their responsibilities for all the towns involved.
 

Eazly in 1983 each town was visited by a technical assistance
 

team composed of representatives from the Ministry of Works 
and
 

Hcusing, the Ministry of Local Government, the Uational Housing
 Specific
Corporation and USAID funded technical advisors. 


eligible sub-projects have now been identified and their
 

financial and technical feasibility determined. Construction
 

of the sub-projects was to have begun in late 1983 following 
a
 

However, the President
borrowing under the HG program. It

recently dissolved the Parliament earlier than expected. 


bad not yet approved the Government guaranty necessary to 
the
 

Following the convening of the new Parliament in
pzoJe-.. 

September, the guaranty will be approved, and the HG loan will
 

be contracted at the end of this year.
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PROGRAM IMPLEMENTATION SCREDULE
 

FOURTH QUARTER PY 1983
 

the $20 million project paper
1. 	Approval of 
and
 

$20 million HG.
authorization of 


$1.12 million In grant-1funds&foif 
2. 	Authorization of 


technical assistance*
 

FIRST QUARTER FY 1984
 

usuea4 by,
the 	Government of K'nya
Letter of Advice to 	 r
I. 

the 	Office of Housing and Urban 

Programs (P
RE/H).' 


Draft Implementation Agreement 
prepared by USAID for
 

review by the Government.
 
2. 


USAID, the Ministry of Works and Housing 
(MoWH) and
 

3. 

participating towns discuss specific 

recommendations
 

of By-Law Standards Study to modify Urban 11 Standards
 

and approval process.
 

USAID, representatives of housing 
finance institutions
 

and MoWU concur on eligibility 
criteria for disburse­

ment of HC loan funds and on monitoring and evaluation
 

4. 


procedures.
 

Eligibility requirements for 
participation in the
 

5. 

program widely publicized.
 

Developers, National Cooperative 
Housing Union (NACHU):
6. 	 ,
 

and nousing finance institutions 
initiate discussions
 

on projects and on funds required.
 

MACHU staff counterparts (except 
project engineer) to
 

7. 
 board.
 
work with USAID funded technicians on 


solicit,
 
Issue notice in Commerce Business 

Daily to 

8. 	 provide Technical Assistance
to
expression of interest 


to NACHU.
 

Publish and issue the RFP for 
Cooperat:veAgeement.'
 

9. 


10. receive and review the RPs'
 

11q!
 



SECOND QUARTER FY 1984
 

1. 	 Cooperative Agreement signed with the selected
 
NACHU.


organization for Technical Assistance to 


NACHU and each Housing finance institution prepares 
a
 

2. 

project delivery plan and submit
preliminary mastur 

to
 

USAID and MoToH.
 

USAID, MoWH, NACHU and housing finance institutions
3. 

establish allocation of $20 million of HG funds.
 

USAID and Central Bank of Kenya develop, and USAID
4. 

approves language of agreements for Central Bank loans
 
of funds to housirg finance institutions.
 

MoWH, USAID and Central Bank 	establish loan fund.
5. 

accounting and administration procedures.
 

Central Bank and financing institutions conclude
6. 

implementation agreetvents with USAID concurrence.
 

7. 	 Advisers begin work with NACHU.
 

8. 	 USAID works with and provides consultants 
for a total
 

of two 
person moenths' assistance to housing finance,
 

fees, lending procedures, savings
institutions on 

for 	low innome families.
promotion, etc., 


9. 	 Carry out basic housing needs study.
 

THIRD QUARTERY 1984
 

'
 
1. 	 Housing finance institutions submit final Master I
 

Project Delivery Plans to USAID and MoWE
 

2. 	 USAID, MoWH, and local governing bodies as necessaryi
 

concur on standards for projects.
 

Sessional Paper proposing Kenyan Government quaranty
3. 

submitted to and approved by 	Parliament.
 

4. 	 Following formal Government request to select an
 

final Master Project Delivery
Investor, USAID approves 

select an Investor.
Plan and authorizes Government to 


Bids from U.S. investors requested.
5. 


Investor negotiate.. 0: 
6. 	 The Ministry of Finance and U.S. 


Loan Agreement.
 



Developers complete design of projects andobtain.'
"7. 

necessary permits.
 

8. 	NACKU assists member cooperatives to plan for and
 

undertaken housing developments.
 

Consultants study mortgage instruments, etc. 
as basis
 

9. 	
for development of secondary mortgage market and iaeans
 

of mobilizing finance to low-cost housing.
 

Carry out study of informal housing finance and
10. 

and 	its role tn low cost housing&
construction sector 


_FOURTH QUARTER FY 1984
 

Kenya borrows $20 million.
1. 	Government of 


2. 	Loan agreements signed between Central Bank and
 

housing finance institutions; loan funds committed.
 

Housing finance institutions provide letters 
of
 

3. 

commitment to developers and NACHU.
 

Developers complete acquisition of land and initiate
4. 

construction.
 

housing finance institutions assist in
5. 	Consultants to 

establishing implementation systems.
 

6. 	Developers initiate sales program.
 

a study of the formal hot-sing finance system.
7.- Carry out 

and its role in providing lower cost housing.
 

Ty 1985S 

Training in the United States on secondary mortgage
1. 

markets for representatives of Government and housing
 

finance institutions (7-10 persons for 2-3 
months
 

each).
 

2. 	Construction of projects continues.
 

Developers and cooperatives submit list of 
completed,


3. 

and sold to housing finance institutions,'who, in
 

turn, submit the list to USAID.
 

USAID reviews the list, confirms eligibility 
of houses
 

4. 

and purchasers and approves diabursement 

from the
 

Central Bank to housing finance institutions.
 

*1/4
 



FY 1986
 

1. 	 USAID and HoWH perform evaluation of all sub-projectl
 
in progress, to determine the progress, att nme t 'of
 
goals, final disbursement date etc.
 

2. 	 Evauation of WACHU performance.
 

3. 	Decision on next HG project and amended.project paper
 
prepared and submitted to AID,
 



ENVIRONMENTAL TURESHOLD 
RECOMMENDATIONSI
 

PROJECT COUNTRY : KENYA 

pROJECT TITLE t PROJECT 615-RG-007;. 

FUNDING : HO Loan 20,oooooo 
011-120,000 

- Y 1983 
- PY 19864 

ZEE PREPARED BY : PRz/ 

ENVIRONEMENTAL ACTION RECOMMENED:
 

to be included in this
 
In the absence of site specific 

projects 


program and based upon the Project 
Identification Document
 

this Initial Environmental Examination 
has been
 

(PID), 

on the basis of experience with 

similar,

conducted 

previously-implemented, low-cost 

housing projects in Kenya.
 

In that context the following environmental actions 
are
 

recommended:
 

Specifit guidalines assuring environmental 
soundness of
 

1. 

the projects must be incorporated 

in the policy framawork
 
be developed by the
 

and project eligibilitY criteria 
to 


G.O.K. Hinistry of Works and Rousing.
 

new site selection must be
 
Clearly defined criteria for
2. 


projects sponsors, developers and
 made available to 

eliminate effectively any negative
builders in order to 


land-use and environmental systems 
in the, area.
 

impacts on 


low cost, etfective
 
3. On new construction sites, 


the provision of potable water 
and the
 

alternatives for The effective
be explo"ed.
disposal of waste water must 


operation and maintenance of water and sewage systems
 
assure continued
 

will also be very important in order to 


environment soundness within the 
project.
 



4. Preparation of 
a site for construction must include 
the"'
 
means to retain vegetation cover, to -assure 
adequate'

Zrainage, and to prevent soil erosion.
 

5. Each proposed project must undergo an individual
 
environmental evaluation as 
part of the technical
 
review. Identified 
problems will be addressed through
 
site selection and site design.
 

With the provision that 
the Project Paper will appropriately

emphasize the recommended environmental actions and include
 
guidelines to assure 
the environmental soundness of the
 
project, it is recommentat that
 

NEGATIVE DETERMINATION BE GRANTED.
 

CONCURRENCE: 
 APPROVED:_______________
 

Bureau Environmental Officer' 
 DISAPPROVED:
 

DATE:______________
 

CLEARANCE: GC/AFR:_____________ 
 DATE_._________
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DEVELOPMENT OF A SECONDARY MORTGAGE MARKET 

Housing finance institutions have the ability 
to attract new
 

savings. However, their resources and the level of 
their
 

'mortgage orginations are quite limited relative 
to the needs of
 

Kenyans for housing finance In order to generate further
 

resources, the creation of a secondary marketing 
mechanism is
 

The'basis for a secondary mortgage market
 under consideration. 

is a sound primary market.
 

1. Primary Mortgage Market
 

Most mortgage markets in developing countries 
have
 

start~d with a government agency that administers 
FHA type
 

accounts. The
 
mortgaga insurance and insurance of savings 

(particularly maximum
 agenw o also regulates 1) mortgage terms 


loan-to-value ratios), 2) minimum liquidity 
ratio, 3) minimum
 

liability, etc. Additionally,

ratio of net worth to assets or 


it makes liquidity loans and frequently flows 
foreign loan and
 

grant funds to its supervised institutions.
 

However, in Kenya the growth of the mortgage 
market
 

and of savings has been accomplished without 
this governmental
 

Kenyans save in financial institutions without
 activity. 

insurance of accounts and despite the failure 

of one building
 

(which led the Government and the Commonwealth
 society in 19C-

Development Corporation to recapitalize 

it as Housing Finance
 

But the lack of such insurance both retards
 Company of Kenya). 

the growth of savings and makes the institutions feel the need
 

to carry more liquidity, thus allocating 
a smaller percentage
 

of assets and savings to housing finance. 
Liquidity runs about
 

20% of assets versus approximately 7% in 
the U.S.
 

The lack of mortgage insurance does not 
appear to
 

impede current mortgage lending for current 
types of
 

it does in other countries. No institution
 
construction as 
 However, its lack is
 
mentions it as a requirement for lending. 


a major reason why the institutions appear 
nirvous about lower
 

cost housing and lower income borrowers. 
Partial reinsurance
 

with Kenya Reinsurance (a governmental entity) 
helps the
 

creditability of the insurance industry, 
but does not appear on
 

caused the insurers to become speculative.
the surface to have 
Mortgage insurance can lower down payments, 

help create new
 

alternative mortgage instruments and improve 
the secondary
 

That the savings and mortgage markets 
are as strong


markets. 

as they are in Kenya with the absence 

of both savings'insurance
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and mortgage insurance is testimony to the desire of people to 

save and of the determined home purchaser to avoid default and 

foreclosure. A 1968 law,. unimplemented, permits mortgage 

insurance. 

