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FOPEWORD

This study of the urban and rural shelter sector in Kenya is
supplemented by an evaluation of AID's experiences in this
sector. It was conducted by a team of consultants headed by
Nils 0. Jorgensen and included Michael Lee and Mark Jansen,
independent consultants, and Shem Migot-Adholla of the University
of Nairobi. Research assistance was provided by Jeremy Hagger
of the University's Housing Research and Development Unit.
Background information was provided by Jobson Ngari of the AID

Regional Housing and Urban Development Office. Government of
Kenya officials were kept apprised of the progress of the study
and participated in certain aspects.

The purpose of the study was to assess shelter developments in
Kenya over the past ten years and to assess the current situation.
In addition the study was to evaluate the impact of AID's Housing
Guaranty Program during this period. Finally, the study was to
include general recommendations in the shelter sector and to
draw lessons from and to make recommendations concerning the
Housing Guaranty Program.

The study was conducted during the first six months of 1979.

Although AID and Government of Kenya officials participated in
the review of drafts of the study, The findings and recommendations
are the responsibility of the Study Team headed by M-r Jorgensen.
The study, therefore, does not represent an official position nor

is it specifically endorsed by either the Agency for International
Development or the Government of Kenya.

We hope, however, that the Government of Kenya and others interested

in the development of the shelter sector in Kenya and in other
developing countries will find the information, lessons learned
and recommendations contained in the report of use in planning
future programs. It is certain that AID will benefit in this
regard.

Donald A. Gardner
Assistant Director

for East and Southern Africa
Office of Housing
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SUNNRY REPORT

1 • Introduction

The Kenya Housing Study was commissioned in January of 1979

and the terms of reference called for four reports:

I Summary Report

II The Urban Shelter Sector including AID's Zxperience

III Housing Finance in Kenya

IV Rural Shelter in Kenya

The purpose of the Study was to revaluate the impact of the
ousing Guaranty Program in Kenya over the past ten years*

to assess the present shelter situation and to make recom-
mendations concerning future developments in the sector."

The basic approach in each of the three reports has been to
azialyse developments since Kenya's independence in 1963 which
fjr obvious reasons marked a major turning point for the
shelter secto~r as for most other sectors. Emphasis in the
analysis has been on the institutional framework, both public
and private, which is responsible for housing policy formu-
lation and for implementation of that policy. In particular,
awiy shift in policy which can be ascribed to the Housing
Guaranty Program or to other major developments, planned and
unplanned, has been given special attention. Lessons learned
from these experiences have been given prominence in the recom-
mendations contained in each of the reports and in this summary.

Each of the three main reports, in fact, starts with its own
"Sumary of Conclusions and Recommendations" and should be
referred to for elaboration of this Summary Report. References
will also be necessary to the main text when more detailed
information is needed.

Even though the terms of reference joins the "Urban Shelter
Sector" with "AID's Experience", it will be noted that separately
they are of about the same length as either of the other two
reports.

This reflects the depth to which AID projects have been analysed
and complies with the terms of reference.

2. Overview of Housing Policies

2.1. Past and Present

Towards the end of the last decade the national housing policy
was still somewhat embryonic. It was being shaped, inter alia,
by the report of a UN Mission commissioned just after Indepen-
dence and by a Government Sessional Paper (No. 5) and, subse-
quently, by resulting parliamentary and public debate.
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The 1964 UN Mission report by Bloomberg and Abrams was quite
clear in Suggesting a policy for dealing with the scale of
the problem. They stated that "the resources that can be
devoted to housing in Kenya will not in the foreseeable
futurt; permit housing of perminent construction in urban
areas .ither of sufficient quantity or without subsidy,
within the means of a vast number of families .... Without
the means to do otherwise, the only alternative is to attempt
to control temporary housing and to make it conform as far
as possible to a plan by which it will eventually be replaced
when families can afford it."

Kenya, at its independence, had inherited a housing stock
which on the whole was of fairly good standard but totally
inadequate in view of the shifts in urban population just
proceeding and immediatdy after independence, namely a limited
r-odus of higher income expatriates from major urban areas
atd a large influx of lower income families from provincial
towns and rural areas. The Sessional Paper No. 5 of 1966/67
noted that the urban housing situation had reached a "critical
stage" and proposed urgent measures to deal with it. The
paper reiterated the need for the development of self-help
technique and went on to point out that "the mobilization of
private capital for low-cost housing will be a significant
part of the housing programme in urban areas..." One reco-
mmendation was that the old Central Housing Board should be
reformed to accommodate functions wider than merely providing
loans for housing to local authorities. This recommendation
was takeu up in Parliamentary debates, with suggestions that
the new corporation should be more responsive to the needs of
t.he poorer sections of the community.

Still, the formally-stated policy was that:

the prime objective of Government policy in
housing is to move towards a situation where
every family in Kenya will live in a decent
home, whether privately built or state-sponsored,
which provides at least the basic standards of
health, privacy and security."

It was also admitted that "it will take at least several
decades to approach such a goal."

So, although the recommendations at the time were surprisingly
acute and perceptive the policy remained vague and unrealistic.
Standards from colonial times were maintained for infrastructure
as well as superstructure and, indeed, with respect to those
who were entitled to staff housing although they were no
longer expatriates. The cost of these housing units in some
cases exceeded the affordability of the occupants. These units
therefore had to be subsidized but the same was true of units
for those who could well afford them. The result was a growing
deficit of shelter, particularly for those at the lower end of
the income scale. In turn, the illegal and uncontrolled settle-
ments grew in size and density, thus becoming more difficult,
politically, to remove and,technically, to improve.
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In the Kenya context it is clear that both private and public
sectors play a part in shaping housing developments. The
study team considers this a strength of the present system.
Sowever, the balance struck between the two sectors has left
the private sector mainly with the provision of very high
and very low income housing and the team finds this not only
undesirable but also inefficient from the point of view of
mobilization and allocation of resources.

With limited resources at its disposal, the public sector has
been able to complete just under 3000 units per year, as an
average, compared with an increase of approximately 22,000
households each year in urban areas. The private sector has
completed little more than 1000 high cost units in the same
areas leaving the rest of the households to live in unauthor-
ized structures or to increase the occupancy rates in the
existing "decent" houses. Thus, the prevailing housing policy
of striving for perfection touched only a small part of the
population.

But warnings similar to those of Bloomberg and Abrams back
in 1964 continued from many sides and although the policy
objectives have not changed a number of changes in policy
emphasis have been manifested over the last decade. The
examples used in the main report are typically in that they
are large projects mainly financed by foreign donor agencies.
The shifts were towards site-and-service schemes, core housing
and tenant-purchase units, all of which contained the feature
of ownership as opposed to the traditional rental units. The
change was characterized by a closer conformity of projects
to policy, namely of actually providing the type of shelter
which could be afforded by families lower down the income scale
without large direct subsidies. More specicically, the first
of the changes identified in the study is a concentration on
shelter provisions for urban households between the 20th and
50th percentiles of the income distribution. Combined with
ownership or tenant-purchase contracts these projects (Kimathi,
BuruBuru, Umoja and Dandora) were extremely popular and have
shown themselves to have market values at double or three times
their cost prices, without direct subsidies of any significance.

A second policy change was a decisive effort to implement larger
projects of the same nature outside Nairobi namely in some of
the provincial towns such as Thika, Kisumu, Nakuru and Mombasa.
The National Housing Corporation had for long been active in
smaller towns, but it rarely sponsored schemes of the site-and-
service and core house type.

There is no question in the team's mind that the magnitude of
funds provided from outside sources such as AID and the World
Bank have been very directly instrumental in supporting those
elements in national and local government who were pressing
on with demands for a more realistic approach to the Kenya
housing problems. There were, and still are, other interest-
groups who would like to see only projectq of three and four
bedroomed houses being provided by the public sector, but their
motives and the sheer magnitude cf funds required to make even
a modest impact have reduced the influence of these groups.



In fact, the latest projects new being planned provide

components of serviced sites only together with upgrading

of squatter areas. This latter approach has finally

recognized the right of existence of those living in

unauthorized settlements. It is also a recognition of

the fact that to remove them and demolish their illegal

structures would add to - not reduce - the housing problem.

With the provision of infrastructure and a reasonable lowering

of densities plus provision of loans for shelter improvements

these so-called squatters can improve their neighborhoods

signiicantly at modest expense to the public sector and at

the same time avoid a dis:uption of their social and economic

relationships. Together with a proposed review of standards

and building by-laws the squatter up-grading projects are

possibly the most significant changes in policy emphasis since

independence.

Site-and-service schemes have not been equally successful in all

parts of the country, but investigations coucluded that it is

not the concept but the implementation which is at fault. One

encouraging fact in this respect, is the Government's deter-

mination to support housing cooperatives by a large budget

allocation and to make loan funds available from the National

Social Security Fund (see under finance) so that self-help

grcups with a common bond can pool resources and take advantage

of these projects.

A final change, although not yet implemented, should be

mentioned here because of its potential significance; namely,

a review of the institutional capacity by means of a reorgani-

sation of some of the main agencies in Kenya responsible 
for

shelter delivery. These include in particular the National

Housing Corporation and the major local authorities. Coordin-

ation of their activities with the plans and programmes 
formu-

lated by the Ministry of Housing and Social Services should

enhance the impact of projects financed by local as well as

external funds.

Despite these advances considerable shortfalls continue 
to

be experienced from one plan period to the other. Implementa-

tion has fallen short of targets, themselves well below actual

needs. Available funds have not always been spent, other

funds not mobilized, although the effective demand has been

present at all times. The main reasons for this will be

summarized in 3.5. of this report.

2.2. Recommendations

Since the private sector, formal and informal, has demonstrated

its ability to mobilize resources and produce houses at 
both

extremes of the cost scale and since the pablic sector 
clearly

has had difficulties filling the gap in between, it 
is

recommended that a number of action-oriented studies be

undertaken which would lead to a more efficient and equitable

use of available capacities, talents and other resources,

particularly the strengthening of the public sector's planning

and administrative functions. Some of these studies are listed

in the 1979-83 Development Plan, but other studies should
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concern themselves specifically with: impact of zoning

controls, improved data collection of house construction,

uniformity of cost recovery'principles, the cost and benefits

of subsidies, eligibility criteria for public housing,

policies on subletting, delivery systems for the poorest

sections of the community and for middle income employees,

locational policies, infrastructural standards and the share

of public finances devoted to housing for government employees

as opposed to the public at large. Insofar as the present

study had only a limited brief, no concrete recommendations

have been made as to a desirable outcome of these studies,

although some pointers have been provided.

A particular recommendation is for an analysis which should

lead to a better definiticn of "target groups". Target

grours have been stratified bv income but location and type

or place of employment should also be considered. Such an

exercise does not require statistical precision, but will

aid in the understanding of which groups require the most

urgent assistance. The same exercise should then proceed

to identify th roles of the various shelter agencies in

catering for these grouj;. In this way gaps and overlaps

in present policy implementation will be demonstrated and

remedial action easier to institute. The undisputed major

economic advantages of being allocated a publicly provided

house has led the team to question the traditional criteria

of income as a meaningful way of defining target grops, or

whether public housing should always be provided at cost.

Indeed, more will be said on this subject under 4.3. of this

report.

The first report also makes recommendations concerning the

role played by international aid organisations. The suggested

guidelines over the next five years may be summarised as

follows:

- Beyond the projects presently being planned there will

be little capa~tlity in the public sector to undertake

new completed units. Emphasis should therefore be

placed upon servicing land for private sector construction

or for speedLer implementation of current public sector

programs.

- If, however, ..eeds and capabilities are ascertained for

direct assistance, priority should be given to Kisumu

and Eldoret, - possibly in the form of site-and-service
plots in the former and settlement up-grading in the
latter.

- All forms of assistance should encourage growth of self-

reliance. This would encompass, among other things,

support for the development of housing cooperatves,

insistance on replicable projects, positive approaches

to the generation of surplusses, and institutional

support to smaller local authorities.

- Technical assistance should be offered to central govern-

ment for the preparation of much more detailed policy

statements on a number of issues ranging from rent control

to the sale of existing public housing units.
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However, even a coherent statement of policies doss not assure
their implementation. Some policies will be ach..eved through
regulatory instruments, others by force of argument and
conviction. It is therefore recommended that the principal
foreign aid agencies agree with the Kenya Government on the
framework within which all the major shelter projects be
initiated. This recommendation, if followed, can achieve
two major advances: (1) it can arsure that all entities
involved know about and support every step of the project
with what -his implies in terms of land availability, overall
plans, budgets and administxative capacities; (2) it can bring
about a more consistent adherence to policy objectives by
using the leverage of large investments and by being seen
to adhere to declared policy, it can influence attitudes
nationwide.

More specific recommendations on future AID projects appear
under 3.6. of this report.

3. The Urban Shelter Sector including AID's Experience

3.1. Urbanization Trends

In 1969 - the date of the most recent national population
census - there were some , million people living in Kenya's
urban areas (according to the local definition of an urban
place being a settlement accommodating over 2000 people).
This was 9.9% of the total population of the country. Using
a cut-off point of 20,000 people as constituting an urban
area, Kenya was 7.6% urbanized in 1969.

There had been a reported urban growth rate of 7.1% per annum
from 1962. With a national growth rate of population of 3.5%
annually - one of the highest in the world - 17.8 per cent
of the total national growth between 1962 and 1969 had taken
place in urban areas.

There were 48 urban places in Kenya in 1969 of which 11 had
population exceeding 10,000, between them accommodating
926,000 people. Of the total urban population, 80% was
located in Nairobi and Mombasa (47% and 23% respectively).
Rather more than half of the urban growth is attributable
to migration from rural areas. Migration is, like in most
developing countries, predominantly of the young and educated
males, often having friends or relatives already in the city,
and expecting a better paying job there. This last factor is
supported by the fact that urban wages averaged 270% of rural
wages in 1969, falling to 239% in 1974. The number of job
opportunities also have been increasing in the urban areas,
combined with a growing pressure on agricultural land. An
official paper on regional development strategics (1972)
found that in 1970 one quarter of Kenya's population was
living in rural areas at a density approaching or exceeding
the carrying capacity of the land. Reference is made to this
fact also in the report on Rural Shelter.

Kenya has experienced a reasonably good rate of economic
growth since independence. GDP has been growing at a real
rate of 5.3% annually with a substantial and increasing
concentration of growth in the urban areas. The towns,



comprising little more than 10% of the country's population
are doubling their population every 10 years. The population
growth rate is, however, more rapid than that of formal sector
jobs. The result has been an increase in urban poverty, which
has manifested itself in many ways, one of them being the
mushrooming shanty settlements, another being the growth of
the so-called informal sector activities.

STATUS AND POPULATION GROWTH OF MUNICIPALYTIES

Designated Population, '000
Growth
Centre 1969 1978 +% p.a.

Nairobi 509 959 7.3

Mombasa 247 401 5.6

Kisumu * 57 115 8.0

Nakuru * 47 78 5.7

Eldoret * 18 47 11.1

Thika * 23 47 8.0

Kitale (*) 12 24 8.35

Kakamega * 6 i 12.65

Nyeri * 10 23 9.6

Embu * 4 14 15.0

Meru (* 5 12 11.55

all
municipalities 938 1,736 7.1

Note: Kitale and Meru were designated growth centres in the

Development Plan 1974/78.

1969 populations from.the Census Report.

1978 populations from "Urban Population Projections
during 1969-2000", Ministry of Finance and Planning,
October, 1974: 'low' projections for Nairobi and
Mombasa; 'high' prcJections for all other municipalities.

3.2. Present Housing Situation

With municipal development expenditures having averaged only
Shs 166 ($22) per capita annually over the past few years, local
resources have been grossly insufficient to be able to
accommodate all of the demands made upon them. Having been able
to provide only a fraction of the yearly increase of about
22,000 households with homes, the private sector has been
equally far behind in the provision of technical and social
services which are an integral part of human settlements. The
private sector, on the other hand, has been extremely active
in construction of shelter often in unauthorized places, often
for rental, and often well below the standards required by the
local authorities.
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Environmental conditions in these "squatter settlements"
are a disturbing feature. The dwellings, whether shanties
or over-crowded "decent" dwellings do offer a roof over the
heads of the poor at a price they can afford, and, when sub--
let offer often the only source of income to their owners.
They are frequently found in locations more central than
those offered by public housing schemes, thus being closer
to formal sector jobs and to potential sources of informal
income.

Because of an unclear distinction between what is legal and
what is illegal and because of the difficulties involved in
counting permanent residents in these housing units, there
has been no comprehensive estimates of either the size or
the growth rate of these squatter areas in Kenya. The most
recent estimate is that 38 per cent of Nairobi's housing
stock can be classified as unauthorized. Similarly, it is
estimated that 40 to 45 per cent of Kisumu's population live
in unapproved housing. In Mombasa, the same percentage is
estimated to be near 50%.

Local authorities have at their command a gamut of controls
over private house buildings: building standards, zoning
controls, rent controls, various forms of taxation and, of
course, the ultimate threat of demolition. The report notes
how each of these controls have on the whole not been effective
and, where applied, have often been counter-productive in
stimulating the supply of "decent" housing. However, the
controls are applied only to a relatively sy, ll proportion
of new units constructed.

The policies, as spelled out in the Third Development Plan,
had recommended that "rural housing be left primarily to
private and self-help efforts which, to date, have been
adequate to maintain the number of units required if not to
improve on their size or to increase their amenities." Thus
government efforts have largely been concentrated in the urban
areas. The main target group has been the urban poor, since
"it is the Government's policy to direct a large proportion
of funds available to the provision of housing for the low
income groups".

This policy was to have been implemented by way of a directive
that all new public housing units (with the exception of that
provided by Housing Finance Company of Kenya and for specific
groups of government employees) should cost under Shs 24,000.
(It was subsequently noticed by the General Manager of the
National Housing Corporation that these targets were "never
possible of achievement"). On the question of tenure the Ministry
of Housing and Social Services issued a Directive in 1973 that
"90% of all available Government funds should go to site and
services or some form of aided low-cost housing and only 10%
be used for rental schemes".

The emphasis on site and service development has been supported
by all public statements, but has been slow in implementation.
The main reasons for this have been the lack of administrative
capacity, of land, and of coordination between the NHC and the
local councils.
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The report on Urban Shelter has listed the major problems

involved in implementing the housing policy as: Cost recovery
and the degree of subsidization; allocation of houses to

beneficiaries; building standards required and land availability.
Rent control is briefly mentioned as being a policy instrument

which has totally failed whereas taxation and rating is increas-
ingly used to recover cost of infrastructure and administrative
cost of housing projects. The substantive report also lists all
of the major institutions involved in the provision of housing
and comments on their performance.

Apart from the AID projects there are major shelter projects
under way financed by the World Bank, the Commonwealth
Development Corporation and the European Development Fund.
All of these projects receive detailed analys' in the report
and the conclusion is that not only have they, collectively,

been instrumental in bringing about the shift In policy emphasis
but also introduced new approaches in the areas of design (ex-
pandable units) lay-outs (incorporating community and employment
facilities), construction (pre-fabricated core units) and in

allocation and cost recovery principles.

Given the limited volume of public resources the realisation
has grown of the impossibility of achieving, within a foresee-
able future, the stated aim of housing the urban population in
"decent" dwellings as these are officially defined. The
Government's plans are therefore tempered to aim over the
medium and short term at assisting those groups least able to
provide their own accommodation, and by an acceptance that -
given a choice - it is preferable to go for quantity rather
than quality of housing units. Nevertheless, the performance

has not been meeting even the modified objectives with regard
either to number of units constructed or to unit costs. Plans
are still put forward which are known to be incapable of
realisation. These difficulties are far from exclusively a
result of being a poor and rapidly urbanizing country. Many
constraints could be obviated with sufficient committment and

foresighted planning. These constraints are dealt with through-
out the substantive reports ranging from those mentioned above
to those of skills, finance and availability of building

materials. Recommendations are offered in each of the reports,
but one main conclusion in this respect is that the public
sector is simply overburdened by the many ongoing programmes
of construction and management so that if more new projects
were given to private sector entities to execute and administer,

more time and capacity would be available in the public sector
to plan, coordinate and finance.

3.3. AID Projects

For the sake of this report four AID projects have been

enumerated, although only three came to fruition financed through

the AID Housing Guaranty Program. The fourth is included because

it was significant at the time of negotiations. The project was

subsequently built and financed by a major industrial employer.

The first of the HG projects was Kimathi Estate Nairobi (001)

negotiated in 1966, then came the abandoned Kenya Canners

project in Thika (002) negotiated in 1972. After that, in 1973,
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two,. )octs were simultaneously negotiated, namely Umoja
Estate, Nairobi (003) and a project with the National Housing
Corporation involving 12 provincial towns (004).

In the substantive report all of the projects are described
in detail according to the following format: Objectives,
Reasons for the Project, Description of the Project, Cost
and Financing Terms, Target Population and Selection Methods,
Institutional Arrangements, Problems Encountered, Present
State of the Project and Achievement of Objectives. In this
summary report we shall briefly describe each of the four
projects but otherwise concentrate on the lessons learned and
the recommendations for future AID HG projects.

3.3.1. Kimathi Estate (001) is a medium income housing project
consisting of 87 four-roomed and 256 five-roomed units
four miles east of the centre of Nairobi in a relative densely
populated rental housing area. The project, which was
tenant-purchase, was very popular from the start. The
total cost for each of the two types were Shs 41,500 and
46,000 respectively and there were no specific income criteria
other than that of being able to pay the deposit of a little
over Shs 2,000/-and monthly payment of Shs 348/-and Shs 385/-
(depending on house size ). This effectively iuled out the
lower income groups at the time, but this was racognized by
both AID and the Nairobi City Ccuncil, the imp.ementor. The
primary purpose was to introduce tenant purchdse schemes to
Nairobi. The funds were provided at a compos,.te rate of 8.5%
over 20 years although purchasers could opt for a shortrr time
to repay (at considerably higher monthly amounts). Many
opted for 10 and 15 years mortgages.

Applications were collected by NCC but processed by the Housing
Finance Company of Kenya which retained Shs 150 out of an
application fee of Shs 200. The brochure of the scheme clearly
stated that it was intended for owner-occupation, but here,
as in practically all similar schemes, sub-letting is high.
It is currently being reported at about 50%.

To the extent that this housing development was constructed
within the budget, occupied expeditiously and with exceedingly
low default ratios(arrears are less than 5% of total loan
balance) economic development and social progress have
definitely been achieved. To NCC the first experience with
an AID HG project, Kimathi Estate, provided a useful addition
to the housing stock and to the tax base, as well as to a set
of procedures and legal devices that were used in similar
projects afterwards.

The original allottees of Kimathi Estate have good reasons to
be satisfied with their investment, for the houses now change
hands at KShs 160,000 and Shs 190,000 respectively. Where
houses are sub-let the minimum rent for the larger type house
is Shs 1,000 per month. With the large number of applications
submitted it was clear to the study team that lack of enforce-
ment of the owner-occupatlion clause was already expected by
applicants before the houses were built and is an indication,
even at that time, of the growing shortage of housing in Nairobi.



15

3.3.2. Kenya Canners project (002) was in concept very different

from Kimathi. It was intended to be for very low income

workers at the Kenya Canners Factory (pineapple processing

by Del Monte of the US) in Thika, about 35 km. from Nairobi.

At the time these 2,000 housing units were proposed they

ranked as the "lowest cost houses the USAID Housing Guaranty

Program has achieved anywhere." There was additional interest

in this project because it was intended to get away from the
"company town" concept and permit workers to own their homes.

It was also to serve a "rural" constituency and the "borrower"

was to be a "democratically elected" Savings and Credit Society

formed by the workers. The loan documents also envisaged

the project fostering small business development and, of course,

being an absolutely vital component in the successful operation

of the industry which had recently moved its operation from the

Philippines to Thika. The proposed "borrower" was ultimately

changed to"Homeowners Corporation"to be formed by Kenya Cannere.

However in July 1973, Del Monte Corporation informed AID

that they were terminating negotiations relative to the project.

The explanation given was that "we are unable to proceed to

form the Homeowners Corporation since the Kenya Government

recommends against individual home-ownership at lower income

Lvels, desiring that Kenya Canners have control over housing.

Further, we are informed that the Kenya Government does not

wish to give a guarantee to AID against losses resulting from

its guaranty of the loan."

In the team's view this may not fairly represent the reason

for terminating ncgotiations. We believe that Kenya Canners

simply found it more practical and convenient to own and

control all its staff houses completely and in the end

decided to finance them out of company funds, which is what

happened.

3.3.3. umoja Estate (003) was being negotiated at the same time the

Kenya Canners project collapsed. In many ways it is both in

concept and cost to be found between the rather impressive

Kimathi Estate and the extremely low-cost Kenya Canners

project. The Umoja Development was built on a single site

6 miles east of Nairobi. It is financed by a $10 million HG

and consists of nearly 3,000 "expandable" units of which 75%

are of only one room plus kitchen and bath room, whereas 20%

have two habitable rooms from the start and 5% have three

rooms. The latter is the maximum number of rooms permitted

by the Nairobi City Council at Umoja. Originally it was hoped

to keep near the magic figure of Shs 24,000 but in the end

this was not possible and the smallest unit worked out at

Shs 30,600. Nevertheless, it is one of the lowest cost

schemes built around Nairobi recently which provides for a

wet core and a habitable room and is expandable. Financing

terms called for a deposit of Shs 1,520/, Shs 1,777/ and

Shs 3,903/ respectively and monthly installments over 20

years (incl. of rates, insurance and ground rent) of Shs 295/,

Shs 338/, and Shs 350/.

The project was immensely popular from the start and there

were about five times as many applicants as available houses.

This scenario is very familiar in Nairobi and is explained

by the fact that the market value of structures provided 
at
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cost and with favourable financing terms is about twice
the cost, thus giving any successful applicant a windfall
profit of 100% should he/she decide to sell (which is not
permitted, but not enforced). Market rents also exceed
monthly payments by about 50%. The scheme encountered some
problems during implementation both in regard to tendering
and selection of allottees, but the project is now completed
and occupied. The lay-out of the development leaves some-
thing to be desired and the provision of community facilities,
which is the responsibility of the NCC, lagged behind the rest
of the development. A second phase of Umoja is now in the
planning stage and will seek to remedy some of the shortcomings
of the first phase.

More than 65% of the houses in Umoja are already sub-let
totally and rents and sales prices are appearing in the
daily papers. There has been little attempt by the NCC
to rectify these irregularities and follow-up administration
has been poor. Tere are already large delinquencies of
payments due on loains.

However, almost all smaller units are being expanded and
there Is a general sense of continuing gradual improvement
in the project. A market, primary school and health clinic
are open and other community facililies appearing. Maintenance
of public areas and security are the two most common complaints,
otherwise people living there seem satisfied that they now
live better than before (though at a higher price in many
cases). For the most part, the occupants - whether original
allottees or sub-tenants - are still in the income groups for
whom the scheme was intended, namely those between the 30th
and 50th percentile.

3.3.4. The National Housing Corporation project (004)is a $Smillion HG loan
to provide financing for 12 provincial towns in Kenya

at the request of the Ministry of Housing and Social Services.
The argument was that other urban areas were being left
behind Nairobi in new housing developments and that the NHC
had the experience and capacity to institute this type of
project in collaboration with the local councils.

The 12 towns were: Nakuru, Thika, Eldoret, Nyeri, Meru, Kt;1qle
Embu, Kericho, Nanyuki, Mombasa, Kisumu and Malindi.

The basic design is an expandable house, as in Umoja, though
three variations of house types were necessary, namely, a
highland type, a lakes and coastal type and a special type for
Mombasa which insisted on a larger type than originally
envisaged. Approximately 1,000 one and two-roomed units
are being financed at an average price of Shs 32,380 and Shs 46,120
respectively. However, these average cost figures cover a wide
range of deviations, which are explained partly by location
and partly by delays in execution. In fact, it has been
characteristic of this project that cost control was weak
and delays were the rule rather than the exception.

Some schemes (Embu and Malindi) proved difficult to sell
and the Malindi scheme has reverted to being a rental scheme.
Other schemes have been more popular, but always the two
roomed units more so than the one-roomed ones.
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The main difficulty of implementing this prolect seems to
have been the poor coordination between NHC and the
local councils, - the latter complaining of interference
in matters they thought were their prerogative, such as
site selection, selection of allottees and administration.
The NHC for their part, complain of procrastination not
only on the part of the councils but in the Department of
Lands with respect to allocation of 'lots. On the whole
it proved difficult for NHC to dir ctly administer so many
schemes around the country at the same time. Normally,
the NHC leaves the implementation of housing schemes to
those councils who have the capacity to do so, which would
have been the case in practically every one of the 12
towns concerned, but in this case NHC played a much more
direct role with no apparent advantage on balance. The
project is still not complete, but no major obstacles remain
at this time.

In spite of the many difficulties encountered the project
still represents an addition to the housing stock' in these
provincial towns and a new venture into expandable housing
for low-income groups for the NHC. Compared with Umoja
it is clear that one of the main differences, apart from
the locational split, has been the lack of strong, highly
motivated and talented leadership which creates the capacity
to deal effectively with uncertainties and crises. The
substantive report identifies another 18 areas where
improvements in handling this type of project should be
introduced.

3.4. Lessons and Recommendations

It has often been stated that availability of funds was
the main constraint to the solution of Kenya's shelter
problems. One major lesson learned from the AID experience
is that this is not necessarily so. In fact, lack of viable
projects is equally important. Projects can lack viability
for a number of reasons, some of which have become evident
in the description of the four AID HG projects.

Administrative capacity is certainly one of the reasons
why existing schemes which looked promising from the start
have fallen into disrepair and default over time. To add
new scheme. to an over-burdened administration without providing
technical assistance, does not strengthen the institutional
framework which is normally one of the objectives of a project.
The lesson learned in this respect is that in the long run,
public sector agencies should be able to concentrate on the
areas they are solely responsible for, namely policy formulation,
overall planning, provision and maintenance of public services
and, to some extent, financing. Private sector enterprises
should be encouraged and assisted in the designing, construction,
administration and financing of housing in Kenya. In Kenya's
mixed economy this is not only a question of adhering to
policy but it is also likely to be much more efficient.

A few lessons have been learned as to the type of housing units
needed most. It appears that in urban areas the larger units
have been greatly favoured over the smaller ones. The larger
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units are relatively cheaper to build and part of their
attractiveness is clearly their demonstrated capacity
to create income for their owners. Additional reasons
for this situation are the severe shortage of housing for
the middle groups and that urban households are less
willing than their rural counterparts to engage in
self-help building for lack of skill, time and easy access
to building materials. Significant also is the fact that
these low income families have access to funds to pay
deposits for a larger house. Two general observations
should be made at this point:

1. The main reason people are poor is that they have
very little money - now. If income opportunities
are created together with the provision of housing
(through employment and sub-letting) then it becomes
clear that future income rather than present income
should be used to calculate affordability.

2. A given housing situation is not a static phenomenon,
neither Is a housing project. It should therefore
be recognized that as new housing is built assets are
created which can genere-tq the additional resources
for expansion of the supply of new housing.

These observations imply that future projects could consist
of several components to be implemented in phases and sold
off as they are completed, possibly combined with incentives
of early repayment of loans. Similarly, the selection of
target groups for occupation can be differentiated depending
on the component to be allocated, sold by auction or partly
financed by Joint efforts (cooperatives, employers, civil
servants, commercial ventures.)

The provision of community facilities or their proximity
is always taken for granted in conception of projects, but the
lesson learned here is that in more than one scheme in
Nairobi, and practically all schemes in other towns, such
facilities were not available when the scheme was ready for
occupation. The same can be said for provision or easy
access to employment opportunities and transport to and
from the main business district. These components are so
obviously important that we shall turn to other less obvious
but equally important aspects of shelter:

- Proximity of administrative and maintenance facilities
is a lesson learned from Umoja.

- The importance of landscaping and trees in dense low-cost
echemes (Dandora and Umoja).

- Choice of sites and lay-outs are as important as design
and choice of materials (Umoja and NHC projects).

- Plot sizes and total size of project is decisive for the
well-functioning of a scheme (Dandora is a lesson in this
respect. Umoja has taught planners lessons on traffic
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flows which are costly in space, funds and lives).

Some of the schemes in provincial towns are simply too
small to take advantage of economies of scale or to be
an enhancement of the community. A greater number of
units, albeit of a kind which is in demand,would improve
these projects.

The selection of beneficiaries for the schemes built by NCC
and NHC has been one of the most criticized aspects of the
AID projects. The criticism has been less in the cases
of Dandora (World Bank site-and-service scheme) and almost
absent in the case of Buru Buru (CDC middle income mortgage
scheme) and the Akiba Scheme (higher middle income mortgage
scheme). Given the target group, i.e. thoi- with family
income of less than the median, the selecticn is, in any
case, going to be difficult to make absolutely fair. It is
suggested earlier in this report that other criteria than
income should be used more decisively, namely such consid-
erations as present housing conditions, place of employment,
membership of common bond group and sheer need. More
specifically it is further recommended that all applicants
must know what and where the scheme is (possibly have access
to demonstration units), that they should not be aware of
the selection in detail, but be warned of the consequences of
giving false or misleading information. Furthermore, after
a preliminary sorting, all those eligible at this stage must
be interviewed by a local service agency (NCCK, Social Service
League, Service Clubs, Salvation Army, etc).

The selection should then proceed according to a point score
system and each applicant should, in the process of inter-
viewing, be queried about his/her choice of accommodation and
the question of affordability. On this latter point, it is
reiterated that future income as opposed to present income
be taken into account both with respect to house allocation
and when calculating a cost recovery schedule.

The use of low-start mortgages and incentives for early
repayment has been elaborated in the Finance report.

In line with what has been said so far, there would seem
to be a case for considering inviting three or four competent
institutions in the private sector to submit proposals for
future schemes the objectives of which are to be clearly
stated and sanctioned by the MHSS and the local authority.
Such a submission would include designs, lay-outs, infrastructure,
and administration plus, of course, a costing of all items.
The chosen institution would then proceed to detail the project
for tendering and be responsible for construction of all
components. Financing would be released in stages as before,
and loans would be guaranteed by the Kenya Government.
Competitive bidding for several projects is advantageous, as
learned from Umoja. There are several private firms in Kenya
which could handle projects as large as Umoja and not only
in Nairobi.
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A positive lesson was revealed by the setting of a deadline
for draw-down of the allocated amount of the loAn in the

case of the NHC project. Similarly,another positive lesson
can be drawn from the NCC project where deposits paid by the

allottees for the AID sponsored units were utilized to build

another 100 units.. .These two lessons combine to point to

a procedure which should be followed in the future, not just for

AID projects, but as a general policy, namely:

- to implement new projects in stages. The stages and/or
components of a project need only be large enough to
assure reasonable economies of scale in the construction
phases.

- to offer components of the project for sale throughout the

stages. runds thus generated allow for expansion of the

project and/or reduce the amount of investment otherwise
needed.

- to offer for sale first the least developed part of the

project, possibly just part of the serviced land to the

highest bidder, but with development clauses withrespect
to type and time.

- to encourage strongly the early repayment of any loan given

to certain components of a project in order to increase

cash flows and/or expand the project. This approach is

now being adopted for the Second Urban Project presently

being implemented with World Bank support. However, a new

AID project could go much further particularly with regard

to the sale of housing units to groups such as housing

cooperatives which have funds, or can raise them privately,

to make much larger deposits or to buy the houses outright.

More will be said about approximating selling prices with

market prices and cost recovery in 4.5. of this summary.

Finally, though only urban projects have been attempted so

far, rural projects should not be neglected in the future.

We shall return to this topic under 5.3. in this report. The

need is great there even if the effective demand for completed

units is not.

4. Housing Finance in Kenya

4.1. Overview

The report on Housing Finance in Kenya starts with an overview

of the financial infrastructure and its development since the

time of independence. Against this background the institutions,

private and public, dealing with housing finance are analyzed and

related to the present housing situation. The conclusion is

that the present institutional framework may be adequate, but

its policies and approaches are not. Kenya's strategy for

economic development over the last decade has been to achieve

three objectives (1) fast overall economic growth (2) an

accelerated Kenyanization of the economy and (3) ensuring that
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the benefits of development are distributed equitably.
Whereas the record on the first two objectives is quite

admirable the last objective is still far from achieved.
In fact, it is fair to say that the fast economic development
has tended to create even more inequity than beforeeven if

the per capita income has risen dramatically. The inequities
manifest themselves particularly in the areas of employment,
housing and access to social services.

One of the main hypotheses of the Housing Finance report is
that housing is not only a basic human need which must have
a high priority in any country, but it is also an income
creating asset and a powerful force in capital formation,
both factors in turn being vital forces in income creation
and distribution. The hypothesis is verified by many recent

examples of housing projects in Kenya (and elsewhere) which
turn into small goldmines for a few individuals"lucky"enough
to be allocated a public housing unit at cost price.

4.2. Savings Mobilization

Compared with other developing countries Kenya has a high

rate of savings both in the public and private sectors. In
1977 aggregate savings reached 25% of GDP with household
savings on the average 10% of personal disposable income.
It is therefore difficult to raise domestic savings even

higher, particularly in the light of an inflation which results
in negative interest on normal deposit accounts. The public

sector has an important role to play in identifying new areas
of high property tax propensity and of supporting new insti-
tutions or financial instruments to enter the market to tap
household savings at much higher rates of interest particularly

considering the high returns on housing investments.

The level of Kenya's financial infrastructure is high and
consists of three main services systems: The Banking System,
the Non-bank Financial Institutions and the Public Sector
Financial Intermediaries. Although many foreign banks are
now represented in Kenya the British banking traditions
prevail which is also true in the field of housing finance.
This accounts for a very conservative and inflexible set of

institutions in the private sector. Institutions and
techniques which have served the housing field well in other
countries at Kenya's level of development have not been intro-
duced here. It is now up to the public sector, possibly
supported by outside technical assistance, to introduce
such new ventures and methods.

Two encouraging signs with respect to mobilization of new
domestic savings in more recent years have been highlighted
in the main report. One is the dramatic growth of savings
and credit societies, the other, the even more impressive
contributions made by all levels of society towards "Harambee"

projects (i.e. voluntary organized self-help projects).
Together the two movements demonstrate the ability and
interest among private households to save for specific purposes

which will benefit them within a time-frame of two to three

years. In both cases the common bond is a major advantage
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and particularly in the case of savings and credit societies,

where lending is part of their function, the common 
bond enables mem-

bers to obtain unsecured loans, albeit on fairly short term.

Both of these movements are in need of technical and adminis-

trative assistance as they grow and deal with large 
amounts

of funds and larger and larger projects.

4.3. Institutional Mechanisms.

The specialised report looks at institutional mechanisms

first from the point of view of the public sector, 
which

in this ca3e is defined as those institutions which 
are

purely government-owned. flence, institutions with mixed

participation such as the Oousing Finance Company 
of Kenya

is listed as a private sector instituion.

Housing finance in Kenya is characterized by an almost equal

share being provided by the public and the private sector:

the public sector very distinctly concentrating 
on the lower

(as opposed to lowest) income housing,and the 
private sector

catering to the rest. And again the distinction is clear in

the private sector, namely, that the formal institutions

concentrate solely on the higher income housing 
and leave the

rest to the informal (or non-institutional) mechanisms of

finance. Another distinction is that on the whole 
it is

true to say that public sector housing finance 
is more attractive

to the beneficiaries due to certain elements 
of subsidy.

It is not policy in Kenya to provide general 
subsidies for

housing but it is still widely done. Whereas subsidies may

be justified in the rural areas it is quite clear 
that

where subsidies are applied in urban areas at 
the moment

they are unnecessary, perhaps even counter-productive,

because they discourage resource mobilization, 
reduce residence

mobility and thereby the optimal utilization 
of the housing

stock.

The Ministry of Housing and Social Services 
(MHSS) is

responsible for formulating and implementing 
the Government's

housing policy.. This responsibility obviously 
includes the

strategy for public housing finance mobilization 
and allo-

cation. Housing needs for the various districts and 
towns

in Kenya have been carefully worked out under 
the assumption

that all those in need of shelter will spend 
20% - 25% of

their income on housing. Using this assumption, costs of

structures and total capital requirements 
are calculated. The

study makes the observation that using an average 
rent propen-

sity for the whole population is wrong in theory as well as in

practice, because dealing with the whole range 
of income

groups which demonstratedly ranges in rent propensities 
from

45% to about 10% (going from low to high income) an average

percentage of 20-25 does injustice to all but 
the few in the

middle. Likewise, the report notes, that if housing 
expenditures

are directly related to income, the best form 
of finance

mechanism is not amortization by a fixed 
annuity. To charge

an interest rate for public housing loans 
which is less than

the rate of inflation is also inappropriate 
if more funds are

to be attracted into housing.
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The National Housing Corporation (NHC) is the executive

arm of the MHSS. As such it is primarily responsible for

making funds available for local authorities and to assist

them with project preparations. But since only the 38

largest centres are on the list of eligible recipients
of project funds, NHC has also undertaken to give loans

to individuals outside these centres. This is an arbitrary

and poorly functioning system. With individual loans now

approaching 5,000 it is becoming unmanageable.

Local authorities are sometimes refused loan sanction from

the Ministry of Local Government for reasons unrelated to

housing. In other cases local authorities can get loan
sanction but be refused loan approval by NHC usually

for reasons of being in arrears on other loans. In both

circumstances the local authority is denied housing develop-

ments which it needs, for which funds are %ivailable and

from which it can generate additional revenue. The NHC

may choose to execute a scheme on its own and has done so

in several cases. This adds to the burden of administrative

work, which evidently is the main bottleneck in the organi-

sation, more so than the supply of funds, some of which lie

idle for long periods of time.

Funds from NHC are on concessionary terms namely at 6.5%

interest over a 20 year period for tenant purchase and over

a 40 year period for rental units. This is not in line with

government policy, strictly speaking, but is justified by

the fact that NHC gets its funds at less than this rate of

interest from government revenues. However, the reasoning

for concessionary terms is that it should benefit the

ultimate consumer. Instead, the local authorities exploit

the terms to the extent that about 30% is added on to the

cost of finance by charging higher rents, maintenance and

administrative charges to the allottees, - wh, in turn, of

course, sub-let the units at market rents %o "the ultimate

consumer".

In thi private sector, mortgage institutions have been very

successful with a "sellers' market" prevailing since a few

years after independence. The chronic shortage of funds

(deposits, savings, shares) compared with the constant

queueing for loans would be a strong argument for offering

higher inteiest rates for deposits and asking even higher

rates for loans, - in order to maintain the interest spread.

If all three major institutions did this they would not be

competing against each other but against less profitable

investments and in addition, they would encourage savings

from those who now consume rather than taking a negative

interest on savings in real terms.

4.4. Beneficiaries and Terms

The Housing Finance Company of Kenya (HFCK) is jointly owned

by the Government and the Commonwealth Development Corporation

(CDC). Savings and Loan (Kenya) Ltd. is wholly owned by the

Kenya Commercial Bank (KCB) and the third major mortgage

company, the East African Building Society (EABS) is the only

institution registered under the Building Society Act and
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o,?erating under somewhat stricter regulations than the
other two. Paradoxically, all three of them are instrumental
in moving resources from the lower to the higher income groups
by virtue of the clientele they have as depositors and
kbjrrowers respectively.

There is nothing intrinsically wrong with borrowing from the
poor to give to the rich, if the poor come for deposits only.
However, the terms and ccnditions offered by these institutions
are such that for reasons of security, size of deposit, rent
propensity (which is determined by the institution) location
and income, many of those who have been clients on the deposit
side for a long time would never be accepFid as borrowers.
The study suggests that if public funds are placed with these
4nstitutions, (and that is the case with all three of them),it is
not unreasonable that they carry certain conditions for their
use, such as insistance on maximum cost of dwellings to be
financed, minimum deposit to be required, number of years to
maturity, etc. Terms and criteria for deposits as well as
for lending are very similar in the three institutions. HFCK
will give up to 90% of value as a loan and will go as high
as 20 years for repayment, j/% over 15 years is normal for the
other two) but all require the same degree of security, which
means an unencumbered first charge on the title. None of the
three have had losses due to defaults on loans though they all
experience late payments on a few accounts.

On the whole it is a very profitable business to finance housing
and it has become even more so by engaging in estate development
which HFCK is doing directly and EABS is doing through an
investment company called Akiba, as it is prevented from being
a developer by the building societies act. Although HFCK
through CDC funds is by far the larger developer of the two
the efficiency by which both organisations implement projects
for the middle income groups is praiseworthy. The study makes
three recommendations in this respect. That more mortgage
finance companies should be encouraged by government to enter
the market (The Cooperative Bank and the National Bank of Kenya
are both in the process of starting such companies); That
private financial institutions which are also developers should
be considered for additional funds for this purpose by local as
well as foreign investors. Specific conditions as to type of
development, location and target groups could be negotiated
and must be in line with government policy. Finally, a strong
recommendation is made for the creation of an organized market
for second mortgages. Likewise, re-discount facilities for first
mortgages would be a welcome addition to the Central Bank's
tools for managing the money supply and to channel more funds
into housing.

Security for mortgage loens to rural housing has always presented
a problem in Kenya. Either clear titles do not exist, or they
are not registered, or it is difficult to establish a value
for the property even if above conditions exist. This
latter aspect is explained by traditional attitudes towards
housing and is not likely to change. To overcome some of these
problems the study recommends that housing cooperative societies
or other groups with a common bond should serve as a catalyst
in ftcilitating loars and assisting with technical and adminis-
trative tasks. Mov's are presently under way to set up a technical
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service organisation for housing cooperatives. This move needs
support from both local and external sources.

4.5. Constraints and Recommendations

A number of policy oriented questions have been addressed in
the light of the obvious constraints which presently exist
on supply but also on demand for housing finance. Although
there appears always to be an excess demand those most in
need of better housing do not always register their demand
because they are ruled ineligible for reasons of income,
length of residency, security, repayment terms, amount of
deposit, housing standards, etc. Basically these constraints
may be reduced to two, namely standards and repayment terms.
Standards to a large extent determine minimum cost, security
and affordability. Standards are presently being looked into,
but repayment terms not yet, although some measure of a
progressive annuity system will be introduced as an experiment
in a new World Bank sponsored shelter project.

Supply constraints also touch basic policy issues. One such
issue is land tax where the prevailing system is clearly
outdated. For instance, undeveloped land could be taxed at
a higher rate than developed. Tax reduction for interest
payments on mortgage loans is permitted without adding an
amount for owner occupancy (saved rent) which is tantamount
to a large subsidy to home owners, who need it least of all.
Rent control is totally ineffective and restrictive if it wasn't.
More decentralisation of technical assistance for housing to
local authorities and support for their efforts to mobilise
resources locally is another policy issue not confined to
housing a±irne. The most direct and forceful limitation on
supply of housing finance is the absence of a "free" market for
mortgage instruments where supply and demand could determine
the price of money. Though it functions well in some developed
countries it is not likely to be introduced in Kenya for some
time.

The best thing that can be hoped for is therefore a differentiation
of the institutions and their instruments for them to be more in
line with realities in the shelter sector. Such a move would
ease many of the existing constraints on supply as well as on
the demand for housing finance.

The report on housing finance contains a series of recommendations
ranging from further studies to some very practical steps which
could be taken immediately. For a more technical elaboration
of these recommendations the main report will have to be referred
to. Some recommendations have already appeared in the previous
part of this report, hence a very brief listing will suffice for
this summary.

- to base mortgage loans partly on future rather than on present
income.

- to schedule repayments of loans for low income housing to conform
with income earning capacity over time in the form of variable
repayments or low-start mortgages.
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- to introduce rebate systems for early repayment of loans.

- to charge commercial rates of interest on all loans for

housing so that if any rebate is introduced the loans are

still without subsidies.

to study the capabilities of the local authorities in terms

of resource mobilization and administrative 
capacity.

to study possible tax and other 
revenue sources with respect

to shelter and with the purpose 
of mobilizing additional

resources.

to support the creation of facilities 
for an organised secondary

mortgage market and a re-discount 
facility for first mortgages.

to place public funds, local and 
external, with private financial

institutions who wLll undertake 
developments for low income

housing and administer them till 
the loans are paid off.

to let the function of administration 
of existing public housing

loans be passed to private sector 
institutions in order to

relieve the burden of local authorities.

to encourage the public sector 
to offer guarantees (for a fee)

for mortgage loans made by private 
sector institutions for

low-income housing.

to simplify the tenant-purchase 
agreements by making them more

flexible and less burdensome on 
the public sector, possibly

by making them out-right sales 
contracts.

to review the rent restriction 
and rent tribunal legislation 

with

a view to making them easier 
to administer and more relevant 

to

local circumstances.

to study the effects and procedures 
of disposing of public rental

units by sale to the sitting 
tenants.

- to study the cost and benefits of 
present subsidies in housing.

- to up-date information on rent propensities 
of low income families

in order to assist in the re-definition 
of target groups for

public housing schemes.

Finally, the study recommends 
a move away from the traditional

pre-occupation with reduction 
in standards and cost for urban

shelter projects by adjusting 
finance and cost recovery terms

to realistic affordability conditions 
and by phasing developments

in step with such cost recovery 
programmes. The sale of developed

plots and completed units are 
but two of the devices suggested

for an increased cash flow in 
new projects. At the same time

sub-letting of a unit in its entirety, 
if in contravention of

any contracts, should be actively 
and immediately pursued by

recalling any loans still outstanding, 
or alternatively, the

introduction of the lender's 
right to collect all rents until

no further loans committments 
exist.
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The point is made all through the three specialised reports

that the government policy must be seen to be implemented

by assuring that new housing provided will be for those most

in need and that in this process housing can serve not only as

a shelter but as an effective way of re-distributing income

and wealth in Kenya.

5. Rural Shelter in Kenya

5.1. The Needs

Despite the great improvements in the country's agricultural

production over the last decade, it is now clear that the

number of rural poor has been steadily increasing, partly

as a result of individualisation of rights over land and

the consequences this has had on the land market. Two opposing

trends have emerged. There is a growing concentration of

land resources in fewer hands, while among the poor it 
has

been impossible to avoid further fragmentation of already

sub-economic plots because of traditional rules of succession

and because of the inability of the urban job market to 
absorb

sufficient supplies of ru2zol labour.

Apart from its negative dist,:J.butional effects, Kenya's

development strategy has to date placed little emphasis on

rural shelter. Attitudes regarding the role of housing in

community development and welfare have remained imprecise.

Apart from some very small financial input from government,

and some poorly coordinated efforts by a few agencies and

individuals, shelter development has been left increasingly

to market forces. The cur:-ent development plan does show

greater concern about these and other policy shortfalls 
and

should therefore indicate more action to alleviate some 
of the

hardships experienced in rural areas. But still many gaps

will remain.

Traditional shelter has evolved and developed for many

generations. As such, it forms a reflection of the cultural

heritage of the people, the physical environment, lifestyles

and the availability of construction materials. However, rural

housing in Kenya is now more than ever before in a transitional

stage. The most evident change is the gradual disappearance

of the round house in favour of rectangular types. 
Similarly,

construction techniques have become more sophisticated 
and there

is a constant growing need for specialized labour. 
In many

rural areas, traditional building materials are becoming 
scarce.

The growing population is tending to over-exploit a limited

resource and at the same time reducing that resource 
by extending

cultivation into marginal lands, the traditional sources 
of

building materials. This scarcity is obliging rural dwellers

to look for alternative materials, in turn causing construction

costs to increase. The growing market for modern materials

in rural Kenya means that the controlled retail prices 
of many

of these materials cause inflated under-the-counter sales 
prices

or artificial shortage,or both.

Another very real problem for rural shelter is the land 
tenure

system, because it determines how, to whom and when 
land can

be released for development. The existing institutional framework
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effectively provides mortgage facilities only to those with
land titles. But even to land owners with a clear title,
methods of obtaining credit for housing remains difficult.
The main reason is that mortgage institutions are apprehensive
about the security represented by the structure to be financed.
Tradition has tended to regard a family's home as something
sacrosanct which should not be repossessed or auctioned off
due to financial default. Hence, the modern legally correct
procedures cannot be applied, and if they are, are likely not
to produce the desired result. Consequently, land development
potential, including that of shelter development, is not
adequately tapped.

The government continues to give greater attention to urban
shelter, and for good reasons. Throughout the history of
Kenya, the initiatives for rural shelter development has
consciously been left to the rural people themselves. Trad-
itionally this made good sense particularly to the colonial
powers. But with the growing scarcity of traditional materials
and the increasing pressure of a disadvantaged rural population
this policy is no longer feasible. More recently, some
assistance has been forthcoming. Loans to rural housing and some
technical assistance has been provided by the National Housing
Corporation, as mentioned in the previous chapter. Analysis of
these loans, however, demonstrate that they are typically given
to middle income urbanites who would like to have a second home
in their rural home area. This is not to say that these houses
stand empty most of the time. Relatives and friends are common
occupants; or they are rented to salaried individuals who can
afford an economic rent.

The Commercial Bank of Kenya has also offered mortgage loans
to farmers, but terms and conditions of the loans are such
that they are only taken up by the more affluent and to a very
limited extent at that.

Rural shelter needs are to some extent still different from the
urban ones. Firstly, the provision of the superstructure is
less difficult than access to infrastructural services such
as water, transport and community facilities. Secondly, avail-
ability of building materials and tools, traditional and modern,
often becomes a real stumbling block for those who have the
ability and will to construct their own house. Thirdly, there
are difficulties in obtaining credit for even very substantial
dwellings, or for that matter, for permanent improvements to
a traditional house. Fourthly, the administrative machinery
for shelter provision is weak and therefore offers little
assistance. Finally, of course, landlessness and income diffi-
culties are much more severe in rural areas.

The study of rural housing conditions and prospects conclude

that apart from the common characteristics spelled out above,
the shelter needs of rural Kenya can only be comprehensively
understood on the local level, because each region of the
country features a unique mix of problems, ranging from those
of the nomadic tribes in the arid and semi-arid regions to the
newly formed rural communities around agro-based industries in
some of the most fertile regions of Kenya.
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The difficulties of providing greater assistance should not

be under-rated. Yet there are sound developmental reasons

why further inputs to raise the level of rural housing in

the wider sense would be beneficial. These include: the

improvement of health, increases in productivity, expansion

of employment opportunities, maintenance of cultural stability,

the promotion of locational policies, and the reduction of income

inequalities. But the main constraint to a further development,

other than the fragmented and the sporadic, is the unclear

national committment to improving rural shelter conditions.

5.2. Recommendations

Relating this analysis to the potentials for further action

the recommendations brought out in the report on rural shelter

are intended to be realistic and lend themselves to imple-

mentation over the short and medium term. If followed, they

would help resolve the problem of both quality and quantity

of rural shelter:

- Strengthen the National Housing Corporation's Rural Housing

Loan Scheme. The importance of the scheme has been recognized

by government by a recent substantial increase in budgetary

allocation for the fund. Nevertheless, little is known about

the mechanics of the funds, and it is recommended that these

be carefully studied, if necessary to support applications

for a yet greater increase in its allocations. Management

of the scheme is weak; and interest rates, in particular,

should be examined by the team proposed to investigate the

operations of the Housing Corporation.

- Strengthen the Role of the Provincial Housing Officers.

These field officers of the Ministry of Housing and Social Services

could play a much more important role in disseminating information

between Nairobi and rural householders. It is recommended that

their staff should be increased and relevant training programmes

initiated.

- Decontrol Prices of Building Materials.
The present system of gazetting prices for building materials

is clearly counter-productive. It is recommended that price

controls be removed, subject to careful monitoring to determine

that the change is effective in increasing supplies and reducing

prices.

- Accelerate the Local Afforestation Program.

One of the key building materials - timber poles- is becoming

particularly scarce and expensive in many parts of the country.

The programme for afforestation in small areas to meet local

needs of poles (and possibly of charcoal, too) should be

expanded towards meeting the demand.

- Support Research into Appropriate Shelter Designs and Technology.

Several lines of research are currently in progress or proposed,

but they are uncoordinated and appear unlikely to lead to any

concrete programme. It is therefore recommended that such

research be encouraged, and that the Housing Research and

Development Unit prepare a programme whereby experimental and

demonstration units may be erected in key locations throughout

the country.
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- Expand the Village Polytechnic Training Program.
Since vLllaqe polytechnics offer a ready base for the training
of artisans skilled in construction, it is recommended that their
expansion be supported, especially insofar as it leads to the
hcreased availability of such skills in rural areas.

- Support the Establishment of a National Housing Cooperative
Agency. The principle of agricultural cooperatives has been
demonstrably appropriate for Kenya; self-help groups have been
active in shelter construction- and a study has shown that there
is potential for the development of shelter cooperatives. The
recommendations of this study relating to the establishment of
a National Housing Cooperative Agency are therefore supported.

- Introduce a Loan Scheme for Roof, Floor and Wall Construction.
In order that households with no security for loans from the
National Housing Corporation may make small improvements to
their houses, the team believes that a corporate security may
be provided by a group of householders, on lines sin.ilar to
those explored in West Africa. It is therefore recommended
that a study be initiated to determine the feasibility of a
scheme of this nature.

- Enforce and expand the provisions of the Employment Act.
A number of large-scale employers in rural areas are particularly
lax in promoting the welfare of their employees as regards their
shelter. It is recommended both that the provisions of the
Employment Act (requiring, in certain circumstances) that
employers provide either housing or an allowance to their
employees, be enforced; and that, subsequently, the Act be
strengthened by defining the circumstances in which it will be
obligatory to provide minimum-standard housing.

Of other recommendations, it is envisaged that support could be
solicited by the Government of Kenya, from AID or other aid
organisations for the following:

- If systematic study shows the need and administrative capability,
additional funds could be directed to the Rural Housing Loan
Fund;

- Training programs for staff of the offices of Provincial Housing
Officers;

- Financial and technical assistance towards local-resource
afforestation programmes;

- Financial or technical assistance for studies on appropriate

designs and technology for rural shelter;

- Training programmes for village polytechnic instructors;

- Technical assistance in the establishment of a National Housing
Cooperative Agency;

- Assistance towards a study to determine the feasibility of a
roof, wall and floor loan scheme.
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Chapter II

THE URBAN SHELTER SECTOR INCLUDING AID'S EXPERIENCE

Introduction and Summary of Conclusions and Recommendations

11 This chapter reports on the development of the urban shelter
sector in Kenya from shortly after independence in 1963 to
the present day. The chapter has a special section on the
AID experience during this period. In order to ascertain
whether AID and other major housing projects have had any
influence on policies and institutions during this period
it was necessary to deal first with the urban sector as a
whole before analysing, in some detail, the particular AID
involvement. The last section of this chapter examines
prospects and proposals for the next five years. Some of
these proposals are not the team's own but in our view
worthy of comments and promotion in a report such as this. •
By looking at the prospects for the future, more concretely
in the context of the new development plan (1979-83) it is
possible to identify certain shortcomings and to make specific
recommendations on how they may be ameliorated.

The same approach has been used in the analysis of the AID
projects. Rather than itemizing things that went wrong we
have attempted to discover the difference between what were
conceptual and what were procedural shortfalls. This has
not been an easy task and due to the short perspective we
have of the recent schemes it was not always done to our
own satisfaction. However, in our view the objectives of
the AID projects were the best yard-stick to use:in measuring
failures and successes as of today.

At the same time we have questioned even some of the objectives
from the point of view of conformity with the stated housing
policy. By pointing to some of the lessons learned from each
of the four projects recommendations for future projects will
emerge.

Finally, the reader should be warned that although a good
deal of cross-references have been applied each of the
chapters will of necessity cover some common ground but
with different emphasis and should therefore be read in
extenso to get the full and differentiated picture of the
shelter sector in Kenya.

The first two sections of this chapter briefly examine
Kenya's past economic growth. GDP has been growing at a
real rate of 5.3 per cent annually over the last decade,
with a substantial and increasing concentration in the
urban areas. The towns, comprising little more than 10
per cent of the country's population, are doubling their
population every ten years. The population growth rate is,
however, more rapid than that of formal sector jobs. The
result has been an increase in urban poverty, which has
manifested itself in many ways, but preeminently in mush-
rooming shanty settlements. With municipal development
expenditures having averaged only Shs 166 ($22) per capita
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annually over the past few years, local resources have
been grossly insufficient to be able to accommodate all
of the demands made upon them.

The following sections of this chapter examine the urban
shelter policies and institutions existing ten years ago
and at the present day; and conclude that these have
altered but little on paper. Although data are sadly
incomplete, it is evident that private formal house
co:struction has averaged little more than a thousand
or two units annually in all urban areas of the country,
comparing with an increase of 22,000 households each year
over the past few years. This private construction, too,
has been predominantly of high cost units. Nevertheless,
the private sector has been extremely active in the con-
struction of unauthorized houses, often for rental, and
often well below the standards required by the local
authorities. Environmental health standards in these
"squatter settlements" are perhaps their most disturbing
feature.

Local authorities have at their command a gamut of controls
over private house building: through building standards,
zoning controls, rent controls, various forms of taxation
and options of demolition. The report briefly notes the
form of each of these controls, finds that they have not
been comprehensively ecamined and that in some ways they
are counter-productive in stimulating the supply of
"decent" housing. The controls, nevertheless, are applied
only to a relatively small proportion of new units constructed.

With some relatively insignificant exceptions, the public
sector has been building lower-cost housing units and site
and service plots for rental and tenant-purchase, together
with higher-cost units for its own employees: the number
completed annually has recently averaged under 3,000 units
in all urban areas. These have been built through the
municipalities, the National Housing Corporation and (for
Government employees) mainly by the Ministry of Works.
Targets have been set for numbers and unit costs of houses
and plots and policies have been formulated on such matters
as eligibility for and allocation of these houses. The
targets have, however, consistently been under-achieved and
the policies - where stated - have not always been consistent
or necessarily acting in the best interests of the supposed
beneficiaries.

A number of differences of policy emphasis - as exhibited
by budgetary allocations and by performance - have, however,
been manifested over the decade, and in a direction which
the study team finds encouraging. The examples of these
changes are mainly drawn from projects financed by foreign
donor agencies, sinice these offer the most dramatic illus-
tration of actual shifts in policy. The main agencies involved
are the AID (with three projects on the ground, one abortive
project and a fifth presently under preparation); the World
Bank Group (with two urban projects being implemented and a
third due for preparation); the Commonwealth Development
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Corporation/CDC (with.a single major on-going project

but with a continuing involvement in Kenya's shelter

provision); and the European Development Fund/EDF (with

one group of projects recently started).

The first of the changes identified is a focusing upon

the urban poor - broadly, those between the 20th and

50th percentiles in the household income distribution

curve. In the context of a continuing - and as yet

unresolved - debate on housing standards, the cost to

the public of units produced in the major projects has

progressively been reduced so as to make them more

affordable to the disadvantaged sections of the urban

community. The first of these projects, the Nairobi

Kimathi estate financed by AID, was targetted towards
"middle income" families. CDC followed with its Buru

Buru estate, also in Nairobi, at first designed for

those in the lower-middle income groups and later to

a rather richer group. AID and IBRD/IDA then produced

housing schemes (Dandora and Umoja respectively) which

would be affordable by those as low as the 20th percentile

and specifically excluding those households with a higher-

than-median income. The EDF projects, together with others

still under discussion, are aimed at accommodating even

lower income groups.

A second change in policy emphasis over the decade is 
a

move of the prestige projects away from Nairobi towards

upcountry towns, (although the National Housing Corporation

had been operating also in the smaller towns since its

inception). Whereas it had been easiest to construct

prestigious projects in the capital city (because of its

higher level of resources, including a relatively well-

developed institutional capability), this concentration

of development was disadvantaging upcountry towns. 
The

move was initiated by AID (with a group of projects imple-

mented by the NHC) and subsequently by the World Bank,

first in Mombasa and Kisumu, later - it is intended - in

smaller towns. These efforts are being supplemented with

financial assistance from the Dutch Government and possibly

later from the British government.

A further change in policy has been witnesses in adjustments

to the type of shelter provided by public agencies. 
The

realisation has grown that it is neither necessary 
nor is it

necessarily the best way of providing 7fielter to the urban

poor by allocating to them completed units; which, in 
any

case, they usually cannot afford without a significant

subsidy. Whereas developments in the late 1960's apd early

1970's were predominantly of contractor-built houses, 
these

were followed in 1975 by the AID Umoja scheme 
(which incor-

porated the principle of house extension 
by owner-occupiers)

and Dandora (a World Bank site and service scheme 
in which

the greater part of construction could be undertaken 
by the

allottee). Current proposals incorporate merely the servicing

of plots, such as in the EDF and World Bank schemes 
(whereby

the degree of freedom for the owners or allottees of 
the

plots to construct as they may is increased).
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The final major shift has been in the development of
institutional capacity, by means of the reorganisation
of some of the main agencies in Kenya responsible for
shelter delivery. These include the Ministry of Housing
and Social Services and the three largest local authori-
ties; more changes are in the pipeline which should enhance
these public bodies' capabilities.

Although there wai a growing awareness among some profess-
ionals of the need to change the emphasis of prevailing
policies, therc is no doubt that the magnitude and condi-
tions of the LID and IBRD/IDA projects did influence the
speed at which these changes occurred. The fact that two
of these prcjects were implemented at almost the same time
increased their impact on housing stock as well as on the
institutio,as undertaking them.

Yet, as roted previously, despite these advances there
remain considerable limitations on the delivery of urban
shelter. Throughout the series of Development Plans,
implementation has fallen far short of targets, themselves
well below needs. Certain categories of the urban popula-
tions are being adequately accommodated, other relatively
neglected. Certain policies are still unclear, some exist
only in published papers, others are counter-productive.
These and other gaps and shortcomings have largely been
recognized by Government, which has a commendable program
to rectify some of the failures over the coming five years.

Since the private sector has demonstrated its ability to
produce houses, albeit of a less-than-desirable standard,
and since there is a latent capability of the public sector
to produce an increased number of units and more efficiently,
a principal recommendation relating to urban shelter is of
a crash program of action-orientated studies, leading towards
a more efficient and equitable use of resources, and thereby
to a closer fit of housing supply, demand and need. Many
of these studies are listed in the current (1979-83) Develop-
ment Plan. Others include: the impact of zoning controls;
improved data collection; uniformity of cost recovery prin-
cipals; the effects of subsidies; eligibility criteria for
public housing; policies on subletting; delivery systems for
the poorest sections of the community and for middle-income
employees; locational policies; infrastructure standards;
the share of public finances devoted to housing for government
employees and the public at large. Insofar as the present
study had only a limited brief, no concrete recommendations
have been made as to a desirable outcome oi these studies,
although some pointers have been provided.

One key analysis which should be undertaken is of the defini-
tion of target groups. Target groups may he stratified by
income, by location and by type of employment: an exercise
that does not require statistical provision, but which will

enable a clear understanding of which groups are adequately
catered for, which are privileged in having ready access
to cheap shelter, and therefore which groups require greater
assistance. This same exercise should also identify the roles
of the various shelter agencies, clearly delineating the

relationships between each, in order that gaps and overlaps
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may more easily be noted and remedial action taken. At

the same time, the findings would form a firmer basis

for the conduct of the subsidiary studies recommended.

The chapter also makes recommendations concerning the

operation in this country of international aid organi-

zations. The suggested guidelines over the next five

years may be summarized as follows:

- Beyond the projects presently planned or under

discussion, there will be little capability in

the public sector to undertake any new contrac-

tor-built or part-units; emphasis should be

placed upon servicing land for private sector

construction or for the speedier implementation

of current public sector programs.

- If, however, needs and capabilities are identified

for direct assistance, priority should be given

to Kisumu and Eldoret: possibly in the form of

site and service plots in the former, and settle-

ment upgrading in the latter.

- All forms of assistance should encourage the

growth of self-reliance. This would encompass,

among other things, support for the development

of a housing cooperative organization; insistence

upon replicable projects; positive approaches

to the generation of surpluses; and institutional

support to the smaller local authorities.

- Technical assistance should be offered to central

government for the preparation of detailed policy

statements.

However, even with a coherent statement of policies, it is

not necessarily the case that they will be implemented. Some

of the policies will be achieved through regulatory instru-

ments; others by force of argument and conviction. It is

therefore also recomnended that the principal foreign aid

agencies agree with the Kenya Government on the framework

within which all their major shelter projects be initiated.

For - desirably or regrettably - it is through these projects

that much leverage is obtained on changes in pcicies and

attitudes nationwide.

More specific recommendations on future AID schemes dppear

at the end of this chapter.

2.0. The Economic Growth of Kenya

2.1. PRODUCTION

Kenya's economy has been growing over the past decade at

an average rate of 5.3 per cent annually: GDP from KE630

million in 1968 (at 1977 prices) to KE£,620 million in

1977. The overall performance, however, has been short
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of the national targets. With a population growth rate
-of nearly 3.5 per cent per annum, GDP per capita has risen
only by 1.8 per cent annually, to reach YE113 in 1977.

Agriculture remains the mainstay of the economy: in the
monetary and non-monetary economy, its contribution has
grown from 33.0 per cent of GDP in 1167, to 37.7 per cent
by 1977. (see table 1) Of the principal agricultural
crops marketed, coffee and tea between them contributed
69 per cent of value in 1977; cereals (wheat and maize)
and livestock were also significant in the monetary economy.

Manufacturing industry has shown a steady growth, from 10.0
per cent of GDP in 1968 to 12.7 per cent in 1977, the
quantity index of manufacturing production having risen by
9.1 per cent annually over the period. This, indeed, was
the only major sector of the economy to have exceeded the
plan targets. About one third of the sector's output was
of manufactured food products; and growing emphasis has
been placed on a policy of import substitution. Wage
employment in the sector was almost 95,000 in 1977, of
which 98 per cent was concentrated in the urban areas of
the country, and 50 per cent in Nairobi alone.

The table below indicates changes in certain other key
sectors over the decade:

Table I. :ECONOMIC GROWTH, 1968 - 77

% of GDP, Current Prices

1968 1977

agriculture 33.0 37.7
manufacturing 10.0 12.7
building and construction 5.1 3.2
wholesale, retail trade, restaurants

and hotels 10.3 11.7
transport, storage, communications 8.3 4.3
finance, insurance, real estate

and business services 3.8 4.8
producers of government services 13.2 12.9

+ + +

capital formation 14.9 24.0
private consumption 68.3 65.9

source: Economic Surveys

It will be noted that capital formation has increased dramatically
(albeit somewhat exaggerated by measurement at current prices
in this table) but the share of building and construction has
fallen. Some reasons for this will be analyzed in the section
on the private housing sector ( 5.5 ) but are principally
the limitations of effective demand for approved houses and
the shortage of serviced land. However, the imperfections in
reporting may also account for a low figure for this sector in
1977 and a much higher in 1978.
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The .alance of payments current account has been in

deficit for most of th. decade. Nevertheless, the value

of exports has risen by 4.1 per cent per annum (constant

prices), the list being headed by food and beverages,

predominantly of cdffec and tea (between them 58 per cent

by value of all exports) and re-exported petroleum

products (15 per cent by value). Tourism contributes

significantly towards reducing the deficit, led by the

wildlife and coastal attractions. Apart from Nairobi,

which had 42 per cent of the country's hotel beds, onl'

Mombasa island, with 8 per cent of beds available, was

significant among the other towns.

2.2. EMPLOYMENT

Wage employment in non-agricultural enterprises rose

over the decade from 500,300 to 632,600 (averaging 2.5

per cent increase annually): this was markedly less than

the increase in the potential labor force. Of the 1977

total, 64 per cent was in urban areas, and 31 per cent of

the total in Nairobi. (Nairobi accommodated 75 per cent

of all urban construction workers, and 73 per cent of those

in finance and business.) Comparison of the growth of

employment by sector over the ten years is not possible

because of changes in classification.

2.3. EARNINGS AND INCOMES

Recognizing gross disparities in income between urban and

rural areas, and between different groups in these areas,

the government has consistently held a long term objective

of minimising income differentials. This is to be achieved

by progressive taxation, by developwent of the rural areas,

by increasing access to social services and by a partial

control of wages. In 1974, 1975'and 1976, indeed, no wage

increases based on productivity were permitted; increases

were only to be related to, and lower than, the rise in

the cost of liviag. Higher minimum wages were established

in October, 1977: shs 350 per month in Nairobi and Mombasa,

and shs 300 in other urban areas. The controls were relaxed

in 1978.

Measured in real terms, mean wages have fallen over the

decade by an average of 2.0 per cent per annum: to KE671

per employee in 1977. There are substantial differences

between towns: median wage earnings of KE330 in Nairobi,

KE282 in Mombasa, KE219 in the next four largest towns, and

KE192 in all other enumerated centers (1975 figures). Not

only does the median thus rise with increasing town size, but

so does the proporation of employees with earnings exceeding

shs 1,000 per month; the proportion earning under shs 400

correspondingly falls with town size. Nairobi and Mombasa,

however, have a markedly higher than average proportion of

workers earning under shs 200 monthly.

When the towns are grouped by province, those in the Western

and, to a lesser extent, in the Eastern Provinces show a

marked concentration of low wage earners.

Data on wage earnings ar e, however, not readily cranslated into

household incomes: the median wage earning for Nairobi in
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1975, for instance, was Shs 550 per month, whereas the
median household income had been estimated as She 1,500.
For, apart from the addition of informal sector and
unearned incomes, it is not uncommon for families to have
more than one wage earner nor for an individual to hold
more than one job. There has been no comprehansive urban
household income survey in Kenya, although the tables
below give an indication of the position.

TABLE 2 NAIROBI HOUSEHOLD INCOME DISTRIBUTION, 1977

cumulative % monthly household income,
of households Shs/month

!nje Mean

0 - 20 0 -500 343

21 - 40 551 -1,050 667

41 - 60 1,051 -2,000 1,277

61 - 80 2,001 -4,000 2,090

81 - 100 over 4,000 5,438

source: Research Division, Nairobi City Council

TABLE 3 WAGE EARNINGS DISTRIBUTION PATERNS, 1975

(Shi/month)

Nairobi Mombasa Next 4 other rural Kenya
largest towns areas
towns

median 5'0 470 365 320 400

top docile 2,400 1,660 1,350 1,250 B00

percentage

earning:

She 200 18 21 10 24 33 16

Shs 400 36 43 55 57 59 50

Shs 1000 28 21 15 13.5 5 14

She 2000 12.5 6.5 5 4 1.5 5

source: "National Urban Development Strategy for Kenya",
Table 4.9
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3. Urbanization Trends

3.1. URBAN GROWTH

In 1969 - the date of the most recent national population

census - there were some 1,000,000 people living in Kenya's

urban areas (according to the local definition of an urban
place being a settlement accommodating over 2,000 people);
this was 9.9 per cent of the total population of the country.

Using the United Nations cut-off point of 20,000 people as

constituting an urban area, Kenya was 7.6 per cent urbanized

in 1969.

There had been a reported urban growth rate of 7.1 per cent
per annum from 1962. (The figure is not precise because of

the subsequent inclusion of several very small towns and

because of the extension of some urban boundaries; the

addition of some population formerly classified as rural

is, however, offset by the exclusion from the urban statistics

of some effectively urban population living outside the formal

town boundaries.) With a national growth rate of population

around 3.5 per cent annually - one of the highest in the

world - 17.8 per cent of the total national growth between

1962 and 1969 had taken place in urban areas.

There were 48 urban places in Kenya in 1969, of which 11

had a population exceeding 10,000,between them accommodating

926,000 people. These had grown at an average rate over the

previous ten years of 6.9 per cent annually, rather more

slowly than the smallest centres. Of the total urban popu-

lation, 80 per cent was located in Nairobi and Mombasa (taking

47 per cent and 23 per cent respectively).

For the eleven municipalities (Table 4) the "most-favored"

estimate is that their population will have grown by 7.1

per cent per annum from 1969 to 1978, together accounting

for 20.3 per cent of the national growth during that period.

The highest rates of growth will have been experienced by

the smaller towns; the share of Nairobi and Mombasa will,

than have declined slightly from 80 to 78 per cent, but

with Nairobi still maintaining its dominant position.

TABLE 4 STATUS AND POPULATION GROWTH OF MUNICIPALITIES

designated population, '000
growth 1969 1978 + % p.a.
centre

Nairobi 509 959 7.3

Mombasa 247 401 5.6
Kisumu 57 115 8.0

Nakuru 47 78 5.7

Eldoret 18 47 11.1

Thika 23 47 8.0

Kitale 12 24 8.35
Kakamega 6 18 12. 5

Nyeri 10 23 9.6

Embu 4 14 15.0

Meru 5 12 11.55

all

municipalities 938 1,736 7.1

Notes: see next page.



40

Note: Kitale and Meru were designated growth centres in
the Development Plan of 1974/78.
1969 populations from the Census report.
1978 populations from "Urban Population Projections
during 1969 - 2000", Ministry of Finance and Planning,
October, 1974 : 'low' projections for Nairobi and
Nombasa; 'high' projections for all other municipalities.

3.2. MIGRATION

Rather more than half of this urban population growth is
attributable to migration from the rural areas; various
studies have been undertaken to determine the nature of
and the reasons for this migration. The conclusions are
broadly similar to those found for most other developing
countries: migration is predominantly of young and educated
males, often having friends or relatives already in the
city, and more often than not coming from rural areas where
there is a shortage of cultivable land.

The main reason for migration - which is less than 15 per cent
per annum of the growth of the rural population - is not so
much the "bright lights" of the towns and their physical and
social amenities, but the greater possibility of obtaining
a well-paying job there.

Urban wages are thus one side of the equation: they averaged
270 per cent of rural wages in 1969, falling to 239 per cent
in 1374. Nevertheless, the nunber of job opportunities has
been increasing in the urban areas, combined with growing
pressures on agricultural land. To illustrate, an inter-
ministerial working party on regional development strategies
11972) found that even in 1970 one quarter oL Kenya's popu-
lau2'on was living in rural areas at a density approaching
or exceeding the carrying capacity of the land. Reference
to thi.i fact will be elaborated in the chapter on rural housing.

Although an increasing number of people are staying in the
towns - in 1974 only 27 per cent of urban residents were
born in those towns of their residence - many migrants claim
that their stay is only temporary: to earn sufficient money
to buy or to develop a farm or a better house in their rural
home areas. This desire is borne out by statistics, which
show that although groLs in-migration to Nairobi is running
at the rate of 8.1 per cent per annum of the total population,
out-migration is 3.7 per cent of the total; net migration is
thus 4.4 per cent. For other urban areas within the districts
of Kakamega, Kisumu, Kericho, Nakuru, Kiambu, and Machakos,
this comparable figures are: in, 4.5 per cent; out, 2.6 per cent;
nat, 1.9 per cent.

3.3. CONSEQUENCES OF MIGRATION

With this continuing migration, the urban population has
increased faster than has the number of paid jobs in the
formal sector: compared with a 41 per cent increase in
population in the municipalities between 1969 and 1974
there was onl. a 26 per cent increase in formal sector jobs.
That there is this gap, however, does not necessarily mean
that there has been increase in the rate of unemployment;



for an increasing proportion of the urban population is
engaged in the poorly-enumerated informal sector. Indeed,
the number of people without jobs and actually looking for
one is probably in single figures: a 1975 survey in a poor
settlement in eastern Nairobi found 9.9 per cent of the
labor force in that category.

It makes sense to distinguish between two groups who make
up the informal sector: those who are engaged in it because
it is profitable and an acceptable alternative to formal
sector employment; and those who are occupied in the informal
sector as a job of last resort, i.e. those who would prefer
a formal job, but. because of the high level of demand, are
unable to get one. Those in the latter category, together
with some casual and part-time formal sector employees, make
up what the ILO has termed the "working poor", those house-
holds with a 1972 income of less than Shs 200/ per month.
24 per cent of males fell within that category in 1972, and-
the present proportion of working poor would almost certainly
have increased as has their income, of course, but to a lesser
extent than the urban average.

3.4. SQUATTER SETTLEMENTS

This level of poverty in the towns has had a number of
consequences; its most severe physical manifestation being
in the growth of "squatter areas". (In Kenya, these are
taken to include all substantial areas of illegal houses,
regardless of the rights over the land of the owner of the
structure.) These areas are typified by houses of simple
and usually low quality construction (from mud-and-wattle
to fairly large timber structures, sometimes interspersed
with multi-room stone dwellings), often in a poor state of
repair; with elementary or no supply of piped water, nor
adequate sewage disposal facilities, and rarely any elec-
tricity supply. Other environmental conditions range from
poor to atrocious, in part resulting from the high densities
of these squatter areas. Problems of health are severe,
posing a constant threat to the spread of communicable dis-
eases; fire is endemic and security is bad, on account of the
absence of external lighting , the heterogeneity of the
population, low quality of structures and low income.

On the other hand, these settlements do have many positive
aspects, often overlooked by the policy-makers or over-
romanticised by planners and sociologists. Many have built
and organised their own schools, health and community centers,
and exhibit a considerable degree of social control and social
organisation. The dwellings, although not meeting the minimum
requirements of the local authorities (often to a marked degree,
sometimes only in detail), do offer a roof over the heads of
the poor at a price they can afford and, when sub-let offer
often the only source of income to their owners. They are
often constructed in locations more central than those offered
by public housing programs, thus being closer to formal sector
job3 and to potential sources of informal income.

Because of the nice distinctions between what is legal and
what is illegal (many houses built according to the Council's
bylaws have subsequently been illegally sub-divided into
'flats') and because of the considerable difficulties involved,
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there has been no comprehensive estimate either of the
size or of the growth of these squatter areas in Kenya's
towns.

A survey of slum areas in Nairobi was carried out in
1971 by the University's Housing Research and Development
Unit, estimating that about one third of the city's
population lived in uncontrolled and illegal housing.
(This s probably a much greater proportion than two or
three years previously: between 1969 and 1971, the popula-
tion of the most notorious slum area of Nairobi, Mathare
Valley, had grown from 19,000 to 53,000.) The Research
Division of the City Council's Town Planning Section now
estimates that the number of housing units in this same
category had grown to 65,000 by 1978, thus forming 38%
of the city's housing stock.

Waweru a Associates estimated, in 1976, that 40 to 45 per
cent of Kisumu's population lived in unapproved housing.
In 1969, of Mombasa's housing stock, 37 per cent was
'unplanned temporary' and a further 12 per cent 'planned
temporary'; these proportions are now probably higher.

Some of the social consequences of this growth in the poor
population of the cities have already been mentioned. That
there has been a growth in crime is undisputed; but whether
it has come about because of the absolute level of poverty,
whether it has come about because of changes in cultural
values and the 'anonymity' of the towns, because of the
relative levels of poverty and wealth, for all of these or
other reasons, is not known.

Different surveys have found various health-related problems,
due more to poverty than to the condition of the physical
environment. In Masaku, for instance, 33 per cent of the
children have the internal parasite Giardia Lamblia, 15 per
cent Ascaris (roundworm). In Kibera, Nairobi, 28 per cent
suffer from protein-calorie malnutrition. Many children,
especially in Mombasa and Kisumu, suffer from nutritional
anemia.

That the migrants a.re predominantly male also has conse-
quences. (Nairobi's sex ratio was 60 per cent male: 40 per
cent female in 1969). It appears to have led to an increased
amount of prostitution; it has increased the demand for
single rental rooms; and has increased the level of remittances
from urban to rural areas. The consequences, however, together
with the relatively high level of education of the migrants,
are probably more severe upon the rural areas; they are
therefore touched upon in Chapter III.

3.5. LOCAL COUNCILS

The local councils have been unable to cope with the demand
for urban services at the prevailing standards: piped water
to every home, water-borne sanitation, paved roads, full
accessibility to primary schools and health centers; the
provision of social and community services, adequate bus
transport; above all, two-roomed houses.



43

The Development Program for the municipalktes reported

in the 1970-74 Development Plan allocated 70 per cent
of capital expenditures to Nairobi, with 58 per cent of the
municipal population. The annual average per capita expen-

diture for all municipalities amounted to little over

Shs 166/ per head of population. This amount was consider-

ably higher than that actually recorded over the years 1969-
71, for which development expenditure amounted to some
Shs 1,700 per head of the increased population. And since

a proportion of this was devoted to improving services to the
existing population, no further evidence is required to illus-
trate the fact that finances were grossly inadequate to meeting

the towns' needs.

Excepting Nairobi, 50 per cent of the 'development expenditure
for the municipalities was derived from the National Housing
Corporation, 14 per cent from the Local Government Loans

Authority, 35 per cent from the Councils' own resources,
and the small remainder from Roads and oth.r -pecific grants
from central government.

3.6. URBANIZATION POLICIES

The Development Plan for 1970 - 74 noticed advantages of
continued growth of Nairobi and Mombasa, and pointed out:

"It is not therefore the policy of government to
impose mandatory and artificial restrictions on
private commercial and industrial development in
Nairobi and Mombasa, for such a policy would dis-
courage the economic development of the country
as a whole. Nevertheless, positive steps will be
taken to decentealize future urban growth to the
designated major growth centres..."

It continued:

"It is important that the g..owth of the urban
population should be distributed over a rela-
tively large number of centres and not mainly
concentrated on the two biggest towns... It will
be an objective of Government policy to promote
the growth of a number of towns to a size where
they are large enough to provide the people of
the surrounding districts with many of the faci-
lities and amenities available in a modern city.

New factories and other enterprises will be
grouped in the designated growth centres, and
thus act as a stimulus to the further growth of
output and employment, instead of becoming
increasingly concentrated in Nairobi or scattered
at random around the countryside."

The Town Planning Department of the Ministry of Lands (in

1970; it has since become the Physical Planning Department
of the Ministry of Lands and Settlement) classified urban
areas into a hierarchy:
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Nairobi and Mombasa were recognized as the dominant urban
centersi other major towns, classed as "growth centers",
were Kisumu, Nakuru, Eldoret and Thika (with anticipated
populations exceeding 200,000 by the end of the century),
and Kakamega, Nyeri and Embu (with year 2000 populations
over 100,000). Kitale and Meru were added to this list
in the 1974-78 Development Plan. Other urban areas are
divided into four categories: urban, rural, market and local
centers. This topic is discussed more fully in the chapter
of this report dealing with the rural areas.

There were, however, few effective mechanisms for imple-
menting these policies. Industrial estates have been
established in the principal towns; but have failed to
provide the stimulus necessary for the attraction of any
major development. The relative failure of the program
led to a major reappraisal of policies in 1978. The
outcome of this reappraisal is reported upon in the
section on "The Next Five Years" p. 72,

4. The Housing Situation Ten Years Ago

4.1. POLICY STATEMENTS

Towards the end of the last decade the n, .tijnal housing
policy was still somewhat embryonic. It was being shaped,
inter alia, by the report of a UN Mission commissioned
just after Independence, by a Government Sessional Paper
and by the resulting parliamentary and public debate.

The 1964 UN Report of Bloomberg and Abrams focussed on the
scale of the housing problem, noting that "the resources
that can be devoted to housing in kenya will not in the
foreseeable future permit housing of permanent construction
in urban areas either of sufficient quantity or without
subsidy, within the means of a vast number of families...
Without the means to do otherwise, the only alternative is
to attempt to control temporary housing and to make it con-
form as far as possible to a plan by which it will eventually
be replaced when families can afford it."

Sessional Paper No. 5 of 1966/67 noted that the urban housing
situation had reached a "critical stage" and proposed "urgent
measures" to deal with it: the paper reiterated the need for
the development of self-help techniques, and went on to
point out that "the mobilization of private capital for low-
cost housing will be a significant part of the housing programme
in urban areas... so that buildings are erected according to
approved plans and specifications, and to avoid the creation
of slums". One recommendation was that the old Central Housing
Board should be reformed to accommodate functions wider than
merely loaning housing finance to local authorities.

This recommendation was taken up in parliamentary debates,
with suggestions that the new corporation should be more
responsive to the needs of the poorer sections of the commu-
nity. Nevertheless, in contrast to the emphasis of the offi-
cial reports on appropriate standards, it was felt that higher
standards should be achieved. Such feelings grew out of a
past which produced the following quote: ("Some of the imper-
ialists felt that a doq's house should be even better than
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that of an African, and if you were to go round at that
time and examine the house which dogs slept in, they were
far better than the houses of the Africans.")

The formally-stated aspiration was that:

"the prime objective of Government policy in housing

is to move towards a situation where every family in
Kenya will live in a decent home, whether privately

built or state-sponsored, which provides at least the

basic standards of health, privacy and security.",

although it was necessarily admitted that "it will take at

least several decades to approach such a goal."

The 1970 - 74 Development Plan stated that an upper limit of

KI1,200 per unit would be applied to schemes funded by the

new National Housing Corporation (NHC); houses costing over

that ceiling would be financed through the Housing Finance

Company of Kenya (HFCK) and by the private sector. 85 per

cent of Government development expenditures on housing for

this period was earmarked for the urban areas; and, even so,

the larger municipalities were expected to provide additional

financing from their own resources and from other loans.

KE 3.6 million out of the NHC's urban housing budget of

K£ 11 million was set aside for site and service housing

costing up to £300 per unit (sic). It later emerged, however,

that the mechanics of such an operation had not then been

fully investigated and that this scale of program was imprac-

ticable.

It was also stated in the 1970-74 Development Plan that high

priority should be given to industrial housing: the NBC was

given the responsibility of assisting private enterprises with

loans for housing employees in the lower income brackets.

A Rent Restrictions Department had also been established within

the Ministry of Housing in late 1966. The 1970-74 Development

Plan stated that "it is believed that rent levels have been

prevented from rising in a large proportion of the controlled

premises": a statement which would have been difficult to

substantiate.

The 1974-78 Development Plan did not report any significant

shifts in policy, retaining the emphasis on urban and low-

cost housing. It did state that "each housing unit construct-

ed in urban areas shall have at least two rooms, plus its own

kitchen and toilet", and made the first mention that it was

Government policy to improve sub-standard urban housing. The

focus of the Plan was more in improving performance, which

had fallen far short of expectation in the recent past.

4.2. INSTITUTIONS

The Ministry of Housing, established in 1966, was divided into

three departments: technical, rent restriction and administrative.
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tt was responsible for overall policy coordination, for the
direction of the NHC and for the Housing Research and Develop-
sent Unit of the University.

The National Housing Corporation, the principal implementation
arm of the Ministry of Housing, had been set up in 1967 as
successor to the Central Housing Board. It was authorized to

lend to local authorities, to employers, individuals and
housing cooperative societies, although in its early years
funds were made available only to local authorities.

It derived its own funds as grants and as loans, the latter
from the Kenya Government Development Fund and the Common-
wealth Development Corporation. In turn, it on-lent to
local authorities at 6h per cent interest per annum, for
20 years in the case of tenant-purchase schemes, or for 40
years in the case of rental schemes. In keeping with the
policy that "lo,;ns should be made available at the lowest
possible rate of interest", the local authorities were empdWer-
ed only to "reimburse themselves by charging an economic rent
which is just sufficient to meet the capital cost of the loan
plus cost of administration, rent collection, maintenance, etc.":
after payment of a 10 per cent deposit, this meant that the
balance was paid off over 20 years at 7 per cent interest on

tenant purchase schemes, and 7 per cent on rental schemes.
In the chapter on Housing Finance more will be made of the
NHC's role in distributing public housing funds.

The Corporation also acted as consultants for design and
construction and supervised the actual construction work
in the field on behalf of local authorities, as well as
undertaking its own projects. There was, however, potential
conflict as to whether it was-the duty of the Corporation
principally to implement Government policy, or to effect
any projects of the local authorities which met the Corpor-
ation's technical requirements. One major problem that did
emerge was the inability of the local authorities to utilise
all of the money allocated to them, resulting in substantial
idle surpluses. These funds were used, in one instance, in
the construction of a high-cost housing estate in Nairobi, with

costs averaging KE5,OO0 per unit.