Kenya is atypical for developing countries in that 

there is a strong and growing insurance sector. The sector 
some develop=ent.orginates and -services mortgaGes and does 

Its investment portfolio 	 is not regulatorily proscribed. 
increase its participation in housingFurthermore, it wants to 

finance through deposits with specialized lenders, direct 

lending and investment, and secondary market activities. In 
Bank jealously guards the.most developing countries the Central 

frequently exclusive, access to theGovernment's predominant, 

capital markets. In Kenya the Central Bank supports growth in.
 
bousing finance.
 

2. Secondary Mortgage Market 

In Kenya there is a small, but growing volume of
 

long-term and short-term transactions among the parastatal
 
the private specializedorganizations and between them and 

amortgage lenders. 	 These activities mark the beginning of 

market operation.
secondary mortgage 

. It is tempting simply to encourage this 
market to grow and. to continueleng-term/short-term, unsecured 

to ignore the issues of collateral 	and maturity matching. 
missing is the sufficientEoever, the relationship that is 

the parastatals and theprovision of !ong-term funds from both 
investors to the private specialized mortgagediversified 

lenders. Long maturity transactions will permit the truly
 
for housing in Kenya. The
efficient mobilization of funds 


institutions involved seem receptive and feel housing has
 

national and institutional priority. These attitudes of
 
showed up strongly in a seminar on the potential of asupport 

secondary riortgage market operation, conducted July 6, 1983 in
 

Nairobi and attended by 70 of the country's. financial leaders.
 

to ensure that lenders willThere are three basic ways 
cash lending to 	servicebave a sufficient flow from mortgage 


long-term borrowing (in addition to their savings interest
 
worth of the borrower, 2)

requirements). They are: 1) net 
insurance from a financially dependable thirdmortgage default 

The absence ofparty, and 3) the amount of collateralization. 

collaterization (or sufficient alternative protection) may
 

cause failure of an overaggressive 	 institution. If
 
the failure could cause
sufficiently large 	and embarrasing 

to the mortgage finance system. Collateralizationdamage 	 ­
lenders to compete 	with parasta als

permits the private sector 
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The secondary mortgage 
for funds 	 from diversified investors. This 

Kenya should begin by -overcollaterization".
market in 	 party fiduciary) aa
would mean pledging (preferably with third 	

afterthe borrowings. Thus,excesspool of mortgages in of 	
would continue bethe-eand prepaymentsallowing for defaults 	 to service the debt,

to mortgage pool
sufficient cash flow this 
including 	principal repayment.
 

there is much concern about maturity
In the U.S. 

rate risk. It derivesagainst interestmatching to protect 	 willshort-ter= liabilitiesthatprincipally from the danger 
fixed rate mortgage assets 

more than 	long-termrise in cost 
rise in yield, causing a negative yield spread between 

s	 to this iproblemThe solutionand liabilitie .financial assets 	 of both rates 
Kenya, as 	 in England, is the periodic raising

in 	 on outstanding savings 
on all outstanding mor:gages and rates 

spread, and
 
This maintains the mortgage lender's 


accounts. 	 sets r-hrough theratesthat the Government, whichindicates 	 fromto resist political pressure
Bank, remains willingCentral 	 The increasesincreases.mortgage ratehomeowners to delay 	 for over 

some rise 	in defaults, thus arguing further 
cause 	 securities. Actually,of mortgage-backedcollateralization 	 pensioninsurance 	 ccmpanies,investors 	suchdiversified as 	 a

and credit societies and others have 
funds, savings of revenue, i.e.and rising source
comparatively dependable 	 better able toThey are, 	 thus,or deposits.contributions are the specialized mortgagerisk thanaccept interest rate 	 andsavingsvoluntary short term
lenders who .rely upon 	

crux of the need for theis therate changes. ThisGovernment 
.secondary mortgage market.
 

mortgage orginators could sell whole 
The specialized 

to the bu'er or retained 
loans with servicing releasedmortgage could be in mortgage loan 

by the seller. Transactions 	 in10-20% ownershipseller retainswhere the'participations, 	 for mortgage servicing. This 
each mortgage and responsibility 	 to be athe seller cor..nues

the buyer 	 further, sinceprotects 
just the buyer's servicing agent. 

co-owner and not 	 bonds where, instead' 
could be in mortgage-backedTransactions there is a lender-borrower 

a buyer-seller relationship,of 	 to pay interest and 
one. The 	mortgage originator is obligated 

on the the bonds, including full ptincipal by bond 
principal 	 are collected fromfundsor not suff5cientmaturity, whether 	 retainsT1.e specialized originator
the mortgage collateral.. 	 risks andand interest ratethe defaultretainsthe mortgages, 

acquires the bcnd payment obligation.
and 
(GMC) is between aCertificateA Guarantied Mortgage 

bond. The buyer
and a mortgage-backedstraight participation 
fractional interest in a pool of 

requires a contractual 



interest
specific mortgages with the homeowners' contractual 

rates, monthly payments, maturities and prepayment options. 

the G..C depends on the prepaymenit pattern of 
The maturity of 

the selle:/servicer/ co-owner
the pool of mortgages. However, 

will get his share of the minimum 
guarantees that the G.'.C buyer 

monthly mortgage payments, on time even if the
contractual 
homeowner/borrowers a-e delinquent, in default or in 

retainsin this way, the seller/sarvicer/co-ownerforeclosure. 
the full credit and collection responsibility with his 

and thus bears the default risk. The GMC 
homeowner/borrower 

share of the interest rate
buyer assumes his proportionate 

is the risk that in a falling interest rate market
risk. This 

Thus the investor will notfinance to prepay.homeowners may 
be able to reinvest the proceeds at as high a yield as the 

GMC pool. This risk seems 
average of mortgages In the 

for Kenyan secondary market diversified
comparatively small 

There is an expressed priority
investors to bear at this time. 

and falling rates are normally associated with
for housing, 

and balance of payments, increasedfavorable exchange 
fiscal deficits.activity and reducedemployment and economic 

benefits to investors in this environment should far 
from GMCs.The 

exposure to interest rate risks
outweigh the limited 

In summary, relatively uncomplicated mortgage packaging 

pooling and pool/GM4.C servicing can sti-ulate the 
aand 

growth of mortgage-backed securities and
development and 

mortgage market. Increasing the breadth and 
strong secondary 

can help bring increased
depth of the existing mortgage market 

income households in Kenya.
mortgage credit to below-median 

There are seleral other important issues relating 
to
 

a secondary mortgage market:
the .successful initiation of 

a) Law: A Kenyan law requiring the mortgagee's 
the transfer or partiall assignment of the 

consent prior to 
lender's lien needs to be changed.
 

a secondary marketb) Yield: To attract buyers, 
rate of interest competitive withpurchase must of der a 

as Treasury Bills and 
alternative investments such Government 

term deposits at financial institutions. At present, finance 
as 16;9%. Mbrtgage assets

institutions offer rates high as 
current, 16% would have

based on portfolios yielding the 
with such rates while enabling the seller 

difficulty competing 
to maintain some kind of servicing spread. 

c) Liquidity: Not all purchasers of mortgage backed 

are likely to be willing to hold such an 
investment
 

securities great demand to purchaseafor its full term. Unless there is 
a 

these instruments, which is unlikely 
in the early stages of 



market, the buyer will look to the seller for a guaranty of 
Such a guaranty would pose potential liquidityrepurchase. 


problems for the seller.
 

d) Investor Confidence: Investor confidence in the
 

selling institution is a critical factcr in the secondary
 
All five of the Kenyan housing finance institutions
market. 


are profitable and appear to enjoy both a good public image and
 

the respect of financial community. The three older
 

institutions, Housing Finance Company of Kenya, East African
 

Building Society, and Savings and Loan Kenya Limited, by virtue
 

of their greater net worths and larger loan portfolios, offer
 

more security to potential buyers.
 

The government is pressuring both the insurance
 

companies, and pension funds (particularly the National Social
 

Security Fund) to use their resources for socially more
 
To date, both of these have
important areas such as housing. 


heavily invested their resources into commercial office
 
This office space market is now becoming over
buildings. 


supplied.
 

Furthermre, there are pressures from the insurance
 

holders and pension fund employees for their respective funds
 
This has led a few of insurance
to provide mortgage financing. 


companies and pension funds to develop and finance their own
 

projects.
 

Since both insurance 'companies and pension funds
 

will be seeking new investment opportunities, it is reasonable
 

'to assure they would be interested in participating in a
 

secondary mortgage market. Certainly they very actively
 
While the
participated in the seminar on the subject. 


secondary mortgage market does not provide the rate of return
 

-enjoyed on office building developments it does offer a secure
 
Furthermore, if offers a
and reasonable rate of return. 


service for their members since the invested funds could be
 

directed to be reinvested for housing for the members (e.g.
 

pension fund employees) and even require the purchasers to
 

obtain life and fire insurance-from the investing insurance
 

company.
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3. 	 Development Strategy 

The strategy of the proposad HG.project for the
 follows:

development of a secondary mortgage market 

is as 


Establish a mortgage instrument that is common to
1, 

all 	housing finance insitutions.
 

Require the Housing Finance Company of Kenya and/or
2. 

Kenya Savings and Loan to package a pool of
 

mortgages generated by the HG loan.
 

Develop a security instrument such as a bond, 
to be


3. 

over-collateralized by the pool.
 

Develop sales, maturity, processing, administration
4. 

and servicing, etc., procedures and regulations 

for
 

the security instrument.
 

5. 	Convince National Social Security Fund and/or 
Kenya
 

Reinsurance to purchase the instrument.
 

6. 	Instruct the seller to use the funds to generate
 
This would establish
similar low-cost mortgages. 


the 	principle of an over-collateralized
 However, the
mortgage-backed security instrument. 

guaranty for the investment is the Housing 

Finance
 
This


Company of Kenya or Kenya Savings and Loan. 


should be of interest to the funds because 
of the
 

Government directive to them to support low-cost
 

housing.
 

7. 	Either cstablish a pool insurance (as 
opposed to an
 

individual mortgage policy) as a guaranty 
for the
 

security instrument backed by a pool of mortgages,
 

or obtain legal approval to offer newly-designed
 
a guaranty for the security instrument.
 mortgages as 


Convince other hous'ing finance institutions 
to


8. 

package a pool of mortgages with one of 

the
 

guaranties already developed (see 6).
 

Obtain the housing finance institutions'
9. 

concurrence on a form of security instrument 

to be
 
developed


backed by the pool (could be the same as 


.in (3)) and offer it for sale.
 

10. Convince the other insurance companies 
and the
 

pension funds, along with other potential
 

investors, to invest in the security 
instrument.
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HOUSING FINANCE IN KENYA
 

A. TEE KENYA FINANCIAL SECTOR 

1. Introduction
 

Kenya's financial sector is fairly 
well developed
 

In
 
relative to the country's overall 

stage of development. 


recent years it has been characterized 
by rapid growth in both
 

Nineteen commercial
 
resources and number of institutions. 


banks operate presently in Kenya, 
four are locally controlled
 

and the others have majority 
foreign ownership. The giants in
 

banking sector are Kenya Commercial 
Bank (KCB),
 

the commercia
:. 

A number of American and
 
Barclays Bank, and Standard 

Bank. 


Arab banks established regional 
offices in the 1970's and
 

some joining the more established 
European and Asian
 

1980's, 

institutions in providing full 

commercial banking services.
 

The growth of non-bank financial 
institutions has been notable,
 

Over the
 
increasing from 23 in 1981 to 

32 at year end 1982. 


last four years these institutions' 
assets have grown at an
 

average compound rate of 28.4% 
annually, much faster than the
 

banks.commercial 

Total liabilities and assets 
of the Kenyan banking
 

a 17% increase
 
systems were KShs 23 billion 

at the end of 1982, Kenya has
 
over 1981 and 60% greater than 

four years earlier. 


no system of depository insurance 
yet, the last failure of a
 

In that particular
 
financial institution took place 

in 1961. 


instance was resolved the Commonwealth 
Development Corporation
 

Depositor confidence in
 
took over the bankrupt institution. 
 Kenya has a
 
the banking system can be rated 

as high. 


traditionally high savings 
rate, and the public is generally
 

well informed on the subject 
of depository yields and
 

Savings deposits grew by 11.3% 
in both 1979 and
 

alternatives. E:pinsion of time
 
1980, by 18.8% in 1981 ana 

12.3% in 19e2. 


deposits declined from a 27.9% 
growth rate in 1979 to only 

7.5%
 

in 1982.
 

The regulatory framework for 
the financial.sector is
 

The Central Bank is the basic regulatory
 
somewhat ambiguous. 

body for financial institutions 

licensed under the Banking
 

Issuance of the actual banking 
licenses comes from the
 

Act. 

The Central Bank sets minimum 

rates to be
 
Ministry of. Finance. 

paid on deposits, currently 

12.5%, as well as the maximum
 Financial
 
interest rate on lending, which 

is presently 16%. 


institutions submit periodic 
internal financial statementz 

to
 

the Central Bank, as well 
as an annual report produced 

by an
 

The Central Bank regulates 
the
 

independent certified auditor. 


liquidity position of Kenyan 
financial institutions (except 

for
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tho Building Societies and housing finance institutions); 
the
 

Half of all
requirement is currently 24% of net deposits. 


reserves must be invested in Government Treasury Bills,
 Any deposits
presently paying 13.5%, with a 90 day maturity. 
 interest
in excess of statutory mimimum requireme-ts yield 15% 


with 90 day maturity. Current actions on the part of the
 

Central Bank reflect attempts on its part to consolidate 
its
 

position and better exercise existing regulatory powers.
 

Recent pronouncements by the Central Bank Governor indicated
 

concern over some of the lending practices and effective
 

interest rate charges of the non-bank financial institutions.
 

However, the impact of more effective central regulation 
on the
 

continued growth of the non-bank financial institutions remains
 

to be seen.
 

2. Housing Finance Institutions
 

a. Institutions Licensed Under the Banking Act
 

Three institutitons are licensed under the
 

Banking Act: Housing Finance Company of Kenya (HFCK), Savings
 

and Loan Kenya Limited (SLK) and Home Savings and Mortgages
 

(ESM) The "License to Conduct the Business of a Financial
 

Institution" awarded these three institutions authorizes 
them
 

to carry on business in the manner of any other banking 
entity
 

with a few basic differences.
 

First, these institutions do not offer current
 
Secondly, the
(checking) accounts, as do the commercial banks. 


C6ntral Bank allows institutions investing exclusively 
in home
 

mortgages an "essential services" exemption from the reserve
 

requirement to which similarly licensed institutions are
 

subject.
 

These institutions' methods of attracting deposits
 

are similar to other institutuons, and both their lending 
and
 

deposit rates are competitive.
 

1) Housing Finance Company of Kenya (HFCK)
 

HFCK is the largest Kenyan housing finance
 

institution, with assets of KShs 1,186 billion at December 
31,
 

1982. It started operations in 1965 as successor to the First
 

Permanent East Africa Building Society, a multi-national
 
Ownership is equally divided between the Government
society. 


and Commonwealth Development Corporation (CDC) with 
each
 

holding 300,000 shares (KShs 12 million).
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HFCK has been consistently profitable 
while
 

enjoying very strong deposit growth 
over the last tour years.
 

The company has 185 employees, 
with 8 in each of its 3
 

The last figure
 
branches, and 161 in its Nairobi 

headquarters. 


suggests that some streamlining 
is possible, especially when
 

compared to the number of employees 
relative to asset levels.
 

The company's loan portfolio 
contained 7,195 accounts at 

June
 

30. 1983.
 

As housing finance institution 
providing an
 

'essential service" (i.e. housing finance), HFCK 
is exempted
 

from the Central Bank's reserve 
requirement. Nevertheless, the
 

company's December 31, 1982 financial statement 
reflected that
 

21.3% of assets were held in 
reserve.
 

2) Savings and Loan Kenya Limited 
(SLK)
 

Formerly doing business as the 
Savings and
 

Loan Society, Ltd., SLK was 
acquired in 1970 by Kenya
 Total
 

Commercial Bank (KCB), which 
is 100% government owned. 


assets at December 31, 1982 
were KShs 459 million.
 

Profits have grown steadily 
over the past five
 

years, as have deposits, the 
profit and deposits in 1982 

were
 

Ms 20 million and KShs 452 
million respectively.
 

Like HFCK, SLK is exempted from 
reserve
 

requirements provided it invests 
exclusively in home mortgages,
 

and, accordingly, it maintains very 
little money in reserves. 

SLK has a total of 40 employees, 
with one 

It had a portfolio of 2,112 loans 
as of 

branch in Mombasa. 

The institution's activities 

are closely
 
December 31, 1982. 

monitored by the KCB.
 

Home Savinqs and Mortgages Limited (HSM)
 
3) 


HSM began operations in July, 
1982. 'Toal 

deposits are KShs 59 million, 
plus share capital of KSi5s 5 

mil.ioD contributed by the manager 
and three .other 

a privately held corporation.
It is
individuals. 


HSM appears to be well established 
after a
 

year of operations, having 
attracted some 1,250 small 

savings
 

accounts. Twenty-one mortgages 
have been originated, at an
 2 2 loans
An additional-
KShs 475,000.
loan amount oi
average 

axe in process.
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Despite having been granted the "essential
 

service" exemption from liquidity requirements, HSM.has 
chosen
 

reserves. This
 
.tomaintain over 50% of its assets in liquid 


policy is prompted by the short term nature of 
its deposits and
 

the extremely competitive environment among financial
 

institutions for such funds, which could result in deposit
 

HSM has a 12 person staff in its Nairobi office.
outflow;s. 

Despite a strong expression of interesc in the 

AID program,
 

current lending practices do not easily accommodate 
lower


HSM'.s 5,000
income households. The institution c:harges, a KShs 

application fee, which is collected after several 
discussions
 

with the applicant and an 80S probability of making the loan
 

A charge of 5% of the loan amount is
 has been established. 

assesed up front for "administration".
 

b. Building Societies
 

The two operational building societies in Kenya,
 

East African Building Society (EABS) and Pioneer 
Building
 

are governed by the 1956 Building Societies
Society (PBS), 

They are licensed by the Registrar of Building 

Societies
 
Act. Managers of
 
and supervised by the Attorney General's Office. 


these institutions indicated that application 
has been made for
 

licensing of four additional societies.
 

These institutions operate similarly to the
 
reserve


British mutual building societies. They have no 


requirements. All investments outside of voluntarily
 
in long term home mortgages, or interim
 maintained reserves are 
 Like the other
 loans for the construction of residences. 


lousing finance institutions, they offer competitive 
rates on a
 

range of depository accounts, but do not provide 
a checking
 

account service. 

Both of the societies have their own development
 

affiliates through which they have built various 
housing
 

projects.
 

1) East Africa Building Society (EABS)
 

EABS opened for business in .1959 and at
 

1982 had built up total assets of KShs.598.5
December 31, 

EABS is a mutually owned society with shareholders
million. 


(depositors) receiving dividends in the form of interest on
 

their deposits.
 



EABS has consistently registered profits and 
The society has
 

enjoyed strong asset growth in recent 
years. 


81 employees and operates five branches 
in addition to its
 

administrative office.
 

EABS' mortgage portfolio consists of
 

approximately 1,500 loans, and with much 
of their deposit
 

growth having taken place in the last 
four years, their average
 

loan balance of KShs 269,000 is considerably 
higher than that
 

of HFCK.
 

As an institution registered under the
 

Building Societies Act, EABS is not required 
to maintain
 

reserves, but as a practice, keeps at least 
20% of its assets
 

liquid.
 