The Ministry of Works was a substantial developer of housing

units for occupation by government employees, on behalf of
and from the budgets of other ministries. By 1969 there
were nearly 19,000 government staff houses for rental.

By and large it was only the larger employers, and particu-
larly the government and the para-statal organizations
(Railways & Harbours, Posts a Telecommunications and the
like) who provided housing for their workers in the urban
areas. It was common practice for those in the higher inccme
groups also to house their domestic servants.

The Housing Research and Development Unit at the University
had been established in 1966 to "investigate practical problems
of construction, site organization, financing of housing, and
the savings patterns of urban households and their social
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formation". Funded by the Ministry of Housing with additional

external technical assistance, it also had some responsibility
for developing courses offered at the Faculty of Architecture,
Design and Land Development. Its first few years saw a steady
stream of policy-oriented monographs on economic and institu-
tional issues, together with the development of appropriate
basic prototypes for low-cost housing, in a continuing attempt
to focus on realistic solutions to the problems of the day.

The mortgage market for high cost housing was served by three
institutions: the Housing Finance Company of Kenya (HFCK), a
joint venture between the GOK and the Commonwealth Development

Corporation, formed from an amalgamation between the Kenya
Building Society and the First Permanent of East Africa;
Savings & Loan Limited, a fully-owned subsidiary of the Pearl
Insurance Company Limited; S & L, at the time, was being wound
up, later to be revived, and finally the East African Building
Society (EABS).

Average loans were of the order of £3,000 - for houses costing
KE5,000 or so - and the minimum loan of the HFCK was KEl,200.
Loan conditions varied: HFCK lent for up to 20 years at 8.5
per cent interest per annum; EABS for up to 15 years at 10

per cent; and Savings & Loan for 5 years at 8 per cent. The
EABS had been particularly successful in attracting funds from
small African savers, by virtue of offering a then high interest
rate of 6.5 per-Vent per annum.

Between them, these institutions offered mortgages to only a
few hundred individuals each year, but apparently meeting the
effective demand for mortgages within the price ranges in
which they operated. See further on this subject in chapter
III.

Of the local authorities, only the Nairobi City Council was
authorised to raise money other than through the government.
The others, being reliant on national funds, generally used
the services of the NHC to plan and develop housing projects
in their areas.

The Nairobi City Council had been constructing relatively
high-cost units for rental in the 1960's, but with a gradual
change in direction to the supply of units for sale, through
tenant-purchase or mortgage agreements. The early 1970's saw
a fairly radical shift in policy, initiated through the
Nairobi Urban Study, itself stimulated by concerns of the
World Bank, and assisted by UNDP personnel. Although this
study was primarily to design strategies for the physical
development of the city, it reported with a comprehensive
analysis of the problems of the city, stressing the necessity
for integration of all policies and programmes and making
recommendations on the development of site and service, self-
help housing. The report was approved by Council and accepted
by Government, and was effectively the precursor of the housing
projects developed in Nairobi in the mid-1970's - Dandora,
Umoja, Buru Buru and other low and medium cost estate develop-
ments.
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4.3. THE INFORMAL MARKET

At the start of the present decade the majority of the
population were thus unable to benefit from existing insti-
tutions offering housing, either because the numbers of
houses available were too few for the demand, because the
effective income limits for loans were too high, or because
the people did not have the advantage of working for employers
offering housing. There were, nevertheless, few families
which were actually homeless in the sense of sleepi2ng in
the streets. In some cases, these disadvantaged families
squatted on land on which they had no rights of occupation,
building houses themselves out of whatever materials they
could command.

More frequently, however, these families rented houses built
illegally and generally far below any minimum standards
imposed by the health authorities. The houses would have
been constructed by the landowners (often themselves poor
people) and were typically either of mud-and-wattle or-
timber units of rows of single rooms. The sources of
finance for this construction remain unidentified: either
from the developer's personal resources or supplemented by
informal loans, the reported rate of interest on which was
up to 100 per cent per annum. The terms on which these
units could be rented allowed a rate of return on investment
which was high in comparison with rates offered in the formal
sector, but which was probably reasonable when compared with
the risks involved (of fire, removal, of demolition by the
authorities, or of default) and with the opportunity cost
of money in the informal sector.

4.4. HOUSING PERFORMANCE

Of the housing recorded as completed in the late 1960's and
early 1970's - and this included only "authorized" housing
units - private building activity accounted for about half
of the total value, the rest being government-sponsored.
Reliable data are not available on the number of private units,
but it is certain that public housing will have accounted
for well over half of the authorized additions to the urban
housing stock. Of the public housing completions, numbering
around 2, to 3,000 annually in all municipalities, the bulk
were completed through the NHC; the remaining few hundred
were of institutional housing (financed by specific minis-
tries), pool housing (financed by the Ministry of Housing for
rent by government servants) and a few other staff houses.

Of housing developed by the NHC, 70 to 80 per cent of the
number of units were in urban areas: tenant-purchase, rental
and site and service housing. The latter represented the
first attempts in contemporary times to provide this sort
of accommodation (Kenya's first site and service scheme had,
in fact, been completed in the early 1920's). Problems were
multitudinous, including those of allocation and of appro-
priate standards. In the context of site and service schemes
"many agreed with President Kenyatta's denunciation of
ministers who advocated permitting 'native houses' for
Africans in the urban areas, recalling that these were the
sort of houses that Africans had to live in during the colonial
days" (Werlin, p.229). It was not until 1973-74, with the
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inception of the World Bank-sponsored Dandora community

development project that site and service schemes were
again becoming acceptable to the politicians.

Problems of allocati6n were, however, not confined to site
and service schemes. In one tenant-purchase scheme in

Thika, for instance, (according to a HRDU report), five out
of every six houses were rented by the room, and the estate
accommodated three times the number of households for which
it had been designed. Landlords were collecting as rent
double their payments to the Municipal Council.

It is clear from the statistics that there wa6 an immense
gap between the need for new housing and the official

supply. (In Nairobi, it had been estimated that 33,000
new housing units were required between 1962 and 1970,
whereas only 7,400 were actually built.) It is also true,
as evidenced by the long waiting lists for public houses,

that there was also a substantial shortfall between the
supply and the effective demand.

That this was the case is partially a reflection of the
extent of subsidy of practically all new housing that was
constructed at the turn of the decade: of the below-market
rates of interest charged by the NHC, of the rents of public
housing beincj charged on historical cost, of free or very

cheap lands rents and premia charged on government land,
subsidized rents charged by employers, income tax relief

on interest on mortgages for owner occupiers, and so on.
At that time, however, most - if not all - of these sub-

sidies were implicit, and their effects had not been fully
investigated. This is still the case.

The study team notes with some apprehension the similarity
between then and now in policy statements, problems and
approaches. At the same time satisfaction is found in the
increasing committment to policies and the accelerated
production of houses. An account of this change follows.

The Present Housing Situation

This section discusses the present situation: the policies
in force over the past few years, and their impact; the
main institutions concerned with shelter, their organization
and performance; the larger projects that have been initiated
in the recent past (excluding the AID housing guaranty
projects, discussed in section 7.0 ), their objectives
and impact; and briefly discusses the strengths and weak-

nesses of the present situation.

. POLICIES AND POLICY STATEMENTS

The main policies are spelled out in the report on the Third
Development Plan:

"The Government's long-term objective is to build as

rapidly as possible a national stock of housing of a

minimum standard with basic standards of privacy and

security providing a healthy environment for all.
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"The specific policies and objectives during this Plan

period are:-

(1) To accelerate housing development using both

Government and private resources;

(ii) To retain, and develop, all the existing housing

agencies, both public and private, and to direct housing

funds, so that the maximum number of housing units in

all cost brackets in proportion to the need of the

different urban income groups are developed;

(i) To ensure that housing design and construction

conform to Government standards and that each housing

unit constructed in urban areas shall have at least

two rooms, plus its own kitchen and toilet;

(iv) To ensure (a) no additional unauthorized housing

settlements are erected, (b) slums are removed when

satisfactory alternative housing has been found, and

(c) sub-standard urban housing is improved.

(v) To promote self-help in housing construction in
urban and rural areasi

(vi) To enforce rent control measures;

(,i) To intensify the use of local materials and increase

employment opportunity in the housing sector."

The manner in which these objectives may be achieved in both

public and private sectors is greatly influenced by the

government's policy instruments and the way in which they

areapplied. The principal policies are discussed below.

5.2. THE PUBLIC SECTOR

Recognizing that rural housing can be "left primarily to

private and self-help efforts which, to date, have been

adequate to maintain the number of units required if not to

improve on their size or to increase their amenities", govern-

ment efforts have largely been concentrated in the urban

areas. The main target group has been the urban poor, since

"it is the Government's policy to direct a large proportion

of funds available to the provision of housing for the low

income groups."

This was to have been achieved by a directive that all new

public housing (with the exception of that provided through

the HFCK and for specific groups of government employees)

should cost under KEl,200. (It was, however, subsequently

noticed by the General Manager of the NHC that these targets

were "never possible of achievement".)

On the question of tenure, MuSS issued a Directive in 1973

that the NHC should discontinue lending funds for tenant-

purchase housing schemes (because of a high level of defaults),

supplemented by a subsequent instruction that "90% of all

available Government funds should go to site and service or
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some form of aided low-cost housing and only 10% be used
for rental schemes".

The emphasis on site and service development - which has been

policy since the publication of the 1966/70 Development Plan

but which has been slow in implementation - has created some

controversy, as noted below. Nevertheless, most public state-

ments have consistently supported the policy. (The General
Manager of the NHC: "The highest priority should be given to

the development of site and service projects"; and the

report of a trade union workshop on housing for low income

workers, "Under no circumstances should pressure to provide
the currently proposed site and services schemes be let up".)

There is no clearly stated policy on the allocation of housing

funds between urban areas, apparently being loosely based on

studies of housing needs by the MHSS and on assessments of

the organisational capabilities of the various national and

urban authorities, as well as on initiatives by the different
implementing agencies.

5.2.1. COST RECOVERY AND SUBSIDISATION

Cost recovery principles for public sector tenant-purchase
and site and service housing schemes broadly follow the

same principles. Thus charges for certain items, such as

primary infrastructure and community facilities, are ordinarily

recovered through u 3r fees and rates. Land costs are borne

by the Ministry of Lands and Settlement and are recovered

through stand-premia and aimual rents based on the unimproved

market value of the land. Certain administrative costs and

all other costs are charged to the project; the amounts
actually charged to project beneficiaries vary according to

the proportion of land in the scheme to be allocated for

non-residertial uses. Cost recovery principles do, however,

vary from one local authority to the next, and even within

a single authority over time.

In their analysis of the pricing of housing in Nairobi,

Coopers & Lybrand, consultants to the NCC, recommended:

"So long as there continues to be a serious housing

shortage in Nairobi, so that substantial pzofits can

be made from sub-letting, prices should be set at a

level which will enable a proportion of these profits

to be secured by the Council so that they can be used

to benefit the community as a whole by various means

including the provision of additional new housing.

"Prices should be set at levels which will minimise,

if not eliminate, the burden on the general rate fund

of the cost of providing housing-related services;

the contribution made by occupants of new housing

schemes should at the very least cover the full

additional costs of providing them with services."

Although the consultants' report was formally accepted by Council,

no action has been taken on this recommendation.
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tome small element of direct cross-subsidy was introduced

into the Dandora (Nairobi) project (see later under 4.S.2)
It is also provided for in the World Bank's second urban

project to benefit allottees of the cheapest site and service

plots (In Mombasa and Kisumu) and some of the displaced
households from Mathare Valley in Nairobi. For the latter

proposal, however, the small benefits that would be achieved

appear to be largely outweighed by administrative complexity;
the proposal is, however, being pursued on the ground, that

any price savings to the poorest people are beneficial.
Although this approach could be repeated, its impact cannot

be substantial;and the arithmetic determines that the amount
of subsidy would necessarily vary from one project to the
next.

Most of the hidden subsidies noted as present ten years ago

are still in force but their impact has still not been inves-

tigated. They are discussed more fully in paragraphs 4.1.3.
and 5.1. of chapter III.

5.2.2. ALLOCATION

With few exceptions, allocation of houses amd plots in public

rental and tenant-purchase schemes not intended for specific

beneficiaries is by ballot from a list of eligible applicants.
Favoritism of one kind or another has, however, been alleged

in many cases. This is hard to substantiate and, so far

as is known, there has been no thorough-going investigation
of suggestions - mainly from the newspapers but also in the

Annual Reports of the NHC - that allocations have been made

in return for financial or other personal favors. The team

is informed that a scrutiny of confidential records would

show that houses and plots are allocated to cabinet ministers

and other influential people who are clearly ineligible.

Conversations also show that there is a wide-spread lack of

faith in the impartiality of some a-locating committees, and

that this is one reason for a part of the target populations

not bothering even to apply for a house or a plot.

Eligibility .iteria vary. They generally require a minimum

length of residence or employment in the town in question;

they exclude those people already owning property (sometimes

only residential, sometimes all types of property) in the

town; they usually require that the applicant have his or her

family living with him; and, in the case of NHC schemes, they

also require that the applicant should not be more than 50

years old.

All schemes have minimum and maximum income requirements,

which in practice are very difficult to enforce. For NHC

site and service schemes, for instance, the applicant should

have "a stable income of between KShs 300/ and KShs 1,200/
per month", a requirement related to repayment charges cal-

culated several years "go. In the event, these limits

require that the low income applicants must sublet rooms

in order to be able to afford repayments; they also exclude

other potential beneficiaries who, by virtue of having an

income not greatly above the maximum, are incapable of
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securing alternative authorized accommodation. Otherwise,
attempts are generally made to relate incomes to required
repayments, in that payments (for housing and sometimes
also for related services) should not exceed 20-30 per cent
of income. (An HRDU/MHSS study, however, investigating
several local authority housing schemes, found few in which
this match had actually been achieved.) One notable exception
to the general rNle of matching incomes and costs is the
Mathare Valley settlement and resettlement scheme, for which
there are maximum but no minimum income limits specified.

Several alternative approaches have been suggested to the
application of income limits. These approaches range from
the present practices of allocating to those in a pre-
determined income band regardless of costs or of fixing
monthly incomes as a strict multiple of costs; to the
practice (as in the Umoja and Second World Bank projects)
of imputing to the allottees as potential income from sub-
letting, then relating the total possible household income to
repayments required; to the extreme view that since incomes
are anyway often misstated in application forms, then it is
a waste of administrative effort to attempt even to impose
income limits.

On balance, arguments of equity would seem to demand that
maximum income limits be set for public housing schemes.
Also, since it is politically difficult to repossess houses
or plots for which loars are not repaid, it would also seem
necessary to determine that an applicant is able to meet
the chargeL Within these limits it would also be realistic
and desirabl, to assess the ultimate income-earning potential
of the house in order to determine the ability to pay. The
main observation here, of course, is that repayment charges
are fixed at the time of allocation anid not changed as ability
to pay changes over time thus effectively ruling out many
low-income families. More on this in 5.2. of chapter III.

5.2.3. BUILDING STANDARDS

The Building Code comprises two distinct Local Government
Orders, the Grade I and the Grade II By-laws. A local
authority may declare in which areas the two standards are
applicable. (The Grade II By-laws permit structures of
lower quality, covering such matters as plot size and
coverage, room dimensions, lighting and ventilation, and
construction.) In many respects these regulations are
flexible, allowing certain by-laws to be waived by the
responsible council, for standards to be reduced on the
advice of the Medical Officer of Health or of the Chief
Health Inspector. It is perhaps this extreme flexibility which
has discouraged interpretation, so that often the by-laws
are applied strictly to the letter even where circumstances
would indicate relaxation.

Much criticism has been levelled at these two sets of regu-
lations in that the way they are applied implies building
standards that cannot be afforded by - substantial proportion
of the population. The argument runs that their enforcement
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leaves the poor no alternative but to construct housing
illegally which, since beyond the control of the authorities,
is far below any acceptable standards.

A further requirement ts that the minimum dwelling should
consist of two rooms plus kitchen, toilet and shower. Strict
enforcement of this directive would put the price of new
housing out of the reach of the majority of the population.
Although a certificate permitting occupation (and sale) of
the dwelling is not issued until this criterion is fulfilled,
in practice it is not rigidly applied. The Umoja scheme
(HG project 003) is a case in point where one-room dwellings
were constructed. In site and service schemes a formal require-
ment is that the minimum dwelling should be built within eight-

een months of allocation; temporary occupation is permitted
during this period; and, where :ircumstances make the time
limit difficult to adhere to (fr some building groups, for
instance) a blind eye is turned.

The World Bank's second urban project specifically exempts
a certain group of beneficiaries from the requirement of
building an acceptable dwelling within a specified time

period. These are some - but not all - of those poorest
squatters to be displaced from Mathare Valley (see 6.5.3.
below), for whom alternative accommodation must be found
but many of whom would be unable to afford any form of
conventional dwellings in the near future.

Under the Local Government Ordinance, municipalities are
empowered to control the use of land by providing by-laws

regulating zoning. Thus, minimum plot sizes may be pre-

scribed, the extent of plot coverage and the predominant
use to which tht land is put; areas in which flats are

permitted may also be delineated. As a control over the
type and density of use, this is a simple and effective
regulator. In Nairobi, for instance, it has been used
to preserve the broad pattern of development established

in the 1948 "Master Plan for a Colonial Capital". (While
there are many good reasons for having done so, it does
constrain residential development.

The Commissioner of Lands (in the MLS) may also exercise

controls: together with the local authorities, over sub-
division of land; or by issuing restrictive covenants on
the type and quality of development permitted, and so on.

5.2.5. LAND PURCHASE

With the exhaustion towards the end of the last decade

of much of the stock of public land around the main towns

suitable for low cost housing, the provisions of the Con-
stitution and of the Land Acquisition Act were utilised
to build up a reserve of land for this purpose. Peripheral
land was acquired around many of the larger urban centers,

but the problems of land shortages remain. There are two

principal constraints upon expanding the government's program

of land purchases: the availability of finance (the budget

currently stands at about KE600,000 per annum; and inter-

national doiors are unable or unwilling to finance the purchase
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of land); and the reluctance of landowners to sell, a
reluctance which has been manifested in the past by the
exertion of political pressures. This resistance to compulsory
purchase is occasioned both by relatively low prices paid (the
value of the land being determined by reference to recent
recorded transactions, for which prices paid are generally
substantially under-recorded); and by a customary understanding
of land as not being a commodity which can be traded.

The present policy is to continue acquisitions for public
purposes as and when the land is needed, the Chief Valuer
liaising with the Director of the Physical Planning Dept.

for this purpose. There are insufficient funds to permit
the establishment of an urban land bank; and, in view of the
security risks which would attach to such an operation, there
are no forward plans for compulsory land acquisition. It must,
however, be noted that the government has recently been re-
viewing policies on land, including plot allocation procedures.

The coming months should indicate whether compulsory acquisition

may become politically easier, and it could be that an easing of
this constraint would also permit an increase in public funds
available. Nevertheless, the problem will remain of a shortage

of public land for urban development. That land is not in
public ownership does not, howe% r, necessarily mean that it
cannot be developed optimally. If the present controls over
land use were supplemented with punitive taxes on undeveloped

land, development could be directed more forcefully than at
present. The public sector would remain responsible for

installation of infrastructure, which would be designed to

accommodate only the desired uses; this could be supplemented
with loans for construction of low-cost housing, to which
conditions would be attached on the type of development and
methods of disposal. Under conditions of housing scarcity,
this solution is less than ideal; but in the prevailing circum-
stances, is deserving of further detailed attention.

5.2.6. RENT CONTROL

The Rent Restriction Act, administered under the MHSS, is
discussed in chapter III, section 5.2. Whether subletting is
permitted in publicly-sponsored housing schemes or not, it
has been recognized as infeasible to attempt any form of
control over rents charged by the allottees. The principle
means of reducing rents charged in the private sector is seen

by government as the promotion of the construction of more

housing units. In view of the ineffectiveness of formal rent

control measures, this view would seem to be correct.

5.2.7. TAXATION (see also paragraphs 4.1.4. and 5.1. in chapter III)

Rates are levied by local authorities on the unimproved value
of sites, even though the Rating and the Valuation for Rating

Acts also allow property taxation on a different basis. It has

been recognized that the present practice causes some in-

equities; its operation in Nairobi and Mombasa is currently

being reviewed.



56

A capital gains tax, inter alia affecting land transactions,
was introduced in 1975. There is reported to be widespread

avoidance of the tax, and it is believed to have raised the
market price of land, despite a recent reduction of the rate

by 50%.

Death duties, payable on property that changes hands when
a person dies, has the effect of promoting subdivision of

the larger properties.

5.2.8. SLUMS AND DEMOLITION

Although the various acts and regulations provide a definition
of a substandard dwelling, there is no clear statement on

what constitutes a slum. Nor is one necessary at this time,
for the scale of the problem is such that any marginal defi-
nition would be of no more than academic importance.

The government's presently-3tated policy - to remove slums
only when alternative accommodation is provided, and to
improve substandard urban housing - has been explained as

being held for both humanitarian and economic reasons: that
is, redevelopment of slum areas is rarely practicable or
desirable. Nevertheless, the NCC is frequently reported as

demolishing slums within its boundaries: there were, for
instance, six such reports between October, 1977 and March,

1978. (If this has also happened in other towns, it is rarely

reported in the national press.)

The Development Credit Agreement for the World Bank's second

urban project, signed after the latest round of demolitions
in Nairobi, states:

"Each municipaiity/Nairobi, Mombasa and Kisumu/ hereby
affirms that it is its policy to discourage erection of

any unauthorized Dwellings but undertakes not to engage

in substantial demolition of Unauthorized Dwellings
existing at the date of this Agreement in areas subject
to its jurisdiction. Accordingly, subject to the

Borrower's /GOK/ policies in force from time to time,

none of the Municipalities shall damage or destroy any
Unauthorized Dwelling or evict the occupants thereof unless/

adequate notice has been given and the owner has requested
the action or, in the case of public land, there is an

alternative use intended or alternative housing has been
provided or the settlement in question is an extra-
ordinary health hazard/."

With the inclusion of several "squatter upgrading" schemes

within this World Bank project, the policy on slum improvement

is now being translated into reality.

5.3. THE BUILDING INDUSTRY

Amongst other moves to encourage the construction industry,

the Government has established the National Construction

Corporation for the promotion of Kenyan contractors; and, under

the direction of this Corporation, the National Construction

Company, to provide management assistance to Kenyan sub-
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contractors. The majority of large-scale building and
civil works contracts are, however, still presently being
executed b, large and medium sized established contracting
firms.

in 1972 foreign exchange 4ccounted for some 30 to 40 per
cent of housing construction costs, through the importation
of materials and fittings,

Residential Building Cost Index: December 1972 - 100

September 1978

Materials 230.1
Labor 159.0
Building& 212.5

Although some research has been carried out into local
building materials and further studies are planned, it

appears that - apart from the standard measures for the

protection of dcmestic industries - there are no specific
policies or instruments for the promotion of local building
materials.

5.4. INSTITUTIONS AND THEIR PERFORMANCE

5.4.1. Coordination of implementation of plans at a nationial

level is effected by the Ministries of Finance and of Economic

Planning ( a single ministry until late 1978). These minis-

tries oversee fiscal and financial policies which have an

iWact upon private house builders, as well as allocating funds

for the following categories of public housing:

- Tenant purchase and rental housing developed by

and for local authorities under the auspices of

and with loans from the NHC;

- Staff mortgage housing, providing for home ownership
by Civil Servants, financed by the MHSS and with
mortgage finance from the NHC;

- Pool housing for government employees, financed by
the MHSS, planned and maintained by the MOW and
administered by the Office of the President;

- Institutional housing, financed by specific ministries;

- Housing for statutory organizations; and

- NBC's rural housing fund.

These ministries have no direct control over the few public
housing schemes initiated by local authorities outside the
NHC program and externally-funded projects.

5.4.2. The Ministry of Housing and Social Services (the two
were &malgamated in 1974) remains responsible, through its
Housing Department, for policy formulation, for implementation
of public housing programs through the ;HC and HFCK, for
effectuation of the Rent Control Act, and for the operations
of the HRDU. It is now divided into three sections: Planning,
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Economics and Estates; both its establishment and staffing
have been considerably strengthened in recent years.

5.4.3. Among other ministries with responsibility for
housing, the Ministry of Works continues to develop the greater
nuber of units for government employees. This ministry,
together with other agencies, was reported to have constructed
4,600 public "residential units", at an average cost of KE3,000
each, over the five years 1973-77.

5.4.4. The Ministry of Local Government has the responsibility
of overseeing the operations and financing of the 61 municipal,
county and town councils in Kenya. Among its other duties,
it presently is running the affairs of Mombasa and Kisumu
through appointed Municipal Commissions.

5.4.5. The Ministry of Lands and Settlement has responsibility
for the control, acquisition and disposal of government lands
in Kenya and, through its Physical Planning Department, "for
liaison with development authorities at national, provincial
and district level, /for initiating/liaison with development
agencies and by /preparing/ urban studies as well as close
involvement in the preparation of district development plans".

5.4.6. Matters of broad environmental policy and research
come under the aegis of the National Environment Secretariat,
a bureau established in 1974 under the Office of the President.
The brief of the Secretariat is to coordinate public actions
to ensure optimum use of the environment and thus. where
necessary, to synthesize the actions of operative ministries
in matters which are not the direct responsibility of the
Ministries of Finance and of Economic Planning nor of the
Physical Planning Department.

5.4.7. The staffing of the Housing Research and Development
Unit has been expanded since it was created at the University
in 1967 but its members are still largely expatriate and all
on short-term contracts. This fact may account for comments
that the Unit maintains a low profile in policy-making. The
HRDU continues to maintain a steady flow of publications on
many aspects of housing design, construction, financing,
economics and implementation; its body of knowledge and opinion
is disseminated by way of staff attendance at conferences and
on various inter-ministerial committees. While its future
program was still under discussion at the time of writing,
one major task to be undertaken by the HRDU in the near future
is an evaluation of the site and services program in Kenya,
with recommendations expected on its future form.

5.4.8. The brief of the National Housing Corporation remains
as described in 4.2. above; its loan terms are also unchanged.
It is now subdivided into three branches: administrative,
technical and financial, of which the latter has a major
sites and services section. It operates under guidelines
established by the MISS: among other matters, on the type
of scheme to be constructed, on allocation procedures and
terms of repayment.

It was planned that the NHC should be responsible for the
construction of over 68,000 housing units in urban areas for
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the 1974-78 Development Plan period. But although final
returns had not been made at the time of writing, only some
8,600 were reported as completed in the five years 1973-77.
(An additional few hundred high cost houses had also been
completed in urban areas - most of them in Nairobi - using
financing provided by the NHC through the HFCK.) The
Corporation shows in its annual report, that it is well
aware of the very large gap between plans and outcome.
Much of the blame is put on local authorities, directly
responsible for the implementation of schemes containing
some three-quarters of all units: "With certain local auth-
orities, substantial delay has been experienced not only in
the allocation of serviced plots, during which exercise ugly
hands of politics, misuse of power, greed and even sheer
dishonesty often play leading and impeding roles..."
That there were considerable delays in implementation is
also attributed to the shortage of suitable serviced land.

Not only is there a gap in absolute numbers of units completed,
but also between the price ranges planned and achieved. The
brief had been to produce units of a cost not exceeding KE1,200:
this, according to the NHC's General Manager, was "never possi e
of attainment". 93 per cent of all urban housing was to be
in the form of site and service plots. In the event, 37 per
cent of all units were in this category. 58 per cent of all
houses actually completed exceeded the limit of K£1,200, their
mean cost being KEl,500.

Among other problems reported by the Corporation was that of
loans in site and service schemes for the purchase of building
materials. An upper limit had been set of Shs 7,000 per plot;
this was raised in one recent exception in Nairobi to Shs 11,500.
Since the limit was established in 1975 and then was calculated
as sufficient to "complete a house of 2 rooms if non-permanent
materials are used for the time being", it is now not enough
for completion of a minimum dwelling, especially if the local
authorities insist upon the use of permanent materials.

5.4.9. Local Authorities vary considerably in their adminis-
trative capabilities and housing performance. Nairobi, with
its greater resources, has always taken the lead in designing
and implementing housing projects. Yet in the past few years -

with the notable exceptions of the internationally-financed
projects outlined in the next section - the Council has succeeded
in producing no more than a few hundred housing units annually.
The performance of the other two large towns, Mombasa and
Kisumu, has been no more impressive, with annual production
rates never exceeding 600 units between them, and usually
many fewer.

In a bid to improve the housing delivery systems of these three
municipalities, new Housing Development Departments (HDD's)
have been created within each of them, supposedly to take
responsibility for all new low cost housing projects. In
practice, however, the HDD of Nairobi is overseeing only the.
World Bank and EDF projects, and a single NHC scheme; the AID
Umoja project has its own project unit nominally answerable
to the City Engineers. The remaining NHC schemes are handled

wcc
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by a separate group within the City Engineer's Department.
Each HDD reports to a Housing Development Committee and
consisWof three operating divisions (technical, finance
and community development) and two support units (adminis-
trative and legal).

In the smaller local authorities, responsibility for housing
activities varies considerably. Nakuru, for instance, has a
Housing and Estate Department which, among other functions,
takes the initiative in planning for future housingi the
Town Engineer, for implementation. In others, the techk.ical
staff is very small, able to deal only with routine tasks.
In these latter towns, all new housing development is under-
taken by the NHC and other external agencies.

The mortgage market is discussed extensively in Chapter III
of this report. Loan terms and policies of the various
institutions are broadly similar to one another: depending
on circumstances, loans of up to K£25,00 can be obtained,
for periods of up to 20 years and at interest rates of
11 per cent per annum (for citizen owner-occupiers) and
12 per cent per annum (for all others).

5.5. THE PRIVATE HOUSING SECTOR

Outside of Nairobi, the volume of approved housing reported
as constructed by the private sector is minimal, comprising
no more than a few hundred units annually in the other ten
municipalities, with most of these in Mombasa. The total
reported value of new housing construction in these muni-
cipalities was KE4.3 million in 1977. Even acknowledging
inadequate reporting, it is clear that the effective demand
for high cost private housing is very small outside the
three main towns: certainly because of low incomes, possibly
also because of the alternatives available in the form of
public housing for salaried government employees.

The supply of private housing is strongest in Nairobi, reaching
almost 2,000 units annually. (Note that the official statistics
under-enumerate these units.) Even in Nairobi, however, supply
falls below demand, resulting in rental values that give a

return on investment that is probably higher than can be ob-
tained from most investment alternatives. The principal
problems constraining growth of formal private housing are
reported to be an inadequate supply of serviced land, and the
problems and delays occasioned by compliance with the regulations
for building approvals. Informal private housing in Nairobi -
not meeting the local authority's requirements - probably reaches
some 7,000 units constructed annually. This suggests that finance

is not a major influence constraining the construction of new

houses.

The NCC is taking steps to reduce the first of these con-
straints by selling parcels of land for private residential
development, at market prices, within the World Bank's
second project and in the Umoja estate (the latter is outside,
and not in conflict with, the HG program). The Council is
also extending water and sewerage services - but not access
roads - to privately-owned low density residential areas in

order to permit Gnd encourage further development there.
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The same development constraints do not, of course, apply
to informal private housing, the supply of which is steadily
growing. Over 15,000 such units will have been constructed
annually in the municipalities over the past few years.
Their nature has not altered greatly from that described
earlier (paragraph 4.3.)1 it may be that the rates of return
from this mode of investment has fallen somewhat, still higher
than that on formal housing but broadly in line with the
highest rates achievable in other parts of the formal economy.

5.5.1. EMPLOYER AND EMPLOYEE-PROVIDED HOUSING

Despite the requirement of the Employment Act that - with
some exceptions - employers should provide their workforce
with either accommodation or a housing allowance, many do
neither. Very few houses have, in fact, been erected in
the larger towns over recent years by any employer outside
the public sector.

A recent initiative has, however, been taken by the Union
of Kenya Civil Servants in establishing its own Housing
Agency for the provision of medium cost houses. Work
recently started on the first of the 2,000 units programed
for 1979 and 1980: in Nairobi, Mombasa, Thika, Kisumu and
Eldoret. Efforts have been initiated for the Commissioner
of Lands to acquire land on behalf of the Union in other
towns.

5.6. On-Going Projects

5.6.1. US AGENCY FOR INTERNATIONAL DEVELOPMENT

The AID has committed almost $17 million for three housing
projects in Kenya: the Kimathi tenant-purchase scheme in
Nairobi, a group of housing schemes in smaller towns imple-
mented under the NHC, and a low cost tenant-purchase scheme
in Umoja, Nairobi. Discussions are currently in progress
about the form of a fourth project, an extension of the
Umoja scheme. The three already undertaken, together with
another which did not materialise, have been examined in
some depth and are reported upon in the final section of
this report.

5.6.2. THE WORLD BANK'S FIRST URBAN PROJECT

The World Bank's first urban project in Kenya was a scheme
of 6,000 site and service units, together with the supporting
physical and social infrastructure, in Dandora, eastern Nairobi;
together with some associated studies to further housing
policy and development in Nairobi and Kenya. The project was
estimated to cost KElO.54 million ($29.52 million at the time
of appraisal), of which $7 million is provided through an IBPD
loan and $7 million through an IDA Credit; the remainder is
provided through the GOK, mainly by way of the NHC. The loan
agreements were signed in 1975; the project was programmed to
be completed in 1979, but has encountered some delays which
will probably bring the finishing date to 1981 and which will
increase the project cost substantially over the original estimate.
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By early 1979 almost 1,000 plots had been prepared and
allocated, and the allottees of the greater number of
these had constructed a minimum dwelling. Occupation
of the remaining 5,000 plots will start later in 1979,
continuing through 1980.

According to the Appraisal Report,

"the project is expected to generate a wide range of
benefits including:improved living conditions for at
least 6,000 households, increased output in the small-
scale construction industry for self-help building
materials and employment for project households through
self-help. Furthermore, the project should have sub-
stantial redistribution effects by directing NCC's
resources into site and services instead of conven-
tional housing units which have ordinarily gone to
the middle and upper income groups...

"The rate of return on the housing component of the
project, measured in terms of the stream of imputed
rents from the expected housing units compared to
costs, is about 19%."

There are several innovative aspects of the project: most
importantly, in that Dandora is the first large site and
service scheme in Kenya, tangibly manifesting the government's
cosmittment to this approach as a major contribution towards
solving the housing problem. It is the first large project
to have a committed financial provision for physical and
social components necessary for community development. It
is perhaps the first project in which cost recovery principles
were systematically examined; and one for which a relatively
corruption-proff method of allocation was devised. It was
intended to strengthen the NCC's organisational capacity for
housing delivery. It also had a built-in monitoring and
evaluation study.

The project has generated a good deal of controversy; it appears,
however, largely to have reinforced preconceived opinions. Thus
one group of observers, gratified by the speed of construction
by individual allottees and by their positive appreciation of
the scheme, has rated Dandora a success. Others, seeing the
squalor that inevitably surrounds a building site, together with
plot sizes that are very small for Nairobi (and rank among the
smallest site and service plots in the world), plus a fair
amount of informal sector activity, maintain that the Council
and Government are building yet another slum, barely better than
those unplanned settlements around the city and as such unfitting
for the capital city of the Republic.

There have, indeed, been successes and failures, Probably the
most justifiable criticisms center on the scheme's delays,
largely resulting from initial governmental and administrative
weaknesses. These partly stemmed from an initial lack nf under-
standing of anC committment to the project, and included a
reluctance to follow agreed allocation procedures together with
disagreements over design standards to be adopted. Some of these
delays could be attributed to the narrow political base of the
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group involved in project preparation, with a corresponding
weak involvement in many decision-makers at an early stage.

Although disagreements about the method of plot allocation -
by a random number ballot - were eventually resolved, some
observers, witnessing the relatively large size and often
high quality of buildings that have been constructed (clearly
utilising personal resources over and above the NCC construction
loans) have maintained that the allocation process was not
impartial. Their argument is that the plots have been occupied -
either on allocation or subsequently - by a group for whom the
scheme was not intended; and that the rents of the sub-let rooms,
at around Shs 200 monthly, are too high for the low income popu-
lation. The beneficiaries are therefore, it is argued, :iot the
urban poor. The suppositions are not borne out by findings of
the Dandora monitoring team: although it is clear that the
allocation processes fell short of the ideal, and that many of
the present occupants of Dandora are not the original allottees,
ths beneficiaries are generally within the target population.

Although the scheme had been billed as a "community development
project", and the CD Section of the implementing department
has broadly been operating successfully and to the benefit of
the residents, yet the other planned social and communal facili-
ties have not materialised on schedule. At the time of writing,
two years after most of the first phase plots were occupied; only
the primary school was operating. This is a problem shared by
most other housing projects, but which should not have occurred
in Dandora given the safeguards built into the project. Here
again, the delays have been occasioned not by technical consider-
ations but by political and administrative indecision.

There are numerous other aspects of this project from which
lessons could be drawn (including, for instance, the successes
of collection of plot and materials loans; the poor condition
of "unadoptedstreets; an atrocious record of refuse collection;
variable degrees of success in involving other agencies in
project management). These are causing a continuing debate on
the relevance of this particular solution to urban housing problems.
Yet it is true that, in comparison with the almost-exclusively
expatriate support for the concept of site and service development
a few years ago, there is an increasing number of Kenyans who are
convinced of the efficacy of this mode of housing delivery.

5.6.3. THE WORLD BANK'S SECOND WORLD PROJECT

The Bank's second urban project essentially consists of site
and service and squatter upgrading schemes in Kenya's three
largest towns, Nairobi, Mombasa and Kisumu. The project will
cost some KE29 million ($ 60 million at the time of appraisal),
of which $25 million will be provided through an IBRD loan and
$25 million through an IDA creditl the remainder will be provided by
the GOK, mainly through the NHC. Of the total funds, Nairobi is to
receive an allocation of KE14.7 million, Mombasa, KE5.5 million, and
Kisumu, KE7.7 million; KE 1 million will go towards technical assis-
tahce for central government, mainly for various consultancy
studies.
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The loan agreements were signed 
in mid-19

78 , with implementation

starting shortly thereafter and 
due to be completed by the end

of 1982. The project will be implemented 
primarily through the

three local authorities, under 
the overall supervision of the

HHSS.

According to the Appraisal Report, 
the project objectives are

tot

*(a) increase the supply of site and 
service plots to

meet a significant portion of 
demand for such plots over

the next four years; (b) introduce upgrading of un-

serviced squatter settlements 
as an official policy;

c) demonstrate an effective 
low-cost delivery system

for health, nutrition and 
family planning servicesi

d) stimulate and encourage 
employment and income

generating activities for the 
urban poor; (e) strengthen

the institutional capacities 
of Government and the local

municipal authorities for implementing 
and managing

urban development; Cf) a sist Government in improving

the financial resources and 
management of local

authorities; and (g) help 
local authorities control

the pattern of urban growth 
and to develop their land

more effectively...

"When the project is completed 
the urban poverty group is

estimated to be about 650,000 
in the three cities.

Of this group about 150,000 
will receive direct benefits

as a result of the project. 
Of the loan/credit amount

of US$ 50 million, 80% is 
expected to produce/ direct

benefits to the urban poverty 
target groups in terms

of goods and services which 
are both affordable and

replicable for this group."

Apart from the benefits and 
innovations listed in these 

para-

graphs, the project is designed 
with several experimental

features which, if proved 
successful, could beneficially 

be

incorporated in subsequent 
shelter projects. Among these are

several devices for making 
plots more readily affordable 

to

households with incomes significantly 
lower than in the Bank's

first Kenyan project. These include a form of progressive

(or low-start) mortgage for 
certain of the poorest families 

to

be resettled from Nairobi's 
Mathare Valley, by which repayments

of plot loans rise over time. 
Another group from Mathare 

Valley

are to be offered very low 
cost surveyed plots with 

minimal

services and with 
no requirement that 

they c-nstruct a 
house

meeting the City's by-laws 
within a specifies period 

of time:

although formally accepted 
by the council, this provision 

is

still causing concern to 
a number of individuals 

with powers

of delay. A third device is a relaxation of minimum 
income

criteria for eligibility 
for site and service plots 

by imputing

a future additional income 
to allottees from sub-letting 

rooms.

A further feature - building on concepts introduced 
in the Bank's

first project and by the 
Umoja project team outside 

the HG

program - is of servicing several 
thousand plots to be sold

at market prices. In Mombasa and Kisumu the 
surpluses thus

generated will be used to 
cross-subsidize other options 

for the

urban poor. In Nairobi, the surpluses 
will be used for the

construction of yet more 
plots for market sale, in 

order to
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build up a housing fund and thus ultimately to reduce the
city's reliance on external funds for low cost housing.

Even though considerable efforts had been made during project
preparation to avoid the mistakes of the Bank's first project,
considerable delays are being experienced with the imple-
mentation of most of the components of the present scheme:
Exceptions are the technical assistance elements under the
NHSS. It could be that the delays in Mombasa and Kisumu are
merely teething problems experienced during the formation of
the new implementing Housing Development Departments; and it
is also fair to point out both that the project is tackling
problems that, by their intractable nature, had been left
unattended for many years; and that the delays and problems
are less severe than are experienced in comparable projects
in many other parts of the world. Nevertheless, the problems
are predominantly bureaucratic and political, not technical;
and, despite the elegant conception of the project and its
emphasis on institution-building, they do raise questions as
to whether the program is not overly ambitions given the present
administrative realities.

5.6.4. THe, EUROPEAN DEVELOPMENT FUND

Arising from discussions in July, 1975 between the GOK and
an EEC Mission, it was agreed that about KE2 million would
be included in the indicative national program over the
coming few years for "slum improvement", to be funded under
the Lome Convention. Three urban projects were identified,
all within Nairobi, formally approved in 1977 and 1978, with
a total committed grant of ?:UA 4 million (equivalent to KE1.96
million at December, 1978):

- Mathare Valley Site and Service Scheme

- 1wangware Improvement Scheme

- Workshop Cluster at Dandora.

The project. in Mathare Valley is formulated as an integral
and essentLal part of the Mathare component of the World
Bank's second urban project. The principles to be followed
are identical to those of the remainder of the scheme. It is
estimated to cost EUA 1.375 million (KE674,000), and is admin-
istered by the Nairobi City Council with the assistance of a
coordinator seconded by the European Economic Community.
Implementation is sched'aled to take place between January, 1979
and February, 1981.

Kawangware Village, on the eastern outskirts of the city, is
in many ways typical of an informal urban settlement, with poor
housing - much of it for rental - and unsatisfactory environmental
conditions. The Kawangware Improvement Scheme aims to improve
living conditions within that village, and to make provision for
more rapid and orderly development of the areas around Kawang-
ware, in order to relieve pressures on the village and to pre-
empt the development of similar conditions around it.

The objectives of the gcheme are to be met by providing: surface
water drainage and access in the village; main roads and drains
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in the environs to open up presently inaccessible areas for

private low cost housing; a refuse collection vehicle and

refuse containers; public toilets at the market; security

lights; foul sewers; and water mains, reticulation and public

water kiosks. The cost is estimated as EUA 2.41 million

(KE 1,160,000); it was started in January, 1979 and construc-

tion of the infrastructure will be completed in April, 1980.

Despite the relatively conventional nature of the components

of this scheme, it is experimental for Kenya in attempting

to harness and encourage private initiative in shelter provision

for the low income population. Whether it is successful in

this or if it will only serve to price out the existing popu-

lation to a less accessible part of the city remains to be

determined by an on-going monitoring exercise.

The final element is a pilot Workshop Cluster within the

Dandora prciect site. This arose out of concern at the level

of underemployment in Nairobi, hence the inability of a sub-

stantial minority of the population to afford even the minimum

standards of accommodation provided publicly. It was prompted

by observations that although informal manufacturing enterprises

are flourishing to an extent greater than in many other African

cities, they are nevertheless constrained in particular by a

shortage of space, by lack of marketing skills and by a lack

of knowledge of techniques for the low-cost production of

alternative consumer goods.

The present project aims to create a physical environment whereby

these constraints may be minimised, leading to an increase in

the income-earning opportunities of the informal sector. Because,

however, similar but not identical projects have been unsuccess-

fully attempted elsewhere in Africa, this particular project is

small scale, a pilot project. The cost of the cluster, together

with the salary for the manager and other net running costs for

the first five years (during which time the scheme is intended

to become self-financing) is estimated as EUA 215,000 (KE105,000).

The manager should be appointed, and the cluster constructed

and operative, in late 1979.

5.6.5. COMMONWEALTH DEVELOPMENT CORPORATION

The CDC is a substantial investor in housing in Kenya. It has

loaned money to the HFCK and to the NHC for non-specific pro-

jects; together with the World Bank it has also made loans

available for the settlement of small-holders on 73,000 ha

of land purchased from European owners. Particular housing

schemes in which CDC has an interest are all in Nairobi: the

Kariokor, Jamhuri and Madaraka housing estates, for rental

and for sale; and, more recently, Buru Buru, in the east of

the city.

In the Buru Buru development, conceived in the early 1970's

after CDC had determined to be involved actively in the housing

field, the NCC has been developing 382 rental units with the

aid of a CDC loan; and the CDC itself had completed about

2,800 mortgage uvits by the end of 1978. A further 857 houses

are soon to go cit to tender. The estate would be completed

by about 900 more houses, for which finances have not yet
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finally been comnitted. The houses for sale are of 2-, 3-,
and 4-bedrooms (in the current phase of development, however,
the 2-bcdroomed option has been dropped due to relatively
low demand).

Although variously described as "low-cost or "middle-cost"
housing, the estate now effectively caters for residents of
the city in the upper and upper-middle quintiles. The
u.imum selling price of houses in the first phase (1973-74)
was KE3,00O (requiring a maximum income of around Shs 1,600
per month); since construction and design standards have been
maintained, the present phase will be selling for between
KE6,400 and 4E8,200, (requiring a minimum income of Shs 3,800
per month). There are, nevertheless, still many thousands of
applicants for the houses.

Design and administration has been undertaken directly through
CDC's Nairobi Office. CDC is not empowered to lend money for
social infrastructure, so that the schools, health centers
and the like in Buru Buru have been the direct responsibility
of the NCC. Because of that organization's internal constraints,
the number of such facilities constructed has fallen short of
the agreed targets.

Although housing appears as the lowest of the investment prior-
ities in a recent CDC/ODM policy statement, the local office
is still pursuing negotiations towards the construction of
a several thousand unit, low-cost, housing estate, for which
land has already tentatively been identified in eastern Nairobi.

5.6.6. OTHER INTERNATIONAL ORGANISATIONS

Multilateral and bilateral aid has been received for several
urban projects which indirectly benefit the shelter sector,
as by the provision of water and sewerage to areas previously
un&dserved. The Netherlands Government, apart from earmarking
finan" 'wr 500 site and service units to be constructed in
Eldoret, has shown interest in assisting employment promotion
by way of a loan to the NCC for the construction of "hawkers'
kiosks" for the sale of cooked and fresh foods. (Completion
of these kiosks is presently held up, reportedly for political
reasons.)

The same government has also solicited requests for use of
its Category IlIc fund3 for urban or rural application:
this would take the form of grants for projects which speci-
fically assist the poorest sections of the community. So
far as is known, however, no urban projects in Kenya have yet
been formulated under this program.

The World Bank, too, is implementing its policy of assistance
to the lower income groups in urban areas by way of employment
enhancement. This is provided through a $10 million IDA credit
for the Kenya Industrial Estates (KIE), for the reorganisation
and strengthening of its support to small industrial enterprises.
Resources are to be made available for loans for working capital
and equipment, and for the construction of 150 workshops in
10 rural promotion areas, and 40 workshops in Nairobi.



68

Amongst other potential donors is the East African Development

Division of the British Ministry of Overseas Development. This

Ministry has stated its willingness to participate in shelter

development directly benefitting the urban poorl studies towards

a project are probably soon to be initiated.

5.7. HOUSING COOPERATIVE SOCIETIES

Arising out of an initiative in 1975 by the Central Organisation
of Trade Unions (COTU), a series of parallel examinations has

been conducted of the potential of housing cooperative societies

in Kenya, culminating with a report (June, 1978) by the US

Foundation for Cooperative Housing. This latter was sponsored

by COTU and the Ministry of Cooperative Development (MCD) with

the financial assistance of the African American Labor Center.

Despite that past attempts at the organisation of housing coop-

eratives in the country had generally been unsuccessful, the

report's primary recommendation was:

"the establishment of the National Cooperative Housing

Agency as a non-profit yet self-sustaining body, pursuant
to an act of Parliament sponsored by the Minister for

Cooperative Development. The NCHA will act as the primary

advocate and sponsor of housing cooperatives at the

national and local levels, and in the urban and rural

sectors."

In order to get this agency off the ground, it was recommended

that a team of three advisors - a housing cooperative generalist,

a cooperative and community development advisor, and a finance

and management advisor - should immediately be recruited, probably

with the assistance of foreign donors. Furthermore, a task force

should be set up to prepare a Cabinet-level discussion paper.

It is, indeed, reported that such a paper has been prepared and

that the committment of several authoritative persons and bodies

is assured. It was, however, the view of the African American

Labor Center that until this paper had been approved by Cabinet,

no substantive approaches could be made to potential donors of

money or of technical assistance.

On the source of funds for the NCHA, an important proposal was

"that resources from the /National Social Security Fund/ NSSF be

earmarked for low-income cooperative housing programmes for workers

and channelled to the Cooperative Bank, the NHC, and other

suitable financial institutions". Other sources and channels

were discussed, including the possibilities of utilising external

funds such as from the AID.

"The team has informally broached the subject of donor

technical assistance with both USAID and UNHHSF. One

mechanism which has proven most expeditious and effective

in other parts of Africa has been the AID Operational

Program Grant. By this route AID can make grants to

approved voluntary agencies for projects which are

considered within AID's priorities."

The one recommendation from the NCHA which is causing some doubts

is on the organisation of the board of directors: proposed as
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wholly government and para-governmental representation, with
the sole excepti-, of COTU. It may well be that a more entre-
preneurial and dynamic approach would be achieved with the
inclusion of representatives of the private sector, at least
one of whom is reported to have stated his organisation's
willingness to participate actively on the board.

5.8. Strengths and Weaknesses of the Present Situation

Given the relatively limited volume of public resources that
can be made available for housing, together with the amount
and distribution of private resources, the realisation has
grown of the impossibility of achieving, within a foreseeable
time period, the stated aim of housing the urban population in
"decent" dwellings as these are officially defined. The
Government's plans are therefore terpered to arm over the short
and medium term at assisting those groups that are least able
to provide their own accommodation, and by an acceptance that -
given a choice - it is preferable to go for quantity rather than
quality of housing units. Nevertheless, the performance has
not been meeting even the modified objectives with regard
either to the number of units constructed or to unit costs.
It is, indeed, a matter for wonder that plans have been put
forward which are known to be incapable of realisation.

That there are these difficulties is far from exclusively a
result of Kenya being a poor and rapidly urbanising country:
many constraints exist which, with sufficient committment and
foresighted planning could be obviated, if not entirely removed.
The most serious of these constraints are of finance and skills,
together with the availability of serviced land.

Financial constraints are discussed fully in Chapter III of
this report.

Skill constraints are twofold. The first is the restricted
organisational capacity of central and local government to
handle a public program that is both considerably larger than
before and different in scope. Such weaknesses have been
apparent in the implementation of several of the larger recent
projects. The recent introduction uf Departments of the Nairobi,
Mombasa and Kisumu municipalities specifically to supervise the
implementation of low cost housing projects, together with a
proposed reorganisation of the NHC and the MLG, should improve
the situation. The longer experience of Nairobi, however,
suggests that the implications of the establishment of the
new department have still neither been fully considered nor
completell accepted.

The second of the skill constraints relates to the availability
of the technical and managerial expertise required by central
and local government agencies responsible for shelter. It has
been found, for instance, that project implementors are often
unaware of agreed procedures and, through inexperience, are
unable to anticipate many bottlenecks in the implementation
process. Although certain training programs now under dis-
cussion should help to alleviate this problem, the required
skills and experience are in short supply, and Kenya must con-
tinue to use foreign expertise in certain situations.
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Although it has not been possible to quantify the extent of
the problem, it is apparent that there are shortages of land
suitable for low cost housing. The land is either in private

ownership, and lack of funds or of committment prevents its

acquisition for public use; or procedures are so cumbersome

and apparently unfair to people with rights over that land

that acquisition can stretch over unconscionably long periods

of time; or, even when land is available in the right place and
at the right time, it is often the case that infrastructural
services are not present and cannot readily be constructed.
It is noted that the funds available for land acquisition
cannot, in general, be augmented by international donor agencies,
whose broad policy it is not to advance money for land purchase.
It is also noted that, in part due to political constraints,
there is no forward planning for land acquisition. There are

additional problems in that land once allocated for development
cannot easily be repossessed or reallocated if no development
ensues.

Given these and other constraints - and, as reported in the
following section of this chapter, there are current proposals
to remedy several of them - the government's response has been
to take as a priority target the urban poor. For, as noted in
the next chapter, the bulk of the rural population has, until
recently, been able adequately to provide its own shelter; and
the middle and upper income groups of the urban population were
assumed, by and large, either to have accommodation provided
by employers or to be capable of housing themselves from their
own resources. A restricted amount of public funds, too, would be

able to provide a greater number of low cost than of higher priced
units. The main strategies to accommodate the urban poor have

been through site and service development and, latterly, by the
upgrading of substandard settlements.

Despite this e3jphasis, only 41 per cent of the programmed public
and private expenditure on housing in the Third Development Plan
period was on urban low cost housing. A tiny amount - tnder

2 per cent - was allocated specifically for rural housing. By
far the greater amount of the remaining 57 per cent was destined
for hJgh cost housing, mainly through private and government/
institutional schemes.

In the event, the NHC probably spent less than half of the
amount budgeted for it on urban housing. (The final returns
for the Development Plan period have not yet been made.) Between
1973 and 1977, only 13 per cent of the NHC's completed urban
units were in the form of site and service plots. The total
number of housing units produced under public auspices was
probably of the order of 13,000 over the five years 1973-77.

Records of private formal construction are poor: a very rough
guess at the number of completions over the same period is of
12,000 units. Together, then, the public and private sectors
completed about 5,000 urban housing units annually, compared
to the increase in the number of households of 22,000 annually.

In a statistical sense, then there has been a gap between formal

supply and needs of some 17,000 units annually. Although there
were probably increases in room densities throughout urban

Kenya yet, since there were very few people homeless in the
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sense of sleeping on the streets, the greater part of this
deficit was made up by the construction of illegal and gen-
erally but not invariably substandard houses. This construction,
it should be noted, represents a considerable (but unquantified)
volume of investment of individuals' money, time and entre-
preneurial abilities. Presently uncoordinated as this invest-
ment is, much is wasted or misdirectedl with appropriate assis-
tance, it could well be that it could be put to better use.

Many reasons have been given for the shortfall between plans
and actualities, reasons which are difficult of generalisation
and which, in most cases, are genuine. A relatively sophis-
ticated housing system has been developed in Kenya, requiring
actions and approvals at many stages of planning and development
by many different people and agencies. The system can only
work smoothly and efficiently with comprehensive integration
of all these separate processes. This integration has not
been achieved, and in part because of a lack of knowledge or
understanding of the ways in which the bureaucracies work. If
this analysis is correct, the introduction of further controls
and increased complexity is more likely to cause a deterioration
in the housing delivery systems than to improve them.

The present strategies for helping urban households have,
through conventional financing requirements, led to the exclusion
or to the positive disbenefit of those in the lowest income
groups, namely those below the 20th percentile in the urban
household income distribution curve. This group, largely by
virtue of having a low income, or of being unable to document
a sufficient income for eligibility of public housing shemes,
not only do not benefit from the multitude of subsidies available
to those in the slightly higher income groups, but are obliged
to pay high rents in substandard accommodation.

Given the paucity of data, it is difficult also to document that
there has been a shortfall in the production of houses for the
middle income group. Few of these are occupying illegal struc-
tures: the problem is solved partly by sub-letting and high
occupancy rates, partly by occupying houses intended for the
lower income groups.

Despite the considerable site and service progrms now under
construction or in the planning stage, broad acceptance of the
principles of this style of development has not been achieved.
This is evidenced by an equivocal reference (in a report to
the 1978 UNHHSF Nairobi conference) as merely "one strategy
that has made some impact". The study recently started by the
HRDU may suggest how the present approach to site and service
development may be altered, modified and presented in a more
acceptable manner. It is noted, too, that upgrading is now
a part of the official strategy: one which, if handled sensitively,
can make a major impact on housing conditions of the poor.

One final problem that merits notice - albeit more in its
potential than its realisation - is of coordination between
housing projects, their conception having been made by many
separate agencies, local, national and international. Each of
these agencies has had its own requirements which should be
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reconciled with national policies and programs. This recon-
ciliation is not always ideal. There are, for instance, cases

in which the authority of the MHSS has been sought for a
scheme already under construction. The MHSS claims to be
unaware of the progress of other projects.

Pricing, allocation and repayment terms and procedures differ
from one scheme to the next, separated often only by a few
hundred yards or by a few months. It would probably not be
helpful to document these inconsistencies, many of which are
relatively trivial (different charges for application forms
for different schemes, for instance), some of which are, for
Kenya, inevitable (different on-lending charges for funds from
external sources) and some of which can be justified as experi-
mental (such as the treatment of plots for sale). Yet, in the
end, these differences do cause anomalies which may later become
difficult of resolution; they inequitably favor some populations
over others; and may well not result in an optimum allocation
of resources,public or private.

The reasons for these differences are mainly bureaucratic and
personal: as witnessed by the preceding section of this chapter,
the process of housing is undertaken more through a series of
projects than through a comprehensive program. And these
projects are often the brainchild each of a relatively small
group of people, generally outside the MHSS, and with their
own theories to test. The NCC, for instance, has historically
seen itself as largely independent from other central govern-
ment agencies; it has, in fact, often been possessed of superior
resources to these other bodies. Within the NCC, too, power disputes
have resulted in compartmentalisation of projects within groups
that barely communicate with one another. And the MHSS has been
unwilling or unable to take a lead to resolve the many anomalies
that do result.

In conclusion, however, it must be noted that however messy this
approach may appear, it has probably generally resulted in the
speedier implementation of projects than if the whole had been
subjected to centralised bureaucratic controls.

6. The Next Five Years

6.1. THE 1979 - 83 DEVELOPMNT PLAN

The Housing chapter of the 4th Development Plan is more succinct
than in previous Plan reports, omitting in particular an analysis
of the performance of the past five years. It gives a concise
statement of housing needs and demand, of present policies, of
the studies proposed and of the government housing program for

the fiscal years 1979/80 to 1983/84. It is intended that the
chapter in the Plan report later be amplified by the production
of a comprehensive polky and program document of the Housing
Department of the ministry.

The analysis of requirements states that the present housing
shortfall in urban areas is of 140,000 units; the annual need,
for new urban households, is of 30,000 units.* A contrast
is drawn between the minimum cost of a conventionally-constructed

* This figure, an average for the period 1979-83, compares with
an average of 22,000 units required annually over the previous

five years, implying a growth rate of new household formation of
6.4% p.a.
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unit and incomes: it is estimated that only 
30 per cent of

urban households could afford the necessary 
monthly repay-

ments of Shs 570/- for such.a housing unit.

The stated policies are similar to those contained 
in the

previous Development Plan, with the emphasis 
retained that

the public program will concentrate on those 
urban households

in the lowest income groups. There is an implicit admission

that certain policies need further development 
and refinement,

by recurring statements of studies, some of 
which have already

been initiated, others still being under 
discussion. These

include studies of building by-laws, on the 
organisation of

the NHC, on rental policies (on which it is 
stated that, rather

than relying on formal methods of control, 
a more effective

way of reducing rents is by increasing the 
housing stock),

on the availability of land for urban housing; 
on pool housing

for government servants, in conjunction with 
the Office of the

President (although ownership of dwellings 
will be encouraged,

it is stated that those employees in the 
lower income brackets

will still be expected to rent their housing); 
on manpower

requirements; on local building materials 
and techniques; an

evaluation of the effectiveness of external 
aid; and more exten-

sive monitoring and evaluation of projects. 
In addition to

these policy studies, a consultancy study 
will be initiated

by the MHSS to determine the form of the World 
Bank's Third

Urban Project in Kenya, complementing parallel 
studies by

the AID and other agencies.

Despite the emphasis of growing needs in 
the urban areas, the

budgetary allocation is rather lower in real 
terms than for

the previous five years, although exceeding 
actual public

expenditures over that period. A total of KE132 million is

planned to be spent over the next five 
years; of this KE53

million is budgeted to the MHSS, K£13 million 
to other ministries

and governmental institutions, KE7.5 million 
to local authorities

from their own resources and from foreign 
aid, and the remaining

KX59 million from private enterprise. This total, it was

estimated, will construct nearly 75,000 
housing units, about

half of the need for new urban households 
alone. Of these, some

21,000 would be constructed through the 
NHC's urban housing

program, 26,000 through the World Bank's 
Second Urban Project,

12,000 through the private sector, and the 
other 16,000 through

various other programs, urban and rural. 
(Housing in externally

funded projects which had not been firmly 
identified at the

time of preparation of the Plan is excluded 
from these totals.)

The average cost per unit implied by this 
program is KE1,800

(KE4,800 for the private sector, which is 
probably optimistic;

KE650 for those units in the Second Urban 
Project and KE1600

for all other public sector units, with 
KE,200 for the com-

posite public sector). 37 per cent of all the units will be

k the form of serviced plots; 24 per cent rental units; 13 per

cent provided through upgrading substandard 
settlements; and

25 per cent will be mortgage units or 
in tenant-purchase schemes.

It is not clear how these percentages 
are arrived at.

The Development Plan report gives the 
location of new units

to be built by the NHC and under the 
Second Urban Project; this

tabulation was, however, described as 
being only indicative

and subject to later revision. As drawn up, 47 per cent of all
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these units are planned for Nairobi; all of these are in

schemes already under construction or otherwise committed.

Indeed, the amount of flexibility permitted is very small:

the budgetary allocation would permit less than 10,000 new

units in schemes which are not presently committed. Being

based, then, on previous committments, the proposals do

not necessarily accurately reflect either needs or locational

policies. It must be hoped that the revised formulation of

the program will take these into account.

The chapter on cooperatives does indicate a positive committ-

ment to the principle of the development of cooperative housing,

referring to the creation of a national housing cooperative

authority, to the use of NSSF funds and to the involvement of

COTU. It does not, however, spell out the steps which are to

be taken in order that these aspirations may be fulfilled.

A relatively small total of some 5,000 units over the plan

period is envisaged under this program.

6-.2. LOCATIONAL POLICIES

The government is reportedly considering the recommendations

of a study undertaken by a World Bank team in 1977-78 on an

urban development strategy for Kenya: although many of the

detailed recommendations may not be implemented, its broad

thrust appears to be acceptable. The aim of the study was

to recommend a strategy in conformity with the main policy

objectives of the 4th Development Plan, meeting basic needs

and improving the national income distribution, hence implying

emphasis on rural development.

Among other recommendations is that there should be greater

selectivity in applying the growth centres stretegy: that

Kisumu should be developed as a major center, with Eldoret

as a secondary regional center. The policy on the location

of industries should be strengthened, possibly by use of

a labor subsidy. Local fiscal resources should be mobilised.

A coherent land policy should be formulated, and a Land

Development Corporation established. Inter-ministerial rela-

tionships should be strengthened; and, to facilitate imple-

mentation of the strategy, consideration should be given to

setting up a Growth Centre Development Authority. One of

several specific recommendations on housing is that:

"Foreign donors should be approached to finance

infrastructure projects consistent with the recommended
spatial strategy, especially for:

(i) water supply projects in the major towns of

Western Kenya; and

(ii) housing projects in Kisumu."

6.3. URBAN SHELTER STUDIES

The World Bank is part-financing a study intended to define

a third urban project for Kenya, a continuation of the

Second Project on a nationwide basis. The focus would be

on the smaller towns in the country. The study is due to

be undertaken by consultants thru 1979 and early 1980: the
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most optimistic timetable would allow implementation to

commence in 1981, with a probable project life of five

years. No GOK funds, however, have been set aside for
the implementation of any resultant project within the

current Development Plan period. The study will focus
specifically on the determination of an investment program

and project design: "the specification of a detailed program
of public sector investment targets for private activities
in housing, generation of income enhancing opportunities,
etc, as well as comprehensive plans for cost recovery and

subsidies".

As noted elsewhere, other wholly externally-funded studies
are planned or in progress to determine the nature of

specific urban shelter projects. The farthest advanced of these
is that of the AID's Umoja II project, adjacent to the present
Umoja site in Nairobi. This is expected to be predominantly

of housing and related services, offering a wide range of
development options to benefit a generally lower-income target
group than in the first scheme.

With the realisation that the NHC has also been "unable to

utilise all the funds allocated in the past/and/ has generally
failed in the task of providing housing for the poorer groups",
a study is also to be undertaken to review the performance of

the Corporation and to make recommendations as to how it may be
improved to meet the government's objectives.

A further major study being undertaken as part of the Bank's

Second Urban Project is "a study to review the legislation
concerned with low-cost housing and to make recommendations
for the development of model housing by-laws and building
codes appropriate thereto". The study will cov-r a period

of 14 months from mid-1979 by a consultancy firm recently
appointed. At the conclusion of the study, the consultant
may be retained for a fur .her period "to assist the responsible

Government Agencies in preparing a programme of action to

implement the findings and recommendations of the Report, and

draft any amending legislation that may be necessary to give

effect to those recommendations which are accepted".

6.4. PROGRAM AND POLICY GAPS, AND PROPOSALS FOR ACTION

That there are a number of gaps in the present policy framework

has been recognized through MHSS' statements of intent to

conduct a number of studies over the coming few years (paragraph

6.1.). The present team also recognises and emphasises the

need for all of these studies, and trusts that their inclusion

in the 4th Development Plan implies total governmental support

for them, since few of the issues can be fully and exclusively

tackled by the MHSS alone.

Nevertheless, extensive as the ministry's list of policy studies

may be, it is not totally comprehensive. It is, however, ack-

nowledged that the ministry's resources are unlikely to permit

an early evaluation of all the issues that have been touched

upon in this chapter. These include, among others, the impact

of zoning contrcls; improved data collection; uniformity of

cost recovery principles; the effects of subsidies; eligibility

criteria for public housing; policies on sub-letting; delivery
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systems for the poorest sections of the community and for

middle-income employees; locational policies; infrastructure
standards; the share of public finances devoted to housing

for government employees and the public at large. Covered
by these summary headings are both matters of inconsistency
in policy and areas in which performance may be improved.
Whether or not these important subjects may be the subject
of investigation in the near future should be a matter for
the early attention of the MHSS.

A compl.Lion of the review of the policies listed above and
in the 4th Development Plan would provide a framework for
stimulation and control over the urban housing delivery system
that is more comprehensive than at present. The undertaking
of such a review does not, however, necessarily ensure uniformity
and consistency of principles: the very extent of the list
suggests that it would, at best, be difficult for all to be
undertaken within the MHSS and the HRDU even if these bodies
were at full establishment. Some of the larger studies are
being contracted to private consultants, but even doing this
requires a substantial input of coordination and supervision.

The problems of coordination and integration of the various
parts of this policy review is compounded by the absence
of a definitive statement of the principles behind these
policies. There are two principal official publications
which do no more than point in this direction: the 1976
national report to the UN Conference on Human Mettlements
(the Vancouver Habitat Conference) and the series of reports
on the Development Plans. Both contain a statement of the

government's long-term aims, and a loose statement of short-
term objectives; but the links between these two and the
strategies proposed are unclear. Thus - at least in the
published documents - the various target groups are not defined
other than by singling out the urban poor; this has the in-
direct result that some groups - perhaps intentionally, perhaps
unwittingly - receive a far smaller share of national shelter
resources than do others. The degree of control by the various

agencies over different processes of housing delivery, too,
is imprecisely clarified, resulting in the assumption by some
groups of the same responsibilities, or of the abrogation of
other responsibilities by all parties. The whole system of

control instruments has proved to be insufficiently elastic
to enable ready implementation of published programs; a synoptic
reappraisal of the nature of these instruments could result in
speedier implementation.

It is recommended, therefore, that the MHSS initiate an overview

statement of principles and philosophies before sttempting to
detail many of the individual policies that will make up the
whole. This need not be a time-consuming exercise, for there

is already a broad - although not universal - concensus about

the nature of the philosophy. Although the MHSS should naturally
take a leading role in this activity, it should not be exclu-
sively an in-house operation; for to implement the policies a
wide appreciation of their intent is essential, among all levels

of both public and private agencies concerned with housing. To

this end, continuing consultations and perhaps occasional seminars

(such as that held before the Vancouver Conference) are desirable.
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It is not for the present report to anticipate the findings

of the individual studies which are being undertaken by and

for the MHSS. A reiteration of the recommendations implicit
in the preceding pages of this chapter would be open both to
this criticism and to one of unevenness and perhaps of super-

ficiality, since an analysis of this length inevitably cannot
do full justice to the subject of urban housing. It is, never-

theless, appropriate to identify some of the conclusions from
this ayalysis which reflect on the activities of foreign donors
and agencies in the shalter field.

The present published program of public urban housing already

requires an annual output over the next five years some four

times as large as that achieved over the previous five years

although, having a substantial upgrading component, being

somewhat different in scope. To the programs already published
could be added another ten thousand or more units to be con-

structed over the next few years, dependent upon successful
completion of negotiations for an extension of the AID, World
Bank, ODM, and CDC programs, in Kenya. Given the degree of

success in meeting past plan targets, it must be doubted whether
a straightforward injection of yet more capital for house con-

struction by the existing agencies within the present plan period

could be accommodated.

Where financial assistance by foreign donors is permitted,

support for land purchase and preparation - such as by the
installation of physical and social infrastructure - should

be considered a priority presently higher than for direct
house construction. Construction by other agencies (the NHC

and local authorities, cooperatives, and particularly private

builders of houses in all cost categories) may thus better be

encouraged. And if it is true, as reported but not recorded,
that donors have been reluctant to invest in projects with

little physical manifestation of their own contribution to the

country's development and particularly where some other agency

is reeponsible for house construction - then it should be

recognized that such reluctance amounts to an abrogation of
those agencies' own mandates.

If needs and capabilities are identified for direct assistance,

whether in the servicing of land or in the construction cf part -

or fully-completed units, priority should be given to those two

towns in Western Kenya - Kisumu and Eldoret - which have been

identifi&e as having priority for national investment. (It is

recognized that if a town is to be developed, investment and

in-migration will normally be led by industrial and other

employment facilities. This is, indeed, forseen for Kisumu

and Eldoret. Nevertheltqs. employment and housing are comple-

mentary; and since the prica and quality of houaing also affect

people's decisions where to live, then it is argued, improved

housing should also be provided particularly in key development

centers. It is also true that housing development itself creates
employment, to the tune of several hundred man years for every
KE1 million invested. House construction in any town will there-
fore have a favorable employment impact on the overall development
strategy.) It may well be that Kisumu's needs are greatest for

new low-cost housing (where the present program is not reaching the
poorest 30 per cent or so of the population; and in which town
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there is a below-average stock of public houses per capita)l

and settlement improvement schemes in Eldoret (which are

reported as being urgently required).

Anticipating that no major increase of central government

financial support for urban sheltar is likely and that it

would be unwise to expect external funds, to match the growth

in urban needs, then where assistance-is to be given, it

should encourage and stress self-reliance, both by individuals

and by housing agencies. This philosophy implies continued

support for the self-help and upgrading approaches to housing

provision, however they may be modified as a result of the

current HRDU study. It implies assistance to the development

of housing cooperatives: dependent on the outcome of any

statements by the MCD, this would probably take the form of

technical assistance to help establish a national housing

cooperative agency. It implies giving or lending money for

projects which are replicable; and for projects which should

generate surplusses for reinvestment in shelter or for direct

subsidies to the few who need them. It implies also giving

institutional support to the smaller local governments, that

they may more effectively participate in the processes of

project conception, initiation, design, construction and

management. Given the volume of work still outstanding for

various aspects of policy formulation, it is improbable that

the MHSS and HRDU will be able to undertake all the required

studies within a reasonable time span, say three or four

years. It is therefore suggested that the Ministry should

urgently determine which of these studies it will be able

to conduct in-house and that technical assistance be offaied

for completion of the others.
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7.0. The AID Experience

OVERVIEW

In describing the USAID experience in Kenya each of the four
projects - of which one did not materialise as an HG Project -
are treated first individually and in sequence of time of
implementation. The emphasis will be on program definition,
project identification and implementation and follow the
general format as set out below:

Objectives
Reasons for the Project
Description of the Project
Costs and Financing Terms
Target Population and Selection Methods
Institutional Arrangements
Problems Encountered
Present State of Project
Achievement of Objectives

In using this approach we are aware of the danger of seeing
each of these projects in isolation, or at best only in
relation to each other, and not to the other major housing
projects going on at the same time and, indeed, in relation
to the general development in the housing sector. Apart from
references from time to time to simultaneous development in
this field a sub-section has been added which in more concrete
ways attempts to put the four projects into perspective and
to point out some significant influences on policy and pro-
cedures which are still discernible from these and other
major projects. A comparison with such other projects will
be implicit in this part of the analysis.

The main purpose of this part of the study is to point to
the future and we have therefore ventured to recommend, in
some cases, very specific improvements at both the conceptional
and procedural levels. We have not seen it as our task to
identify specific new projects but attention is drawn to
possible locations and types of projects which will be in line
with the housing policy, the development plan and the findings
of the present study.

7.2. KIMATHI ESTATE: 001

7.2.1. Objectives

The goal in this housing development (as in all of the Kenyan
projects) was to encourage the Government of Kenya to implement
its policy emphasizing various shelter solutions for lower
income families.

In addition, this development was to act as a "pilot demon-
stration" of a homeownership program for the Nairobi City
Council. The Nairobi City Council had begun financing housing
in 1929 but had only just commenced to construct tenant pur-
chase housing instead of merely rental units. The City Council
noted in a report to AID that Kimathi Estate represented its
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first attempt to locate owner-occupied housing in an area
previously devoted exclusively to rental housing. Since the

City Council was also acting as the "administrator" for these

units, it set up a special "mortgage service department" as
a direct consequence of the project. Finally, the legal
documents that were drawn up for Kimathi served as the model
for all future tenant purchase schemes.

7.2.2. Reasons for the Project

The Kimathi Estate project was the result of a number oZ
different housing efforts undertaken shortly after Kenya
achieved her independence. In late 1964 a United Nations
team led by Charles Abrams visited Kenya and conducted an
egtensive survey of housing, finance institutions, foreign
aid programs and related matters of urban planning. The
UN team noted that housing goals could only be met at tl'at

time through the assistance of the foreign capital market.

The AID Housing Guaranty Program was one of the avenues
specifically racommended.

The exact Kimathi project was the result of negotiations between
AID and the Nairobi City Treasurer's Office. The City Council's
application was accepted by AID. Kimathi Estate was the first
Housing Guaranty project in Africa that was not sponsored by
a private entrepreneur. Special recognition was taken of
Nairobi City Council's experience in developing and managing
housing estates.

Preliminary development work continued from 1966 to 1969.
During this period the largely expatriate staff at the City

Treasurer's Office was replaced with Kenyans. By 1969 local
expertise had been gained, and the Government of Kenya had
determined that this was to be a housing scheme for "middle
income families". This characterization was in keeping with
the type of housing generally being built undcr the Housing
Guaranty Program in the 1960's. A U.S. insurance company
became the investor in the project, and a series of staged
real estate closings took place from the spring of 1969 to the
spring of 1972.

7.2.3. Physical Construction and Design

The Kimathi Estate development is located at a site approxi-
mately 4 miles from the center of Nairobi. It is in the eastern
sector in a relatively populated rental housing area. A two

lane asphalt paved street provides access to the site, and

public bus service links the estate with downtown Nairobi.

Utility services are all provided.

The project consists of 87 four-room (2 b.r.) units and 256

five room (3 b.r.) units. The houses were constructed of 9"

solid concrete block over a concrete foundation. There is a

pitched rooi of concrete tiles supported by timber rafters.

There are metal casement windows, and a stainless steel sink

in the kitchen. The bathroom contains a shower, water closet,

wash basin and a hot water tank which also supplies the kitchen.

In Kimathi Estate the individual lot sizes average 2,240 square

feet (70' x 32') for the larger units and i,
750 square feet



(70' x 25') for the 2 bedroom units. Each dwelling unit has

vehicular access, porch,' fair sized living/dining areas,
closets in bedroom, kitchen and linen closet. The fore-court
measures 25 feet although with some smaller at 20 feet, and
rear court of 25 to 30 feet.

7.2.4. Financing Terms and Costs

The actual amount borrowed for this project was US$ 1,993,073

by the Nairobi City Council. The investor was the Life and

Casualty Insurance Company of Tennessee. The money was

loaned to tenant purchasers at a composite rate of 8'% for
a maximum period of 20 years. The composite rate was made up of
the following elements: 7.25% to the investor, 0.50% AID Guar-
anty fee, and 0.75% Administration Fee payable to the Nairobi
City Council.

The Nairobi City Council required at least a 5% down payment
from the tenant purchasers (note that the documents called for
a 10% downpayment, but the City Council accepted 5% and
financed the remaining 5% out of its own resources.

The amount of the loans to the tenant purchasers was determined
as follows:

Type Sales Price Less 5% Downpayment Loan Amount

3 bedroom KShs 46,000 KShs 2,300 KShs 43,700
2 bedroom KShs 41,500 KShs 2,075 KShs 39,425

The monthly installments under the tenant purchase agreements

are as follows:

Tye 10 Yr. Term 15 Yr. Term 20 Yr. Term

3 bedroom KShs 555 KShs 439 KShs 385
2 bedroom KShs 396 KShs 348

A significant number of homes were sold under the 10 and 15
year term mortgages. A few allottees even totally prepaid
their mortgages at the outset or at least made substantial
payments on them.

It is of interest to note that the administration fee to the
Nairobi City Council was as follows: 10 year term: KShs 49
per month; 15 year term: KShs 39 per month; and 20 year term:
KShs 34 per month.

Prepayment is advantageous because NCC earns interest on these
amoants even if it looses its administrative fee.

Other costs to the allottees have been estimated as follows:

Closinq Costs: KShs

Legal fees for preparation & recording of
documents: 200

Stamp Duties: 150

Fire and Casualty Insurance (per month): 5
355
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Application Feet 200
(150 to HFCK & 50 NCC)

fmticipal Services :(1973 prices)

Water (pe: 1,000 Gal.) 6.50

Sewerage (per 1,OO gal. of water) 3.50

Garbage collection (per month) 4.50

7.2.5. Target Population and Selection Methods

The loan documents specified that applications while collected
by the City Council were to be processed by the Housing Finance
Company of Kenya, Ltd. Indeed, 3/4 of the application fee
(KShs 150) was retained by HFCK for performing this service.
The HFCK analyzed the applications for "credit worthiness" and
passed on their recommendations to the City Council. From this
approach it is clear that Kimathi Estate was considered a
"middle income" development, and the main selection criterion
appears to have been the ability to repay the loan involved.
The loan documents specified that prior to Council's commencing
construction on any house, such "house shall have been sold to
a purchaser recommended by the Housing Finance Company of Kenya,
Ltd.". (Administration and Borrowers Agreement, Sec. 3.01 F).

A copy of the sales brochure used for the Kimathi Estate lays
down some eligibility criteria:

1. To participate in this scheme applicants must satisfy
Council that their annual income is sufficient to meat
all the consequential expenses.

2. Each application from an employed person must be
accompanied by a letter from the employer stating
position held, length of service, annual income and
that he is prepared to deduct monthly repayments from
your salary and transmit them to the City Council.

3. Self-employed persons will be required to furnish
accounts, income tax returns or such other evidence
as may be considered necessary.

4. This is a Tenant Purchase Scheme and is intended solely
for owner occupation.

5. Applications will be accepted in Room 407, City Hall as
from January 10, 1970."

Some kdication of the public response as well as the etual
procedure followed can be gained from an evaluation report
made shortly after the project opened by a representative from
the US National League of Insured Savings Association. He
reported, inter alia, that "353 new applications were received
and sent over to.Housing Finance Corporation of Kenya for
scrutinizing and recommendation. As IFCK alleged that it would
require at least 9 months to complete the new credit review, NCC
resolved at a special meeting held January 25, 1972, to have the
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353 applications scrutinized by an NCC special credit review
committee, whose recommendatio!.s were finally approved by the
City Council".

The appToved lease form for the Kimathi scheme had this
provision:

General Information.

(c) "Do you understand that you will be required to live
in the premises and that the writen consent of the
City Council must be obtained for any sub-letting?"

The team has found that the extent of sub-lettirg without
approval of Council is on the order of 50% at present. However,
in this, as in other NCC schemes, no enforcement takes place.
On the other hand, it appears that present occupants - whether
tenants or owner-occupants are all from the middle income group.
Records no longer exist showing the number of applications
filed, but judging from the quotation above, 10 times more
applications could well have been filed than there were units.

7.2.6. Institutional Arrangements

It has already been noted that a number of organisations were
involved in the Kimathi Estate development. The UN housing
mission to Kenya in the early 1960's focused attention on the
problem of housing. The Nairobi City Treasurer's Office was
also active during this period to solicit foreign assistance
to finance Council housing. Finally, AID was very responsive
to the problem. The active promotion of this project by AID
personnel in Kenya helped to expand the Housing Guaranty
Program in worldwide scope. Kimathi Estate was one of the
first Housing Guaranty developments outside of Latin America.

The internal project arrangement was also innovative in a
number of respects. As originally conceived, the Housing
Cuaranty program was to be a "pilot demonstration" program
for Latin America that would transfer US technological and
managerial skills, stimulate private home ownership and
encourage free enterprise while helping to alleviate the

housing shortage. During this early period loans were only

made to private developers (very often American contracting
firms or joint ventures involving American and Latin American
firms). In Nairobi an entirely new pattern of relationships was

set up.

The Nairobl. City Council waa selected to be the primary
actor with a number of distinctly separate activities.
The Housin; Guaranty program in the 1960's involved the
following roles:

1. Borrower: the legal entity which received the loan from

the Investor (see below) and had the obligation to repay
it. Under the usual procedure in the mid-1960's the
"borrower" was a special corporation set up by the
private builder/developer. The "real borrowers" were

the homeowners (tenant purchasers in Nairobi) who had the
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obligation to repay the loan through the Administrator
(see below). Nairobi City Council was the borrower for
Kimathi Estate: one of the first public institutions to
act in this capacity.

2. Administration: the organisation which received the loan
payments made by the tenant purchasers and remitted them
to the US "fiscal agent" (see below). The administrator
also serviced the loans, noted delinquencies and took
foreclosure action if necessary. In the Kimathi Estate
project the Nairobi City Council was appointed as admin-
istrator with a proviso that upon a breach of contract
AID was empowered to make "alternate administration arrange-
ments". (Administration & Borrower's Agreement, Sec.5.O8.)

3. Sponsor: the initiating organisation; in the mid 1960's
this was often a US or host country builder. The Nairobi
City Council was one of the first public agencies to
combine all three roles. In the last decade this practice
of combining the three roles has become common, but the
Council and the Kimathi Estate project were innovators.

4. Eligible Investor: the organisation which makes the loan
(or investment in the foreign shelter project) which is
subject to the US Government Guaranty. To be eligible,
the entity must be created under the laws of the US or
owned by such an entity. In Kimathi Estate the eligible
investor is the Life and Casualty Insurance Company of
Tennessee.

5. Builder: for Kimathi Estate the builder was a private NaLobi
company selected by the City Council through its normal
public bid procedures.

6. Construction Financing: the Nairobi City Council provided
construction financing from its General Fund.

7. Host Country Guaranty: An agreement between the Government
of Kenya and the United States whereby the GOK guarantees
to repay in full in US Dollars the amount of the invest-
ments outstanding, notwithstanding homeowner defaults,
devaluation, inconvertability, etc.

7. Contracts of Guaranty: AID's committment to the investor
to provide the "full faith and credit" guaranty of the

US Government insuring the return of 100% of the out-
standing balance of the loan plus accrued interest if for
any reason the foreign sponsor-borrower-administrator
defaulted on its loan.

7.2.7. Problems Encountered

In late 1972, the National League of Insured Savings Association,

Washington, D.C. made a Financial and Managcment Review of the

Kimathi project. This report was published in May, 1973. In

the "Conclusions" section of the report, 25 separate technical

violations of the loan closing documents were identified as

committed by the Nairobi City Council. Th-Is finding led him to
a "Qualified Opinion" as foliows (in part):
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"As shown in the present report, a significant number of

exceptions were disclosed during the examination. In the

opinion of the examiners', many of such exceptions seem to

be a consequence of the related City Council's key officers

and operation employees not being sufficiently acquainted

with the project agreements in order to enable the City

Council to implement them adequately." (p.8) The bulk

of the failures were in the accounting procedures adopted by the
City Council:

"At the same time the Administration Agreement was negotiated

and signed, the City Council's negotiators apparently did not

give proper consideration to the implication of its inability

to keep its records in such form and manner as will disclose
at all times the application of payments received on the

tenant purchase agreements....

The City Council's present accounting system set up does

not provide its management with the information required

to prepare the Administrator's Monthly Financial Reports."

Review of the more recent AID files reveals that minor

accounting discrepancies have continued to plague the project.

A great deal of administrative time seem to have been devoted

to reconcile amounts of under US$ 100.

Nevertheless, the examiner did report the following: "The

examiners were favourably impressed with the outlook appearance

of the Project houses. Streets and sidewalks were clean and

well maintained. The general impression obtained by the

examiners is that the tenant-purchasers are quite satisfied with

their homes." (p.7)

AID communicated the findings of this evaluation in a letter

to the Town Clerk, and in early 1975 he replied noting correc-

tion of most of the technical deficiencies. The Town Clerk

stated his impression of the project in this letter: "All

in all the estate is in satisfactory condition".

7.2.8. Present State of Kimathi

A field inspection of Kimathi Estate was made by members v4 the

present team in order to assess the changes that have tak !

place since its completion and the present state of <.!)e resi-

dential environment. The first observation is that ta;, Estate

has "matured" in that it has developed a character of its own

through being lived in, through the growth of trces, hedges,

lawns, flowers, maize, sweet potatoes and other assorted food-

crops that one normally finds in residential estat :. Other

visible signs of a prosperous and viable middle class community

are the large number of TV aerials, telepl -e connections and

cars in the front yards.

The high standard of landscaping is :-.plemented by the equally

creditable level of infrastructure standards, including paved

streets, underground services, nursery and primary schools,

health centre, shops and public open spaces. In fact this is

in itself a problem, in that the higher the standard of infra-

structure# the greater the demand for maintenance services and the
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bigger the strain on municipal recurrent budgets. This

situation is reflected at Kimathi, where underground stornwater
drains are blocked, garbage i not collected for weeks on end,
and grass on the verges and open spaces is seldom cut. The
road surfaces however, are in very good condition, having been
well built in the first place.

The houses have weathered well, and they are generally in
good condition. Maintenance is an individual responsibility
except for common services installations..

7.2.9. Achievement of Objectives

To the extent that this housing development was constructed
within the budget, occupied expeditiously and the loan default
ratio has remained exceedingly low (the last report showed
arrears of less than 5% of total loan balance), economic
development and social progress have definitely been achieved.
Tu City Council the experience of Kimathi Estate provided a
useful addition to the City's housing stock and tax base, as
well as to a set of procedures and legal devices that could be.
used in similar projects in the future. Experience in dealing
with the USAID and with the US capital market was gained. From
the public relations point of view Kimathi enhanced the public
image of both AID and City Council. As one informant, a school-
teacher who owns a house and lives at Kimathi, has put it, " I
wish they built more like Kimathi. It is certainly one of the
best tenant purchase schemes built by the City Council".

The original allottees of Kimathi have good reason to be
satisfied with their investment, for the houses now change
hands at about £8,000 (2br) and £9,000 (3br). Where houses
are sublet, the minimum rent for a three bedroomed unit
is Shs 1,000/- per month. Although resale and complete sub-
letting for 5 years are specifically excluded from the objectives,
they are obviously considerations influencing the individual's
decision to apply for a tenant-purchase house. With the large
number of persons applying, the team concludes that lack of
enforcement of this part of the tenant purchase agreement was
expected by the applicants already before the houses were built.
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7.3. IENYA CANNERS: 002

Note: Although this project was never consummated it is

included here because of the concept of what was being
attempted.

7.3.1. Objectives

The main goal in this housing development (which was ulti-
mately built without using the Housing Guaranty Program)
was the production of approximately 2,000 units of housing

for Kenya Canners Ltd. (a subsidiary of the American Del

Monte Corp) in Thika. Kenya Canners had agreed to invest
a very substantial sum in the improvement and four-fold

expansion of their pineapple production and marketing
facilities in Thika. The Company stated that their investment
budget did not allow for the construction of workers' housing.

The AID Mission as well as the Government of Kenya (MOK) was
very interested in the implementation of this expansion

program. Kenya Canners KE6 million investment was expected
to generate 3,000 new jobs and boost export earnings some
US$ 10 million per year. As an AID memo reported: "it appears
that the supply of worker housing may be the deciding factor
as to whether or not the project moves ahead".

In this proposed development low income job creation was as
vital a consideration as the actual provision of shelter.

At the time these housing units were proposed, they ranked
as the "lowest cost houses the USAID Housing Guaranty Program

has achieved anywhere". There was additional interest in
this project because it served a "rural" constituency, and the
proposed Borrower was a "democratic" savings and credit asso-
ciation formed by the w6rkers. The loan documents contained
language about fostering small business development, but they
seem to appear more as a matter of form than substance.

7.3.2. Reasons for Proposing to Undertake the Project

In 1972 the GOK granted a 49 year lease to the Del Monte
Corporation's subsidiary Kenya Canners Ltd. of 20,000 arable
acres in Thika. Kenya Canners proposed that a portion of this

land be detached and used for workers' housing since local
accommodations were very scarce. Further, they proposed
that the Kenya Canners Savings & Credit Society (and not

themselves) be the mortgage holder -and sponsor for this

housing development. This organisation (a credit union in

the U.S. sense) was fully autonomous, registered under the

cooperative societies act, had membership restricted to

Kenya Canners' employees, and had received in 1972 a loan

from the Commercial Bank of Africa (affiliated with the Bank

of America) to build 200 houses for its members. The Kenya

Canners proposal was looked upon as a second building venture
for the savings & credit society; all technical support, however,
came from the company.

Kenya Canners original plan was that the GOK would provide

the mortgage funds to the credit union. The credit union
would hold the mortgages on the individual houses, and each



employee would gradually obtain ownership through monthly
payments made through payroll deductions. If an employee
left the company, he would receive the "equity" which had
been built up, but the house would be re-assigned, and he would
have to leave. Once fully paid for, however, the house would
belong to the employee regardless of his future association
with the company. Kenya Canners "anticipated" that the housing
allowance which they paid their employees would cover the
required repayments.

Once introduced to this project, the Regional Office of Housing
(then in Addis now in Nairobi) expressed considerable support
and prepared the necessary documentation in very rapid manner.
From a bureaucratic sense this was the first Office of Housing
project in Kenya since the Kimathi Estates had been processed
by a predecessor agency, the Office of Private Enterprise,
Bureau of Africa.