2) Pioneer Building Society (PBS)
 

PBS began operations in 1980 and by year 
end
 

1981 (December 31, 1982 statement unavailable) had assets 
of
 

Like EABS, it is mutually owned, licensed
 KShs 65.3 million. 

through the Registrar of Building societies, 

and supervised by
 

PBS has 4 branches and a total of 54
 the Attorney General. 

employees. Two additional branches are planned.
 

Precise current data was not available 
as to
 
The
 

the number.of loans originated by the 
society to date. 


average loan amount of recent disbursements 
has been
 

approximately KShs 400,000.
 

The institution reacted quite postively 
to AID
 

policy goals of reaching below median 
income borrowers, as well
 

as to the idea of adjusting underwriting 
guidelines to better
 

accommodate such applicants.
 

c. Insurance Companies
 

Insurance companies offer considerable 
potential
 

for participation in the housing finance 
system, particularly
 

through the'operation of a viable secondary 
mortgage market.
 

As of May, 1982, thirty insurance companies 
Qere doing business
 

The companies are licensed through the 
Registrar of
 

in Kenya. 

Insurance Companies and supervised by 

the Attorney General's
 

A proposal for a new Insurance Companies 
Act awaits
 

office. 

the reconvening of Parliament after 

the September, 1983
 

If enacted, the new law would establish 
a.
 

elections. 

Controller of Insurance Companies within 

the Treasury.
 

http:number.of
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Currently, the companies have very little
 
Development of
 

restrictions on investments portfolios. 

.commercial real estate and the purchase of 

equity positions in
 

private enterprises have been typical 
investments for insurance
 

However, a lack of sound opportunity 
in
 

companies in the past. 

the investment market combinel with 

increasingly attractive
 

yields on short term bank acccounts in 
the past few years has
 

led to maintenance of high cash balances 
with the depository
 

institutions.
 

A number of the companies originate mortgage
 

loans, but generally restrict this service 
to life insurance
 

policy holders. Kenya Reinsurance, a government owned 
entity,
 

has acted as a housing developer on 
a 204 unit project,
 

providing 90% financing of homes priced between KShs 
314,000'
 

to the assets of the insurance
 and 413,000. Figures as 

industry and the percentage of .those 

invested in housing are
 

However, the industry as a whole is described
 not available. 

as strong and growing by members of 

the financial community.
 

d. Pension Funds
 

Pension funds are an attractive source 
of
 

resources ior Kenyan financial institutions. 
Because of their
 

tax frcc nature, the yield requirements 
.of the depositors are
 

somewhat less than savings accounts.
 

There is no primary lending from the 
pension funds
 

for housing since in order to maintain income tax exemption,
 

contributors to the funds may not receive 
benefits prior to
 

one mortgage lender has negotiated
retirement. However, 


placement of pension funds in 
his institution, with an
 

agreement on his part to reinvest a certain 
percentage of that
 

money in home mortgages for the fund's 
contributors.
 

The largest fund in Kenya is the National 
Social
 

The NSSF has, by government direction,
Security Fund (NSSF). 	 At present however, the
 
made long term loans to HFCK and SLK. 


fund is 	investing most of its resources 
in Government Treasury
 

At year end 1981, the NSSF was the 
Government's largest
 

Bills. 

domestic creditor holding KShs 4.5.

billion worth of debt.
 

Commercial Banks and Construction 
Lending


e. 


The principal source of bridge or 
construction
 

financing on a project scale in Kenya 
is the commercial banks.
 



of the banks have large mortgage lending departments,Since few 
builder/developers of residential real estate projects
 

negotiate a commitment for long-term financing with one of the 

.housing finance institutions. 

a construction loan,
In considering a request for 


the lender evaluates the terms and conditions of 
the end loan
 

commitment, feasibility of the project, as well 
as the
 

professional and financial capacity of the builder/developer 
to
 

complete it.
 

Principally because of strong pressure on the
 

capital market from Government borrowings and 
a reserve ratio
 

to 24%, the banking community has been
increase from 18 

experiencing a liquidity squeeze.
 

3. Institutional Capacity to Handle HG Funds
 

The three institutions licenced under the banking
 

act and the two building societies have the capacity 
to process
 

than their
 
and close mortgage loans at a far greater rat 3 

Housing

lending capital has allowed for in recent yeavs. 


which funded an average of
 Finance Company of Kenya (H.FCK), 

about 85 mortgages per month in 1982, indicated 

that their
 

current staff could easily handle three or four 
times that
 

workload given the resources. Based on the level of loan
 

originations for the first seven months of 1983, HFCK's output
 With the
 
in this year :;hould be approximately equal to 

1982's. 


addition of oniy one hundred loan cases per 
month to HFCK's
 

existing workload, based on a hypothetical average 
loan amount
 

of KShs 75,000, HFCK alone could comfortably handle 
KShs 90
 

million (USt 6.6 million) per.year.
 

The East African Building Society (EABS) originated 
an
 

average of twelve loans a month in 1982 and is 
currently
 

However, like the other
 running at about that pace for 1983. 


housing finance institutions, its level of originations 
is much
 

more a reflection of limited money available 
than personnel
 

EABS management said it could process "twelve
 constraints. 

loans a day", emphasizing that making loans 

in large project
 

schemes allows for very fast output since 
such aspects such as
 

property appraisal, inspection and preparation 
of documents
 

become far less time consuming.
 

Home Savings and Mortgages (HSU), with a total staff
 

of twelve, indicated that it could handle "fifty to one hundred
 

cases per month with no difficulty". Likewise, Savings and
 

Loan Kenya and Pioneer Building Society have 
the ability to
 

accelerate loan production significantly 
with no increase in
 

staff.
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The housing finance institutions have purposely
 

restricted lending levels in the last year 
in order to maintain
 

The
 
high liquid reserves as protection from 

heavy withdrawals. 


combination of parastatal agencies withdrawing 
funds under
 

Government pressure to invest in treasury 
bills and intense
 

competition for deposits among the financial 
institutions
 

themselves, has prompted the housing 
finance institutions to
 

keep reserves at a high level voluntarily.
 

The prospect of receiving HG funds, which 
would be
 

free from this withdrawal pressure, is 
very attractive to all !
 

of the housing finance institutions.
 

B, THE FINANCE OF HOUSING
 

1. Lending Criteria and the Market Served
 

The general lending policies of Kenyan 
housing
 

finance institutions are similar.
 
Their requirements for mortgage appiicants 

are, on the whole,
 

However, the relatively high cost of houses
 reasonable. 

available for purchase, combined with 

high interest rates, has
 

effectively limited lending to persons 
with incomes
 

considerably above the median family income 
level of KShs 2,500
 

pa: month.
 

a. Loan Amounts
 

Loan to value ratios (LTVRs) are generally
 

less of the lesser of the purchase price 
or
 

limited to 80% or 

appraised value of a house. *A few of 

t'e housing finance
 

institutions finance up to 90% of valoie but the sizes of the
 

loans usually have limits scaled according 
to the correspondifg
 

For example, Savings and Loan Kenya currently
LTVR limits. 

limits its LTVRs as follows:
 70t financing for loans up to KSh; 500,060
 

75% financing for loans up to KShs 
487,000
 

80% financing for loans up to KShs 
400,000
 

85% financing for loans up to KShs 
340,000
 

90% financing for loans up to-KShs 
240,000
 

None of the institutions funds mortgages 
in excess ot KShs
 

600,000.
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b. Terms of Loans
 

Amortization periods of loans have
 
HoweVer, institutions will
 traditionally been 15 or 20 years. 
 None of the Kenyan
occasionally allow a 25 year loan term. 


ruled out the possibility of a 30 
housing finance institutions 

year amortization, but the overall 
reaction was one of
 

reluctance, due to their skepticism over the 
construction
 

is that theThe lender's concernquality of low cost units. 

unit it is to mortgage must have an effective life 

sufficient
 

to adequately secure a 25 to 30 year loan.
 

c. Life and Hazard Insurance
 

A life insurance policy in the lender's name
 

is required of all mortgagees in an amount equal to the
 
All applicants must pass a
 outstanding principal on the loan. 


physical examination to obtain this coverage, 
and loans to
 

older borrowers often require subsequent physical 
examinations
 

at specified ages to maintain the policy.
 

Hazard insurance coverage (fire, storm damage,
 

etc.) is required by all lenders as well, in an amount equal to
 

As in the case of mortgage life
 or greater than the loan. 

insurance, lenders arrange block policies with 

independent
 
agents,


insurance companies, under which the lenders, 
acting as 


collect the annual premiums in monthly installments 
along with
 

principal and interest payments from the borrowers. 
The
 

premium due, less the agent's commission, is remitted by the
 

lender to the company, assuring maintenance of 
coverage, and
 

generating some income for the lender as well.
 

d. Mortgage Insurance
 

Kenya has no well established system for
 

insuring mortgage loans against losses due to 
default. Only
 

one institution, the Housing Finance Company 
of Kenya (HFCK),
 

The medhanism is
 has'a provision for insuring its loans. 


really more of a reserve fund maintained for 
possible losses
 

than an insurance plan per se.
 

In
Formerly the HFCK had a 75% LTVR limit. 


order to allow a wider income range to qualify 
for financing,
 

The risks of making 90, loans are
 
it has permitted 90% loans. 

quite real. Housing finance institutions often allow over 

six
 

months of arrearages to accumulate before referring 
the case to
 

In such a case, at a public
an attorney for legal action. 

sale, a property might easily sell for less than 

the lender's
 

total investment.
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For example, on a purchase price or appraised
 

value of KShs 100,000, HFCK could make a KShs 90,000 loan. A
 

75% LTVR loan would have been KShs 75,000, so the additional,'
 

principal of KShs 15,000 is assessed a 12.5% premium, or KShs
 

1,875.
 

ILLUSTRATION:
 

KShs 100,000
Sales Price: 

x .90p90% LTVR: 


KShs 90,000
Loan Amount: 

[75,0003
Less 75% Loan: 

15,000
Principal Subject to Premium: 


12.5%
Premium Assessment: 

KShs 1,875
Premium Collected: 


The KShs 1,875 can be paid in cash at time of
 
The loan amount
loan closing or added to the loan amount. 


would then become KShs 91,875, from which the lender disburses
 
The KShs 1,875 is taken as
net proceeds of only KShs 90,000. 


income spread over a 5 year period. The premium income is
 

accounted for separately so that the institution knows
 

precisely how much it has collected as protection against
 

losses due to default.
 