The Regional Housing Office had only two xeservations about
the project which were both resolved: (1) the problems of
a "closed market". There was concern that if Kenya Canners
ever had to lay off a considerable number of its employees,
there would be no way to re-lease or re-sell the units to
non-employees. It was decided that sufficient market research
had already been done showing the suitability of the land for
a variety of other vegetable crops. (2) the liklihood of
obtaining a GOK Guaranty of the loan. Doubt was expressed
by Ministry of Finance advisors as to whether such a guaranty
would be forthcoming since it would "set a precedent" and
encourage other cooperatives and industries to press similar
requests. This problem was resolved by the GOK's decision
to issue a guaranty for a fee ( % of the loan amount) which
would be passed along as a project expense. The AID Mission
supported this settlement.

7.3.3. Description of Project

Thika is located 35 kilometers northeast of Nairobi, but due
to its connection by a divided highway is considered part of
the greater Nairobi metropolitan area. Thika had a population
of over 40,000 (1972), a growth rate of 7%, and is a rapidly
developing area of industry and agri-business.

There were 3 sites involved in the Thika project and two 1,000
unit phases. The first phase consisted of land on the Anglo-
French estate located 2 kilometers north of Thika township's
boundary. Discussion will be limited to the first phase.

The first phase was to contain 5 distinct house types corres-
ponding to different employee ranks within the company. The

types proposed and various details were as follows:

House Type No B/rms House Area Lot Area Sale Total Dwelling
(sq.ft.) (sg.ft.) Price Units

Gen. Foreman 3 1,200 18,000 US$7,290 5
Foreman 3 800 15,000 2,430 15
Supervisors 3 600 7,500 1,460 80
Skilled Labor 3 600 6,000 1,460 150
Perm. Labor 2 400 3,000 790 750



89

The. homes for the "permanent labor" would contain two bedrooms
and a living room, whife the other, larger homes would have a
kitchen, bath and dining-living area in various sizes. The
houses were to be built of clay bricks with 26 gauge C.G.I.
roofs. The first 3 feet of the outside walls would be burnt
clay brick with sundried brick up to the eaves and peak of the
roof at the gable. Inside and outside walls were to have a
1/4" plaster of cement/lime/sand mixture. Roof trusses and rafters
were to be treated with appropriate wood preservative.

7.3.4. Costs and Proposed Financing Terms

The price range per house in Kenya Shillings was from 5,600
to 9,600. Housing in this category would definiately fall
into the low cost range.

Kenya Canners had initially discussed a private loan with
their commercial bankers, the Commercial Bank of Africa.
This bank was willing to provide construction financing but
in keeping with the commercial bank regulations would not
lend for a period exceeding 5 years. The interest calculations
on a loan for such a short period would have demanded such
a high monthly repayment as to be prohibitive for the workers.

The total amount requested from USAID for phase one was
approximately US$ 1,250,000 with a similar amount for phase
two. In comparison with the Umoja package being simulatneously
negotiated, this was a "small" deal. There was some doubt
expressed as to whether an investor could be foun( for such
a reduced amount. This doubt, however, remained an academic
question.

Kenya Canners submitted the following breakdown demonstrating
the financial feasibility of the development to the tenant-
purchasers:

House Type Monthly Pmnts. Monthly Sal. Housing Addtnl Empl.
Allow. Contrib.

K Shs K Shs K Shs K Shs
Gen. Foreman 398 3,300 150 248
Foreman 133 1,800 60 73
Supervisor 80 1,000 35 45
Skilled Labor 80 800 35 45
Perm. Labor 43 280 35 8

When the employee's contribution was expressed as a percentage
of salary the following results were obtained: general foreman,
7.5%, foreman, 4%, supervisor, 4.5%, skilled labor, 5.5%,
permanent labor, 3%. Since percentages of income spent on housing
which are considered "normal" range from 15 - 25%, the amounts
presented here seem well within the standard.

As previously mentioned, if the loan had been made, it would
have carried in addition to the 0.5% AID guaranty fee a sum
of 0.5% GOK guaranty fee. The term would have been for 25 years.
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7.3.5. Target Population and Selection Methods

As shown in the preceding section, 75% of the houses in Phase
One of the project were to be allocated to workers earning
the very minimum Kenyan legal wage (K Shs 280 per month). This
low income target group was a very different population than
had benefitted from Kimathi Estate.

It was estimated that the approximately 1,000 houses in Phase
One would accommodate 6,000 people (workers and their families).
Allottees would have been KC employees who were also members
of the KC savings and credit association. Major selection
responsibility would rest upon the company and a to-be-formed
"homeowners corporation". This subject was never entirely
finalized. The AID loan documents stated: "Whether the
homeowners corporation will be responsible for approving the
loan application or each individual homebuyer will depend on
whether an independent credit committee is formed by the home-
owners corporation." As in Kimathi Estate, AID would have
required that all units be pre-sold prior to commencing construc-
tion.

7.3.6. Institutional Arrangements

The Sponsor-Builder (Kenya Canners) and the GOK (Ministry of
Finance) were very actively involved in this HG program. This
fact resulted in speedy submission of loan documents for
processing. The lease between GOK and Kenya Canners was
signed in May, 1972; AID conducted preliminary feasibility
surveys in May and June; AID Washington, African Bureau
approved the loans in "principle" in August, 1972; and
the formal loan committment (the "Letter of Advice") was
issued in March, 1973. Anyone connected with government housing
programs will recognize the extreme processing speed shown
by this timetable.

Throughout the year of processing, the question of whom should
be the "Borrower" produced different answers. All during 1972
it was assumed that the Kenya Canners Savings and Credit
Association would be the official borrower. This group was
formed in 1966, and at the end of its first year had enrolled
204 KC employee members with average savings of KShs 420. By
the end of 1971 the number of members had grown to 367 and the
average savings to KShs 1,479. The Commercial Bank of Africa
had loaned KShs 70,000 to the group in 1972 (secured by a
savings account of like amount) to enable the association to
embark on the first stage of their housing plan, Though struc-
turally independent of Kenya Canners, the association reli'-
heavily on their support and direction.

AID Washington had reservations about extending a loan to a
"captive" company credit union. The committee which had approved
the loan inprinciple noted: "Concern was expressed that a loan
to a company-dominated Credit Cooperative Society, Ltd. could
have adverse political repercussions." What such "repercussions"
could be or why they should occur was never elaborated.
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Nevertheless, by 1973 all parties had come to an understanding
that the borrower was to be a Homeowners Corporation which
Kenya Canners would form and support. The AID Housing Guaranty
Paper elaborates: "KCL will initially own 511 of the stock
of the homeowners corporation, whereas 49% will be held by
the individual homebuyers. The control and management of the
homeowners corporation by KCL during the initial years of the
project is a recommendation of the GOK to insure that the
corporation has responsible management."

It would seem that the parties' (and their respective lawyers')
inability to conceptualize a "Borrower" satisfactory to all
was a prior reason for the project's ultimate collapse.

7.3.7. Why Request for Financing was Dropped

On July 5, 1973 Del Monte Corporation informed AID Washing-
ton that they were "terminating negotiations with AID relative
to this matter." The reasons behind this decision are some-
what conflicting. Del Monte's statement is as follows:
"We regret to inform you that we are unable to proceed to
form the homeowners corporation since the Kenya government
recommends against individual home ownership at lower income
levels, desiring that Kenya Canners have control over housing.
Further, we are informed that the Kenya Government does not
wish to give a guarantee to AID against losses resulting from
its guaranty of the loan." (emphasis added)

AID Kenya did not wholly subscribe to this particular assessment
of the situation. AID stated their version of the collapse of
this project in a letter to Del Monte:

"It is our (AID's) understanding that the Del Monte
Company elected not to use the housing guaranty
authority reserved for the Kenya Canners Project
because a decision was made to provide Company
housing for the employees."

The Permanent Secretaries of both Agriculture and Treasury
had stated that they would not recommend home ownership for
field hands. However, their main criticism was directed at
Del Monte's attempt to split off housing from the rest of
the investment project. In their opinion housing was as much a part
of the overall investment package as the factory buildings.
Secondly, the guaranty question seems to have been mis-stated
by Del Monte. As has already been stated, GOK had agreed to
guaranty this particular program to AID; what they had not agreed
to do was to make an agreement with Del Monte which would hold
the company harmless in the event of bankruptcy of the homeowners
corporation.

It would appear that Del Monte and Kenya Canners got tired of the
delay concerning appropriate standards for tenant-purchase housing
and Just went ahead and built the units themselves as rental
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with the re-formulation of standard@ for housing. In the

previous year a pre-fabricated concrete housing scheme in

hathare Valley had been stopped by Presidential Decree on

the basis of too low standards. At the same time preparations

were being made for the 1974-78 Development Plan which would

come out recommending site-and-service schemes as the solution

for Kenya's housing dilemmas. The MOHSS announced on February

15, 1973 a new committment to lower cost housing, but as the

Chief Technical Officer stated to AID representatives: "although

there was a shift in thinking at policy level, there had been

no indication given as to when this thinking would be allowed

to become manifest at the technical level".

One practical result of this GOK debate was to lead AID to

plan housing under discussion (Kenya Canners, 002 and Umoja,

003) at a higher unit cost ("at or very near KE 1,200").

The Kenya Canners housing scheme which appears to have been

well documented and presented represented a committment to

minimal, affordable shelter to the lowest income groups.

The ideas behind this project appear to have been too advanced

for the Kenya Government at that time, but they clearly pointed

the way for future schemes. The jump from upper middlo class

housing (Kimathi Estate) to very low income housing (Kei'ya

Canners) was one that GOK was not willing to make in 1973.

The next AID project (Umoja, 003) represents more of a

compromise between these two different types of housing.
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74; UMGJA ESTATC, '003

7.4.1. Objectives

The USAID staff involved with this project saw the principal
goal as an institutional one: the redirection of the Nairobi
City Council to a housing policy emphasizing lower cost units.
The staff believed that pressure from both AID and the IBRD
during an 18 month period from the end of 1972 to the beginniig
of 1974 was crucial in rz.solving the GOK housing debate in
favor of programs of minimal cost shelter (rather than high
cost "showcase" projects).

The AID Housing Investment Guaranty Paper stated it this way:

"The most important objective of the AID guaranteed loans
is to help the GOK implement a housing policy with emphasis
in favor of the poor by demonstrating that lower cost houses
can be built - despite the rises in building materials and
other construction costs. The accomplishment of the
objective should have a significant impact on the GOK
housing policy, particularly with respect to lower income
housing. It is highly unlikely that the lower income housing
program would proceed as projected without the input of
the program. With HG funds, however, the program as outlined
in this paper should be able to give an impetus and establish
a new direction for the GOK's policy for lower cost housing."

7.4.2. Reason for the Project

In October 1971 the Nairobi Town Clerk approached AID to
finance a second project with a proposed unit price in
the K£2000 - 3000 range. Unlike Kimathi, a "specific
project" HG program, the 2nd Nairobi project had not been
evolved beyond the "concept" stage at the time of submission.
AID conducted a "pre-investment survey" in 1972 which concluded
that a "percentage, to be determined, of houses costing not
more than K11200" should form the bulk of the project. The
project, however, was to be national in scope, and AID reserved
US$ 15 million for it. The question of who was to be borrower
for this national program was left to the Kenya Government for
final resolution.

In January 1973 the Kenyan Treasury announced to AID that there
were to be two separiate housing programs funded with this
$15 million. Ten million dollars was allocated to the Nairobi
City Council for an urban project (003) while five million went
to the National Houtsing Corporation for housing in towns other
than Nairobi (project 004).

Throughout the remainder of 1973 the Nairobi City Council (NCC)
worked on their "program proposal", a broad statement of proposed
action to remedy the city's housing problems in the years to
come. The Nairobi Urban Study Group, a UNDP funded group of
experts, helped to frame this program which coordinated the AID
project with IBRD and Commonwealth Development Corporation (CDC)
activities in the housing field.
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In November 1973 NCC submitted an application for the

$10 million HIG loan to finance a low cost housing estate

containing three basic models costing KE1,000, 1,200 and

1,600. AID felt that this applicacion was "an honest

attempt to address the low income problems" (for a different

reaction to project 004 and some background to it, see

section 7.5.2.)

In January and February 1974 an HIG Appraisal Team visited

Kenya and reviewed both applizations (003 and 004). The

Tean worked on reducing the cst of the NCC houses by

chAnging certain design details (especially floor and

roof details and incorporating increased amounts of later

self-help construction). AID's conclusion after this visit:

nAs a result, we anticipate that a large proportion of the

NCC-constructed houses can have selling prices between

KE800 and KE1,100, thus reaching well down into the modern

sector low income groups." However, considerable delays

occurred at this time mainly over cost-reduction methods.

For instance, there had been considerable early correspondence

between AID and the Treasury concerning an interest rate as

high as 10%. The years 1974 - 75 (when this project was nego-

tiated) were a period of very high interest rates in the US

and world-wide. Although the HIG funds were ncrmally 3 - 4%

below the unsecured Eurodollar rate, they were still about 3%

above the "artificially protected" Kenyan interest rate.

It took some diplomatic negotiations to convince the Treasury

to accept this loan (IBRD and CDC were quoting subsidized

rates of 7 - 8% at the time for their housing developments),

and also to relax a Central Bank regulation of the time

prohibiting foreign loans in excess of 9%.

In June 1975, the basic loan and other legal documents were

signed by NCC and USAID, and project implementation began.

7.4.3. Description of Project

The Umoja development was built on a single site in eastern

Nairobi which is 6 miles from the city center and easily

accessible by paved roads on city buses. The basic house

design is an "expandable house" i.e. the plans were drawn

for a 3 room house plus kitchen, but 75% of the units would

be built with only a single room - the other 2 rooms to be

built later when the owner could afford it. Houses are

grouped in blocks of 5 , 6 or 8 units set in a hexagonal grid

so as to provide vehicular access to each plot.

Although there was only one basic Arawing, the one room version

was styled house type 01, the two room version styled type 02,

and the complete 3 room house was labeled type 03.

The footings of the houses are constructed of concrete. The

walls are made of concrete masonery 6" thick and stuccoed on

the outside face only, while the floora consist of a 4"

concrete slab on grade. Wood framing supports a corrugated

asbestos cement roofing. The windows are metal frame, and

the doors wood flush type. All necessary electrical wiring

and outlets were included as well as plumbinig and fixtures for
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shower stall, water closet and kitchen sink. Each unit was
.also "improvable" in the sense that certain details remained
unfinished. The purchaser had to complete the interior
plastering, ceiling and flooring, and there was no sink
provided in the bathroom.

The number of units in the Umoja development wam not definitely
known uritil the very end of the project when the money had
been stretched to its limit. Contract documents speak of
the number of planned units to be 2,900. For a while this
seemed optimistic but later it was found possible to increase
the number to 2,924 by reducing the number of type 02 and 03
units and by increasing the number of units of type 01 (see
table on following page). NCC had committed itself to finance
and build a market, primary and secondary schools, a clinic
and a nursery school plus shopping facilities for private
entrepreneurs. The concept of a viable neighborhood was also
to be enhanced by allowing for mixed income housing by providing
larger plots for private development within the area. Consider-
able delays have occurred here.

7.4.4. Cost and Tendering

Unlike its two predecessors the Umoja project was a publicly
bid job with design and specifications largely worked out
by NCC. This procedure entailed several planning and costing
problems.

The parties conducted the process of public bidding and
tendering against a backdrop of continuing high rates of
inflation. This meant a constant struggle to define the
exact specifications for the houses that met everyone's
definition of "acceptable" and still would be sufficiently
low cost when bid so as to be affordable by the target low
income group (those in the 5th decile of the population).
When bids were received that exceeded the estimates, the
process of reducing the scope of construction had to be
undertaken to hold the original price and thus retain the
unitq for the same target group.

This~process of "reducing the scope of construction" after
the receipt of tenders and "correcting" them to make them
compatible with estimates and the amount of money on hand
led to extreme controversy during 1976.

The job was bid in a number of phases stretching over a period
of years as follows:

Area Date Units Amount (KShs) Builder

zone 1, Sept. 542 15,601,962.70 Lalji Bhimji
contract 1 '75 Sanghani

zone 1, Sept. 785 21,382,890.45 Lalji Bhimji
contract 2 '75 Sanghani

zone 2, Sept, 547 16,986,932.55 Coronation Builders
contract 1 '75
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Area Date Units Amount Builder

zone 3, April, 610 18,516,887.35 Coronation Builders

contract 1 '76

Extension Oct. 100 3,032,017.70 Lalji Dhimji

zone 1, '76 Sanghani
contract 2

Extension June, 340 Coronation Builders

cone 2, '77
contract 1

TOTAL 2,924 dwelling units

As can be seen from the table below considerable shifts took
place in unit mix as well as in cost price of each category

of units. The significant cost overrun was partly justified

by a devaluation of the Kenya Shilling in late 1975 which

raised the local value of $10 million from KShs 71.1 million

to KShs 80.9 million, or an addition of KShs 9.8 million.

Still there was a cost overrun of KShs 6.6 million which is

not explained by the addition of 24 units, since the shift in

unit mix was clearly from the larger to the smallest unit.

In fact, had the unit mix remained unchanged another KShs 7.3

million would have been added to total cost. This represents

an escalation of 42% in cost (25% after devaluation). In

addition costs of KShs 5.5 million incurred by the office

of the project director was covered mainly by down payments
from tenant purcha,. rs and from portions of their repayments.

PLANNED DELIVERED

House No. of Sale Total No. of % Sales % Total

Model Units irice Cost Units Change Price Change Cost

KShs KShs (000) K Shs KShs (000)

01 870 22,500 19,575 2123 + 144 30,600 + 36 64,964

02 1305 27,500 35,888 637 - 51 35,530 + 29 22,633

03 725 30,500 22,113 164 - 77 39,030 + 28 6,401

2900 77,575 2924 93,997

During the fall of 1976 the Kenyan media contained serious

charges and counter-charges concerning the handling of the

Umoja public bidding procedure.

As far as could be ascertained by AID's Regional Housing Office,

however, all prime construction contracts were awarded to the

lowest bidder in accordance with the Implementation Agreement.

Due to the fact that the "scope of construction" was reduced

Just prior to the awarding of a construction contract AID was

not asked to approve the plans and specifications at the time
contracts were let.
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Later receipt of contract drawing (or no receipt at all by

AID) severely complicated subsequent monitoring by AID of

the *as built" units for contract compliance by the builder.

AID, in fact, relied on the NCC for supervision.

7.4.5. Financing Terms

The scheme was to be on a tenant purchase basis. This was

similar to the Kimathi scheme and serves the purpose of easy

recourse to eviction in case of default - in theory. The

loan documents provided for a US$ 10 million loan to the NCC

for on-lending for 25 years at a composite interest rate of

10% to the ultimate tenant purchasers. The elements of the

composite rate are 8.7% to the U.S. lender (the Federal Home

Loan Bank of New York), .50% to AID as the "Guaranty Fee",

and .80% to NCC as an "Administration Fee". The rate to

Nairobi City Council, therefore, was 9.2%.

Partial construction financing was also provided by USAID in

the following fashion: US$ 2.8 million (of the above) would

be advanced to the NCC to be used to finance the initial units.

Thereafter, permanent money would be advanced as the "allocations

have been made and the tenant purchase agreements recorded in

the appropriate Registry of documents." (sec. 3.03 of the

Impleir- ntation Agreement). The infusion of "permanent loan"

money would thus free the $2.8 million which could then be

rolled over and used again.

This procedure ties together construction loan monies,allocation,

recording of units, and permanent loan monies in such a fashion

that almost proved disastrous in mid-1976 when Council balked

at making the initial allocations - on the other hand, perhaps

the threat of job shut-down (the construction money was

exhausted) was the impetus which made the NCC finally go ahead

and allocate the units.

Once the project was under way, additional discussion began as

to the sufficiency of the .8% NCC administration fee and.5%
"project implementation" charge. It is unclear just how the

figure of .8% was originally arrived at; presumably it is

just the amount which reached the "round" figure of 10%. In

1976, .8% of 1.0 million equalled approximately $80,000 or

KShs 640,000.

The City Treasurer's Office originally projected expenses of

approximately KShs 1,000,000 per annum to administer Umoja

(i.e. process loans, collections, delinquencies, etc.) AID

worked out a competent budget within the money provided

(which was then accepted by the City Treasurer) as follows:

"There will be approx. 2,500 mortgages to be handled every

month and approx. 20 working days to do it. This is 125 per

day or 16 per hour. With the proper system and office machines,

this receiving and tabulating can be done by 2 - 4 employees.

Two other 'mployees should continuously survey a tickler file

system of some sort to isolate delinquencies and mail dunning

letters. This is the basic routine."
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The administrative system included 7 other supervisory and
support persons for a total monthly wage bill of $5300, 40%
overhead of $2120, for a grand total of $7420 (or yearly
total of KShs 712,320). This budget and allocation still seem
ample.

Certainly the administrative budget did not contemplate that
the loan servicing for Lmoja would be carried out as just
another burden for the existing staff of the City Treasarer.
These funds (.8%) were provided to allow for a separate
project administration (though under the control of the City
Treasurer) for Umoja. The extent of the present collections
difficulties at the project stem, it would seem, from some
amount of maladministration caused by the lack of this separate
unit. It is a far cry from a roster of 13 people working
solely on Umoja (the AID budget) and the present one part
time accountant in the Treasurer's office.

Another "charge" that was discussed at some length was the
amount of 5% of the construction cost which was credited to
NCC for the expenses of the Umoja Project Unit and other city
officers in developing the estate. AID resisted an attempt
to increase this amount to 8%; as it is the amount almost
identical to that paid as a down payment by the allottees.
Therefore, the down payment money had been considered as
the property of the NCC, and neither it nor this charge
appear in the AID mortgaging documents.

The payments to the tenant purchaser are as follows:-

House Types 01 02 03

Sales Price KShs 30,600 35,530 39,030

Downpayment KShs 1,530 1,777 3,903
(5) (5%) (10%)

The monthly repayments are:

House Types 01 02 03

Principal &
Interest 265.50 308.50 320.50

Rates 12.00 12.00 12.00

Insurance 5.00 5.00 5.00

Ground Rent 12.50 12.50 12.50

Total 295.00 338.00 350.00

The only cost element which greatly exceeded estimates was
closing costs, or more particularly, "Stand Premium". Stand
Premium is levied one time by the Commissioner of Lands pursuant
to the Government Lands Act at a rate of 20% of the value of
government allocated land. The capital value of each Umoja

Plot was set at KShs 3,500/- and the Stand Premium, therefore,
at KShs 700/-.
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7.4.6. Target Population

Completing constructic i and sale of units affordable by
the "target population" was RHUDO's primary consideration
during the Umoja development process. This critical emphasis
was a result of the "new directions" US legislation in the
early 1970's. AID was directed to aim its programs (including
the HIG program) so that they give "highest priority to the
improvement in the lives of the poorest of the people."
This statement was explained by a numerical test which had
to be followed.

AID Handbook 7, "Housing Guaranties", sets out the rule:
Sec. 3 (a) "projects.. .should as nearly as possible reach
the lowest income level of the regularly employed persons
in the area. In general the income of the families served
should be below the median for the area to be served."
(emphasis added)

Throughout the entire project period, therefore, the Nairobi
RHUDO office was constantly checking with the Central Bureau
of Statistics (and others) to monitor the latest urban income
figures. Income figures would then be matched with the latest
cost and mortgage repayment numbers.

Unlike Kimathi Estates in which a rise in costs (and thus
income repayments) would only have had the effect of leading
to a higher income group of occupants, a rise in cost in
both projects 003 and 004 would have led to a group of
occupants with income above the median, violating USAID
program regulations. For the RHUDO staff, therefore, increases
in project costs which would have to be passed along in the
form of higher mortgage repayments could only be allowed if
matched by higher national incomes if full cost recovery from
recipients was to be maintained and the arbitrary rule
followed that a purchaser pay only 25% of their income. Whether
justified or not it was ostensibly for these reasons that NCC
made design adjustments in an attempt to keep costs within the
affordability range of the target group.

The target population for Umoja as originally envisioned was the
group in the 3rd to 5th deciles of income. RHUDO produced the
following chart to demonstrate this:

Income Annual Household Income Annual Income Required

1975 1976

KShs KShs KShs

30% 11,019.00 12,561.00
'4 Lower 13,760.00 (type 01)

Middle (1,146/- monthly)

&35% 13,446.75 15,329.00

16,160.00 (type 02)
4(1,346/- monthly)

16,726.00 (type 03)
(1,394/- monthly)
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Income Annual Household ncomne Annual Income Required

1975 1976
KShs KShs

---- 40%---- 15,874.50 18,097.00

45% 18,302.25 20,865.00
Middle

50% 20,730.00 23,633.00

&

The text accompanying this chart stated:

"Using 1976 estimated Household Income, Type 01 house can be

purchased by a family with Household Income of tha 32nd - 33rd

percentile bracket; Type 02 house can be purchased by a family

with Household Income of the 36th - 37th percentile bracket;

Type 03 house can be purchased by a family with Household

Income of the 37th - 38th percentile bracket."

"Based on the above, it can be seen that the houses can be

purchased by individuals falling into the second quintile."

Two things should be kept in mind while reviewing this data:

there is a substantial margin for error when working with

such imprecise concepts as specific 1% of household income

distribution and that when this chart was produced (Sept. 1975)

the first contracts had just been let. Three months later AID

hired an American firm, Real Estate Research Corporation, to

provide more up-to-date information.

Reviewing this first table, two other things become apparent:

RHUDO's annual required income" equates most closely with

Real Estate Research Corporation's 1977 projections (valid in

the sense that most occupancies would not be until that date),

and that these figures are somewhat lower than RHUDO's.

The Real Estate Research projections are as follows:

Household Income Levels (KShs/Mo)

Decile 1975 Mid 1976 1976 1977

10% 644 692 741 852

20% 706 759 812 934

30% 866 931 996 1,145

40% 1,034 1,112 1,189 1,367

50% 1,274 1,370 1,465 1,685

60% 1,641 1,764 1,887 2,170

These figures though lower than RHUDO's still contained an

adjustment for rental income derived from sub-letting and a

10% adjustment for unreported income.
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In Dec. 1976 the Nairobi Town Clerk put out the first notices

inviting applications for Umoja from "lower middle and middle

income group families.!' The NCC income citerion for entry

into the development was that the entire income of the husband

and , the wife's monthly income must be at least KShs 8OO/ and

at most KShs 1,600/.

As a follow-up monitoring and evaluation exercise, in February,

1978, AID commissioned a survey of 335 houses in Umoja. This

study revealed that the following actual monthly average

income of the occupants at that time were:

Household Type Allottees KShs/Mo. Non-Allottees KShs/Mo

01 1,156 1,502 (29.9% higher)

02 1,293 1,826 (41.2% higher)

03 1,279 2,255 (76.3% higher)

In Feb. 1978 the median income of all allottee families in

Umoja was KShs 1,190.90. Using this figure, it would appear

that RHUDO met "new directions" test in bringing the benefits

of the program to allottees who (originally) were below the

Nairobi median income. Whether they were in the 3rd of 4th

decile becomes a somewhat academic exercise.

Another reality, not shown in this table, is the fact that

the majority of units have now been totally sub-let to other

higher income persons. Units are also appearing for sale in

the daily papers at highly inflated prices. As in the case of

sub-letting the prices asked for 3-roomed units are relatively

higher than for the smaller units, reflecting the effective

demand and market value of these units.

With the receipt of rental income from (illegal) total sub-

letting, the incomes of some allottees would ascend the

economic "decile" scale quite considerably.

7.4.7. Institutional Arrangements

Once Treasury approval had been obtained for the basic loan,

the only Kenyan institution involved in this project was the

Nairobi City Council. The more specific details of the Umoja

Project Unit and the Housing Development Department will be

covered in this section.

7.4.7.1. Umoja Project Management Unit

In a formal letter to AID in Dec.1975, the Town Clerk

spelled out the organisation of the Umoja Project Management

Unit (the implementing city agency) and the power .of its

director. The thrust oi! the letter was to re-affirm the

Council's delegation of authority to the Project Director for

the implementation of this scheme. His appointment was

discussed in Washington, and it was duly authorized by the

NCC and subsequently approved by the GOK. He was to be

assisted by a working team which was done by drawing officers

from various departments of the City Council.

The RHUDO office was fully supportive of this move stating 
that

same year that NC) should be encouraged to give the project
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director responsibility and authority for all aspects of project
implementation from planning and design through buyer selection

until dwelling units were occupied and tenant purchase agree-
ments were completed. RHUDO believed it was vital to identify
the central decision maker and have a strong project management.

The staffing requested for the Project Unit in 1975 shows the
huge size of the operations: the request was for 1 project
director, 2 assistant architects, I project engineer, 2 quantity

surveyors, 6 assistant quantity surveyors, 4 resident engineers,
12 inspectors of works, 30 works supervisors, and 1 accountant.

This was a staff of 59 people.

The ambiguity in all of this planning was that the new
entity intruded into the functional areas of existing city

officers. The AID Guaranty Paper had listed the functional
responsibilities of Nairobi City officers:

"Financing, audit reviews, and mortgage administration are

functions of the City Treasurer; technical planning, archi-
tectural design, and construction are responsibilities of
the City Engineer; legal services are performed by the Town
Clerk's department directly and the Social Services and
Housing Department administers allocation of the units to

individual applicants."

By the summer of 1976, however, the Umoja Project Management
Unit had become so autonomous that the City Engineer was
requesting clarification as to whether the Project Manager
reported to him or not. The Town Clerk decided that since
the Project Manager had received the "delegation of authority"
he would not have to report to the City Engineer (the Project
Management Unit got its own stationery). But tensions continued

to grow and in February of 1977 the City Engineer was removed
from his post. Although the decision was also prompted by
other considerations by the Council it demonstrated once again

that institutional arrangements are not easily changed unless
the major actors involved have been convinced of their rele-

vance and give their consent and support. Failing this, they
are likely to do all in their power to prevent the changes

from coming about, - and not always from narrow personal motives.
In fact, professional officers of the NCC have often disagreed
strongly with decisions taken at the political level of the
Council. From the point of view of the USAID regional housing
office there was an obvious advantage in maintaining the
Project Management Unit in orJer to secure close and direct

supervisionand clear responsibility for the completion of
the project.

7.4.7.2. Housing Development Department

From the very outset of project planning, USAID and the IBRD

were in contact as to the types of housing project each
organisation was planning for Nairobi. Coordination between

these two groups have been quite cordial and satisfactory.
Within the NCC, however, rivalry seems to have developed
quite early between competing sets of officials who were
to implement the two major schemes.
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Simultaneously with the Umoja developments, the ISRD was

funding a study (Coopers a Lybrand/Institute of Local
Government Studies, Univ. of Birmingham) to outline a

reorganisation of the NCC. One recommendation was for the
formation of a citty wide NCC Housing Development Department.
NZC formed this department in 1978 under some pressure from
IBRD to administer their programs (the Dandora Project
Committee became the Housing Development Department). The
Uboja Project unit wasn't mentioned nor affected.

In 1978 the NO. attempted to accomplish the integration of the

two groups by prcposing the elevation of the rUmoja Project
Director to Director of the Housing Development Department.
This effort failed because of the personalities involved
and because of strong opposition by central government, labor
organisations and some NCC officers. In the end the former
chief plAnning officer of NCC was appointed to the post of
Directo., of H.D.D. but as of today there is no integration
of thos two entkies. In fact, it seems politically more
feasible that any new extension of Umoja be undertaken as a
sep, rate venture with its own project director.

7.4.8. Selection System

One of the documents included in the Implementation Agreement
between NCC and AID signed in June, 1975 was an allocation
procedure adopted by NCC and approved by AID.

RHUDO withstood an attempt by NCC to have 25% of the units
allocated to NCC staff within the income range of the target
group. In a letter to the Town Clerk it was stated:

"I am sure that the Council, as we have been, and will continue
to be, subject to many powerful pressures to allocate houses
to specific worthwhile lower-income family groups. We are
oi wletely convinced that it is not appropriate to start
making exceptions to the procedures established by the Council."

The application system commenced in February, 1976. A total
of 20,000 application forms and explanatory brochures had been
printed. They were to be issued at two windows of City Hall
for a fee of 25/ during a period between Feb. 2 - 28, 1976.
To ensure proper issuance, the City Council Security Officers
were ordered to place their official sea]. on each brochure.

Applications would be collected at the same City Hall windows
from Feb. 9 - March 8, 1976. A preliminary committee would
then sort the applications into two categories: complete
applications and incomplete ones. All completed applications
were sent to the Project Director while a duplicate was sent
for scrutiny by computer.

"Scrutinizing" would be performed by the computer and also
"manually" by a committee composed of the chief attorney, city
treasurer, director of social services and housing, chief
architect, chief valuer, and chief planning officer. The
computer and the committee would each produce a list of those
"qualified" and those "not qualified". When an "agreed" list
had been prepared by the two groups it would be tabled before
the "Project Committee."
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Pt this point the computer would be used again to perform

a "random selection" to choose the final allottees. 
The

computer was to be operated by the Mayor of Nairobi in the

presence of the Council members, press and public. A list

numbered from I to 3000 of applicants was to be immediately

published as well as a list of unsuccessful applicants.

This was the plan.

During the application period approximately 24,000 application

forms were sold and of these approximately 15,000 were returned.

Most of the applications were rejected as ineligible (approxi-

mately 11,000) either above or below the income standards

or as duplicates (people had apparently submitted multiple

applications). This high rejection rate caused a good

deal of dissension and the Kenya newspapers were again very

outspoken in their criticism of the NCC.

A few days later the Director of the Computer Center used by

the Umoja project unit delivered to AID one copy of the print-

out of all eligible and ineligible applicants. He expressed

confidence that the allocations would be fair and without

bias provided the ballotting was also fair (i.e. the 5,150
"eligible" names had to be ranked from 1 - 5,150 by means of

random, computer "ballot").

At this point the standard procedure began to go awry: The

Nairobi City Council refused to make the allocations (the

first few hundred houses were ready for occupancy - immediate

allocation was necessary to "roll-over" the money invested

in them so that it could be freed for construction financing

of the next phase). The Councillors were threatening to disobey

the allocation procedures set forth in the Implementation

Agreement for Umoja, disregard the advice of the municipal

officers (Town Clerk, etc) and make up their own allocation

rules.

AID representatives in Nairobi told NCC officers that any

change in the allocation procedure without AID's approval

would be a material breach of contract. Further, in the

event of a material breach of contract AID Kenyr would

recommend that no further funds be disbursed. This severe

action was avoided as the Council backed off any pronouncements

altering the allocation procedure.

In 1977 a team from the US General Accounting Office (an arm

of the US Congress as opposed to AID which is a branch of the

Executive Branch of Government) attempted to review the Umoja

applications. Two randomly selected applications (applicant

007679, ballot position 383, and applicant 020857, ballot

position 439) revealed that the incomes were revised (by an

official) following a second scrutiny of the forms.

There was a considerable amount of "reallocation" of houses

during 1976 and 1977. This process was questioned by AID as

it certainly gave the appearance of impropriety, but was

defended by the project director by referring to the order

in which allottees signed their agreements.

In its search for verification of compliance with eligibility

the Team has come across allottees which did not qualify for
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a house in Umoja. They had been selected by giving false

information on their application forms 
(knowing what the

selection criteria were).

As opposed to the IBRD sponsored Dandora 
site-and-service

scheme for which the ccmputer selection 
system was designed

there was no interviewing of applicants 
after scrutinization

for the Umoja scheme and no publication 
of allottees in the

daily press.

7.4.9. Community Facilities

Anticipating the problems of delivery 
of community facilities

so that they would coincide with the 
new housing, AID considered,

during project development, the inclusion 
of financing of

community facilities under the HIG. 
However, such facilities

were not included in the financing. 
Consequently, the

community facilities listed in the 1975 
Implementation Agree-

ment (namely, two primary 
schools, I nursery school, 

1 secondary

school, 1 health clinic, and market and shopping 
facilities)

to be provided by the NCC were not ready 
by the time the houses

were occupied.

In Feb. 1977 when the first phases of 
homes were being occupied

only one primary school was under construction 
(it had been

promised by NCC to be ready for opening 
on Jan. 1, 1977). No

other community or commercial facilities 
were then under any

stage of construction; the NCC had 
no money available.

in 1977 the Nairobi Town Clerk stated 
to AID personnel that

"in future all such projects must 
have community facilities

associated with them right from the 
very beginning, and that

the Council must have the funds appropriated 
right from the

beginning to insure that these facilities 
are built."

The Feb. 1978 survey of 335 Umoja households indicated large

numbers of resident complaints about 
the lack cf these

amenities, (health clinic, shops, markets, entertainment

facilities, playgrounds, etc.)

It should be noted that at the time 
of writing (July, 1979)

a number of community facilities have 
now been provided. One

kindergarten and one primary school 
are already receiving

students, one health centre (dispensary) and a market are

also complete and in operation.

The team noted the very high standards - and the consequent

level of construction cost - for the community facilities.

Particularly the market which consists of 
an office and a

large number of small stalls of no more 
than 2.5 x 2.5 meters all

with electric lights and placed within an enclosed 
area. The

monthly rent for a standard stall is Shs 230/- per month.

Several stalls have been closed for lack 
of payment and stall-

holders explained that it was very difficult to make enough

profit on the standard goods (most of which have controlled

retail prices). They would prefer more space for goods

(many used the limited circulation space 
in front of their

shops to display vegetables and to manufacture 
windows, cabi-

nets, etc). Instead they said they did not require electric
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light in their stalls nor as high a standard of finish.

The analogy to low-income housing is an obvious one. The

physical provisions match neither the requirements nor the

affordability of the small trader. He/she is provided with

a costly solution to which the reaction is either to sub-let

to the more affluent who carry more expensive items in the

shop and/or to set up a small "sub-standard" stall somewhere

else in the neighborhood (illegally). For those who remain

in the council-provided market, the high rent must of necessity

be passed on to the consumer via the prices charged on the

same products which are now sold less expensively from the

clandestine stalls outside the market, - thus reducing the

demand for goods and consequently the profitability of the

market stalls. Only effective policing of the clandestine

shops can reverse this trend.

Instead, the new policy adopted for low-income housing could

be applied to provisions of shops. This implies that simple,

spacious stalls with a maximum of flexibility and expansion

possibilities but a minimum of "fancy" trimmings, walls and

foundations be provided. This is not only more in line with

what people can and will do for themselves, but it requires

much less of an investment with the consequent lower rents

and lower pricee for goods traded.

A separate study with recommendations ought to be undertaken

of this particular aspect of new housing estates. Similar

studies are under way with regard to school buildings and

dispensaries, although results have not yet manifested them-

selves widely.

With regard to the enevitable and very positive small scale

manufacturing which is evident in low income housing areas

(the frequency appears to be inversely related to the level

of income) Umoja has its share, but without having planned

for it. Thus, the most common activities in this field:

bed and cabinet making, shoe repair, hair dressing, burglar

proofing, bicycle repair, etc.has no other legitimate place

to go other than the municipal market where there is neither

space nor economic advantages. This is a shortfall which can

easily be rectified in the new extension.

7.4.10 Present State of the Project

Apart from what has been said above about the community

facilities the main impression of the project is that it

is still a settlement in expansion, i.e. new housing being

built (new 03 type units presently being sold at KShs 75,000

with a deposit of KShs 15,000 at the time of application -

and selling well to higher income persons for investment)

and existing houses being expanded (more than half of the

original type 01 and 02 houses have had one or two rooms

added and expansions are still continuing).

It is to be expected that owner-occup.ers are more keen

to expand than tenants. A casual investigation also reveals

that the same occupancy criteria determines how well the house

and the garden are maintained. A considerable investment has

gone into such items as burglar proofing of windows, fencing,

gates, boundary walls and interior decoration. Likewise, gardens

have often been planted with flowers and food crops such as

bananas, maize, cassava and onions.
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On the negative side the team noticed an obvious lack of
street maintenance including clearing of stormwater drains.
The continuing addition of rooms results in mounds of ballast
and sandkn many places, some of them no longer apparently
needed. Similarly, heaps of rubbish of assorted kinds could
be seen in various places. The lay-out of Umoja does not
lend itself to an easy orientation and in some cases is ever

dangerous because of frequent intersections of pedestrian

and vehicular traffic. The physical environment is rather

monotonous and lacks trees and other landscaping assets.

The Uuoja Estate is not yet adequately served with public

transport to satisfy reasonable demands from the occupants,

however, there is a frequent and (too) fast service by "matatus"

to and from the centre of Nairobi. The report prepared by

the Bureau of Educational Research (March, 1978) describes

the residents of Umoja and their likes and dislikes in great

detail. The main complaints being of the items listed above

plus the low quality of finish, inadequate ventilation, and

poor room arrangement of the houses themselves.

Cost recovery in Umoja has been lagging far behind the planned

schedules worked out by NCC. This is due primarily to the

failure of NCC vigilance in pursuing arrearages. At the

beginning of 1979 there were arrears to the amount of over
KShs 2 million, and individual accounts were not brought

up to date. There is no question in the team's view that all

of the money outstanding can be collected if the machinery

set up for thit purpose was activated and implemented system-

atically. It should be added that there has been no default on
the payment of capital and interest from the NCC to the U.S.
investor.

Since it is envisaged that the Umoja estate is to be expanded

to about twice its present size it is important to point out

that many of the negative aspects listed above can be rectified

when planning and designing the new phases begin. The cost

recovery program, however, cannot wait, instead, no new

project should go ahead unless NCC demonstrates its ability

to collect, or alternatively, turns this responsibility over

to another agency (private or public) and pays it an adminis-

tration fee.

If lack of maintenance is due to shortage of funds in the

appropriate NCC accounts, then the rate structure must obviously

be reviewed, but it is the team's impression that a decentrali-

zation of service facilities such as work crews, equipment and

superv-.ion may be sufficient and no more costly than the present

arrangement.

7.4.11 Achievement of Objectives

The question of whether Umoja achieved its objectives is not as

simple as it may appear. If the same criteria were applied to

umoja as to the old (1963) Kariobangi site-and-service scheme

it should equally be termed "the scheme that failed". The main

criterion, then, being whether it created better housing condi-

tions for those to whom it was allocated. However, the study

team takes a different puint of view. The Umoja project was
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completed in time and with only acceptable cost-overruns.
It is occupied by people within the income range envisaged even if
more than half of these are tenants and not owners, and - perhaps
most importantly - the units are being expanded at a rate which
is in line with predictions at the time of conception. This
latter fact is a clear indication of the way owners meet the
effective demand (their own or that of others) at no cost to
the public sector. The level of rents and the sales price of
existing units also demonstrates the economic viability of
the project. Rents advertised in the daily press are listed
as: Shs 350, 550, and 750 for type 01, 02, and 03 respectivel .
A type 01 unit was recently advertised at Shs 37,000. There
is no evidence of any other owner being so conspicuously defying
the contract agreement not to sell to the public before five
years of occupancy.

'In terms of providing better housing for its occupants - as
opposed to the allottees - the only and most easily verifiable
evidence 3.s the demand and the consequent occupancy rates in
Umoja. On this basis the scheme can be ;aid to be very success-
ful.

Even if many tenants state that they paid less for housing where
they lived before, the fact that they moved to Umoja at a higher
price must indicate that they considered this a change to the
better. For those allottees who do not live in Umoja the only
interpretation possible is that they preferred the income from
sub-letting to a change in their nousing situation whether
due to a different set of priorities or due to the superiority
of their present dwelling or both.

In any case the objective of creating an impact on the supply
of housing for the lower income groups has been achieved.
What he.s not been achieved however, is the objective of assuring
that those allotted the houses were those most in need of better
housing or improved income. In short, the selection system,
or the way it was administered, was not fair. It may also
be that the selection criteria are themselves excluding some
of those families most in need of better housing. The question
of affordability becomes almost hypothetical in the face of the
income-generating capacities of Umoja housing units, the bigger
the units, the higher the income. In fact, the team questions
the present selection criteria and has suggested new Dnes (see
7.6.2.).

Another objective of this and other HG projects was that of
strengthening institutional capabilities. The achimement of
this objective is questionable. There is no doubt that the
project management unit operated efficiently once its powers
and responsibilities were defined, but it is doubtful whether the
normal NCC machinezy has gained in capacity of efficiency.
Much evidence points in the opposite direction. On the other
hand, new projects of this magnitude must in the longer term
help NCC revise and improve its political as well as its
technical competence. The technical assistance offered along
wsh these projects very definitely assist in this. Also, the
political climate in Kenya is now such, that inefficiencies
and irregularities in local government, as in other public
sector institutions, will not be tolerated. Kisumu, Mombasa
and Kiambu Councils bear witness to this fact. The integration
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of project management units into the Housing Development
Department and this department's full and practical integration
into the NCC organisation still poses problems, but cnce
resolved should make the planning, construction and management
of new projects easier.

The Umoja site was vacant publicly owned land. Its use, there-
fore, did not record any impact on the rest of the Nairobi land
market, - other than to bring closer the day when public
housing developments will have to competz on this private
market. For this reason also the economic& of low income
housing and their physical provisions will soon have to be
re-examined. Umoja's idea of expandable unLts has gained
in credibility not only by the large number of applicants
but also by the rate at which units are now expanding. This
is not to say that this was the optimal way of approaching
the prevailing housing shortage. In fact, with the funds
available a far greater number of units could have been
produced if a strategy to phase the project and encourage
early repayment of loans hdd been adopted (mechanisms for
this are outlined in 7.6.6 of this chapter) thus transferring
some of the considerable income creation from the allottees
to the project for its expansion.

The classical dilemma in low income housing, namely that
of reducing cost to the point ihere the units become affordable
to the target group also plagued the Umoja project. Not
only has the dilemma again been proven largely false, but
the reduction in standards took place after the project had
been approved and is thus tantamount to a cof-t overrun. In
order of magnitide the team estimates it tz be about 20%
of the tendered *rice. This was the difference between the
quantity surveycrs' estimated cost and the lowest tender
offer. We have not made much of this fact in judging the
feasibility of the project, because the original estimates
could have been too low, but in any project for the end
product to correspond to the agreed upon plans and ertimates
must be an objective by definition.
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7.5. NATIONAL HOUSING CORPORATION: 004

7.5.1. Objectives

Since both projects 003 and 004 were initiated together (and
in fact were processed by AID in one Housing Investment Guaranty
Paper), the objectives were identical, namely institution
building to support low income housing. The fpll text of the
AID intention has been presented in section 7.4.1. of the Umoja
Estate presentation.

7.5.2. Reasons for the Project

As discussed in project 003, USAID performed a "pre-investment
survey" in early 1972 which indicated that the greatest need
for housing was in the unit cost range of less than KE1,600.
In 1973 USAID in Washington approved in principal a housing
guaranty program for the NHC for the sum of US$ 5 million for
housing costing less than KE1200. The AID reasoning was that
"more conventional funds" could be attracted to finance moderate
and higher income housing. These figures and the reasoning was
probably accurate in 1973. Since then figures are up by 100%.

Nevertheless, in December, 1973 the NHC finally submitted an
application for a US$ 5 million HIG loan to finance housing
estates in 12 Kenyan municipalities (other than Nairob) at
unit costs varying from KE 1,375 - KE 1,875.

Following this submission, an AID HIG Appraisal Team visited
Kenya during Jan and Feb 1974. They found that the NHC appli-
cation was "not acceptable" because of the excessive cost of
the units proposed.

An AID memo summarized the situation: "The NHC is faced with
a major shiO' in its operations from middle income housing
construction to sites-and-services, the emphasis it has been
assigned for the next five years in the draft 1974-1979 Plan.
The Corporation would have preferred to use the AID program
with its commercial interest rates and home ownership provisions
for more traditional programs, and had not attempted to submit
the type of program in which AID had expressed interest".
(emphasis added)

During 1973 intense debate had gone on within the Kenya Govern-
ment over the future direction of housing policies. Internal
AID memoranda, "admittedly over-simplifying" relate their
perception of this struggle in terms of describing two factions
within the GOK consisting of one group advocating 'high standard'
(shoitcase) projects with the other group recommending basically
a minimum shelter approach. Consideration of the AID and IBRD
projects was delayed for some 18 months during this policy
struggle. Ultimately, the "minimum shelter" or "technocrat"
group emerged essentially victorious (although at one point,
the opposite conclusion seemed likely) and the Kenyan development
plan adopted in 1974 reflected increased housing investments at
the lower end of the price ranges. There is no doubt that the
AID and IBRD positions were important ingredients in this
decision. It should be noted that at this time only Nairobi
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had both large IBRD and AID projects, whereas NHC had only a

modest AID project.

It is clear that by mid-1974 project 003 under the NCC was

considered an honest attempt to address the low income
problems. The same committment appeared to be lacking at
that time in NHC. The 2 borrowers obviously had different

opinions of the type of housing that was necessary and NHC

in particular had a record of building houses for the middle

and higher incomes in provinci&l towns. AID, however, because
of the "new directions" in American aid policy was totally

committed to housing for those below the median income of the

country. Thus, the NHC had no choice but to redesign one of

their standard house types in order to reduce cost further.

7.5.3. Description of the Project

The National Housing Corporation project is a complex and

complicated development. It is a scattered site development

in 12 larger Kenyan towns, namely: Nakuru, Thika, Eldoret,

Kitale, !yeri, Meru, Embu, Kericho, Nanyuki, Mombasa, Kisumu

and M4alindi.

The basic house design is "expandable" in the sense that

although plans were drawn for a three-room house, the units

as built consist entirely of 1 or 2 rooms which the allottee

may complete at a later date when his funds permit. There

are 3 variations of house types: a "highlands" type, q

*lakes and coastal" type (built only at K/smum and Malindi),

and a "special" slightly larger design for Mombasa.

Tho design, bidding, and construction process can be divided

roughly into three overlapping stages: 1972 - 75, the design

stage, 1975 - 77, the approval of development plan and land

sub-division stage, and 1977 - present, the actual construction

stage. Individual projects may differ somewhat from this

general outline. The value of this generalization, however,

is that it indicates that nearly 5 years elapsed between initial

discussions and construction.

7.5.4. Costs and Financing Terms

Charts I and 2 display the variance in unit n-umbers and

construction costs at three points in time: November, 1975

(the month that USAID architects came to Nairobi from

Washington to finally settle the design question after 3

years); March, 1977 when the NI1C Project Director began to

forward a new cost accounting and monthly reporting format

to USAID (at this time the NHC had changed the cost allocation

system to one based on floor area of habitable rooms so as to
"make the difference greater" between I and 2 room units); and the

most recent figures available (showing the revised "pragmatic"

pricing system to keep the 2 room units priced below "what is

acceptable").
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Besides the different pricing systems in use in this project,t 'ese charts reveal a number of important points: first,the dramatic reduction in the number of housing units that wereactually built (284 one room and 717 two room units for atotal of 1,001) compared with the number called for in theContract documents ("total of not less than 1,400 units willbe constructed, with a maximum selling price of KShs 32,000
Per unit").

Secondly, the charts show that the final selling prices roseapproximately 7% on the one room units and 32% on the tworoom units (individual projects recorded cost increases ofup to 107%). This lack of cost control is very evident whencompared with the results of project 003, Umoja, which was
developed simulatneously. In the case of Umoja the total cost wasrestrained to a 5% increase. To achieve this, the unit-mix waschanged in favour of the smaller units, but the planned number ofunits were delivered in time. (see 7.4.4).
The controversial method adopted in Umoja was to correctthe tenders through a reduction of the standards of constructionso that they matched the amount of money available for thework. In project 004 there was no question of reducing thestandards, inflation was allowed its head, costs soared, andthe planned number of units constructed fell by nearly 30%.

The loan documents provide for a US$5 million loan for a termof 25 years at a composite interest rate of 10%. The elementsof the composite rate are: 8.7% to the Investor (the FederalHome Loan Bank of New York) .5% to AID as the "Guaranty Fee",and.8% to the NHC as an "Administrative Charge", except that inthose projects in development Group C (see section 7.5.6. ofthis report) entirely handled by the local authorities, the.8%is split between the NHC (.3%) and the local authority (.5%).

Partial construction financing was also provided by USAID inthe amount of US$1 million (of the above $5 million) whichcould be drawn down by the NHC for this purpose. As inproject 003, permanent financing would be available at thecompletion of the houses when they had been allocated and thetenant purchase documents executed and submitted for recording.

In February 1976 RHUDO contacted NHC and suggested that "someform of variable monthly payments" be used in the project(presumably some form of a "progressive rate" mortgage systemas opposed to the more common "fixed annuity" system). TheNHC replied that "consideration" would be given to this idea,but the concept seems to have been dropped at a later datewith no further discussion. The use of a "progressive rate"system might well have sufficiently lowered the initial paymentsrequired at some sites to overcome the initial sales resistance.

The lengthy construction delays on this project also causedfinancing problems. The loan implementation documents con-tained a loan "draw-down" schedule (i.e. the dates by whichthe sponsor NHC had to draw-down and borrow the money fromthe Investor). The dates for these draw-downs occured withoutthe NHC having built enough housing units to use the money.
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The US Investor refused to extend the dates, and NBC was

forced to borrow the money and place it in escrow. Once

this happened the NBC was liable to the Investor for interest

and to AID for the Guaranty Fee, but NHC could not cover

these charges completely with the proceeds of short term
investment of these funds which were earned by the escrow

account.

Nevertheless, former officials of the NHC have stated that
the incentive to complete the job that began to be manifested
in 1977 and 1978 was largely based on the fact that the NHC

was suffering an economic penalty through inaction. The same

official expressed the thought that such a system of internal

financial penalty for delayed development might be appropriate
for all NHC projects vis-a-vis the local authorities.

In like fashion, the NBC passed along the investment losses

to those councils which were developing their own projects.
In letters to the Kisumu Town Clerk, the NHC informed them
that their account was being debited an amount to cover this

short term investment loss through delay in their develop-
ment and consequent delay in the use of funds.

The procedure in project 004 is that subsidiary loan agree-
ments are made between the NBC and the local councils. It
is the local council which actually collects the monthly

mortgage payments and forwards them to the NRC. At the end

of 1976 the local councils were nearly US$1 million in arrears
to NBC, on all projects. If this condition persists for this

project, NBC will have to use other resources to meet its

obligation. Since there is no reserve fund for losses built into

the project, there is no certainty that the NRC would have such

surplus capital on hand at any particular moment.

7.5.5. Target Population and Selection Procedures

The same AID "new directions" legislation applied to the NRC

project as it did to 003 (see sec. 7.4.5. of the Umoja report

for a full description). Therefore, the program was aimed at
lower income families.

No specific studies of incomes, costs or rent propensities
were commissioned by either the NRC or AID for any of the 12

towns in the NBC project. The method agreed to and adopted
by both parties was to use the Real Estate Research Corporation's

study of Nairobi household income distribution (see sec. 7.4.5.)

and to trend the material accordingly for the more rural towns.

A surprising development was that data obtained from the Central

Bureau of Statistics apparently demonstrated that the median

income for these rural towns (such as Nanyuki) was "equivalent"

to that of Nairobi! The income data was therefore not trended

downwards at all.

In accordance with this formula, NRC wrote the following to

AID in February, 1977 setting forth the Nanyuki result:

"In accordance with the household income distribution in Nairobi

as set out in the Study prepared by the Real Estate Research
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Department, the 50th percentile income for Nairobi is

Shs 1,555/- per month for 1976, and we agreed that we

could use a similar figure for Nanyuki."

Admittedly, the drawing of income percentages is a very

impressionistic affair, but as we have seen in the Umoja

report, the result seemed quite high for Nairobi itself

(50% too high when compared with similar studies made by

the Nairobi Town Planning Department). To now transfer this

Nairobi figure to the rural areas seems highly dubious;

nevertheless, there is no hard data existing to contradict

this appror-ch.

Even this approach had to be modified in the face of serious

sales resistance to the units in some towns. Income limits

for the target group were raised as high as KShs 2,000 in

Embu (see chart No. 5).

The selection procedure itself involved the individual town

councils. The basic eligibility criteria were agreed to by

AID and NHC and then transmitted to the town council.
Advertisements were placed for the units (by the NHC or

town council), and applications received. Eligible applica-

tions were then readied for "ballotting". Chart No. 4

records the differing sales story in each community.

A ballotting committee met in each town usually chaired by

the Provincial Commissioner with the Town Clerk as Secretary

and with a representative of the NHC in attendance. Applicants

were requested to be personally present to answer questions.

All the names of eligible applicants were placed in a "ballot

tin" and successful names were then drawn out. Since the demand

for the 2 room units was much stronger than for the 1, un-

successful applicants for a 2 room unit were often given the chance

to join the ballot for the 1 room units. Only in Kitale have

serious irregularities been noted (the Council refused to accept

the upper income limit).

7.5.6. Institutional Arrangements

There were two separate development methods for the 13 sites in

this development. One method (styled "category A") left total

development responsibility with the National Housing Corporation.

In this system the NHC would be responsible for selecting a site

and prepaxing the site plan, engineering drawings, and tender

documents. AID's assent would be necessary for the design

(i.e. the standard highlands or coastal house types) and for

the sales price in each individual location. This method was

followed for all sites except Mombasa, Kisumu, Nakuru and Kitale.

In addition, Nakuru and Kitale reverted to method A during the

development process when difficulties were experienced. An

obvious difficulty encountered with this procedure was that the

local authority very often felt left out of the process and

resentful for the way that the development was proceeding.

Although the A category procedure normally calls for tenant

selection to be done by the NHC, most local authorities were

allowed to handle this task themselves (with a NHC representative

in attendance).



Though development work was done by the NHC on behalf of

the local authorities in the A group, subsidiary loan docu-

ments were executed between the local authority and NHC.

mortgage collections would be made by the local authorities

and then remitted to NHC. There were, however, no legal

documents executed between USAID and the local authorities.

This situation meant that the local authorities had never

been involved in the discussions as to the "lower income
objectives" of the whole project. In late 1976 RHUDO noted

in an internal report to the USAID "Senior Evaluation Committee"

that there was:

"Lack of communication between NHC and the Municipalities

regarding lower income objectives established by GOK and AID".

This problem surfaced during the allocation procedure when

one council flatly refused to abide by the AID imposed

maximum income criteria.

Even though Kenyan municipalities (other than Nairobi) are

prohibited from entering into direct borrowing obligations

with foreign agencies without the consent of the Treasury,

it seams that their assent to the terms of the Implementation

Agreement could have been secured simultaneously with its

execution by the NHC and USAID. As it was, no such agreement

had been obtained until some years after the project officially

began. Immediate involvement of the local authorities in some

capacity would have been helpful.

This general problem of involving the local authorities in the

formulation and implementation of national housing policy has

recently been discussed in a Ministry of Housing & Social

Services publication (Preliminary Report: Kenya Urban Housing

Needs and Demand Study, 1978). Some conclusions from this

report follow:

"It appears that housing policy is formulated from the top

(i.e. the Ministry of Housing plus the National Housing

Corporation) without referring to the local authorities."

"There is a lack of communication between the Ministry and

the local authorities concerning housing issues."

"It was obvious.. .that some local authorities were not very

conversant with what housing involved and therefore neglected

it. Only the revenue collection from housing was important...."

(pp. 48 & 50).

The problem, therefore, of improving NHC/local authority

coordination is much broader than that seen in this project.

It is recommended, therefore, that this aspect of "institution
building be promoted and advanced by any future USAID project

with local authorities if the basic agreements are handled

through a central government agency.

Future projects should also emphasize ways that local authori-
ties which lack development expertise can still participate
and advise in the development process.
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There was a second development process (styled category "C")
which was entirely different from the foregoing. Under this

procedure municipalities were allowed to proceed themselves
with minimal input from the NHC. In fact NHC control was
limited to inspection of the work and review powers if a "change
order" increased the agreed upon price in excess of KShs 2,000/.
Nevertheless, the design, sales price, buyer selection criteria
must all adhere to the guidelines jointly agreed to by NHC/USAID.

The Councils accepting this method tended to be the principal
urban areas (Mombasa, Kisumu, and Nakuru) - the 2nd, 3rd and
4th largest towns in the country). These councils felt they
had large, competent staffs and were very jealous of their
prerogatives vis-a-vis the Central Government and its agencies
(such as the NHC1. The correspondence between these councils
and the NHC bristles with this jealousy.

However, local control as demonstrated by the Mombasa (two sites)
and Kisumu projects did not succeed. Extensive delays and enormous
cost escalations put these 3 sites in a category by themselves
(indeed removing these projects would markedly improve the
overall averages of all other sites.) What went wrong with
those projects developed under category "C"?

There are a variety of possible answers. Extensive planning
activities began in both Mombasa and Kisumu in early 1976 for
the Second Kenyan Urban Project funded by the World Bank. These

activities have continued to the present and have undoubtedly
occupied these councils to a large extent. The IBRD projects
are attractive to the particular towns because of the much larger
amount of financing involved which includes a range of housing
and community development facilities. It seems that the AID
schemes took a second place and other NHC schemes then took an even
more remote 3rd place in order of importance.

Further, Mombasa demanded (and eventually got) an entirely
different (larger and more expensive) house type design which
they felt was more appropriate to their community (the sales
resistance to the standard coastal design in the other coastal
town of Malindi was used to support their position). This
individual approach, however, consumed vast amounts of time
which inflation (13% annually) made most detrimental.

The competence of the various local councils proceeding under
the "C" method were questioned on a number of occasions by
both NHC and AID.

In retrospect, it is possible that administrative chaos might
have been lessened if category C towns had been able to contract
directly with USAID (thus eliminating NHC). Special Treasury
and administrative approvals may have been necessary for such

a course of action. Mombasa in particular might have benefitted
from such an approach since 20% of the money was originally
allocated to that town.

7.5.7. Problems Encountered

Project 004 has been characterized by its many problems

ranging from design changes over allocation to cost recovery.
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The main feature of these problems is their contribution to

delays. Average project delay (recorded on chart no. 3 of

the annex) was 18 months, while individual projects were

delayed up to 30 months. This delay meant that construction

interest and NHC administrative costs continued to increase

and add to the very substantial burden onech project. It is

instructive to note that the one site which was completed

in nearly timely fashion (Nanyuki), records a large price

decrease for the 1 room unit and only a moderate increase

for the 2 room unit.

The ratio of completed housing units was 30:70 one to two

room units (compared with Umoja's concentration on lower

cost one room units in the ratio of 76:20:05 - l's, 2's, and

3'). The final average selling price of project 004 was

Shs 32,380 and 46,120 respectively. In this regard it is

useful to recall that the selling price for the 3 room unit

in Umoja was KShs 39,030 - the present estimated selling price

for a two room unit at Kisauni in Mombasa is approximately

KShs 70,000 (see chart no. 5 for monthly repayment amounts).

Reasons for the delays are varied. Delay was caused by the

other national government agencies (Physical Planning Depart-

ment and Commissioner of Lands) which had not been involved

in project preparation but whose approval was necessary. The

NHC Deputy General Manager addressed this question himself in

December, 1976:

"There are several reasons for the delay. The first was in

connection with the approval of designs by USAID. Although

all the agreements were completed on 3rd June, 1975, it was

not until the 26th November, 1975 that sketch designs of the

houses were approved by representatives of USAID who came to Nairobi

for that purpose. Since then there have been even greater delays

in receiving site layouts from the local councils and government

departments, i.e. the Physical Planning Department, and the

allotment of land by the Commissioner of Lands, delays for which

to some extent, the Corporation must accept responsibility."

Delay was also apparently caused by the problems of running a

13 site job (2 sites in Mombasa). An internal USAID evaluation

made in March 1977 had ths assessment of the delay:

"Delay is inherent in the design of the Project. The NHC is

the chief administrator and borrower. As such, it lends money

to 12 city councils for construction and relies on the councils

for administrative support, plan approval, site location,

contractor supervision, and collection of mortgage payments.

The 12 councils are located in 6 different provinces; each

province has to approve government activity in its area.

Province approval adds another time-consuming layer to an

already cumbersome approval process."

NHC has been lending for projects all over the country for a

long time but it may be that for this project, NHC was too much

involved. If NHC in the future is to administer large numbers of

projects it has to find a way of reducing its administrative

burdens by delegating more responsibility to the local councils.

This overburden on the NHC seems to be the underlying reason

for the conclusion of a consultant for the US National Savings
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and Loan League who placed responsibility for the delay on
the NHC:

OThe NHC seems to have continuous difficulties with keeping
the project costs and unit selling prices within the income
range of the target population.... NHC seems.to readily accept
the events as they ccme without making any effort to change
them to the benefit of the program."

Delay also appears to have been caused by the shortage of
manpower in Nairobi RHUDO office during the critical start-up
period. The NHC played a somewhat passive role during the
development and implementation of the project thus requiring
a substantial amount of AID time to get the project underway.

It was not until 1977 that USAID stationed a second staff member
to Nairobi. The 3 years that had elapsed during which time
the office was understaffed, however, were critical ones
for this project since project 004 required RHUDO to play
an activist role to spur NHC onwards. This style of operations
was contrary to the one which worked most successfully in
project 003. In this, as in many other ways, project 003 and
004 were mirror opposites of each other. It is stretching
the limits of capacity to believe that one man could successfully
monitor both projects (plus the housing activiLes in half a
dozen other countries). AID had apparently recognized this
situation early but had been unable to take the necessary action.

Significant problems of effective project management were
encountered throughout the development process. Special
features of design, construction, and management supervision
all became necessary - yet none of these special problems
seems to have been envisioned at the project's outset.

RHUDO's role in monitoring the NHC, the implementing agency,
had to be re-defined as the project progressed. Ordinarily,
"project management" would be left to the implementing agency,
and RHUDO would be satisfied with the designation of a
"Project Director". Yet here events forced RHUDO to take a
more and more active role in defining the type of project manage-
ment that they considered acceptable.

A threshold problem which assumed great importance in the first
18 months of the project's life was the role of two central
government agencies: the Physical Planning Department and the
Commissioner of Lands. RHUDO had not really had prior experience
with either agency since Nairobi (location of projects 001 and
003) has the power to plan its own city area. All other areas,
however, have to receive the approval of the Physical Planning
Department when they propose development schemes (a "Part
Development Plan" - a type of subdivision plan, must be sub-
mitted to the Physical Planning Department to ensure that it
is in harmony with the overall town development plan). Further,
the sub-division of land owned by the Central Government must be
approved by the Commissioner of Lands. These two sets of
approvals became intensely time consuming.

In future, these two agencies should be involved with the
MHSS and the Treasury in the initial planning of any project,
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and their agreement to some type of "fast track" processing

would seem essential before AID consents to extend a loan.

Project management suffered through some ambiguity as to

who was in control of the project at the NHC. A "Project

Director" was named by the Chief Architect in early 1976,

but financial matters were totally controlled by the Deputy

General Manager. The division of responsibilities seems very

unfortunate since they were so totally interrelated; the

delays in construction affecting financial calculations.

This situation was never finally resolved.

Site management was equally troubled; RHUDO wrote numerous

letters to NHC stating that site management was being

done on a part time basis by NHC officers who had many

other projects to oversee. Consequently, RHUDO retained the

services of a local architect to advise it on project progress

but this service was advisory only. Direct approach had

to be through the NHC.

In future project management at both the central (NHC) and

site level should be clearly spelled out in the Implementation

Agreements. RHUDO should be empowered to implement immediate

corrective action if it is found that inadequate project

management is leading to development slow-downs.

7.5.8. Achievement of Objectives

Chart no. 4 demonstrates the remarkable variations in demand

(as measured by the number of applications submitted) for

the houses in project 004 in different towns. An official of

the NHC stated that it was his organisation which selected

the different towns for inclusion in this project and worked

out the number of housing units allocated. This aspect of

the project was completed during 1974 while most houses did

not reach the market until .978 and 1979. Conditions may

well have changed during the 5 years that elapsed between the

time that the NHC estimated the need and the point at which the

units were offered for sale. It is possible, however, that the

NC estimates of need were insufficient from the beginning.

No attempt was made to assess the market conditions, i.e. demand

as opposed to need for housing in the different towns.

Other factors influencing sales: in Embu (where three separate

application periods were necessary to stimulate demand) the

NHC managed to compete with itself. In May 1978, 190 persons

were allocated site and service plots in Embu; the NHC "progress

report" for December, 1978 records the completion of "Embu

Rental Scheme Number 4". It seems probable that in this way

the NHC managed to skim off both the top and bottom of the

market which would have existed for the USAID houses.

In Malindi there was such total sales resistance that the

project was withdrawn from the AID package and converted

into a rental scheme. Here NHC was also competing with itself -

a sizable site and service scheme was opened almost simul-

taneously with the tenant purchase site. Unlike Embu, however,

their was little demand for the NHC site and service scheme

either. It is instructive that the Mombasa town council

rejected the "coastal design" as inappropriate for their area -

they found it too small. A study of the Malindi project and



the sales resistance encountered was prepared by the Housing

Resea-ch and Development Unit of the University of 
Nairobi

at the request of and under contract to RHUDO. 
The Report

concludes that the house type was incompatible with 
tradi-

tional housing in the area in that it was smaller 
and more

costly than market alternatives. Also, Malindi is a typical

tourist town with a very large number of transitional 
workers

%:ho prefer to rent rather than to buy.

In contrast to these two sites, strong demand for 2 room

units was registered in most other areas in the country.

The rental possibilities favorably influenced the market

for this type of house by reducing the monthly payment 
and

people obviously found it cheaper to buy a 2-roomed house

than to take a one-roomed unit and pay for the cost of

adding another room. In retrospect it would seem that some

sort of market study should have been made in the 12 
towns prior

to this project being funded. On the other hand, if 5 years

were to regularly elapse between such a study and marketing,

its value would be slight. One would have expected the NHC

to have been aware of the cultural differences existing 
at

the coast and to have separated the lakes and coastal 
house

types. One would also have expected that the NHC would have

organized their projects so that they didn't compete with

one another.

Were the institutional goals (to strengthen the NHC's 
ability

to implement low income, low cost housing programs) 
of this

project realized?

RHUDO believes that despite the problems, substantially 
they

were in large degree.

"On balance, and in spite of the slower rate of construction

progress in this project, there have been positive results

flowing directly and indirectly from the project. The NHC

appears to be firmly committed through this project 
and

through its site and service activities to shelter 
solutions

catering for lower income households." (Sept., 1977) But

the main benefit may still be that there is always 
a tendency

to overestimate institutional capacities in the public 
sector.

Capacity problems are often blamed on staff shortages.

However real these shortages may be they reflect a lack

of understanding at all levels including central government

that new people of the right calibre can only be attracted

by competitive wages - unless one resorts to foreign technical

assistance, or decides to give some tasks "out of 
the house."

A consultant from the U.S. Savings and Loan Industry 
disagreed

with the USAID conclusions in that he did not think 
that NHC

was enthusiastic 'about housing units limited to the population

below the 50th percentile".

There is something quite remarkable about such 
a disagreement

since this has been GOK policy throughout all 
the 1974-78

Plan period that the NHC's primary mission should 
be addressing
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the low income housing problem. The fact that a debate is
possible at all at the end of the Plan period as to whether
or not the NHC ever really adopted this OK policy is
symptomatic of the problem. Since the World Bank has funded
a complete review of NHC operations as part of the Third
Urban Project, this report is not the place for further
investigation, but the team supports the view that objectives
of project 004 on the whole were not achieved.

Project 004 raises fundamental qunstions about the best way
to deliver housiag programs to secondary cities and towns.
This project attenpted to combine centralized delivery
(through the NHC) with selected local control for larger
municipalities (through development category "C"). In
principle this approach seems commendable, but in practise
it became unwieldy.

The NHC had great difficulty managing a scattered site
project; yet surely in their second decade of existence,
the NHC should have been aware of potential problems from
previous; experience. Local ccourdination was weak in the
"A" schemes, and local control in the "C" schemes led to
less (rather than increased) efficiency.

Institution-building can only come about through the actions
of the local institutions themselves. Institution building
may require infusions of AID financed technical assistance.
Admitting the necessity for such technical assistance,
however, may be politically impossible for those institutions.
Whether RHUDO should "force" technical assistance on a
local institution which has not requested it (and indeed
may not want it), is outside the scope of this report. If
a local institution fails through its own mistakes to
implement a program in a proper manner, does RHUDO have
a responsibility to save it from itself?

It was the Central Government (the Treasury) which had

designated the NHC as the lender for this portion of the
Kenya Housing Guaranty Program. Corrective measures
therefore, should stem also from the Central Government.

7.5.9. Present State of the Project

Eight of the thirteen sites were visited and interviews
held with Council officials, local residents or contractors'
representatives. The sites were at Thika, Embu, Nanyuki,
Likoni, Kisauni, Malindi and Kisumu. The list includes

at least one site from each Province. It is not feasible to
reproduce the detailed findings from each site,instead, we u.ill
discuss them briefly here under the following headings:

Target Population.

The general feeling among Council officials is that the
target population was unilaterally determined by NHC
without consulting the local councils. No market analyses
had been carried out. The result was that the houses were
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too expensive e.g. at Malindi, while in some cases the
project had to he reduced in scopq or deferred because of
inadequate demand. For instance at Kisumu there are proposals
to defer phase 4 of the project to a later date, while at
Kisauni only 84 houses out of the original 182 are to be
built because of lack of finance and inadequate demand.

Cost.

In many of the towns visited the officials, commenting in
a personal capacity, thought the houses were too expensive
considering the amount of accommodation offered and the
standard of finishes. At the Coast one could purchase or
build a spacious four roomed traditional house Ifor the
Shs 45,000/ or Shs 66,000/ payable for a NHC/ArD house at
Malindi and Mombasa respectively. I,, towns where there is
a shortage of serviced sites the land may have been a
significant consideration in the individual decision to invest
in an AID financed house anyway.

Location.

It was difficult to understand the conditions and circum-
stances that influenced the choice of some of the sites.
Many of the sites were far from town and therefore isolated
(e.g. Nanyuki, Thika and Kericho) and far from existing
community facilities. Access to such facilities is often
poor (Nanyuki, Kericho). At Kericho the site is so steep
that serious surface water drainage problems can be expectedwhile the extension of some houses will prove difficult and
costly because of the need to excavate and/or fill on steep
grade. At Nanyuki the site chosen by the Council was rejected
by NHC.

Some sites however, were well chosen, e.g. Likoni where a
genuine attempt has been made to integrate the project with
an existing rental scheme and ancillary community facilities,
which are already of a high standard; more shop sites and a
market site are provided within the project layout, while
accessibility is also good. The Kisauni site is also equally
well endowed. At Kisumu the hillside site commandsa panoramic
view of the textile factory and new brewery, both of them
potential employers. The rocky terrain however may have added
to construction costs; a similar condition existed at Likoni,
where the coral is quite thick and high, making the digging
of trenches, septic tanks and soakage pits rather expensive.

Densities are generally high in all the schemes, ranging from
300 to 400 persons per ha. In the smaller towns grossdensities are much lower, since the blocks of houses are kept
well apart with large open spaces in between. Both from the
marketing and maintenance point of view it is better to increase
individual plot sizes at the expense of public open spaces.
Increasing the size of the front and back yards would affect
servicing costs only marginally. Land scarcity in the small
rural townships does not warrant such high densities yet.

Roads are mainly murram (or coral on the Coast). It is only
Kisumu which has expressed an intention to build tarmac roads,
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which is probably justifiable considering the gradient

of the site. The maintenance of murr&m and coral roads

will cause problems in future, since the Councils will
not assume any responsibility for roads not made up to

"adoptive standards". The law relating to street main-

tenance needs amending.

Sewers. While the Kisumu site will be connected to a

public sewer, most other sites (Kisauni, Likoni, Malindi,

Kericho) have group septic tanks, with each tank serving

20 - 30 houses. Such an arrangement can easily be modified

to enable connection to a sewer when a public sewerage system

is built.

Stormwater Draino consist of open channels, in some cases
unlined (Nanyuki, Malindi). Open drains are invariably

allowed to collect rubbish and soil.

Street Lighting is provided in some schemes (Likoni, Kisauni)

but not in others. For security reasons this is an essential

facility.

Landscaping is minimal. On some sites no effort was made

to preserve existing trees, e.g. at Kisauni an elegant baobab

was felled by the contractor because it happened to stand

in the middle of a prospective plot. The layout should have

been changed. The Malindi site is also bare, while the

surrounding area is rich in coconut and mango trees. Most

sites are tco new to show any positive signs of a landscaping

effort.

House Design is a controversial issue among local people --

experts and laymen alike. Local officials were not previously

consulted by NHC. Complaints center around:

- size of rooms
- room facing toilet
- poor internal circulation
- kitchen too small
-lack of ceiling
- poor sound insulation
- fittings e.g. locks and fasteners are cheap

- lack of security measures, e.g. fencing, burglar

proofing.

At Mombasa the then Council rejected the NHC lowland design

and developed their own which is slightly larger with a

minimum of 2 rooms. We understand that great pains were

taken to make sure that the design was acceptable to the

local people. An architect explained the design concept

to prospective applicants with the help of drawings and

a model.

Extensions. Work on extensions has started on some sites,

e.g. Thika. But there is a tendency for allottees to extend

first and move in later. Type plans are not always available

(Thika).
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Project Management has suffered in practically all towns
due to poor communications and lack of understanding between
NHC and the respective local officials, many of whom feel
snubbed by the Corporation. At Mombasa the design question
was in abeyance for nearly three years due mainly to a dispute
between the Council and NHC. Clearly, housing is still a
very political "thing" which will be used and misused for
selfish reasons by local councillors.

Allocations. Criteria and procedures for allocation
caused a good deal of disagreement between the councils
and NHC. In Nanyuki the Council annulled the first
allocation done unilaterally by NHC be'ause some of the
allottees, who were all known to the Councillors and
officials, were ineligible high income earners. In Embu
there were fewer applicants than houses and a second ballot
was necessary. At Likoni 300 people applied for 124 houses.
At Thika, only a fifth of the houses have been occupied to
date (Feb. 1979), although they have all been allocated
since Dec. The Malindi scheme has been converted to
rental housing because of lack of demand.

Maintenance. Inadequate maintenance first tends to show
itself i the open drains and the public open spaces. The
roads come next. The cause generally cited is paucity of
funds on the part of the Council. The team does not accept
this explanation.

7.5.10. Conclusions

Whereas it is generally recognized that the progress of
Project 004 has been far from satisfactory there is no
consensus of opinion as to the root cause of this situation.
There may be a variety of reasons, many of which have been
discussed above. There is little doubt however, that one
fundamental deficiency has been the lack of strong highly
motivated and talented leadership of the type that existed
for Umoja. The capacity to innovate and deal effectively
with uncertainties and crises has been limited, which in
itself was caused by the absence of a clear cut split of
responsibilities and rewards between the NHC and the local
authorities. It was assumed that the main missing ingredient
for a successful project was money. That assumption has turned
out to be wrong. Other inputs, especially organisational, are
equally or even more important. What lessons then could one
draw from the 004 experience?

1. A project on 13 different sites, simulatneously stretching
from one end of the country to another, raises special problems
of communication, coordination, supervision and catering to
the local social and political needs of individual communities,
particularly when it is centrally conceived, planned,
and managed.

2. A thorough market survey and feasibility study for each town
is absolutely essential. It is not enough to estimate income
distribution figures and pick an arbitrary cut-off point based
on policy considerations.

3. Local professional expertise in the individual communities could
be tapped to advantage. For instance an estate agent with local
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experience and knowledge could have a better insight into
housing demand than an expensive consultant from Nairobi
or Washington.

4. The assessment of effective housing demand needs to be a
continuous process. An effective mechanism for monitoring
the market situation has to be devised.

5. Town size is no indicator of either housing demand or
project implementation capability. The selection of
towns for investment purposes needs to take a wide range
of factors into account such as growth potential, admin-
istrative capacity, and availability of technical and
social infrastructure.

6. Finding a suitable site is not easy. Local authorities
should therefore be given all the assistance they need
in site identification and land acquisition. AID will
in future have to get each site approved by their own
planner.

7. AID will also have to assist the small local authorities
in getting the necessary approvals from the Commissioner
of Lands and Director of Physical Planning. Development
can be delayed because of minor technicalities.

8. Participation by the local authority, as an equal of USAID
or NHC, is essential for project success. It should be
possible to modify the loan documents to make a Council
signatory to the agreement and make it a responsible partner
both in the preparation, execution and administration of
the project.

9. The Implementation Agreement should spell out the project
management responsibilities of the local and national
recipients as well as of the donor agency.

10. A strong and well-staffed project management team is
essential for the implementing agency; it should in
each case be composed of a variety of technical disciplines.
The exact composition, size and location of the teams will
be deteiniined by the nature of future projects.

11. A financial penalty for delay is helpful but not very
effective since the interest rate is quite low and the
costs are passed on to the purchaser. This should be
permitted only within very narrow and fixed limits.

12. Periodic high level review meetings, involving Town
Clerks and/or Engineers, NIIC management, USAID represen-
tatives, the Treasury and Ministry (Housing and Local
Government) representatives would have helped to smoothen
implementation of individual projects.

13. Blanket design solutions are risky and should be avoided
unless a specific model has proved particularly successful
or there are certain strong reasons based on mass production
of components. The use of a standard design for all the
highland towns does not seem to have yielded any special
benefits.
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14. The concept of the expandable dwelling would be moresuccessful if the necessary technical support, e.g. freetype plans and technical descriptions were available.

15. fouving management capability varies from town to town.A manual of techniques and procedures, if prepared, willprove extremely useful to local authority staff throughout
the nation.

16. The standard of infrastructure maintenance is fairly lowand little improvement can be expected unless there is aninducement to local government in the form, for instance,of extra fund allocation for new schemes. We have refrainedfrom venturing into the area of land taxation, ground rentsand other forms of revenue raising, which could be used togenerate funds for new construction, administration and
maintenance.

17. Some form of "low start" mortgage loan should be offeredto facilitate the sale of the units to the target group.

18. Pending a review of the NHC functions and structure, itsrole should be better defined and i"s efficiency strengthenedin the overall task of providing housing to the nation.

19. The Ministry of Housing and Social Services must of necessityplay a strong coordinating role in the development of newprojects. MHSS is the best placed institution to assurecompliance with policy and programs, to press for land andfor regional and urban plans, to provide statisticalinformation and to evaluate finance arrangements and other
resource availability.

20. As a general recommendation, which has particular relevancein towns with a less sophisticated housing market, any newpublic housing scheme should include a "public relations" or*educational" element. The purpose of explaining theapplication procedures, the advantages of ownership, the
meaning of interest payments and the possibilities forexpansion and capital appreciation will overcome much misunder-standing and : istance among potential buyers among the
lower income s. aps.



CHART #1 Jan 29, 1979 2

NATIONAL HOUSING CORPOIATION
USAID T=ZANT PURCHASE HOUSING SCIIECES

UNIT & PRICE COMPARISON
PLACI NABITABLZ ROOKS

ONE ROOM
Each Unit EZ*

Nev 75, "areh 77' Final Change Ne 7.5. March 77eFinal -n-o chance

-PeeI -nt -- -

Nakuru 40 4 40 - 1,468 1,123 i.600 +132 91

Thikw 32 32. 34 +2 1,468 1,123 1,500 +32" 2%

Elderet 31 31 31 - 1,498 1,088 1.400 -98 -7%

Kitala, 21 21 22 +*" 1,505 i,160 1,600 .95 6%

Nyeri 18 18 18 - i,490 1,042 i..600 .110 7%

Heru 16' 16 16 - 1,612 1,245 1,806 *188 12%

Embu 22 22 23 +1 1,505 1,200 1,825 .320 21%

Kericho 17 17 17 - ..540- 1,192 1,555 +45 3%

?anyuki 12 12 12 -1 1,540 1,193 1,285 -25 -17%

Membavw*'
(LikoniY 73 75 - -75 1,468 1,095 - Only 2 room units built

Kisumu 80 80 71" -9 1,487 1,16T 2,000 -513 35%

nalindi 43 43 -' .. 3 1,576 1,463 - Only 2 room units built

Total I room units: 284 (-123)

AVERAGE COSTS: Estimated: 1,51 Final: 1.619 Change: .106 % Chang*: *?%
•(€Shs 30,26o) C(Sbs 32,380)

*Unit price represents "selling price" (including 104 deposit); the USA33I mortgage amount is 90% of this figure.

0°No one roon-units ever planned for Xisauni Project, Monbasa.
f.j
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CHART #2

NATIONAL HOUSING CORPORATION
USAID TENANT PURCHASE HOUSING SCRED4

UNIT & PRICE COMPARISON

FLACZ NAXXTABLS ROO S
TW0 R00143

No. Each Unit KYe
Now 73 March 77 Final Change Now 75 March 77 Final Change Change

CPreeent Eat) KI%

Nakur 80 80 80 - 1,700 1,872 2,100 #400 24%

Thika 64 64 66 #2 1,700 1,872 1,900 .200 12%

Elderat 63 63 65 +2 1.733 1,814 1.850 +117 7%

Klital 38 38 38 - 1,74Z! 1,933 2,100 +358 21%

Nyeri 41 4r. 41 - 1,725 1,738 2,050 + 325 19%

Meru 28 28 28 - 1,866 2,076 2,400 + 534 29%

Eubm 26 26" 26 - 1,74z2 2,000 2,300 558 32%

Koriche 29 29 31 .2 1,783 1,987 2,024 #241 14%

Nanyuki 26 26 26 - 1,783 1,988 2,080 .297 17%

Mombasa
(Likeni) 231 2 1 124 (-10?) 1,700 1,821 3,300 +16oo 94%

(Kisaunl)" 107 107 84 -23 1*.700 1,821 39511 .4811 107%

xiounu 125 125 109 -16 1,722 1.91" 2.520 .798 46%

Nalindi-" 8 51 - -8 1,824 2,434 1,840 ,1600 -

Total 2 reo unit* 717 (-41)

Average Cost*$ Estimated: 1,748 Final2,306.. Chanes 538 Change .2

(KShs. 34,960) (KS~s 46,120)

OUait prieo ropresOnts "selling price" (including 10% deposit); the USAID mortgage amount i. 90% of this figure.

"Proeet Withdraw&n 0ots allocated in such & vay as to reduce total cost lut still not sufficient buyer interest.
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CHART #3

RATIO.AL HC1SIJI CORPORATIOV
USAD 'Z4ANT PUR~Q;JE H0S 1 0 SCd.ER

C O N S T R U C T O N S C H E D U L E 
E s i m D ol a r CO I

place Remoteness Original Estimated 19tUnl or preu st i e ti tate6

y&oter CenstruOtin (Harch 1975) Cer-ttructienCoinletien S tart ~v etn '

c o % l e i f J u y 1 9 7 9 ( E ) 2 4

- - July 1, 1977 July 1978 July 19 . .

Nlakuru Jan. 1, 1977 June 1977 Sebr 19782

Elderet i July 1, 1977 March 1977 February i978
Kitae July 1, 1977 October 1977 March 1979 (9) 21

lo e July 1, 1977 pr 1977 aroh 1978 9

Meru 12% Jan. 1, 1977 Dec. 1978 Sept. 1979 (E)

Ebu 5% July 1,1977 April 1977 June 15, 1978 11*
Mrrcbe 7% Aprly 1,. 1977 June 1977 Jan. I q79 (Z) 22

Embu 5% July i, 1977 le. 1976 September 1, 1977 2

xcribo~ 79 Julybe 197 1977 Re.97

(Zikoni) 29% Jan. 1, 19781 yov. 1978 December 1979 (E)
(Lioni) Jan. i, 1978 JulY 1979 (Z) Juno 190 (-) 20(iau5.3Ja8 Oct. 1978 October 1979 (E) 22l xo s u z i ) .) J an . i t 197 8 O t 9 81

Kmu. % Dec. ,'197 March 1977 February 1978
manal IQ% AVERAGE DELAY 18 NOrm
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CHART #5'

NATIONAL SOUSING CORPORATION

USAID TENANT PURCHASE HOUS INO SCHDM

ALLOCATION PROCEDURES

Place Defae) ApplioatoU *1 AppA. i I room I Appa. #2 Roon Date(s) of Date Of Plot

Solicited room Units 2 Alloto Occuan

Nakuru August 1978 122 40 366 80 October 1978 -July 1979 (E)

Thika Apri1 978 F36 34 160 66 July 1978 Dec. 1978

Eldorot (1) Dec. 197 9 31 100 65 () Feb. 19781 54 )tarch 1978

(2) Apei 1978 (2) July 1978:. rest August 1978(2) April 1978

Kitalo ay 1978 15 22 48 38 October 1978* March 1979 (E)

Nyeri April 1978 97 i8 292 41 September 1978 October 1978

mera (No date got yet) - 16 - 28 - -

Eabs (1) l4arch 1978 23 26;

(2) May 1978 2 26 (1)September 1978:26 November 1978

(3) November 1978 ?.

Kericho July 1978 38 7 100 M September 1978

Na"yuki March 1977 77(total) 12 77(total) .26 Macrh 1978 A. pril .978.,

Mombasa 
Jua 19eO (E)

(Likoni) October 1978 .137 24 January 1979

(Kisauzi) (No date set yet) - " - 8

Kisu u December 1978 300(total) 71 3O0(tot@) 109 - d

malindi C0) September 1977 - - 19 Pro

(2) November 1977 a
*Irregurities note& duri:ng Xitafo al-location; Council refused t~o 8ePt ?MCI& uapper income :limt'
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CHART #5

:WATIONAL HOUSING CORPORATION
USAID TENANT pURCHASE HOUSING SCKEKW

MONTHLY PAYMENTS

Place EligibilitY Incomes* Monthly Payments (P 1 )(KSho.)

(KShs. per Month) I Room Units 2 Room Units

/-(i room), ,000/- 260/- 342/. Higher depocits 0"ouraged to lover payments

akuru 02 rooms) - 1,650/-
Thika 750/-(l room), 900/- 245/- 301/- Households may devote 35% income to pay"ets.(2 room) 1 3,15/-

Eldoret (2ro- - 1,250/- 228/- 301/-
Kitale 800/- (1 room), 1,050/. 2/- - 342/_ Households may devote 35% income to payments.

Kia2 ro- roon) 1 ,01-26- 4/

.eri2 room) - 1,4oo/- 264/- 337/- 15% price increase after applications givens

Meru 800/- - 1,800/- 293/- 390/-

Esbu 850/- 2,000/-*" 297/- 374/-' 10% price increase after applicationo' given.

Kerieho 800/- - 1,500/- 260/- 344/"

Nanyuki 300/- - 700/- ( room) 211/- 34O/-

Mombasa 500/- - 19000/- (2 room.s)

Likni/1,200/- -I,800/- 
Approximate figure, final price not determui&d

(Kisauni) (no data at present) - - i d

Kisusu 725/-' - .1,600/ 325/- .O/- 
Righor deposits ncouraged to lower payments

Malindi 800 - 1,000 -
325' Projet withdrawn due to lack f demand.

AVERAGE PAYHENs 264/- 363/-

"Maximum monthly incomes arc set so as to "equal" the townis "median income". In most cases the figure represents

the AID/NEC estimate of 1978 median income. The usual computation method was multiplying the Real Estate Researeh

Study Nairobi median income by a differential factor said to represent the reduced median income of the smaller

towns. -

**Due to insufficient responne the r were 3 applications periods at Embu. During this process the selling pries

was increased nearly 1l0. The Wsximum income limit was then raised (presumably above median).
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7.6. LESSONS LEARNED

Implementation of large housing projects in Kenya as in
many other developing countries often assumes the existence
of a policy and a machinery which can accommodate these
projects as a matter of procedure, provided, of course, that
funds are available and that the projects are in line with
stated policy.

In making this assumption a number of constraints are easily
overlooked, constraints which can become detremental to the
projects themselves or to the objectives the projects are
intended to serve. The approach in the following review ti
"lessons learned" will be to highlight some of the very real
and practical difficulties encountered in the course of
implementing the USAID projects in Kenya. The object of the
exercise is to improve on future projects from concept to
construction and beyond. In the process of this analysis
lessons learned from -other major projects such as those
sponsored by IBRD and CDC will be incorporated.