The HFCK says that it has not yet needed to tap
 
Thus all the premiums
cover such a loss.
this reserve fund to 


collected to date have been available to increase the reserve.
 

This method appears to be a very practical
 

solution to over-coming lenders' resistance to making 90%
 

loans, especially to lower income borrowers. Furthermore, it.
 

is another potential source of income to the housing finance
 

institutions, as the experience of the HFCK has shown. This
 

system may not offer the direct protection on a loan by loan
 

basis that an institution would enjoy under a mortgage
 
However, assuming that relatively few
insurance policy. 


.properties will wind up at public sale, as is tiue in 
Kenya,
 

the premium fund will accumulate relatively quickly and
 
USAID will
constitute adequate protection to the lender. 


explore the adoption of this practice by all lenders
 

participating in this program, as a means of reaching
 

households below the median income level.
 

e. Income Considerations
 

Kenyan lenders generally will not make a loan whose
 

principal sum is more than three times the borrower's 
annual
 

At the same time, the monthly mortgage payment itself
income. 




,tend to be more conservative in deciding what 
percentage of
 

gross monthly income self-employed persons 
may commit to
 

In cases of married applicants,
servicing a mortgage loan. 

most lenders will consider 100% of a spouse's 

income in their
 

evaluation, if the property is owned jointly.
 

The issue of considering rental income as a
 

reliable source in evaluating the credit worthiness 
of lower
 

income households is critical to qualifying 
greater numbers of
 

(See Part VIII. D.3.).
these applicants. 


Underwriting procedures also include
 

verification of the applicant's credit history 
and savings
 

performance at any fianccial institutions where he 
has done
 

business.
 

The three older, more established housing
 

finance institutions firmly acknowledged that 
their lowor
 

income borrowers had been their best payers, 
and that their
 

problem loans had proven to be those to upper 
income households
 

who often did not regard their residence as the 
investment
 

priority it is for poorer families.
 

Overall, the housing finance institutions were
 

favorably inclined towards consideration of rental 
revenues as
 

part of an applicant's mortgage payment, providing 
that the
 

room or part of the house to be rented 
had a separate entrance.
 

f. Beneficiaries
 

The average principal amounts of mortgages
 

originated by Kenyan lenders in 1982 reflects 
that only middle
 

and upper income households were served.
 

Total Disbursed 1982
# loans 1982
Institution Avg. loan size 
 (KShs)
tiShs) 
10.5 million
21
HSM 475,000 


million
140 81

EABS 578,000 


275.4 million
1,031
267,000
HFCK 
 62.7 million
308
203,650
SLK 

(est.) 400,000 unavailable unavailable


PBS 


However, the housing finance lenders are generally
 

favorably disposed towards considering applications 
from lower
 

income households. They have indicated that they would
 

consider relaxing some of their lending practices 
on such
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points as loan to value ratios, amortization periods and the
 
percentage of monthly inccome to be allotted for mortgage
 
payments. 

2. Mortgage Instruments and Their Characteristics
 

a. Adjustable Rate Provision 

The standard "Charges" or mortgages written by
 
Kenyan lenders are most notable for the rate adjustment
 
provision they contain,, Subject to four months' notice (some
 
institutions are changing this to one month) a lender can
 
increase or decrease the borrower's payment "based on the rate
 
of interest commonly chargeable in Kenya having regard to such
 

... " circumstances as it considers to be relevant 


While sounding a bit arbitrary, in practice this 
power has only been invoked when the cost of funds (savings 

to the point where the mortgage ratesaccounts) has increased 
had to be increased to allow the lender a positive spread.
 

Bank limits the rate which housingFurthermore, the Central 
finance institutions can charge, which has prevented abuse of 
the adjustment provision.
 

b. Front Loading of Interest 

Rather than straight amortization of principal in 
monthly installments, most lenders reset monthly ptyment levels
 
each year based on the outstaiding principal balance of the
 

at the start of the the twelve month period. By
loan 
manner (called front loading) the
calculating payments in this 


amount of interest contained in each monthly installment is
 
maximized and the lender enjoys a slightly higher effective
 
yield.
 

Pioneer Building Society (PBS) requires a full
 
year's payments in advance. This method, by having use of the
 

cash for the entire twelve month period, further enhances PBS's
 
yield.
 

c. Negative Amortization
 

Some lenders have a policy of capitalizing any
 

arrearages which have not been paid up at years end, by adding
 
the amount overdue to the loan balance and resetting the
 
payment accordingly at a higher level. This is tantamount to
 

negative amortization which is characteristic of Graduated
 
Payment Mortgages. 



d. Graduated Payment' Mortgages (GP14s) 

a
GPMs were discussed with the Kenyan lenders as 


of making housing affordable to more families.
possible means 
The concept appears to have some potential for application 

in
 

The lenders feel it would be accepted by a
the 	Kenyan market. 
 the

good many Kenyans, but the present recessionary state of 

economy tends to undermine two basic premises of the GPM: 

income will increase
i. That the borrower's 
steadily in coming years, effectively reducing the mortgage 

payment as a percentage of gross monthly income; 

This may be true of a relatively small number 
in certain careers, overall, the Kenyan

of young professionals 
job market is weak and those with jobs, for the moment, cannot 

anticipate progressive wage raises. 

i. 	That the value of the property will steadily
 
rise;
 

While this certainly has 'een true in tztte past 
of property prices has generally levelleddecade, appreciation 

the 	upper income range,off 	somewhat in the past year. In 
Thus, an 80 or 90 percentprices have dropped considerably. 


risky for the lender.
GPM 	 becomes a bit more 

3. 	Mobilization of Resources
 

a. 	Savings and Term Deposits
 

The 	Kenyan housing finance institutions offer
 

from three to six categories of depository accounts. Each
 
or more accounts *that fall into the
institution offers two 

These accounts have no fixed term.category of savings plans. 
range from 12.5% to 14%. While some carry minimumTheir yields 

their main characteristicsor maximum balance requirements,and 
are 	volume of transaction restrictions whereby the depositor 

is
 

limited in the amount of money and frequency of withdrawals
 

allowed. The lowest yielding savings plan might permit one or
 

little or 'no notice to the
 two 	withdrawals weekly, with 
are to relatively smallinstitution. Withdrawals limited 

sums. Higher yielding savings accounts may require a month's 

notice prior to withdrawal.
 

Fixed term accounts carry yields from
 
as high as 16.5%. Terms vary from three

approximately 13.5% to 
months up to two years. With interest rates having been
 

1 
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and still showing some upward pressure for the past several
 
years, depositors tend to favor the shorter term on fixed
 
deposits in anticipation of rolling the account over at a
 
higher hield.
 

The two non-private housing finance
 
institutions, Savings and Loan Kenya, Ltd. and Housing Finance
 
Company of Kenya, are authorized under the 1981 Finance Act to
 
sell Housing Development Bonds. Maturities vary from 6 to 36
 
months, and yields range from 12.5 to 14%. The interest
 
received is tax free. Balances are restricted to KShs 500,000
 
per depositor.
 

Some Kenyan financial institutions also
 
receive deposits into *provident fund accounts" made up of
 
monthly pension contributions from employers. Such deposits
 
earn around 12%.
 

Housing finance institution managers have
 
observed that small denomination savers represented the most
 
stable type of deposit, and that the larger account holders
 
shop around, frequently moving their money to the institution 
offering the best rate. 

Non-bank financial institutions generally
 
offer a similar range of accounts and rate scales, with the
 
major exception being that commercial banks are authorized to
 
offer current (checking) accounts on which no interest is
 
paid. The commercial banks thus enjoy a lower cost of funds
 
than other financial. institutions since approximately 40% of
 
their deposits come from these interest free acounts.
 

With mortgage yields at.16%, some of the
 
deposit rates paid by the housing finance institutions are
 
uneconomical. However, the assessment of various loan fees and
 
application charges enables these institutions to earn an
 
effective annual yield somewhat greater than i t, and usually
 
several percentage points over their cost of funds. Thus, the
 
housing finance institutions have continued to ay competitive
 
rates for deposits, and all enjoyed net growth of savings in
 
1982.
 

a. Direct Loans
 

Excluding the ownership capital of the five 
housing finance institutions, only Housing Finance Company of 
Kenya (HFCK) and Savings and Loan Kenya Ltd. (SLK) have 
non-d'tpository sources of funds. The HFCK has received long 



term loans from the Government of Kenya, the Commonwealth
 

Development Corporation, Kenya Reinsurance Company 
and the
 

These loans constitute
National Social Security Fund (NSSF). 


about 27% of HFCK's liabilities and are especially 
important to
 

that institution since they carry rates below today's 
cost of
 

SLK has borrowed long term money from
attracting savings. 

Kenya Reinsurance and the NSSF.
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Name Svintd.Hort:[al~es Ltd. 
60H ofOf ma...LTVR, 

Fnst African 
BuildIng Soco 600H 

702 of lessers 
(a) appraised 
value, or (b) 
purchase price 

Pioneer 
Society 

ldg 
:65H - 0 of LTVR 

IiOUSINO 

- TABLE K.I 

FINANCE PROCEDURFS IN KEYA 

LONGEST 
AMORTIZATIOi 

PERCLNTAGE 
OF INCOHE ALLOWED 

FOR OUSING REPAYMEhT 
INCLUDES 

RENTAL INCOE 
APPLICATION 

FEE 

25 yr. 351 yen 
Eshe 150-400 
origination 

fr loan' 

1Snvini'ra 

25 yr.' 

yr@ 
. ! , 

A Loan 

252 

A 
;':­

"2.OZloan 

Haybe 

Tooo 

commitnent fees0-00frla 
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SITE AND UNIT DESIGN TYPICALA 

OF THOSE TO BE FINANCED BY THE 

PROJECT.
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ANHEXCZ
 

BY HON. C. W. RUBIA, 'EGH., M.P.,
SThTEME14T 

AND HOUSING DURING THEWORKSM4INISTER 'FOR 
ON THE OPSRATION S 

OF THE SEMINAROPENIHG 
OF A SECONDARY MORTGAGE MARKET IN KZXYA 

HOTELO19 7/8/83 AT SERENA 

Kr. Chairman, Distinguished 
participants, Ladies and
 

Gentlemen,
 

First of all I would like to 
thank the USAID for agreeing
 

to co-sponsor this seminar 
in conjuction with my Ministry.
 

of you who are in the housing 
industry will recall that
 

Those 
towards the end of 1980, soon 

after the creation of the then
 

Ministry of Urban Development 
and Housing, I convened a seminar
 

which for the first time in 
the history of the housing industry
 

Kenya brought together both 
the public and the private
 

in 
sector to exchange views on 

the problems and opportunities 
in
 

the extremely

At that time, my major concern 

was 

the industry. 

high cost of housing to all 

income brackets and the
 
I made an
 

availability of both short 
and long term finance. 


appeal to the two sectors to 
deliberate on the problems that 

were contributing to the high 
cost of housing, the problems 

of 

financing, and make recommendations 
to my Ministry on the best
 

.ways of alleviating 
difficulties in the industry.
 

I am glad to inform you that 
my appeal to the industry
 

was taken seriously both at 
the domestic level and at the
 

In this respect, it is worthy 
to note
 

international level. 

that the United Nations Centre 

for Human Settlement (HABITAT),*
 

whose %headquartersare here 
in Nairobi, took the first step 

in
 

promoting the spirit of the 
seminar, by supporting a dttailed
 

study of the seminar recommendations 
and proposing a programme
 

The study was completed in May 
of action for the Government. 


.1983 and it is in response 
to its recommendatio. that 

we are
 

gathered here today. 

The Regional Housing and Urban 
Development Office
 

(RHUDO) of USAID has seriously 
taken up the study
 

recommendations and we are 
currently reviewing proposals 

for
 

partial implementation of the 
report in two critical ways.
 

has initiated a measure,as a short-termFirstly, RHUDO to boost the 
mortgages project whore primary 

objective is 


existing mortgage market by 
way of stimulating private
 

developers' interest in small 
mortgage portfolios and lower
 

/Yt
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than they have hitherto undertaken. It is 
cost housing ofthe implementation

that this project will supportexpected 
the pilot projects that are proposed 

in the study and initiate
 

the first phase of a much larger programme which my Ministry 
resources 

hopes to launch on a countrywide basis as .oon as 
to start 

permit. Secondary, RHUDO through this seminar wishes 
in the search for long-term

the process of involvement 
solutions to the current shortgage 

of mortgage finance in our
 
mobilization of
 

economy. Strategies for achieving greater 
finance should

for short and long-term housing
domestic capital 
be considered in full appreciation of the fact that, 

external 
The domestic resource

only play a catalytic role.funds can and sustain 
should ideally maintain any acquired momentum

base 
the supply of mortgage funds for the economy.
 

this context, Mr. Chairman, that I see this 
It is in Market, isThe Secondary Mortgage

seminar as extremely useful. ofthat enhance the mobilization
of the instrumentsbut one in real estate corv:arableinvestmentdomestic capital by making demands onto the other competingturnoverin both risk and I info-med,It is an instrument which, am 

household savings. your agency has
in Kenya. The initiativebeen testedhas not our economy is commendable. I 

shown in trying to test it in 
by way ofof existing institutions,

believe that strengthening in lineisinnovativetheir capacity to become more
increasing to date with the 

general objective of keeping up
with our I would therefore, like 

ourincreasing complexity of economy. 
initiative and remind 

to extend my Ministry's support to your 
should be

that there are several tools which 
the participants 
considered and examined for possible 

use by our mortgage
 

market, longer-term mortgage.repayment 
periods, adequate
 

insurance and mortgage underwriting 
facilities are some of the
 

could mention. A.revision of the
 
examples which one 

widen the spectrum of mortgage
eligibility criteria to 

security, collateral or title 
borrowers and revision of current gone intoother factors that have 
documents could, in £ict be 

in our. economymarket operationthe mortgagecomplicating with which the 
today. Clearly, Mr. Chairman, ,he efficiency 

primary mortgage instruments operate 
in an economy will
 

determine the effectiveness of 
a Secondary Mortgage Market.
 

of long-term 
our economy require a greater volume 

Not only does that isthat even the littlealso requiresmoney, but it of would be borrowers.to the majoritybe affordableavailable our mortgagethat have deposits with 
The majority of households an incomeby and large.those withareinstitutions 
approximating the median.
 

the total 
Although their individual savings are small, 

As weenormous.these households is
volume of savings by 
develop mechanisms of ensuring 

minimal risk to investors in
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housing, I am convinced that we shall 
increasingly attract a
 

Your deliberations
 
larger volume of small individual 

savings. 


today will bear even better fruit 
if they will concentrate on
 

the small scale depositor or investor 
as the.backbone of the
 

Secondary Mortgage Market system 
itself.
 

Meanwhile, Ladies and Gentlemen, I 
would like to take this
 

opportunity to mention that I'will 
soon be announcing the
 

launcling of the Kenya Urban Housing 
Survey to be undertaken
 

nex3t month. The objectives of the survey are:
 

To provide data for describing the 
characteristics
 

(a) 	
of the present housing stock - quantity, quality,
 

value, location, etc.
 

To provide data for estimating housing 
demand and
 

(b) 	
willingness to pay for housing and 

services and.
 

the capacity to pay from various 
income groups.
 

To proviie data for analysing the supply 
side of
Cc) 

housing development in our urban areas.
 

Finally 	Mr. Chairman, I would like 
to wish the
 

I
 
participants an enjoyable day and 

fruitful deliberations. 


would like to thank RHUDO for the 
honour they have accorded me
 

in asking me to address you# and 
to thank you all for having
 

been able to attend this very important 
seminar.
 

Thank You
 

Ministry of Works & Housing,
 
P.0. Box 30260
 
NAIROBI.
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ANNEX N
 

THE NATIONAL COOPERATIVE HOUSING UNION (NACHU) 

1. Background
 

NACHU enjoys strong support from the Governm2ent of Kenya
 

which views NACHU as an important means of helping housing
 

cooperatives, by helping low-income families undertake
 

successful projects in the construction of new, and upgrading
 
Through the Ministry of Cooperative
of old, housing. 


Development, the Government is furnishing staff 
support to
 

The trade unions through the Central Organization of
YACHU. 
 The
 
Trade Unions (COTU) are also supporting 

NACHU actively. 


Kenya National Federation of Cooperatives .KNFC) 
is providing
 

office space for NACHU during its start-up period. 
Growing
 

numbers of housing cooperatives are turning to NACHU 
for
 

assistance and guidance in the development o their projects.
 

NACHtU, which was established in 1979, did not really
 
It is timely now to provide
start functioning until 1983. 


support to NACHU to ensure that it will become an efficient
 

packager of successful housing programs for Kenya's 
housing
 

cooperatives. Housing cooperatives are an attractive
 

alternative to costly, top-down government programs.
 

Cooperatives will permit reaching lower income households 
in
 

the smaller cities that cannot interest profit motivated
 
They will also provide an excellent
private developers. 


opportunity for true beneficiary participation in the 
planning,
 

NACHU will require
design and execution of shelter programs. 
 to discharge its
considerable assistance and support if it is 

serve as an efficient vehicle for
duties effectively antd 
 an


helping housing cooperatives realize their potential 
as 


important element in low cost shelter production.
 

&ACHU's principal functions during the next few years
 

can be grouped in three general categories, for purposes 
of
 

There are internal functions, which are those
illustration. 

own establishment and
related primarily to NACHU's 


There are general functions,
consolidation as an institucion. 

which are essentially those*act.vities which NACHU will be
 

expected to undertake on behalf of the whole cooperative
 

housing community. Finally, there are the project specific
 

tasks which NACHU will carry out on behalf of individual
 
The Housing.G.uaranty
housing cooperatives at their request. 


project will provide assistance to each of the functions 
as
 

they relate to NACHU's role in developing and managing 
housing
 

projects for member cocoeratives.
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A. 	Internal Functions
 

1. 	Recruitment and training of.additional staff as
 

they are required.
 

Development of a medium and long-range workplan for
 

housing development projects.
 
2 


3. 	Development of a fee structure and-schedule of
 

charges for NACHU services (for eventual
 
a detailed
self-sufficiency) in the context cf 


budget and cash-flow projection.
 

4. 	Design of an appropriate evaluation system to track
 

VACHU's progress toward goals of self-sufficiency
 
and 	effectiveness in project management.
 

5. 	Development of an ongoing and comprehensive
 
training program for NACHU staff at all levels,
 

including participation in workshops and seminars
 

outside Kenya.
 

B 	 General Functions
 

1. 	Studies of existing cooperatives to determine their
 

status, need, and NACHU's options for constructive
 
interve-ition. 

2. 	 Identification of specific projects and delineation 

of technical assistance needs for each. 

3. 	 Identification of sources of finance for housing 

projects to be carried out with assistance from
 

NACHU and arrangement for financing.
 

4. 	Development of suitable legal options for
 

cooperative housing programs (single-mortgage,
 
cooperative housing development corporations, etc.)
 

and accompanying documentation required.
 

Work with legal advisors and the financial
5. 	
community to devise suitable debt instruments for 

financing cooperative housing projects, 

Preparation of a comprehensive training and
6. 

-management education program for officials and
 

members of housing cooperatives, to include:
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a. 	Development of promotional and audio-visual
 

material for use by community organizers.
 

Preparation of pre- and post-occupancy manuals
b. 

on project management.
 

Development of materials, handbooks and
 c, 	
on self- and mutual-help for
workshor 


expanding of m!nimum-shelter and core-housing
 

units ty beneficiaries.
 

of forms, and procedures for the
d. 	Developmenit 

execution of home improvement loan programs.
 

e. Development of training materials for estate
 

managers, boards of directors and specialized
 

committees.
 

e. Design of collection programs and procedures 

with suitable instruments and documents. 

Project Specific Functions:
C..
 

1. 	Socio-economic studies of members of housing
 

cooperatives to identify their preferences with
 

respect to housing types and options for community
 

equipment and facilities, and their potential 
for
 

self- or mutual-help programs, bearing in mind
 

affordability issues and financial viability 
of
 

projects.
 