7.6.1. Nature of Projects

There is no question that housing needs for Kenya are virtually
insatiable in the forseeable future if UN standards for decent
housing are applied. But even the effective demand for
housing (i.e. need expressed in terms of purchasing power)
is very considerable at all levels of income and for all types
of housing. This fact has been demonstrated adequately by the
number of applications submitted for many different housing
schemes and the prices obtained. The new Development Plan's
chapter on housing states very clearly that the only way to
cope with the high price of housing is to build more. This
statement recognizes the ingffectiveness of rent control and
implies that the inflated prices are caused more by surplus
demand than by the increasing cost of construction. This is
another fact which recent housing projects have verified.

During the last six to eight years a decisive move has been
made on the part of the public sector to develop housing projects
for the lower income groups. This move undoubtedly came about
partly through the influence of major foreign investors, in
particular the World Bank and USAID. Not only did these projects
conform more closely to stated housing policy but they supported
procedures and practices which formerly were sorely missing.
But these two major sources of funds were made available only to
public sector institutions and therefore little experience was
gained from, and little influence exerted on, the much larger
private sector housing market. The pros and cons of this
approach can be found in 7.6.5. where institutional arrangements
will be discussed in more detail.

For the purpose of this sub-chapter, the type of projects to
be built and where they should be located is more important
than who executes them. It is often said that only through
the public sector can a lender or donor agency assure compliance
with policy. This is not so in Kenya, where the opposite could
equally be maintained. Thus, to build where the need is greatest,
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or is likely soon to bei, and to provide the type of housing
most in demand by the iowest income groups has always been
a trade mark of the private sector. Controls of standards
and densities still need to be enforced and certain "strlngs"
can and should be attached to any major investment. All major
lenders and donors have experienced that conditions for making
money available on favourable terms will be accepted provided
these conditions are in support of declared policy and leave
a reasonable margin to the implementor for administration.

A few lessons have been learned as to the type of housing units
needed. It appears that in the urban areas the larger units
have been greatly favoured over the smaller ones. The larger
units are relatively cheaper to build and part of their attrac-
tiveness is the demonstrated capacity to create income for
their owners. Additional reasons are the severe shortage of
housing for the middle income groups as well as the poor and the
fact that urban households are less willing than their rural
coUnterparts to engage in self-help building for reasons such as
lack of skills and time plus higher building norms. Significant
also is the tact that even very low income ramiies nave access-
to funds to pay the deposit for a larger house. They will be
able to make the regular repayments,once ownership is assured,
by generating extra income from sub-letting.

This latter point is illustrated by the rents charged for
houses in Umoja and Dandora, or for that matter in BuruBuru,
compared with loan repayments for the same units. But, it
is said,"larger units cost more, hence fewer units for the
same money!" This tantology has become part of the paradigm
that poor people can only afford poor housing.

Two general comments can be made at this stage:

1. A given housing situation is not a static phenomenon;
neigher is, indeed, a housing project. It should
therefore be recognized that as new housing is built
assets are created which can generate the additional
resources for expansion of the supply of new housing.

2. The main reason people are poor is that they have very
little money, -now. If income opportunities are created
together with the provision of houses (employment and
sub-letting) then it becomes clear that future income
rather than present income should be used to calculate
affordability.

Although everybody concerned with housing projects proclaims
that housing projects should never be considered in isolation,
it has been the experience with more than one of the major
schemes in Nairobi and with practically all schemes in other
towns that various community facilities have not been avail-
able when the houses were ready for occupation. The same
can be said for the provision of, or easy access to, employment
places and transport to and from the main business district.
In some cases these facilities were planned, but were simply
bahind in implementation and not necessarily for lack of
financing. In some cases they were even forgotten. These
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components are so obviously important in housing projects
that we shall turn to other less obvious, but nonetheless

important aspects.

In Umoja, for instance, the proximity of an administration

office which would look after such matters os loan repayments
maintenance, community organisation and self-help construction
iu sorely needed. A very poor collection record against
tenant-purchase agreements makes this abundantly clear
particularly when the situation at Dandora, where there is

such an office, is used for comparison.

In both Dandora and Umoja the landscaping has been neglected.
This item is particularly important in very large, dense schemes

of a rather uniform character where the immediate environment
becomes an integral part of the living space. Both of these

provisions can still be remedied, but would be easier to deal
with and would serve a function right from the start of the
project.

The choice of the sites and lay-outs have apparently been
given less attention than the design of the ndividual units.
Lessons learned in this respect-speaks for much closer scrutiny
of the location and nature of the site in order to enhance
the quality and cost of the scheme. It is now also agreed
by most planners that the size of plot and the total size of
the scheme is significant for the attractiveness of the settle-

ment and the satisfaction of those who live there. Dandora is
a negative lesson in this respect. Umoja has taught planners
lessons on lay-outs and traffic flows which in future projects
are likely to save both space (funds) and lives.

Whereas both Dandora and Umoja ( I and II ) are too much of the
same in one place the opposite could be said for the very small
schemes in the provincial towns. Here economies of scale and
enhancement of the community efforts would have been well
served with a greater number of units, albeit of a kind more
in demand.

Finally, only urban schemes have been attempted to date.
Rural projects should not be neglected in the future. Else-
where in this report some suggestions have been advanced which
ought to be tried out. The need is as great even if the effec-
tive demand is not.

7.6.2. Target Population and Selection Procedures

The selection of beneficiaries for the schemes built for NCC

as well as for the NHC has been one of the most criticized
aspects of the AID projects. The criticism has been less in
the case of Dandora project and almost absent in the case of the
Buru Buru and the Akiba schemes.

The reasons are not difficult to see. For the Akiba and Buru
Buru schemes the cost made low inccme families ineligible and

the two institutions (essentially HFCK and EABS) selected
allottees on the basis of credit-worthiness, but stressed owner-

occupation and a savings record. For the Dandora scheme, eligible
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applicants were interviewed and the list of allottees made

public.

Given that target groups for AID projectwill still have to

be those with family incomes of less than the median, the

total schemes, as opposed to the AID project component, should

cater for a wider range of families. The selection is in any

case going to be difficult to make absolutely fair. However,

a few guiding principles can be suggested: First of all,

applicants must know what and where the scheme is. They

should not be aware of che selection criteria but be warned

of the consequences of giving false or misleading information.

Furthermore, after a preliminary sorting, all those eligible

at this stage must be interviewed by a local social service

agency not part of the local authority or other implementor.

(NCCK, Social Service League, Service Clubs, Salvation Army,

etc.) so that stated information is checked and supplementary

information added. After this, a point system can be pplied

by the same service agency, details of which must have been

approved by the investor, the Ministry of Housing and Social

Services and the implementor. The selection then proceeds

according to the point score of each application. In the

process of interviewing the applicants, their choice of

accommodation and the affordability question should be

resolved. Selection on the basis of common bond has been discussed

in connection with Housing Cooperatives (Chap. III, 4.2.9.)

A computer was used in the past for making a random selection

of eligible applicants for allocation, but fair criticism

has been made of what was selected for the computer to process

and of what happened to those that were randomly selected.

Criticism of allocation has been more pronounced in the case

of Umoja than of Dandora perhaps because screening of appli-

cants was more thorough for Dandora.

One of the undisputable facts of UmJa, Dandora, Kimathi and

other schemes is the high degree of sub-letting which takes

place after a short while, i.e. su!)-latting In part, which is

permitted and total sub-letting which is not. Again, reality

is not difficult to explain. Demand at all income levels and

for all types of accommodation is so high in Nairobi that any

dwelling provided at less than the market rent carries a

subsidy in disguise which will be exploited according to the

preference of the allottees. Some obviously did nut place

improved housing on top of their preferences list either because

their present housing circumstances were satisfactury or they

had more urgent needs for the cash they could obtain by sacri-

ficing part or all of their new dw~lling, - or they simply had

moved away or changed their circumstances since the time of

application.

One clear lesson learned in all of these public shelter schemes

is that sub-letting is impossible to prevent. In private

schemes it is no Froblem, because there is no restriction on

sub-letting, although a hiSher rate of interest is normally

charged on owners who do not occupy tneir duelling, as opposed

to owner-occupiers.
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Rather than to try to enforce the unenforceable three other
avenues can be pursued:

1. Sub-letting of any kind could be permitted, thus making

it legal.

2. If sub-letting in part takes place a higher rate of

interest will be applied (say 2% more p.a.) and if the

owner turns absentee-landlord, he is in breach of contract

and will have to settle his loan in full or, alternatively,

subject himself to the full rent being collected by the

implementors until the loan is paid off.

3. Allocation can be on the basis of affinity groups whose

eligible members will be housed in close proximity to

each other and where additional allocations will depend

on conformity with the regulations including partial sub-

letting, repayment performance, maintenance and consolidatioi

of houses (addition of rooms, etc.)

The third alternative is the one best in tune with the "decen-

tralization" approach advocated earlier and housing cooperative

societies are one form well suited to play this role. Apart

from their common bond which places a degree of community

responsibility on each member they also are in a position to

mobilize resources otherwise unt~pped. Determined efforts

by the Dandora Project Department to organize such self-help

groups, after allocation, has proven very worth while but may

have taken no efforts and been even more successful if the

allottees had already belonged to such groups.

7.6.3. Tendering Procedures

By all accounts the tendering for project HG 003 (NCC) and

004 (NHC) has been producing unsatisfactory results. In the

case of 003 a retendering was necessary because of inadequate

tendering material, still, standards had to be reduced to get

the bid down to the quantity surveyors estimates. In the case

of 004 the costs varied up to 100% for the same type of house

depending on location and time of bid.

When projects are being prepared there is good reason for

the agency providing assistance to assure itself that it is

being done properly and to take precautions against all kinds

of unprofessional and irregular practices. This is particularly

true in the case of the public sector where such irregularities

are very damaging to people's support and confidence. There is

all the more reason to strengthen these procedures in the

public sector now when the new leadership in Kenya has given

high priority to the fight against any kind of nepotism,

tribalism and corruption. In addition to the assistance-

agency's vigilance, the involvement, at an early stage, of

outside independent firms of architects, planners and quantity

ourveyors should be secured or, as explained later, the project

could be given over at an earlier stage to a private insti-

tution for development in line with overall development plans.

If this means providing also the technical infrastructure, as

in the case of the Kenya Civil Servants Union scheme, there

should be no objection. It is worth noting that this particular
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scheme was prepared, tendered and executed by the KCS Union

at the lowest cost per square metre of any recent housing project of

its Ichd in Nairobi, - and not at the expense of quality.

Reason: the KCSU is under very effective leadership and

had to raise the funds themselves at commercial rates.

As in the case of Umoja it may be advantageous to tender for

successive phases of new projects separately for the sake of

competition. The same argument which applies to construction

can be applied to the alloiation of housing projects among

private sector entities for development. It is natural and

necessary for the AID regional office to be closely associated

with this stage of the project so that guidance can be offered

and more lessons learned.

7.6.4. Implementation

We have chosen to deal with implementation in terms of timing

rather than with what is implemented and who the implementor

is. This sub-chapter therefore addresses the capacity and

cash-flow problems which any major scheme faces. The lessons

to draw from the NHC project is that unless a date is set

for the draw-down by the implementing agency of the funds

to be loaned there is no pressure on the local authorities

to have the plans ready by such a date and resources can

lie idle for a long time. Another positive lesson can be

drawn from the NCC project where the deposits paid by the

allottees for the AID sponsored units were utilized to build

another 100 units for the NCC. These extra units were of the

same type and within the same scheme, but outside the AID

project and therefore not subject to the same tendering and

allocation procedures as the former. These two lessons combine

to point to a procedure which should be followed in the future,

not just for AID projects, but as a general policy, namely,

to imptement new projects in stages. The stages and/or

components of the project need only be large enough to

assure reasonable economies of scale in the construction phases;

to offer components of the project for sale throughout the

stages. Funds thus generated allow for expansion of the

project, and/or reduce the amount of investment otherwise

needed;

to offer for sale first the least developed part of the

project, possibly just part of the serviced land, to the

highest bidder but with development clauses with respect

to type and time.

to encourage strongly by cash bonuses and other incentives

the early repayment of any loan given to certain components

of a project in order to increase cash flows and/or expand
the project.

This approach is now being adopted for the Second Urban Project

presently being implemented with World Bank support. However, a

new AID project could go much further particularly with regard

to the sale of housing units to groups such as housing cooperative

societies which have the funds, or can raise them privately, to
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make much larger deposits or buy the houses outright. 
The

same principle can apply to blocks of flats which 
can either

be sold to cooperatives or to individual landlords 
or con-

ceivably even to individual owner-occupiers 
as cundominiums.

To spur this approach there is now a motion 
in Parliament to

introduce legislation to 'ell publicly owned houses and flats

to the sitting tenants.

As a final point on the implementation procedures 
it is

suggested that one form of tendering for 
a project could be

to include a part-finance clause in the 
contract, i.e. the

contractors bidding for the tender of any 
component of the

project shall be paid in step with the sale or allocation

of the component. This will have the effect that completion

will be sooner rather than later, and that bridging finance

will be generated by the suppliers who 
are likely to be large

firms with their own resources or access 
to credit. This has

been tried out elsewhere in Africa with 
good results.

7.6.5. Institutional Arrangements

The new Development Plan does not favour 
public over privately

built housing. It is therefore quite in line with national

policy to assume that the institutions most 
efficient In

providing shelter should do so. If any one lesson has been

learned by all concerned in the implementation 
of large

housing projects in Kenya it is that the 
public sector

institutions have shown themselves to be 
inefficient both

in terms of cost, timing and in achieving 
stated

objectives. The private sector has made up for the deficits.

It is equally true to say that the private sector has catered

to the high, middle and low income groups 
alike although at

the lower end of the income scale this effort 
has been unsatis-

factory due mainly to lack of public sector 
planning, servicing

and administration. The result is that densities and building

standards in squatter settlements have 
continued to deteriorate

while at the same time these uncontrolled 
settlements have

grown dramatically in size and numbers.

The notion that the public sector should 
concentrate on only

providing serviced sites or some variation 
such as a core unit

and community facilities is therefore reasonable, 
but much

more should be done in the way of land 
acquisition, preparation

of long-term plans for all towns and 
growth centres. This

task along with the obvious ones of 
formulating building regu-

lations and enforcing them, technical 
assistance to local

authorities, data collection, policy 
formulation and coordination

of all entities in the housing development 
process in the wider

sense ought to give the public sector enough to 
do. To add

the extra burden of planning, designing, 
financing and executing

its own housing projects and administering 
them for many years

is not helping the public institutions 
but making matters worse.

In Kenya, fortunately, the private 
sector has this capacity.

The projects developed by HFCK/CDC, AKIBA, 
the Kenya Civil

Servants Union and others bear witness 
to this fact. Costwise

and administratively they are more efficient 
as well. They
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have shown themselves capable not only of administering
lonV term external and local finance but to provide housing
schemes including infrastructure, at very competitive
prices.

The conclusion of the collective experience in this respect
must be that to add to the total housing stoc]: most effec-
tively, and be in line with national objectives, large housing
projects should be executed by private sector institutions of
proven capability. At the same time the existing institutional
framework in the public sector should be strengthened for what
must be its primary task namely the provision of land and
infrastructure.

The question of where new projects should be implemented cannot
be divorced from availability of implementing capacity, but
the projects under consideration hardly provide conclusive
answers. Superficially it may seem that the two AID projects
in Nairobi along with other projects referred to above, on th?
whole, have been successful whereas the projects implemented
through NHC in provincial towns has presented a multitude of
problems including lack of demand for the type of homes built

at the price at which they were offered. The same can be said
about the large NHC site-and-service schemes around the country,
now being surveyed by the HRDU. However, two main reasons explain
this state of affairs. One is that whereas the demand in Nairobi
is so great that practically anything built will be occupied,
the demand situation in the provincial towns is much more sensi-
tive and requires a finer tuning to requirements and affordability.
Secondly, the implementing agencies are different. NHC has not
only a much more difficult role to play vis-a-vis several local
authorities but it is also less able to devote the necessary

number and quality of staff to supervise scattered project sites.

It should be emphasized that the role of NHC is primarily to
allocate public funds to local authorities and to assist those
councils which need it with technical assistance. This was not
the way the HG project was implemented. Only one council in
the end opted for the so-called C approach which was to do it
themselves, simply because they all felt dictated to with respect
to design, site selection, tendering and allocation. The lesson
learned is therefore not that NHC should be left out of further

AID projects but that it should serve its p-imary role and be a
financial link between AID and the council, the councils, in
turn, being given a freer hand in choosing and implementing their
own projects. All of this, naturally, in close consultation with

the regional office of AID and a much greater involvement by the
MHSS on policy matters.

The same suggestion advanced in the case of NCC applies to other
councils, namely that in a large number of provincial towns
private developers should be encouraged to be the implementors.
This will ease the burden on the public administration which
in turn should be strengthened to do the tasks of planning and
administration. A closer study of the capabilities of some of
these councils should be undertaken with a view to assist them
in their primary functions, and at the same time identify the
private sector entities which could, in each of these places,
take over the role of implementor or of managing agent.



140

7.6.6. Cost Recovery

The suggestionson target population and selection procedures
outlined in 7.6.2. relate closely to the cost recovery
programme since the way in which families are allowed to
repay the cost of their dwelling sets the major parameters
for affordability and hence for defining the target group.
Both of these instruments must be seen to be in line with
government policy - in letter as in spirit - so that the
overriding national objective can be met, namely to generate
more income and to distribute incomes more evenly. It is
therefore not enough to complete large numbers of housing
units without assuring that those who benefit from them are
also those who need them most and that the benefits they derive
are not disproportionate to, or at the expense of, those not
yet "lucky" enough to be allocated a house of their own.

Following from the previous section recovery of cost appears
at different levels: ultimately from the occupants to the
owners (who in some cases may be the same) then from the
owners to the implementing agency to the contractors and others
who provide land, labour, material, finance, administration
and other services. As a matter of policy all of the AID
schemes together with other recent schemes are in principle
non-subsidized projects. This term implies that all costs
connected with the projects are to be recovered from the
beneficiaries. In Nairobi there are indeed good reasons for
not subsidizing housing units as long as the cost recovery
programme is in line with affordability. As pointed out
before, however, housing is in fact heavily subsidized in all
of the above projects bccause a subsidy is defined as the
difference between the actual price and that which would
prevail in a "free" market situation. Be that as it may, the
so-called economic rent (price) which is charged is intended
to cover at least all direct costs and is thus justified under
the policy.

Before we proceed to suggest a closer approximation of
selling price to the market price for dwelling units in
the new housing projects it is necessary to state two basic
observations: First, if any subsidy is provided under some
disguise in connection with housing, it should be given to
families rather than be tied to the actual physical provision
of houses; this would not only be fairer but also eliminate
the restriction on mobility and utilization of the existing
housing stock which now prevails due to housing-tied subsidies.
Secondly, experience has shown that allottees - and they still
form only a small proportion of those entitled to better
housing - will convert their privilege into cash to be used
for other purposes. This demonstrates the fact that these
people have different sets of priorities, and not to allow
them to exercise this right is an interference with their
personal liberties and with the maximization of benefits from
their scarce resources.

It is sometimes said that the public sector should take the
lead in lowering rents and that the private sector would have
to follow because of the relatively large number of public
housing units in urban areas. It is further maintained that the
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public sector could do this because so many of their older
units have been paid several times over. The argument is
false. Experience shows that if the housing units are
made available at lower cost than market prices the allottees
will certainly obtain the difference from their sub-tenants
and rents have thus not been reduced. The proportion of
public to privately owned houses is of .no consequence because
the overall deficit is very great and rent control is
ineffective. The latter part of the argument, namely that
older housing units can be disposed of at no cost because
they have already been paid dis-regards housing as a source
of revenue (rent, tax or interest) which can be used, among
other things, to produce more houses. The argument is narrowly

valid, however, for rental units which produce a deficit
due to high maintenance cost. These should be disposed of
but at market prices to be paid over a number of years.

It has been established beyond dispute that affordability is
a function of income, but, as already Engel and later Schwabe
pointed out (1857) the percentage of income spent on housing
goes down as income goes up. This means that to use an average
rate of 20% - 25% of income across the board does injustice
to all but a few in the middle and certainly to those in the
target groups as defined L.therto. Data on rent propensities
for low income groups in Nairobi (J~rgensen, 1970) and other
metropolitan cities in developing countries is available but
have so far not been applied here. An up to date review of
local data should be undertaken before a cost recovery
programme is designed for a new housing project.

Supplementing the old economists, Friedman, 100 years later,
refined the data to show that not only current income, but
Income expectation influence expenditure on housing. In Kenya
this aspect has a very real significance because
as soon as a house is allocated the allottee's income jumps
100% or more in some cases. This fact has been taken into
account in some very recent schemes (Umoja and Urban II) but
only by allowing up to 20% to be added to current income..
The private financial institutions have already learned the
lesson and adds the full potential rental income. This
approach obviously has consequences at both ends of the target
group range. At the lower end more will now be eligible, and
atihe upper end some will not be. One way to accommodate this
situation is simply to include and exclude families accordinaly,
but since there is a severe shortage of housing also for the
middle income groups this is hardly workable or fair. Instead,
the repayment (cost recovery) terms should be different for
different families, i.e. some should be paying back faster than
others. Likewise, for very low income families who cannot
sub-let (because they need all the space e.g. in a one roomed
unit) and are thus without immediate income prospectscould
be offered a low-start repayment schedule, because they are

likely to improve their earning capacity with time (due to such
factors as seniority on the job, inflation and changing family
patterns. Data available). The main objection to these
differentiated cos. recovery programmes is the administrative
work involved. We maintain, however, that by keeping the
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interest level constant and providing borrower as well as lender

(allottee and administrator) with fixed schedules for each

contract the administrative work is no less thrn at present.

Where more work is required is in the selection and allocation

stages where more fairness and individuality need to be intro-

duced for other reasons as arg-ied earlier on.

By adopting the above approach to cost recovery two .sims have

been catered to: (1) to charge nearer the market price for

units sold ( to generate more funds for housing) and (2) to

reach lower down the income scale and making cost recovery

fairer to everybody.

Whoever the implementor is, it is imperative that the increased

cash flow and extra mobilization of resources is utilized for

productive investment although not necessarily for housing,

because if surplusses accrue only to the allottees it is a

well established fact (data available) that consumption will

be enhanced at the expense of new investments. This premise

is one of the basic elements in a social cost-benefit analysis

of any project, housing projects in particular.
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Chapter III

ROUSING FINANCE IN KENYA

1.0. Introduction and Summary

1.1. Context of Study

This Study will of necessity touch on many of the same issues
dealt with in separate reports on rural and urban housing.
The nature of housing finance is such that it does not lend
itself well to a rural/urban treatment, whereas it may use-
fully be seen in the light of where the money comes from,
namely principally from two sources: the private and the
public sector. The issues raised in the other reports will
thus be highlighted and seen in a different perspective by
a speci'al treatment of housing finance in Kenya. Another
reason for a separate report on housing finance is the fact
that historically and institutionally development in the
finance sector has been different from that of the physical
provision of housing. In more ways than one this fact has
been, and still is, crucial to the Kenya housing problem and
has made it appear as if finance is the single most important
constraint on implementing the government's housing policy.

1.2. Extent of Study

Placing the subject of housing in the context of finance
forces one to place housing finance in the context of develop-
ment of financial institutions in general, and, indeed, in
the framework of the.Kenya economy as a whole. Special
emphasis here will be on the mobilization and allocation
of resources. Via the financial infrastructure the study
goes on to look more particularly at the institutional frame-
work for housing finance, both public and private.

In the private sphere it is appropriate to investigate
separately the formal institutions specializing in housing
finance on the one hand, and the so called informal societies
and associations on the other, which, together with the pure
self-finance, still mobilize more than half of the funds that
go into new and improvements of existing housing in Kenya.

Both the formal and informal sectors are very directly
influenced in their capacity to generate funds for housing
by the way the overall economy of the country performs and on
public policy in many other sectors than finance or housing
per se.

The next to the last part of this Study is therefore taken
up by analyzing some of the constraints on the expansion of
housing finance and some policy issues related to saving for,
and investing in housing.
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The last part of this Study lists the recommendations which

emerge as being realistic and in line with the objectives
of the government's policy.

.3. Summary of Conclusions and Recommendations

1. Kenya's strategy for economic development since independence
has achieved remarkable progress towards two of its three
objectives (1) fast overall economic growth and (2) an accel-

erated Kenyanization of the economy. The shortfall in achiev-

ing the third objective of ensuring that the benefits of develop-
ment are distributed equitably still manifests itself in such

areas as job opportunities (income) housing and social services.

2. Compared with other developing countries Kenya has a high rate
of savings in both the public and private sector. In 1977

aggregate savings reached 25% of GDP with households saving
on the average 10% of personal disposable income. It is

therefore difficult to raise domestic saving even higher,
particularly in the light of an inflation which results in

negative interest on normal deposit accounts. However, the

public sector has an important role to play not only in iden-

tifying new areas of high tax propensity but of assisting new

institutions or financial instruments to enter the market to
t&p household savings at much higher rates of interest,
especially considering the high returns on housing invest-
ments.

3. The level of Kenya's financial infrastructure is high and

consists of three main service systems: The Banking System,

Non-bank Financial Institutions and Public Sector Financial

Intermediaries. Although many foreign banks are now repre-

sented the British banking traditions prevail which is also

true in the field of housing finance. This accounts for a

very conservative and inflexible set of institutions in the

private sector. Institutions which have served the housing

field well in other countries at Kenya's level or develop-

ment have not been introduced here. It is therefore RECOMM-

ENDED that the public sector, possibly supported by outside

technical assistance, introduce these new ventures, such as

a rediscount facility for mortgages, cooperative housing

finance agencies, low-short mortgage facilities, housing

finance insurance.

4. Two encouraging signs with respect to mobilization of new

resources have in more recent years made the need for insti-

tution-building obvious. One is the dramatic growth of

savings and credit societies, the other is the even more

impressive contributions made by all levels of society

towards "Harambee"* projects. Together they demonstrate

the ability and interest among private households to save

for a specific purpose which will benefit them within a

Harambee, Swahili for "pulling together" now a household
word for projects relying on voluntary, collective
support - in cash or kind - from the community which

stands to benefit from them (schools, churches, water
wupply, etc.)
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time frame of two to three years. Savings and credit socie-
ties have the advantage of a common bond and can therefore
offer unsecured loans, albeit on fairly short term. Both
of these "movements" are in need of technical assistance
and administrative support.

5. We have defined the third category of institutions as public
only if they are purely government operated, as opposed to
those which are a combination of public and private, even if

the government has a majority shareholding. In the public
sector, then, there are financial intermediaries in the
fields of agriculture, commerce, industry, tourism, and
housing. On the whole they have a record of efficiency much
less impressive than thuse with mixed participation. This
is perhaps inevitable working,as they do,under legislation
they did not conceive themselves. However, the government
has just formed a committee to investigate some of them.

6. Although the commercial banks in Kenya are well represented
across the country they have tended to favour urban areas
with investments. They operate primarily on the basis of
short-term commercial loans and are subject to the Central
Bank's directives as to liquidity ratios and placement of
long-term finance, interest rates etc. This has left them
with virtually no role in the field of housing finance.
However, they play the normal role in providing bridging
finance and loans to the building materials and construction
industry. One bank, the Kenya Commercial Bank, recently
launched a scheme to promote "Farmers' Housing" but condi-
tions are so strict that it has met with very limited res-
ponse.

7. Among the non-bank financial institutions are the so-called
hire-purchase houses. These are finance companies registered
under the Finance Companies Act and therefore able to lend
for a variety of purposes, including equity capital. They
are characterized by offering the highest interest rates
on the market to obtain funds while at the same time, of
course, charging more than any other financial institution
for loans. Generally they have been very successful.
Housing finance institutions are RECOMMENDED to learn from
these finance companies with regard to interest rate struc-
ture as well as security arrangements. Some of these finance
companies are owned by commercial banks.

8, The Kenya Stock Exchange is relatively small but still

significant in its potential for mobilizing additional
resources for investment in the private sector. More
recently the share index has risen dramatically reflect-
ing not c.ily investors' confidence but also high liquidity
seeking a limited number of stocks. We therefore RECOMMEND
that many more companies should be encouraged to "go public"
perhaps by special legislation. It is also RECOMMENDED that
the Stock Exchange should serve as a market for mortgages,
as is the case in some other countries. This would have
as an effect that the price of mortgage funds will be

established commensurate with the expectations of returns
on this kind of investment.
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9. The role of the Central Bank has been indicated vis-a-vis
the commercial banks. An additional function of the bank
is to provide these banks and the government with credit
facilities on short term. This service is not extended
to non-bank financial institutions including those special-
izing in housing finance. We RECOMMEND that this situation
be remedied and rediscount facilities offered to these insti-
tutions. This is also seen as a natural role for the Central
Bank in assisting the government implement its housing
policy with respect to the private sector, - as in the case
in many other countries.

10. Central Government in Kenya is able to finance a good part
of its development expenditure out of current income, 1/4
in 1978. This in itself is noteworthy. In addition it
has had little trouble raising domestic funds at 7% - 8%
interest by issuing government bonds and treasury bills.
The main buyers of these instruments are the National Social
Security Fund (NSSF), Post Office Savings Bank, The Central
Bank, Commercial Banks and Insurance Companies. More reve-
nues could possibly be raised from sources such as import
duties and income taxes (company and personal) if adminis-
tration was improved. Foreign sources have been forthcoming
because Kenya has established a good credit rating abroad
and is seen to be capable of implementing foreign assisted
projects. This includes housing projects for which very
substantial external funds are still untapped. To explore
new uses for old sources and new sources for old uses are
strongly RECOMMENDED.

11. The same high score for self-financing given to the Central
Government cannot be conferred on Local Authorities. They
are notoriously poor, both with respect to financial resour-
ces and their ability to administer them efficienUiv. This
has had radical consequences for Mombasa, Kisumu and Kiambu which
are now administered by caretaker committees. Other local
authorities, particularly county councils, do not fare much
better. Housing funds are provided almost exclusively by
the National Housing Corporation, a para-statal body, though
Nairobi is an exception. This situation is not entirely the
fault of the local authorities, since their revenue base is
modest compared with their committments. We RECOMMEND that
property tax and housing revenues be reviewed with respect
to generating much more revenue than at present and that
separate housing accounts be kept in all local authorities
in accordance with instructions.

12. The National Housing Corporation is treated under "public
sector housing finance" but the potentially most important
new institution which could generate funds for housing is
the NSSF referred to above as by far the largest purchaser
of government bonds. Since it is a fund to provide workers
with a pension upon retirement it has been RECOMMENDED by
others that while the funds accumulate the workers could
derive a real benefit from them by having some (about 5%)
of these funds invested, through an intermediary, in housing.
This has met with approval at various levels of government
and it is suggested, in a recent report on the subject, that
this may best be done through housing cooperative societies.
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13. Ho sing finance in Kenya is characterized by an almost
eq ul share being provided by the public and private
sector; the public sector institutions very distinctly
concentrating on the lower income housing and the private
institutions catering to the rest. Although the distinc-
tion is not always clear it is true to say that public
sector housing finance is more attractive for the bene-
ficiary due to certain elements of subsidy. It is clear
that where subsidies are given at the moment, they are
often unnecessary, perhaps even counter-productive. A
separate investigation of cost and benefits of housing
subsidies is RECOMMENDED.

14. It is the Ministry of Housing and Social Services (MHSS)
which are responsible for formulating and implementing
the Government's housing policy. This obviously includes
the strategy for public housing finance mobilization and
allocation. Housing needs for the various districts and
towns in Kenya has been carefully worked out with the
assumption, wrongly we believe, that all those in need
of a house will spend 20% - 25% of their income on hous-
ing. From this figure, costs of structure and total
capital requirements are calculated. Likewise, it is
unrealistic to assume that if housing expenditures are
directly related to income the best form of finance
arrangement is a fixed amortization annuity. With an
inflation rate of 10% - 15% for many years this is
clearly an inappropriate financing form if one is to
attract funds into housing. As regards rent propensities,
studies in Kenya and elsewhere have shown that these
vary between 40% and 10% for poor and rich respectively.

15. National Housing Corporation is the executive arm of the
MHSS. As such it is primarily responsible for making
funds available for local authorities and to assist
them with project preparations. But since only the
largest 38 localities are on their list of eligible
recipients of project funds the NHC has also undertaken
to give loans to individuals outside these 38 areas. On
the othor hand no one can receive an individual loan
if the house is to 1,e constructed in one of those areas.
This ' is an arbitrary and poorly functioning system. With
individual loans now approaching 5000 it is becoming un-
managable. Our RECOMMENDATION is for NHC to discontinue
this type of lending and to engage in lending to coopera-
tives for which it is mandated.

16. Local authorities are sometimes refused a necessary loan-
sanction from the Ministry of Local Government for reasons
unrelated to housing. In other cases local authorities
may get loan-sanction but be refused loan approval by
the NHC, usually for reasons of being in arrears in other
loans. In both these circumstances local authority is
denied housing developments which it needs, for which the
funds are available and from which it can generate additional
revenue. The NHC may choose to execute a scheme on its own
and has done so in several cases. This adds -o the burden
of administrative work, which evidently is the main bottle-
neck, more so than the supply of funds, some of which lie
idle for long periods of time.
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17. Funds from NHC are given on concessionary terms namely at
6.5% interest over 20 years period for tenant-purchase, and
over a 40 year period for rental units. This is not in line
with government policy, strictly speaking, but is justified
by the fact that NHC raises the money from the Government
at a rate of 6% interest. However, the reasoning for con-
cessionary terms is that it should benefit the ultimate
consumer. Instead the local authorities exploit the terms
to the extent that about 30% is added on to the cost of
finance by charging higher rents plus maintenance and admin-
istrative charges to the allottees.

18. Maintenance costs in local authority housing are higher as
is considered normal in private sector owner occupied housing.
Whether this fact reflects on the tenants, the maintenance
staff or is an item used by local authorities to cover up
for other expenses not strictly chargeable is unclear, but
it would still seem the best argument for a RECOMMENDATION
to sell rental units to their occupants and let them take
over maintenance responsibilities themselves. The same
can be said about tenant-purchase houses for reasons of
administration. Not all such units need necessarily be
sold, but it will be in conformity with the government's
policy of home ownership and it could be instrumental in
turning funds over faster for new housing, apart from using
the saved maintenance expenditure for new construction as
well. In the case of Nairobi alone this approach could
mean in excess of 200 more new units per year.

19. A forthcoming detailed analysis of the NHC is intended to
throw more light on the structure and function of this
important link in Kenya's public housing system. It is
important however, that such a study deal with the role
of the local authorities i the housing finance process
and the crucial interfaces between the local authorities
and allottees on the one hand and the local authorities
and NHC on the other. Many of the difficulties in admin-
istering large sums of public money for housing all over
Kenya stem from the ill suited loan conditions offered
to the ultimate beneficiaries, such as high deposits,
fixed repayments and low interest rates.

20. In the private sector mortgage institutions have been
very successful with a "sellers' market" prevailing
since a few years after independence. The chronic shortage
of funds (deposits, savings, shares) compared with the con-
stant queueing for loans would be a strong argument for
RECOMMENDING offering higher interest rates for deposits
and asking even higher rates for loans, in order to maintain
the interest spread. If all three major institutions did
this they would not be competing against each other but
against less profitable investments plus the fact that
they would encourage savings from those who now consume
rather than taking a negative interest on savings in real
terms.

21. The Housing Finance Company of Kenya (HFCK) is jointly
owned by the government and the Commonwealth Development
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Corporation (CDC). The Savings and Loan (Kenya) Ltd.
is owned by a commercial bank (Kenya Commercial Bank).
The third major mortgage finance institution, The East
African Building Society (EABS) is the only institution
registered acs a building society, thus operating under
somewhat stricter regulations than the other two, and
having to rely on its members for deposits. More

recently it is also enjoying trustee .status and receives
deposits from institutional savers. Paradoxically all
three of them are instrumental in moving resources from

the lower to the higher income groups by virtue of the
clientele as depositors and borrowers respectively.

22. There is nothing intrinsically wrong with borrowing
from the poor to give to the rich if the poor come
for deposits only. However, the terms and conditions
offered by these institutions are such that for reasons

of security, size of deposit, rent propensity (which is
determned by the institution) location and income many
of those who have been customers on the deposit side for

a long time would never be accepted as borrowers - if they
even had the thought of applying. For administrative
reasons it is not RECOMMENDED here that there should be
new regulations for these institutions, but when large
public funds are placed on deposit it is not unreasonable

that they carry some strings as to the conditions for
their use, such as for instance maximum cost of houses

to be financed, minimum deposit to be required, number of

years till maturity etc..

23. EABS and HFCK have both engaged in estate development.
EABS through an investment company called Akiba, as it
is prevented from being a developer by the Building
Societi -s Act. Although HFCK through CDC funds is by
far the larger developer of the two the efficieny by
which both organisairons implement projects and their
general acceptability to the middle income groups is

praiseworthy. We RECOMHEND that they be considered for
additional funds for this purpose by local as well as

other foreign investors. Specific condidons as to type

of development location and target groups could be

negotiated to be in line with govermunent policy.

24. Terms and criteria for deposits as well as for lending
are very similar in the three institutions. HFCK will
give up to 90% of cost as a loan and will go as high as

20 years for repayment, but all three require the same

degree of security, which means an unencumbered first
charge cn the title. None of the three have had losses
due to defaults on loans though they all experience late

payments on a few accounts. But on the whole it is a

very profitable business and it is thus RECOMMENDED that
more of these institutions be encouraged to enter the
market.

There is no organized secondary market for mortgages and

an initiative in this direction is therefore also RECOMM-

ENDED.
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25. Security for mortgage loans to rural housing has always
presented a problem in Kenya. Either clear titles do
not exist, or they are not registered, or it is difficult
to establish a value for the property even if other condi-
tions are filled. This fact is explained by traditional
attitudes towards housing and is not likely to change.
Instead housing cooperative societies or other groups with
a common bond may serve as a catalyst in facilitating loans
and assisting with technical and administrative tasks.
Housing cooperatives have proven very effective in other
countries and we RECOMMEND they be given the proper encoura-
gement by way of funds and technical assistance.

26. The more informal sector of housing finance is represented
by such varied elements as employers, housing companies
and individuals who by savings or access to funds from
relatives, friends or a savings and credit society contri-
bute substantially to housing finance. To this category
also belongs the so-called self-help efforts of individuals
or groups. In the low income housing field these informal
resources are crucial. It is therefore important that they
receive encouragement by way of incentives instead of being
hampered by regulations which often cannot be administered
fairly, if at all. Our RECOMMENDATIONS in this respect
are that employers be enduced by tax allowances, housing
companies by loan guarantees, individuals by joining
cooperatives, which, in turn, may be supported with long-
term finance by the Cooperative Bank's new finance company
and self-help groups by technical assistance.

27. A number of more policy oriented questions have been
treated in the light of existing constraints on the supply
of as well as on the demand for housing finance. Although
there appears always to be an excess demand those most in
need of better housing do not always register their demand
because they are ruled ineligible for reasons of income,
length of residency, security, repayment terms, amount of
deposit and housing standards, etc. Basically thcse con-
straints may be reduced to two, namely standards and re-
payment terms. Standards to a large extent determine
minimum cost, security and affordability. Repayment terms
very directly determine affordability. Standards are
presently being looked at, but repayment terms not yet.
We RECOMMEND that this exercise be undertaken urgently.
Some RECOMMENDATIONS relate to changes in policy. For
instance, the question of supply constraints touch on
basic policy issues. One such issue is land tax where the
prevailing system is clearly out-dated. For instance
undeveloped land ought to be taxed higher than developed.
Tax deduction for interest payments on mortgages is per-
mitted without adding an amount for owner occupancy (saved
rent) which is tantamount to a large subsidy to home owners,
who need it least of all. Rent control and rent tribunal is
enacted through the Rent Restriction Act of 1965. It is
totally ineffective and should either be completely changed
in scope, if rent control is indeed still a policy objective,
or be discarded. More decentralization of technical assistance
for housing i.e. local authorities and support for their efforts
to mobilize resources locally is another policy issue not
confined to housing alone.
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29. Finally a number of minor RECOMMENDATIONS related to the
USAID HG schemes are brought up in order to improve their
impact on supply and administration of low income housing.
One is the possibility of encouraging early repayment of
loans in dwellings which are sub-let. Another is a pro-
gressive repayment schedule for loans also known as a
low-start mortgage. A third is tied with the second,
namely a redefinition of the affordability of the target

group and a fourth is the suggestion that in rural housing
certain subsidies ought to be considered. However, in
urban housing those that exist should be removed and
higher interest rates charged.

2.0. The Financial Sector

2.1. Level of Economic Development

At the time of independence in December of 1963, Kenya's
per capita income was around $85 per year. This placed
the country squarely among the least developed countries

of the world. Along with a very poorly distributed wezlth,
which makes even the low figure above misleading, the new
government inherited a very heterogeneous economy where the
urban sector with 8 percent of the population was highly
developed and managed mainly by non-Kenyans. The situation
.as an enormous challenge not only economically but poli-

tically as wall.

In its strategy for economic development the new Kenya
government set three major goals:

i. to achieve a fast overall growth rate

ii. to ensure that the benefits of development
are distributed equitably

Ili. to undertake the Kenyanization of the economy.

Now, fifteen yoars later, any neutral observer will have
to admit that remarkable progress has been made towards
the first of these goals. Virtually all economic indica-
tors are above the average for countries at Kenya's stage
of development. GDP, for example has grown at a surpris-
ingly steady rate of about 6 percent per year lifting
Kenya of today out of the group of least developed count-
ries with a GDP per capita of $256 thereby making it one
of the fastest developing countries on the continent i spite
of its lack of mineral and oil resources.

Some economic indicators covering the most recent years

should be singled out for the purposes of this report.
(see table 1 of the Appendix)

The main characteristic is the unprecedented growth over

the last couple of years in export earnings due to abnor-

mally high coffee and tea prices on the world market. This

fact coupled with good harvests brought a boom to the economy

which permeates many of the indicators 
listed.
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The balance of payment registered a surplus in 1977 of
KShs 2,253 million which in turn pushed up foreign reser-
ves to a record level of KShs 4,800 million equivalent to
nearly six months' imports. This development had its
effect on the expansion of the money supply and domestic
credit which grew by 47 percent and 23 percent respectively.
At the same time inflation for 1977 was boosted to a high
of 16.1 percent which means that in the production, budget
ard national accounts' figures one in roughly every six
shillings represents price escalation. The average rate
of inflation for 1978 was 13.1 percent. The most impress-
ive figure for 1977 is the more than doubling of the amount
of approved building plans by the Nairobi City Council com-
pared with the year before. The years prior to 1977 had
shown an uneven development explained elsewhere in the report.

The stock market index is perhaps the most accurate reflection
of how the investing public judged the economic climate in
Kenya over the past eight years. It clearly shows that 1972,
1973 and 1974 were lean years from an investor's point of
view. The index picks up again in 1975 and makes a big leap
forward from 1976 to 1977. The prospects have generally
speaking, been good during 1978 the index presently (Feb. 1979)
standing at 410. This is only a moderate gain on the year
before, but was to be expected in the light of some recent
curbs on imports and liquidity ratios. The reason for these
imposed limitations being a trade deficit for the year 1978
caused by considerable decline in the export prices for
coffee and tea plus continued increase in values for imports.

The most important financial resources for development are
domestic savings, government revenue and foreign exchange.
We shall briefly examine how each of them performed over
the last ten years.

Domestic Savings

Unlike many of the other developing countries, Kenya has
a good record of aggregate domestic savings. Gross
domestic savings has been around 20 percent of GDP in
most years since independence. In 1977 this percentage
reached 25. The major part of these savings come from
households who save about 10 percent of personal dis-
posable income. Next in importance is corporate savings
followed by public sector savings.

It may be difficult to maintain such a high rate of savings
in the future, particularly with a high rate of inflation
but much will depend on fiscal policies whlich operate in
the field where the propensity to tax is far from exhausted.
Similarly the propensity to save appears high provided the
institutional services are there to cater to savings for
specific purposes. The more recent demonstration of this
fact are the very impressive contributions from all levels
of society for the so-called "Harambee" projects, which for
educational projects alone amounted to nearly KShs 400 mill.
over the period 1967-76. The dramatic growth in savings
through the credit union movement is highlighted in 3.1.4.
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Savings mobilization in Kenya compared with 25 other

developing countries and two highly developed ones is

shown below.

Kenya UK US Average of
25 Countries

Demand Deposits
relative to
Total Deposits 47 33 32 67

Currency in
Circulation
relative to Total
Liquid Assets 15 11 6 32

Source: AID paper presented at Regional Meeting on Housing

Finance and Management. Nairobi, Nov. 1978.

Demand deposits represents short-term savings,thus

a low figure indicates high long-term saving.

Currency in circulation says something about the

degree to which people use the banking system

(current and savings accounts)

Government Revenue

Also in the field of fiscal policy and public savings the

record in Kenya is noteworthy. Mainly through taxes the

government revenue was boosted from KShs 1,000 million in

1963/1964 to about KShs 2,880 million in 1972/1973 and

reached KShs 9,106 million in the last financial year.

In addition the public sector has been able to raise

KShs 1,400 million through the sale of government bonds.

A similar amount was transferred from current revenue to

the development fund. Public savings amount to about 5

percent of GDP and it is perhaps difficult to expect more

from this side. However, local authorities, apart from

Nairobi with appropriate support from the Central Govern-

ment can and should be generating more revenue locally.

(see 4.1.4.)

Foreign Exchange

Only more recently have the foreign exchange constraints

started to worry the authorities although apart from the

most recent years, Kenya has had a deficit on the current

account. The balance of payment has normally been balanced

by large inflows of foreign capital.