2. 	Appropriate site plans and unit types to 
minimize
 

costs and maintain the highest degree of
 

flexibility and potential for future development 
of
 

projects.
 

3. 	Assistance to housing cooperatives'to secure
 

suitable contractors to undertake project
 

development either through NP-CU or directly7
 

helping in supervision of construction.
 

Formation of new housing cooperatives, adoption 
of


4. 	
by-laws and registration by the Ministry of 

Cooperative Development. 
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5. Assistance in locating and acquiring land, securing
 

interim and long-term financing for projects,
 

engaging suitable contractors, and liaising with
 

local authorities and natio:,al housing agencies.
 

2. NACIIU Structure and Functions
 

To provide for this broad range of responsibliities 
and
 

services, NACHU's Board of Directors (see Section 
5, below) has
 

developed and approved the following basic structure, 
with the
 

primary functious as summarized:
 

14'
 



AUMSNS 

OWZAION AND 
Ow M -
C 'OPENATIVE 

MM. 
DEPA r~
 
Responsible for organizing, 

sponsoring and endorsing

Housing Co-op Societies; 

Educating members; and 

providing social inputs, 


Assumes the consideration 

of the human element 

throughout the development 

process, 


CMTrEE 

GEAL MANAGE 

T 

P 


PRW=EC DE PLOTP 

esronsible for making 
arrangements site planning; 
organizing house design 
and supervising self-help 
and mutual help construction 
effort (in cooperation with 
Organization and Community 
Development Department); 

Controls tendering and con-
struction where required 
along with other technical 
services. 

irEAL AUDZOR 

FmNaAL AND 
ADMINISRATICO' DWAEIIT
 

Responsible Financial for
 
planning for co-ops;
 
econic AnItsis for
 
housing proj.cts;
 
budget,
 
fiscal and personnel
 
matters of tmi itself;
 
loan servicing for housing
 
co-ops on behalf of lender;
 
liaison with housing financ
 
institutions; and
 
estate management services
 
(in cooperation with the
 
Cooperative Organization 
C~mvity Development Dept. 



Basic core staff are in place now at NACHU, with the
 
an acting director of
 General Lanager appointed in early 1983, 


the Cooperative Organization and Community Development
 

Department seconded shortly afterward, and essential 
support
 

NACHU has received technical support from HABITAT
 staff hired. 

in carrying out a base-line study of housing 

cooperatives in
 

Kenya..
 

Financial support for NACHU is currently being provided
 

from several sources, including the Ministry of 
Cooperative
 

Devej.opment, the Kenya National Federation of Cooperatives, the
 

Central Organization of Trade Unions, the African 
American
 

Labor Center, and several private organizations. 
Membership
 

dues from member housing cooperatives are an increasing 
source
 

of income.
 

. NACHU should be self-supporting after a period of three 

to five years, primarily from fees which it will charge housing 
Membership dues
 

cooperatives for the services it will perform. 

More detailed
will be a secondary source of income. 


forecasting of income and expenditures are presented 
in Table
 

N-l, preliminary Budget preparation and final 
development of
 

fee structure will be an early activity to be 
undertaken by
 

NACHU.
 

Financing for projects prepared by NACHU for 
its member
 
Member
 

housing cooperatives will come from several sources. 


households will make downpayments or initial investments 
in the
 

Savings and credit societies (Credit
form of owned land. 

Unions) have indicated a willingness to divert 

some of their
 

assets to housing finance. Societies are already lending to
 

individuals for housin9 purposes and now have begun 
to finance
 

HABITAT is carrying out a
 housing un an institutional basis. 


,major study on how the societies can provide 
long-term finance
 

Major Kenyan financial institutions,
to housing cooperatives. 

including the Cooperative Bank, insurance companies 

and tue
 

National Social Security Fund, have indicated 
their intertest
 

in participating in the long-term financing of 
'projects. Their
 

participation will be facilitated by project 
initiatives to
 

develop a viable secondary mortgage market in Kenya. 

Substantial HG financing under the project 
will be available'to
 

housing cooperatives as an important source 
of long-term
 

financing. Additional savings are expected to be mobilized
 

when low-income Kenyans are convinced that housing 
is an
 

attainable goal through NACHU and its housing 
cooperatives.
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3. 	 Technical Assistance 

NACHU dpring its start-upThe project will support 

that the organization achieves its 

potential

period to ensure 	 To
 
to direct nousing finance to low cost 

cooperative programs. 


this end, a Cooperative Agreement 
will be executed with a
 

provider of technical assistance suitable 
for the needs of
 

NACHU. The Cooperative Agreement is deemed the 
most
 

appropriate vehicle for the provision 
of technical assistance,
 

in light cf USAID's intent to maintain 
substantial oversight of
 

the assistance to be furnished.
 

The Cooperative Agreement will provide 
for two long-term
 

resident advisors to work on a full 
time basis with NACHU
 

during-the critical period in which 
it is becoming established
 

NACHU
 
as a significant housing delivery 

organization. 


counterpart contributions will include 
staff salaries; office
 

space, services and activities; etry 
fees and share capital
 

for member cooperatives, Ministry 
of Cooperative Development
 

annual budget allocations; and support 
from COTU.
 

Additionally, speycialized short-term 
technical assistance and
 

backstopping from the main office will 
be provided by the
 

cooperating agency.
 

One Resident Advisor will be a speciclist 
in
 

cooperative and low-cost houJing 
with experience in the
 

development and management of cooperatively 
organized low-cost
 

This advisor will
 
housing programs in developing countries. 


also have skills.in institutional and 
administrative management
 

and planning in addition to extensive 
cooperative-specific
 

The advisor will have considerable 
responsibliity


experience. 

for working closely with NACHU staff 

on project technical and
 

feasibility studies with local housing 
cooperatives and will,
 

The
 
therefore, need substantial project-specific 

experience. 


advisor will have a strong background 
in housing cooperatives
 

in Africa with skills in cooperative 
housing finance,
 

cooperative organization and management, 
coopprative
 

The
 
legislation and cooperative training 

and education. 


advisor will prepare administration 
manuals and regulatory
 
He or she willl also train
 

procedures for member cooperatives. 

NACHU staff-


The second advisor will be primarily 
responsible the
 

the planning, design, construction 
management and contracting
 

for specific housing projects to 
be developed by NACHU for
 

This advisor is to have experience on the
 
member cooperatives. 

costing of material and labor 

for design and construction and
 

have experience with the control 
and scheduling of
 

He will set up procedures for 
the contracting
 

sub-contractors. 




as well as for inspection and 
design and constructionof He will train a 

-certification for paynents of work 
in place. 

counterpart and provide assistance to 
member cooperatives on
 

cost effective land purchase, site design, 
house design and
 

He will also provide assistance on 
home
 

site maintenance. 

improvements and establish a set of 

house design with expansion
 

capabilities.
 

Short-term technical assistance will be 
provided at a
 

of thethe 	three-year term 
level of twelve person months during 

short-termThe 	 planni.ng of specific
Cooperative Agreement. 

first quarter of the 
inputs-will be carried out within the 

Consultants will be provided
technical assistance program. 
 staff or recruited by them 
from the co-op agreement recipient 
from individuals with expertise in 

low income housing
 

development in Africa.
 

Some of the specific short-term inputs 
which may be
 

required are:
 

a) 	Advice on the development of the 
fee structure and
 

schedule of charges for NACHU and 
the most
 

appropriate financial relationship between 
NACHU
 

and the cooperative projects it supports.
 

b) Investigation of opportunities for 
creating 

employment in the development of cooperative 

housing programs, especially in single-parent
 

households, to facilitate their participation 
in
 

programs.
 

training materials. 
c) 	 Assistance in the preparation of 

for 	low cost project
d) 	 The use of micro-computers 

feasibility studies, financial planning 
and
 

physical design.
 

The 	use of electronic data processing in 
both NACEU
 

e) 

and client record keeping, i.e., 

corporate
 

management as well as estate management 
for housing
 

cooperatives.
 

of innpvativeon the developmentf) 	 Consultation 
financial approaches/mechanisms 

to make cooperative
 

housing more affordable by low-income 
families,
 

and 	 rules,
Legal advice on contracting proceduresg) 	 of NACHU and its 
regulations and responsibilities 
cooperatives. 

http:planni.ng


A financial management expert funded 
by HG fee funds
 

'will provide support on the development 
of accounting
 

procedures, portfolio administration, 
financial planning,
 

budgeting and auditing procedures.
 

While housing cooperatives in Kenya 
are primarily an
 

urban phenomenon, they are by no means 
limited to Nairobi; the
 

recently-completed Base Line Survey 
carried out by NACHU in
 

identified housing cooperatives (and 
cooperatives in
 

mid-1983 


formation) in Nairobi, Nyeri, Meru, 
Nakuru, Eldoret, Kisumu and
 

Thus, NACHU will have considerable 
need to mobilize
 

Mombasa. 

field staff to work with cooperatives 

located at some distance
 

from the main NACHU office in Nairobi. 
The Cooperative
 

Agreement contemplates furnishing 
NACHU with two project
 

vehicles for outreach and field work.
 

Dramatic reductions in cost and increases 
in the power
 

and flexibility of small computers 
have recently Dide the
 

acquisition of such equipment a very 
cost-effective investment
 
in-house microcomputer will
 

for housing agencies. Access to an 


not only assist NACHU in handling 
its own kiudgets and accounts,
 

but will also be invaluable for project 
design, feasibility
 

analysis, modelling, affordability 
calculations, socio-economic
 

Furthermore,

studies and projections and project 

accounting. 


the office of Housing and Urban Programs 
of A.1,D. has embarked
 

upon ihe development of a series of 
housing software packages
 

which are expected to greatly increase 
the capabilities of the
 

national housing organizations with 
which it is working
 

The Cooperative Agreement
throughout the developing world. 
 Microcomputer

therefore includes the purchase of 

an Apple 1I 


and necessary accessories to ensure 
that NACHU will be able to
 

share and contribute to the growing 
network of low cost housing
 

and financial management software 
which is being developed.
 

Audio-visual equipment has been 
included in the
 

Cooperative Agreement for NACHU to 
increase the effectiveness
 

of training and of the promotion 
of cooperative activities.
 

4. Illustrative NACHU Projects
 

The creation of NACHU is a response 
to the rapid growth of
 

housing cooperatives in Kenya with 
the perception that while
 

cooperatives are able to do a great 
deal for themselves on a
 

self-help basis, they need the assistance 
of a professional
 

organization to ensure that self-help 
efforts are used as
 

There are now 80 registered housing
 efficiently as possible. 

cooperatives societieI compared to 

about 25 two years ago.
 

Most of the members have a common 
bond, be it the workplace or
 

residence in a tightly knit community. 
The majority of
 

cooperatives are based upon trade 
unions or on savings and
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The 	latter are an important
credit societies (credit unions). 

As noted above,
source of credlit for low-income groups. 


savings and credit societies are also able to invest in housing
 
cooperatives. NACHU has recently carried out a base-line
 
survey as a first step in identifying the first cycle of
 

projects to be supported. The following are profiles of some
 

of the dynamic and active cooperatives which would be assisted
 
by the HG funds and by technical assistance under the
 

Several of their projects can be
Cooperative Agreement. 

implemented immediately.
 

A. 	Thika Municipal Council Employees Cooperative Housing
 
Societv TMC
 

The majority of the members have low incomes. They
 
belong to a savings and credit society which has financed (a)
 

the 	acquisition of land costing KShs 268,560, (b) the transfer
 

fees costing KShs 7,200, (c) annual lnd rent of KShs 96,000
 

paid to the Commissioner of Lands, (d) surveyors for KShs
 

257,400 and, (e) detailed engineering design costing KShs
 
300,000 . The members of the saving and credit society formed
 

a cooperative housing society to be the legal body which would
 

undertake development. It is clear that a great deal of
 

finance was raised solely from the contributions of low income
 

members and this provided a sound base from which to seek
 
NACHU has already
long-term funds to develop the site. 


assisted in this process and will be providing advice on the
 

development oi the 312 plots which will house about 600 low
 

income families. The development will probably consist of
 

minimum services and core housing. The cooperative will decide
 

how to opportion the balance of its investment between
 
infrastructure and superstructure.
 

B. Kariobangi Housing Coooerative Society - Nairobi 

The society was formed by low income edrners and has
 

526 members. Through savings it has purchased 207 plots for
 
its members. Members are assisted in turn to develop their
 

houses as sufficient finance is accumulated from savings. The
 

society will sub-let rooms in a member's house until the loan
 

has 	been repaid. The main difficulty is the lack of long-term
 

finance to enable the site to be developed rapidly. A HG loan
 

could assist in achieving this along with the savings of the
 

Although composed of low income and uneducated
members. 

people, many of whom are self-employed, the cooperative has
 

good leadership and is an extremely responsible organization.
 

Xt also runs a nursery school for the members' children.
 



- NairobiC. Marura Cooperative Housing Society 

The 127 members of this cooperative were landless
 

squatters who were provided with land by the Government. 
They
 

financial instrument to help one 
use the cooperative as a 

at a time build a house, often using self-help labor.
member 

spirit and are well managed.They have a sound community 
an excellentTogether with Kariobangi they could form 

toopportunity for NACHU intervene to speed the pace of their 
construction.development through rapid 

Union MombasaD. Bamburi Portland Cement Credit -

The 783 member credit union is formed by employees of 
a
are
the cement factory in Mombasa. Members also members of 


union has purchased a site of 74 acres
trade union. The credit 

this for low income workers who are
and intends to develcp 

The purchase was 
presently living in substandard conditions. 

all loans from the savings and credit
achieved by suspending 

society for 9 months, a significant financial sacrifice which
 

and coimitment. The society

demonstrated their organization 
now wants NACHU to assist in forming a cooperative 

housing
 
NACHU will accord this
society and to develop the site. 


project high priority as it can be implemented quickly.
 

E. Kisauni Housing Cooperative - Mombasa 

afhis cooperative was formed by a group of squatters 
in 

order to purchase and develop the 7.5 acres of land 
they were 

now complete
occupying. It has 56 members. Land purchase is 


and was done entirely through the savings of the members at a
 

cost of KShs 5,800 per member, i.e., a total cost of 
KShs
 

They now wish to upgrade the site and the temporary
324,800. 

This will involve proper
dwellings which they inhabit. 
 services andsubdivision, installation of affordable 

Community facilities are also
improvement of dwellings. 

While most members are self-employed they have
required. 
 LNACHU


demonstrated a record of sound financial management. 

this would be most suitable for an earlyfeels that 

how cooperatives can
intervention, which could also demonstrate 

contribute to squatter upgrading in Kenya.
 

Nakuru Teachers' Housinq Cooperative -Nakuru
F. 


This cooperative has been promoted by Nakuru Teachers'
 It is an
 
Savings and Credit Ccoperative and has 1,000 members. 


example of many other housing cooperatives formed 
by teachers
 

finance available through the
 throughout Kenya. There is 

Savings and Credit Cooperative, which has a turnover 

of 1
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million per month. 10% of this goes to a reserve account for
 
housing, mainly to enable members to meet downpayments. NACHU
 
will assist the cooperative to acquire land and to develop
 
housing projects based on its strong financial position and its
 
demonstrated management and leadership qualities. This project
 
will come in the second cycle of NACHU projects.
 
5. NACHU Board of Directors
 

MEMBERS
 

NACHU MATAGEMENT COMMITTEE 

(1) Mr. Philip Hwangi Chairm
 
COTU (K)
 
P. 0. Box 13000
 
NAIROBI
 
P. 0. Box 1161
 
NAKURU
 

(2) Mr. A. M. Mugo Treasurer
 
NSSF
 
P. 0. Box 40326
 
NAIROBI
 

(3) Mr. A. H. Ogada Member
 
MININSTY OF COOPERATIVE DEVELOPMENT
 
P. 0. Box 40811
 
NAIROBI
 

(4) Mr. G. A. Owuor Member
 
MINISTRY OF WORKS AND HOUSING,
 
P. 0. Box 45958
 
NAIROBI
 

(5) Mr. A. A. Adongo Member
 
KENYA NATIONAL UNION OF TEACES5
 
P. 0. Box 30407
 
NAIROBI
 

(6) Mr. H. N. Omwanda Member
 
KENYA NATIONAL FEDERATION OF CO-OPS,
 
P. 0. Box 49768
 
NAIROBI
 

(7) Mr. A. F. Osman Member
 
MINISTRY OF LANDS, SETTLEME•
 
& PHYSICAL PLANNING
 
P. 0. Box 30089
 
NAIROBI
 



(Mr. Francis NyagariMii~
 
KENYA UNION OF SAVINGS'
 

& CREDIT CO-OPERATIVES
 
P. O. Box 28403
 
NAIROBI
 

:'Member.
(9) Mr. Simon Gitobu 

HOUSING FINANCE COMPANY OF KENM"
 

P. 0. Box 30088
 
NAIROBI (he represents'the interest)
 

Member
10. 	Mr. Kadzo Kogo 

NATIONAL CHRISTIAN COUh7CIL OF:.KENYA
 
P. 0. Box 45009
 
NAIROBI
 

Member
11. 	Mr. Karanja Wanyeki 

THIKA MUNICIPAL COUNCIL EMPLOYEES
 
HOUSING COOPERATIVE SOCIETY
 
P. 0. Box 240
 
THIKA
 

Member
(12)Mr. Muma Odongo 

KIDIRUBAN HOUSING COOPERATIVE SOCIETY -

P. 0. Box 580
 
KISUMU
 

Member
(13) Mr. D. R. Ongalo 

MINISTRY OF FINANCE
 
P. 0. Box 30007
 
bTAIROBI 

Meber
(14-(Late J. Boy of COTU): 


Member
 .(15)Mr. Justus Mulei 

COTU (K)
 
P. 0. Box 13000
 
NAIROBI 

6. NACHt'. Certificate of, eognition.
 



TABLE N-1 

BUDGET PROJECTIONNACHU: STAFF 

FY 86 FY 87 FY 88FY 85 

9,800 $10,800 $1,800 $13,000 
12,400
9,290 10,200 11,200 


8,300 9,100
6,800 7,50 

10,600 11,900
8,900 9,700 


-AIDAID 
-AID AID AID 


4,400 4,800"-
3,200 3,5002,600 2,900 

- 2,900 3,200 3,500 
5,400- 4,000 4,800 
5,200
3,900 4,300 4,700 


4,200 4,700
.3,500 3,900 

1,503 1,690
1,270 1,400 


16,000
13,200 14,520 14,520 

7,000
6,000 7,000 7,000 


40,000
40,000 60,000 50,000 


$139,320 $138,200
$105,300 $139,000 


20,000 "
 30,000 30,000 

"
32,000 30,000


? ? 7 
-
? 

143,000
85,000 143,000 171,400 

- 8,400 22,500 39,400
 

213,t ; 0 0 182,400147,000 211,400 


5% of sales price (FY 85, 300 units,
 
FY 86, 500 units, FY87, 600 units,
 

FY 88, 500 units).
 

0.75% on total mortgages in the
 

portfolio, assumption is NACHU will
 

manage 70% of mortgages (90% of
 

sales price).
 

Ford Foundation, possibly with Canadian
 

Development Foundation in1983 and
 
beyond.
 

General. Manager 
Financial Manager 

Cooperative Manager 

Project Manager 

Management Advisor 
Construction Advisor 

Coop Assistant 
Book-keeper 
Book-keeper 
Draftsmen 
Secretary 

Secretary 

Messeger 

Office Rent 

Miscelaneo's 

Consulting Services 


TOTAL EXPLnSES 


INCOME 

GOK and !4FKC 

AFL-CIO 

Donors 

Proj. Dev. Fees 

Portfolio M1gt Fee 


TOTAL INCOME 

Tote: Project Development Fee: 


Portfolio M'gt 'Fee: 


Donors:t 


FY 84 

9,000 
8,500 

6,200 


-
AID 
AID 


-

3,500 

-
1,150 


13,200 

5,000 


20,000 


$66,600 


26,000 

18,000 

24,000 


-
-

68,000 