Long term foreign capital transfers in 1977 amounted to

Shs 616 million and KShs 1,128 million for the private and

public sector respectively. It is generally felt that even

though export earnings may tend to level off there is no

reason to think that capital inflows will. The tightening

of exchange control measures and the expected normalization

of trade with Tanzania and Uganda should also contribute

to enhance the availability of foreign exchange for essential

and even some non-essential imports.
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Housing is not likely to suffer much, because imports for

the purpose are considered essential goods with few res-
trictions. On the whole, then, Kenya has performed very
well indeed in mobilizing domestic as well as foreign
financial resources.

It has often been predicted that as high income non-
Kenyans left the country savings ratios would fall. There
is no indication that this is happening, presumably because
incomes for Kenyans have been rising at the same time and
their savings remain in the country. The Kenya shilling
has remained fairly strong internationally having stayed
within a range of KShs 7.14 to 8.45 for one US Dollar
since 1974 (reflecting more the dollar's fluctuations)
presently standing at about 7.50. Compared with Tanzania
and Uganda shillings on the "free" market Kenya has by
far the hardest currency of the three.

In spite of its success in achieving rapid economic growth

there is still far to go in reaching the second target,
that of an equitable distribution of the benefits of
development.

The World Bank report on Kenya (June, 1975)-
/ treats

this particular objective in great detail and explains
both reasons for and measures against these failures.
Suffice it to say at this sta ge that the World Bank
report was in some aspects too pessimistic in its pre-

diction for the near future, partly because they had

no idea of the zooming export earnings.

The last goal for the Kenya economy was its Kenyanization.
This policy has been pursued vigorously and, by and large,
with good results. The building industry still suffers
a lack of skilled craftsmen and site foremen, but the
government has an ambitious program of training in this
field and the problem is apparently under control. Adjust-

Lent of standards and a more constant building program are

other factors which will help overcome the man-power con-

straints. On the finance industry, the man-power problem
is less due to internal training and high salaries. However,

salaries in the private sector have drained iany good staff

members from the public sector which clearly suffer the
consequences.

With its choice of a free enterprise system combined with

traditional forms of African socialism, Kenya has performed

be tter than most developing countries over the past fifteen

years. It still needs and receives technical and financial

assistance particularly for rural development projects and

for urban housing for the lower income groups. In this

respect Kenya has built up a solid reputation of credit-
worthiness and relatively efficient implementation of assist-

ed projects.

I/ Kenya:- into the second decade. John Hopkins, June, 1975.
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2.2. Level of Financial Infrastructure

The previous part of this chapter set the stage for under-
standing the level at which financial institutions operate
in Kenya. We shall now take a closer look at the institu-
tional framework with regard to the financial intermediar-
ies of which housing finance institutions are but a part.
Two reasons compelled us to take this approach. One is
the difficulty in making a sharp distinction between those
irtermediaries which specialize in mortgage finance and
taose who lend on mortgages for other purposes than the
construction of new houses or the transfer of existing
ones. Secondly, the structure and function of the other
institutions individually and as a whole are sometimes
complementary, sometimes competitive to the housing
finance institutions. Together they are an important
mechanism in the implementation of monetary policy and,
conversely, all of them are directly influenced by policy
changes over which they have no control. The level of
their sophistication is thus a measure of their effective-
ness as a delivery system of financial resources and,
indirectly, of other resources as well.

Kenya's financial infrastructure consists of three main
systems:

i) the Banking System
ii) the Non-Bank Financial Institutions

iii) the Public Sector Financial Intermediaries

In the following chapter we shall describe them in some
detail. At this point it is important to point out that
for a country of Kenya's size and stage of development
they represent a rather comprehensive set of financial
services available. In fact, practically all of the
financial services available in highly developed countries
are also available in Kenya, although procedures may be
slow and outdated in some cases.

The British tradition in commercial and central banking as
well as in housing finance still prevails. This has been
both a strength and a weakness for Kenya. A strength,
because the system had experience and contacts to draw upon.
A weakness, because it was not well adapted to the changes
which took place after independence. It is by nature very
conservative and lacked some of the flexibility which the
new situation required. Thiq shortfall has to some extent
been remedied by the creation of several new institutions,
but, as we shall see later, institutions which have proved
very appropriate in some Franco-phone and Latin American
countries at Kenya's level of development have not yet
found their way onto the Kenyan scene. Particularly in the
field of housing finance the system is in need of differ-
entiation and closer adjustment to realities in Kenya
today. (see 5.0.)

Apart from the British there are now Japanese, American,
Dutch, Swiss, Pakastani, Indian and Yugoslavian banks
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established locally and new ones appear on the scene at
the rate of two-three a year. Three non-bank financial
institutions were incorporated over the past year bringing
the number of this type of institution to fifteen. This
is a very healthy development and demonstrates the confi-
dence Kenya enjoys among investors both at home and abroad.

The non-bank financial institutions can be divided into
four groups according to their specific functions:

i) - the hire purchase houses
ii) - the mortgage finance institutions

iii) - institutions which finance a variety of
larger items and provide equity capital

iv) - insurance companies

A tie between a commercial bank and one or more of the
three non-bank institutions is a common feature in Kenya.
This provides a ready line of credit for the institutions
and apparently a healthy line of profit for the banks.
It is often said that the finance companies are doing
the dirty work for the banks, but there is nothing intrin-
sically wrong in specialization. Banking regulations permit
it and the interest differential makes it profitable - a
point we shall make more of in the section on housing
finance.

Public sector intermediaries can also be classified
according to their specialization - agricultural credit,
industrial and commercial credit, tourist promotion and
housing finance.

In the first category one finds the Agricultural Finance
Corporation (AFC) which was set up in 1963 for the purpose
of deploying government funds in all types of farm credit
including mortgage loans. This responsibility was taken
over from the Land and Agricultural Bank in 1969. The
Agricultural Development Corporation (ADC) on the other
hand, looks after the transfer of former expatriate owned
farms to Kenyans. Whereas the AFC is financed mainly by
the Cereals and Sugar Finance Corporation, the ADC got
most of its funds from IBRD/IDA and the British Government.
Under the group of agricultural finance comes a number of
marketing boards, which provide crop and other types of
finance for specialized producers such as maize, wheat
and cotton. The mechanisms they employ and the loan secur-
ity required will be taken up later in connection with rural
housing finance.

Industrial and commercial finance by the public sector is
the responsibility of the Industrial and Commercial Develop-
ment Corporation (ICDC) with its origins back to 1954. It
provides loans and equity capital to new private ventures or
facilitates the take over of foreign owned enterprises. For
the specific purpose of generating new major industrial enter-
prises in partnership with foreign companies, ICDC in 1963
formed the Development Finance Company of Kenya (DFCK) as a
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joint venture with German, British and Dutch public

development companies. In addition to these two major

sources of finance there is a "Small Traders Joint Loan

Scheme" which gives loans mainly for commercial ventures,

such as small retailers and wholesalers mainly in the

rural areas.

None of these bodies accept deposits, but like the

Cereals and Sugar Finance Corporation, the ICDC and

DFCKcan issue shares to the ganeral public or raise

loans locally or abroad with government sanction. It

is worth noting that the DFC as opposed to the other

agencies does not subsidize its financing. Capital is

provided purely on market terms with no apparent effect

on demand for their funds.

In 1965 the Kenya Tourist Development Corporation was

set up very much on the same lines as ICDC. It has no

capital of its own, but raises the funds it needs for

tourist facilities of a great variety, including share-

holders in loagca and hotels, by borrowing from the

government and by loan issues from the domestic and

foreign capital markets, again subject to the authori-

zation of the Ministry of Finance.

Through these development corporations, ;he Kenya govern-

ment has become very actively involved in agriculture

industry, commerce and tourism. This is intentional and

desirable from many points of view including the foreign

investors'. In this way foreign skills and licences are

enjoying the government's particular interest and protection

while at the same time local staff and business policies are

being adopted under the direct participation on the boards

by Kenyan officials. The same kind of approach has its

analogy in housing, namely through the Housing Finance

Company of Kenya which was set up as a joint venture between

the Commonwealth Development Corporation (UK) and the Kenya

government. We shall return to the analysis of this insti-

tution in the section on Housing Finance where the National

Housing Corporation also will be looked at in greater depth.

3.0. Growth of Institutional Framework

3.1. The Private Sector

It is not always possible to keep the distinction between

private and public sector when looking at financial insti-

tutions because, as was pointed out in the previous section,

some institutions are joint ventures between the GOK and

the private sector. In this context only institutions which

have no private sector participation at all are considered

"public", the rest being classified as "private" even if

these by virtue of their registration are public companies

(as opposed to public sector companies.)



Licensed Financial Institutions as of December 15, 1978.

1. Akiba Loans and Finance Limited

2. Credit Finance Corporation Limited

3. Diamond Trust of Kenya Limited

4. East African Acceptances Limited

5. East African Building Society (registered under Societies Act)

6. First Chicago (Kenya) Limited

7. Grindlays International Finance (Kenya) Limited

8. Housing Finance Company of Kenya Limited

9. Kenya Commercial Finance Company Limited

10. Mombasa Savings and Finance Company Limited

11. Savings and Loan Kenya Limited

12. National Industrial Credit (East Africa) Ltd.

13. Kenya National Capital Corporation Limited

14. Kenya Finance Corporation Limited

15. Continental Credit Finance Limited

* Institutions which specialize in mortgage lending.

Licensed Commercial Banks in Kenya as of December 15, 1978.

1. Algemene Bank Nederland N.V.
2. Bank of Baroda Ltd.
3. Bank of Credit and Commerce International Ltd.
4. Bank of India Ltd.
5. Bank of Tokyo Ltd.
6. Barclays Bank International Ltd.
7. Central Bank of Kenya *
8. Citybank N.A.
9. Commercial Bank of Africa Ltd.
10. Cooperative Bank of Kenya *
11. First National Bank of Chicago
12. Grindlays Bank International Ltd.
13. Habib Bank Overseas Ltd.
14. Kenya Commercial Bank Ltd. *
15. National Bank of Kenya Ltd. *
16. Standard Bank Ltd.
17. Industrial Development Bank Ltd. *
18. Ljubljanska Banka

* Banks with 100% Kenya Shareholding (private or government)
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.. Comercial Banks

Until the end cf 1967 Kenya's banking system consisted
entirely of branches of foreign owned banks (some of them
have served the country's European and Asian community
for many years prior to Independence). The first bank
to do business in Kenya was the National Bank of India which
opened its first branch in Mombasa in 1896 (later incorporated
into the National and Grindlays Bank). The geographical
coverage was very poor until after the Second World War.
However, by 1965 the "Big Three" British banks which between
th accounted for 80% of total deposits in the banking
system, had a combined network of 177 offices around the
country. In fact, it still is a characteristic of the
financial infrastructure in Kenya that it is surprisingly
well spread compared with other developing countries.
Still, the government is adamant that more rural areas
need bank branch offices. To that end very strong direc-
tives have recently been issued to the banking system to
the effect that for every new branch opened in the major
urban areas another branch must be opened in a rural area
that has no banking faci.lities.

Some of the northern parts of the country, for instance,
are still very poorly served due to the low density of
the population. But even if a bank office is missing
there is often a possibility to bank via the local post
office, either with the Post Office Savings Bank or by mail
with one of the other financial institutions. Until the
creation of the Central Bank in 1966 and the enforcement
of the Banking Act in 1969 the banks were subject to
virtually no institutional or monetary policy constraints.

Two banking ventures were started in recent years at the
initiative of the GOK. One is the Kenya Commercial Bank
(KCB) which in 1970 took over the former National and
Grindlays Bank and is now the largest bank in Kenya with
assets totaling KShs 3,600 million.

The National Bank of Kenya was also a GOK funded project
started in 1968 and now well established with assets in
excess of KShs 2,200 million. Both of these banks have
separately registered Finance Companies and the KCB is also
the sole shareholder in Savings and Loan (Kenya) Ltd. The
N.B.K. is also contemplating setting up a separate housing
finance company.

Otherwise the commercial banks in Kenya, foreign, as well
.as locally owned, engage in all the normal nking activities
including merchant bank facilities, foreign exchange trans-
actions, purchase of treasury bills and direct investments.
A breakdown of loans by category of borrowers is listed
below from which it is apparent that "Trade" (Import, Export
and Domestic) is the sector receiving the largest share of
loans, closely followed by "Manufacturing", "Other Business"
and "Agriculture".
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CONWRCIAL BANKS: ANALYSIS OF BILLS, LOANS AND ADVANCES-
June, 1978

Public Sector KShs. Million % of Total

National & Local
Government 14.2 -

Statutory Boards

&Others 317.4 4

Agriculture 1,387.7 15

Manufacture 1,712.9 19

Building &
Construction 377.3 4

Export Trade 435.6 5

Import - 461.2 6

Domestic - 1,118.8 12

Transportation 342.1 4

Financial Inst. 382.0 4

Other Business 1,607.3 18

Private Households 865.8 10

TOTAL 9,022.1 100

SOURCE: Central Bank of Kenya

The item "Other Financial Institutions" reflects loans to

subsidiary finance companies as referred to above.

Commercial banks in Kenya have performed very well in
attracting deposits. Together with the other financial

institutions the ratio of deposits to total liquid assets,

including currency in circulation, reached 85% in June of

1978 which is very high compared to other developing coun-
tries. Ratios of Total Advances to Total Deposits have

varied between 84% in December lf 1974 and 62% in October,
1977 corresponding to liquidity ratios of 16% and 38% res-

pectively and which reflect the excess liquidity in the

banking system during the height of the coffee boom. Since

then liquidity has steadily decreased standing in September
of '78 at 23%.

The legally required minimum liquidity ratio is 20 since
January Ist, 1978. The origin of deposits in commercial
banks as of June, 1978 can be seen below.
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CO14EMCIAL BANKS: ANALYSIS OF DEPOSITS JUNE 1978 KShs Mill.

Demand Time savings Total

Central Government 138.4 4.3 1.6 144.2

Other Public
Sector 671.2 973.1 16.6 1,660.9

Private Sector 4,629.9 2,760.0 2,243.4 9,633.3

TOTAL 5,439.5 3,737.4 2,261.6 11,438.4

SOURCE: Central Bank of Kenya

It is noteworthy that deposits by the public sector is as

high as KShs 1,805.0 mill. amounting to 15% of all deposits

in private commercial banks. Investigations reveal that

part of the reason is that several of the statutory boards

cannot spend the funds at the rate they are allocated to

them. This is, for instance, the case with the National

Housing Corporation.

Commercial banks, as opposed to their subsidiary financing

companies, do not get involved in housing finance to any

significant degree. This is partly due to the traditional

banking approach of lending "short" and partly because gov-

ernment regulations limit commercial banks to long-term

lending of no more than 15% of their loan portefolio. On

the other hand commercial banks offer an invaluable service

in providing bridging finance for developers and commercial

credit to the building industry.

3.1.2. Non-bank Financial Institutions

Under the Moneylenders Ordinance and the 1956 Banking

Ordinance the non-bank financial institutions were sub-

ject to the same regulations as commercial banks except

that they were not permitted to provide customers with

cheques for the transfer of their deposits. This is

still the case, but the Banking Act of 1968 introduced

a number of other distinctions the most important 
of which

relates to the type of accounts and level of reserves they

are obliged to carry.

As pointed out under 2.2 the non/bank institutions fall

within one of three categories: hire purchase financing,

mortgage lending and a third category which provides a

variety of trade financing including equity participation

and insurance.

Three years ago there were three hire-purchase houses in

Kenya. The oldest, the Credit Finance Company of Kenya,

was set up in February of 1955 with a capital of KShs

5 mill by James Finlay & Co. Ltd. of UK and Harold Travis,

a prominent businessman in Nairobi. They were joined in

1960 by the National and Grindlays Bank as shareholders

and a safe source of funds.
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National Industrial Credit Corporation was set up in 1959
with the Standard Bank as major shareholder. More recently
another two finance companies have been formed by couarcial
banks.

The hire-purchase business is characterized by offering
interest rates 1% - 2% above other institutions and having
a much wider interest differential (up to 100} than commer-
cial banks and housing finance institutions where a 5% spread
is normal. The interest tabulation(Table II of the Appendix)is
misleading in that it quotes interest rates per annum but does
not distinguish between "front loading" and "rear loading" of
interest charges. This means that if interest of 10% is
added on at the beginning of the loan period and the loan
is typically a I - 1 year loan, the effective annual rate
of interest works out at 19%. This, however, is the standard
procedure of these institutions and they appear to have no
trouble finding borrowers nor, to a lesser degree, depositors.
The bulk of their lending is for motor cars and household
appliances. These loans are often considered short and risky
and notices appear regularly in the daily papers announcing
auctioning of such items by the hire-purchase companies.
However, the companies are very successful and their loans
have increased eight-fold over the past 10 years. As of
lst October, 1978 Lhey stood at KShs 426 mill. which, inci-
dentally is almost the same amount as loans outstanding for
housing.

The mortgage business is done along the traditional British
lines and characterized by its prudence and preoccupation
with medium to high income housing. We shall return to this
subject in more detail in the next section. Suffice it to
point out here that although two of the three institutions
are virtually owned by the Government they do not seem to
conform to the weighting of government's objectives in the
latest policy statements. The income groups catered to
are on the whole sophisticated borrowers and it would appear
that the system is far from sophisticated enough to offer
these borrowers the range of services they require - let
alone catering to the unsophisticated lower income person,
other than as a depositor. In short, the mortgage business
in Kenya serves to transfer financial resources from the
poor to the rich. They would be even more successful in this
if they were able to mobilize more deposits. But they are
reluctant to offer higher interest rates to their depositors
because it would mean having to charge higher interest rates
on loans, - for which the better-offs are queueing. Reluc-
tance to change stems from a fear of starting an "interest
war" and because all three institutions are doing very well
as it is.

There is no organised "Second Mortgage Market" in Kenya, a
fact we shall make more of later. Likewise, the Central
Bank does not offer discounting facilities for mortgages,
and mortgage loans are still difficult to transfer from
the previous to the new owner without additional scrutiny
and cost. Of current new lending about 1/3 goes to finance
existing houses.
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3.1.3. Other Financial Institutions

Among the "other financial institutions" are the Diamond
Trust of Kenya, Ltd. which dates back to 1946 when it
establishcd its head office in Dar-es-Salaam and opened
a branch in Mombasa. It has since moved its H.Q. to
Nairobi and has kad a spectacular growth over the last
five years. Its equity is owned mainly by institutions
and individuals from the Ismaili Community whom it served
almost exclusively until about 1965 when it actively
encouraged the general public to make use of its deposit

and loan facilities. The main part of the finance business
still goes to large ventures by Ismailis.

Industrial Promotion Services (Kenya) Ltd. is another
Ismaili owned organisation which takes equity capital in
major industrial developments in the private sector.
Akiba Loans and Finance Ltd. was started in 1970 by
people closely associated with the East African Building

Society (EABS). The reason being that as a building soc-
iety it was not in a position to act as developer. Akiba,
as a finance company, can do this and has, among other
investments, developed over a hundred medium cost houses
which were subsequently sold and financed by EABS. Both
of the locally owned commercial banks, KCB and NBK have

started finance companies for the purposes of hire-purchase
finance es well as equity participation.

These institutions have obviously filled a gap in the Kenya
financial infrastructure since they have all expanded rapidly
over the last decade. They help complete the supply of
differenciated services on the lending side. The same gap,
has not been filled adequLtely yet by local institutions on
the deposit or fund-mobilization side. As Hicks pointed out
over a decade ago*) it is not the number of institutions
which is important in generating financial resources, it is
the number of different instruments and possibilities they
offer. The choice for depositors in Kernya is very limited,
especially at the more rewarding level with the exception
of private money lenders who charge on the order of 240%
interest p.a. but do not accept deposits.

3.1.4. Savings and Credit Societies

Whereas cooperatives have existed in Kenya from before inde-

pendence the credit union movement is of more recent origin.
Traditionally, informal savings and credit societies always
existed but it was not until about the middle sixties that
saving and credit cooperatives were registered as such and

started to form themselves into larger credit unions. Men-
tion of them is made here because some of the larger socie-
ties already finance housing for their members, but more
particularly because they serve a function which neitber
banks nor non-bank financial institutions provide, namely,
the local, common bond, facility for placing small savings

* U.K. Hicks, "Development Finance", Oxford University

Press, 1965.
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on demand at 6% interest and providing loans to members as
a matter of obiigation, though within limits, at 12% with-
out asking for security. No more needs to be said about their
organisational and administrative set-up which on the whole
conforms to those of any cooperative society. The record
of their progress speaks for itself:

1974 1976 1978

No. of Societies - 155 350 510
No. of Members - 83,000 160,000 200,000

Share Capital in KShs-96,000,O00 136,000,0C0 200,000,000

Their limitation is, of course, that they do not
have access to deposits from institutional savers,
to discount facilities, nor as yet, to overdraft
facilities.

The societies are free to set their own lending and deposit
terms but their objective is to provide members with short-
term loans for durable goods or emergencies. The growth of
some of the older societies is such that they can now offer
members loans of up to KShs 30,000 for three years which is
adequate for some types of housing investment. The interest
structure, simple as it is, converts to % per month for
savings and 1% per month for loans. This compares very
favourably with the interest rates offered and charged by
finance companies,- not to mention money lenders who were
often the only source of finance that many of the members
previously had.

The performance of the savings and credit societies and
their active leadership was indirectly responsible for the
initiative on cooperative housing referred to earlier. It
is envisaged that the loans members are entitled to from
their society will in many cases be adequate as the deposit
(self-finance) which normal mortgage loans preclude, and
which for most would-be borrowers, proves a real stumbling
block.

The Cooperative Bank in Kenya is specifically catering to
cooperative societies as opposed to individuals. Having
just registered a new finance company the Cooperative Bank
proposes to provide longer-term finance to, among others,
housing cooperative societies. More will be said in the
following section about the potentials and mechanics of
cooperative housing finance.

3.1.5. The Stock Exchange

A few words on the Kenya Stock Exchange, which is, after all,
a private institution serving the capital market in a very
substantial way. There are at present 56 companies listed
and their total nominal value is KShs84 million. It is impor-
tant to point out that the general consensus among stockbrokers
here is that "too much money is chasing too few stocks".
Even though the government bonds are traded here,' there
are rel tively few private enterprises who have gone public.
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Recent issues of ICDC stock were very popular indeed and
there is reason to believe that other respectable companies
would meet with equal success. If going public scares

companies away for reasons of public accountability,
perhaps the government should take the initiative and

introduce a variety of new negotiable instruments on the

market including discounted mortgages of both first and

subsidiary types. This would not only mobilize new resour-
ces but also help establish a sound interest rate structure
for the different instruments.

3.2 The Public Sector

3.2.1. The Central Bank

A better understanding of the workings of the Kenyan system
of bank and non-bank financial institutions requires some
additional information on how they function in relationship
to the Central Bank and to the public sector as a whole.

Up to 1966 when there was a common currency for Kenya, Tanzania

and Uganda, the East African Currency Board played the role

now performed by the Central Bank only in a much more limited

way. When it became clear that the idea of a common central

bank for all three East African countries could not be recon-

ciled with national sovereighty in monetary policy, each

country set up its own Central Bank. Kenya did this by the

Central Bank of Kenya Act of March 24, 1966. The Bank started

operation in September of the same year.

The Central Bank's relations with financial intermediaries
and with the Government may briefly be summarized as follows:

As regards financial intermediaries the main regulations are

those which govern reserve requirements, regulation of inter-

est tes paid on liabilities, refinancing and credit control.

Reserve requirements are dealt with in Section 38: "The Bank

way...require specified banks to maintain minimum cash balances

on deposit with the Bank as reserves against their deposit and

other liabilities (at the moment 20%) ..... specify different

ratios for different kinds of liabilities and may further

specify the method of computing the amount of total liabilities

of a specified bank." One should note that provisions for

reserve requirements are not made for non-bank financial

institutions. Housing Finance Co. of Kenya which is also regis-

tered as a bank has dispensation from this regulation but that

legislation is being prepared for this regulation to apply

to all fitiancial iiistitutions.

As regards interest rates, the Central Lank in Section 39

is empowered "from time to tt're to determine and publish

the maximum rates of interest which specified banks or

specified financial institutions may pay on deposits.

Provided that the Bank may determine different rates of

interest for different types of deposits and for different

types of financial institutions." In this respect the

Central Bank does not use its powers to impose interest

rates, but reserves its right to approve the interest struc-

ture of banks. In effect the lending rate is fixed at lo% now.
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The opinion expressed by the bankers is that they are not
likely to meet with disapproval if they propose to raise
their deposit and lower their. lending rates whereas the
opposite moves will cause opposition from the Central
Bank. However, there are at least three different techniques
used in the calculation of interest rates which can make this
approval from the Central Bank less important, namely the
so-called front-loading of interest, interest on max/min
balances over the month or interest calculated for all/none
of the month the loan/deposit account was opened. These
techniques slightly- and in the case of front-loading very
much so - change the effective rate of interest offered or
charged. In the present circumstances with an inflation rate
of around 13% it is obviously difficult to maintain a long-
term lending rate of 12% and on bank loans of 10% - still
that I.s what the Central Bank likes to enforce.

Refinancing facilities are only available to banks. Under
section 36 and 37 rediscounts are limited to 180 days and
loans and advances to 6 months, the first limit being ex-
tendable to 270 days at the Bank's discretion. Loans and
advances may be made against government or government guar-
anteed securities and for the value of securities accepted
as security for loans and advances to L.nks (section 48).
The access to refinancing facilities for non-banks is curr-
ently being discussed and is likely to be enacted. However
the same short-term re-financing is only going to be of
little significance to mortgage lending institutions, though
it can of course, help them in a sudden tight liquidity
situation. It should, but is not likely to, bring about a
liberalization in the rigid hierarchy of time. deposit-interest
differentiation.

The Central Bank's powers of credit control are defined in
Article 40 with respect to the banks. "The Bank may issue
instructions specifying in respect of any loans, advances
or investments by specified banks:

(a) the purposes for which they may or may not be
granted;

(b the maximum maturities or, in the case of
loans and advances, the type and minimum
amount of security which shall be required,
and in the case of letters of credit, the
minimum amount of margin deposit, or;

(c) the limits for any particular category of loans,
advances or investments or for their total
amount outstanding."

Furthermore, under Section 41, the Bank may "issue instruc-
tions designed to control the volume, terms and conditions
of credit including installment facilities in the form of
loans, advances or investments, extended by specified finan-
cial institutions. In the case of housing finance institutions
this rule is not applied, but in the case of commercial banks
their long-term lending to housing should not exceed 15% of
their total loan portefolio.
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Since December 1966 the Central Bank is banker to the

Government, a task previously discharged by the National

and Grindlays Bank. The regulations regarding limits to
the Government's borrowing which may not exceed KShs 240
mill. has not been brought into operation because the
Government has, for most of the period since 1966, been
a net depositor at the Central Bank. Since the Central
Bank is also owned by the Government it follows that any
profit made is credited to the Government's account. For
the FY 1977/78 this profit amounted to KShs 260.2 million.

Finally there are important provisions regarding minimum
reserves of foreign exchange. These are expressed in terms
of import coverage, namely to be "not less than the value
of four months imports as recorded and averaged for the last
three preceeding years." (Section 26). Kenya is presently
well within this limit.

3.2.2. Central Government Finance

In the two years immediately following independence net
foreign borrowings were the only way by which the Kenya
Government could finance its capital budget. The local
capital market was very small and the Government on its own

was a net dissaver. Capital expenditure at that time was
approximately 3% of GDP and 15% of the total Government
budget. Since then Kenya has consistently reduced its
dependence on net foreign borrowings by developing a
domestic capital market and improving its own savings.

The public sector savings have been mainly generated by
tax revenues of which income tax now brings in KShs 2,964

mill., sales tax, KShs 1,873 mill. and export and import
duties, KShs 2,942 mill. All together taxes presently
stand at 21.1% of GDP. These amounts are significant in
the lia t of past performance, but starting in the early

seventies, Kenya has seriously considered its tax poten-
tials and revised tax-legislation accordingly. Another

trend in revising the tax structure has been to directly
influence income distribution by a steeper rate of pro-

qression and fewer allowances and at the same time shift-

ing some of the tax burden towards consumption particularly

of imported luxury items. The tax revenues increased from

16% to 23% of GDP during the period from independence to

1971/72. This had as a consequence that public savings

increased to 5% of GDP and the Government was able to

finance an average of about 24% of capital expenditures,
which themselves at that time were growing at a rate of

27% per year. The public debt has also been used increas-

ingly to finance development expenditure and there appears

to be no difficulty yet in placing Government bonds at 7.5%

interest so that the public debt as at the end of FY 1977/78

stood at KShs 1,311.4 mill. On the other hand the Goveznment

has on the whole been a net depositor with the Central Bank
as pointed out above.

The principal owners of government stock are the National

Social Security Fund (KShs 2,605.9 mill.) Central Bank
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(KSho 885.9 mill.) commercial banks (KShs 619.8 mill.)

insurance companies (KShs 238.5 mill.) and Kenya Post
Office Savings Bank (KShs 274.4 mill.) These amounts
compare favourably with the present level of foreign
public indebtedness of KShs. 1,128.0 million.

There is, no doubt, scope for increased revenue on the
part of the Central Government in terms of the propensity
to tax whereas the treasury bills have to be offered at even
higher rates of discount, (standing at 6.3 as of October lst,
1978). In particular import duty and company taxes would
seem to be the obvious targets along with the more tradi-
tional ones of beer, tobacco and petrol. We shall return
to the topic of property taxes in the following sub-section.
For the moment it is fair to point out that the Kenya
Government has an impressive record of being able to gener-
ate revenues for current as well as capital expenditures
from within as well as from abroad and that this record is
judged by outside investors to make Kenya's credit rating
high among developing countries.

3.2.3. Local Authorities

The same excellent score on finance given to the Central
Government cannot be conferred also on local authorities
in Kenya. This is not entirely their own fault because
they are subject to Central Government regulations with
respect to their revenue base as well as to the areas of
financial responsibility. The smaller councils in par-
ticular find it very difficult to meet other than their
current expenditure budgets. In 1970 the Graduated
Personal Tax (GPT) was transferred from county councils
to the Central Government together with responsibility
for education, health services and road maintenance. In
1973/74 the GPT was transferred from all councils. This

caused numerous problems for local authorities.

Housing has always been the responsibility of the local
authorities as discussed elsewhereln this report, but the
funds are provided by National Housing Corporation on
long-term loans through which some local authorities are
able to generate a surplus for general expenditure. (See
also next section).

Along with housing, local authorities are required to provide
water supply and sewerage, fire protection, welfare services,

public libraries, public transport, markets, etc, some fifty
public services in all are listed in the Loaal Governnent
Regulations as coming under their jurisdiction. For all

these purposes (except housing) the local authorities have to
rely on loans from the Local Government Loans Authority but

it is increasingly clear that these sources are not suffi-
cient to cover the gap between the need and the locally

generated resources. Local authorities are encouraged to

seek funds in the private market including bond issue, but
this has proved difficult for all but Nairobi because their

economic situation is such that even the commercial banks are
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hesitant to provide overdrafts with any impact. It is also

for these reasons, among others, that the Central Government

has now dismissed the councils of both Nombasa, Kisumu and Kiambu,

let them be governed - temporarily it is stated - by a care-

taker comittee of technocrats.

One of the most underutilized revenue sources for local

authorities is the rates on property assessrent in urban

areas, although Nairobi does get a fair income from govern-

ment and cowmercial properties - other authorities are less

fortunate. The valuation base for rating purposes in most

areas has not been revised since 1959 in spite of a regula-

tion which requires property to be revalued every five years.

The incrcse in market value during the period has been

very considerable, perhaps as much as 3 to 4 times the 1959

prices. Furthermore, rates are only levied at the "unimproved"

values of properties at flat rates ranging from between 3%

and 7% in different areas, although some municipalities have

been revising their rates zecently. The scope for raising

more revenue from this source is considerable and one of the

effects would be of taxing some of the windfall profits

gained by albttees in public housing schemes. Not only can

properties be rated on the basis of "improved" as opposed

to "unimproved" value according to the Rating Act but the

flat rates should in any case be raised to at least 10%.

Another source of income for local authorities could be the

sale at market prices of part, if not all, of their publicly

owned housing stock. We shall return to this issue in

section 6 together with the question of tax exemptions for

interest payment on mortgage loans.

3.2.4. National Social Security Fund

The NSSF was created in 1966 for the purpose of providing

a pension benefit to salaried workers when theyretire. The

contributions come from the employers and employees who

subscribe to the scheme plus income from investments. As

could be expected, benefit payments by the Fund has so far

been small whereas the growth in contributions has been

quite dramatic. The net assets of the Fund are now in excess

of KShs 3,000 million.

The NSSF has been one of the Central Government's main

contributors of development funds (see 3.2.2.) but has

also placed funds elsewhere such as in blue-chip stocks

and with financial institutions, although the latter is

to a very modest extent. The Fund also holds some Nairobi

City stock. However, the Central Government has taken 95%

of its resources.

In assessing the prospective role of the NSSF it is worth

noting three things: (1) Benefits are paid out as a lump

sum to retiring members, (2) The investment committee of the

NSSF is made up of a representative each from the Central

Government (Treasury), Federation of Kenya Employers (FKE)

and the Central Organisation of Trade Unions (COTU) and

(3) that with present monthly net revenues of about KShs 35

mill. and growing, NSSF is a very significant source of new
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development funds. A recent report by the Foundation for
Cooperative Housing to COTU and the Ministry of Cooperative
Development* pointed to NSSF as a source of funds for housing
to be channelled through existing financial institutions to
housing cooperatives for low-income workers. The report has
met with approval by COTU and the Ministry both of whom are
promoting it at the Cabinet level. The report gives further
details on the allocation of funds and the support services
needed to make housing cooperatives effective and reliable
recipients of NSSF funds. The main conditions for the use
of NSSF funds for housing is that they return at least the
same percent as they presently obtain being invested in
government stock (7%) and that they be fully secured by
a first charge. It is envisaged in the report that the
absorption capacity for this type of input is only on the
order of I% of NSSF's revenue the first year growing to 2%
the second a.s.o. till about 5% the fifth and following years.
Both the Vice President, who is also the Minister for Finance,
and the Minister for Labour recently spoke in favour of the
plan.

3.2.5. Parastatal Bodies and Others

All in all there are a total of more than 60 organisations
belonging to the parastatal category of establishments.
This does not include whatever is left of the E.A. Community
institutions. It is difficult to find reliable consolidated
information about them even though they account for more
than 15% of GDP and absorb one third of government investment.
Some of the organisations have purely regulatory And adminis-
trative functions whose budgets are part and parcel o the
government's. Some twenty organisations function more like
private enterprises in the field of agriculture, cs".cruction,
trade, finance, transport, etc. The profitability of these
bodies are usually very low and some times negative.

On the other hand the government rarely subsidizes them
officially but will provide equity capital or loans at
below-market interest rates. This particularly applies to
the National Housing Corporation which we shall examine in
more detail later.

The Post Office Savings Bank has made good progress over the
last few years after having remained fairly static for many
years since independence and is becoming an important purchaser
of government bonds. (see 3.2.2.). A recent savings-bond
issue by this bank met with some success by offering a lottery-
type 2remium to bond holders(and being supported by maximum
publicity). Total deposits at the POSB now stand at KShs 215
mill. all from small savers from all over the country.

Ynsurance companies have been shifting their investments away
from housing towards government stock placing their short funds
on call with non-bank financial institutions where they can
get the highest rate of interest. The insurance business in
Kenya has bloomed over the most recent years and a couple of
new companies have appeared so that Kenya now offers a fairly

* Cooperative Housing for Low-Income Workers - June, 1978
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full range of insurance and re-insurance services. It is
likely that they will be very important contributors to
development finance in the future although they may channel
a good deal of their money directly into commercial pro-
perty development or finance companies, e.g. the Old Mutual
Insurance Company have financed the new domicile of HFCK
by a loan Gf KShs 10 mill.

External funds continue to be an important source of funds
for public as well as private development projects. The
amounts have already been mentioned and more is likely to
come forward in the future including housing and related
services. The main investors are: the Commonwealth Develop-
ment Corporation, The World Bank, USAID, The European Dev-
elopment Fund, and the Dutch Development Fund. It is
surprising that not more countries have shown an interest
in the housing sector. The reasons could be many but are
most likely: (1) the reluctance to use public money to
invest in individually owned dwellings, (2) a reluctance to
charge an interest rate commensurate with what private funds
would claim in their respective countries, and (3) unfamil-
iarity with the mechanisms for this type of investment and
the guarantees offered. The long-term nature of the invest-
ment could not be a reason since most foreign public loans
are on long term and on consessional conditions. Perhaps
Kenya itself is reluctant to promote the idea claiming other
priorities for foreign assistance.

4.0. Housing Finance

4.0.1. Characteristics of Housing Finance in Kenya

In the monetary sphere of the Kenya economy the private
and public sector have almost an equally large share of
the market for housing finance. This situation has not
come about by accident but as a result of government
policy to intensify the provision of housing for the lower
income groups which private sector financial institutions
have for long neglected. The reason for this lack of
interest on the part of private financial institutions is
that housing finance in Kenya, has, since a few years
after independence, been a "sellers market". As a result
the existing institutions have been able to lend all their
funds to middle and upper-middle income borrowers where
there is less risk and lower administration cost per unit
lent. Consequently existiog institutions in the private
sector have prospered and new institutions have entered
the market for financing higher income housing.

Private sector mortgage finance is still a very conservative
industry in Kenya. Lending rates have been kept at the 10%-
12% level for a long time in spite of demonstrated returns
on housing investments in the order of 25% - 30%. Corres-
ponding to the relatively low lending rates institutions
have not been able to offer more than 6% - 8% on deposits.
Some non-housing finance companies have done far better(e.g. CFC)
by offering as much as 11% on time deposits knowing full
well that they can place funds at 18% with ease.
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As an informative contrast it is worth noting that in some
developed countries the mortgage market is much more "free".
By daily trading of mortgages on the stock exchange the
lending rate quickly adjusts to demand and supply conditions
and automatically regulates the flow of funds to housing.
In such a situation the Central Bank, of course, plays an
important role in this market by buying or selling from its
own stock of mortgages.

The public sector,more recently, has implemented schemes for
lower income families in Nairobi (e.g. Dandora, Umoja)
which in principle, are non-subsidized. This represents a
major step in the direction of allocating resources to their
optimal use considering that allottees gain an immediate wind-
fall profit of upwards of 50% on their cost price, i.e. the
shortage of housing is such that the market value of housing
far exceeds its cost. In addition there is no profit margin
for the developer (public sector) and, more importantly,
allottees are offered credit terms for 90% of cost at 9%
over 20 years, - something otherwise not available to this
group of people.

For the private sector the above example of profitability
should call for an expanded involvement, at commercial terms,
since here lies a potentially very large market not only
for borrowers but for savers as well. If the existing
institutions are reluctant to enter this market, the public
sector should take the initiative and promote "finance
company type" institutions which borrow and lend at much
higher interest rates and are prepared to take more risk.

In fact, allottees in these schemes all have employment
and many are regular savers, others again are at the start
of significant income improvements due to sub-letting and
commercial activity in the new housing schemes. At the same
time, of course, the cost of money and administration must
be sufficiently high to cover a larger number of smaller
loans. Nothing in the experience so far indicates any
higher rate of default for these loans - now surprisingly
at 50% profit to the beneficiary.

It is characteristic for housing finance in Kenya that the
private sector has not yet responded to this challenge. The
conservative nature of the financial establishment is such
that it takes very strong inducements or direct government
regulations to spur changes. So far, it is the public sector
which has taken up this responsibility but not in the most
efficient way, although it is no longer by definition a losa-
producing activity.

Defaulting on loans do occur, of course, but they are mainly
due to laxity in collection procedures and general inefficiency
in the administration of these schemes and has little, if
anything, to do with the level of income of the borrower.
It is a fact, for instance, that in Mathare Valley (squatter
settlement) rent arrears are almost unheard of, because tenants
are "locked out" immediately if rent is not paid when due.
In this respect nothing is as contagious as unchecked arrears.
Apart from simple bookkeeping and clear procedures it may take
more committment on the part of administrators and, above all,
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proximity of administration to the projects, both physically

and mentally. A Housing Development Departmant for a local

authority is therefore only likely to succeed if it is de-

centralized and represented in every major housing project on

a continuous basis.

4.1. Public Sector Housing Finance

The public sector's efforts in the housing field are sub-
stantial (see Table I1 and growing. Its relevance for
the private mortgage finance institutions is equally impor-
tant in that the government's policy, as stated in the

development plan, is to channel more funds into the servicing
of sites for private construction. The wisdom of this policy
is clear. For the same amount of public funds spent a larger

number of families will be settled by mobilizing latent re-

sources both in terms of savings and labour from the private
sector. It should be noted that the so-called self-help
housing projects are, more often than not, executed by con-
tractors hired directly by the owner, in the same way as
has traditionally been the case with private sector construc-
tion for the higher income groups. In this way an unquanti-
fiable amount of "suppliers' credit" is mobilized.

Funds channelled through National Housing Corporation rose
from KE 442,000 in 1963 to KE 4,200,000 in 1977. They are
either used for direct development by NHC or directed to
local authorities and private individuals (see under 4.1.2.).
In the case of local authorities most of the funds allocated
are now for serviced sites or rental housing, whereas housing
funds for rural area councils are intended for mortgage and

tenant-purchase schemes.

Apart from financing an increasing number of serviced sites

and rental and tenant purchase units through NHC, the public

sector is directly supporting HFCK with funds for medium and

high-cost housing (see tableI1vL). As a shareholder the govern-

ment may choose to buy out the other major shareholder in

the company, CDC. Savings and Loans (K) Limited is also

receiving £1,175,000 in public funds during the 1978/79
financial year to complete a medium-cost housing scheme
which has encountered difficulties.

4.1.1. Ministry of Housing and Social Services

As the main ministry responsible for housing, the MHSS is

obliged not only to help formulate policy, set standards
and implement public housing programmes through NHC but

it also is charged with the vital function of collecting
data on-such variables as income, construction costs, rent

levels, etc., and translate these into housing programmes.
These programmes in turn spell out the need for new con-
struction by house types and geographical location and,

most importantly, estimate the capital requirements over

the plan period. The estimated capital requirements for

the previous plan period is attached. The same projection

for the new plan was not available at the time of 
writing,

but it is not likely to vary in principle from the attached.

Planned allocation of development funds for housing by the public

and private sectors (1978-1984) are included as Table IV of the

Appendix.



URBAN HOUSING NEEDS AND CAPITAL REQUIREMENTS 1973 - 1978 TABLE

Household New Hou, eholds in each income Affordable gross Type of housing Total capital cost urban

Income per group during the plan period housing cost finance proposed housing 1973 - 1978

month estimated % of total (Shs 1973 prices) ( 1973 prices)

(Shs 1973
prices) No. • of total % cum. 

(Sha. 000) cu.

100 10444 7.8 7.8 2000 Bldg, materials loans 10.444 0.5 0.5

100 - 149 10554 7.9 15.7 2000 - 3500 29.024 1.4 1.9

150 - 199 16003 11.9 27.6 3500 - 4500 64.012 3.2 5.1

200 - 299 26091 19.4 47.0 4500 - 6000 136.978 6.9 12.0

300 - 399 21419 15.4 62.9 6000 - 7500 serviced site 144.578 7.2 19.2

400 - 499 11566 8.6 71.5 7500 - 9500 92.528 4.6 23.8

500 - 599 6510 4.8 76.3 9500 - 11000 66.728 3.3 27.1

600 - 799 7608 5.7 82.0 11000 - 17000 103.885 5.1 32.2

800 - 999 5267 3.9 85.9 17000 - 21000 core house 99.678 4.9 37.1

1000 - 1199 3873 2.9 88.8 21000 - 25000 88.780 4.7 41.8

1200 - 1499 3564 2.7 91.5 25000 - 39000 124.276 6.2 48.0

1500 - 1999 4609 3.4 94.9 39000 - 51500 private mortgage 208.557 10.4 58.4

2000 - 2999 3823 2.8 97.7 ; 51500 - 77000 245.628 12.2 70.6

3000 + 2974 2.2 100.0 77000 594.800 29.6 100.0

134305 
2009.896

Sn

SOURCE: Ministry of Housing and Social Services
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Three things should be noted when surveying the figures
of the projections.

1. 1973 prices are used. For 1979 prices and incomes
should be increased by approximately 50%.

2. A rent propensity of 20% - 25% of household income
is assumed for all income groups. Reality shows
a much wider "spread" namely from 10% to 40% for
high and low income groups respectively.

3. Affordable gross housing cost is based on the just
mentioned rent propensity plus the availability
of normal commercial mortgage financiny at 12% interest
over 20 years, but this is an idealized situation,
since this is neither an average nor a majority
privilege.

These projections are not only necessary for the purpose
of programme formulation but also as a yard stick for mea-
suring the actual production.

It is difficult to get a clear impression of the number of
houses built in the rural areas for what can safely be assumed
to be the very lowest income groups, but it is quite certain
that not all the needs were met. It is of little consequence
just to quantify the shortfalls, instead, the analysis of
where they occured and why is important. Since lack of finance
is likely to be a major factor at all levels the ministry can
then draw up position papers on possible policy changes,
suggestions of incentives (or dis-incentives) for mobilizing
additional financial resources both public and private, local
and foreign and, of course, identify places where funds lie
unspent. Local authorities are often the cause of much con-
cern in this latter respect. (see 4.1.3.) Consistency in
planning shows itself by comparing the "totals" of capital
required for the two planning periods 1973-78 and 1978-34
(Tables ZZ and IV). Correcting for inflation and population
growth they correspond very closely. If the plan were to
represent an ideal situation which in some respects it does,
then, it ought to have incorporated some magnitude for reducing
previous shortfalls.

The MHSS is also the ministry responsible for the Rent Tribunal
and for implementing the Rent Control Act. As far as this
activity influences housing finance it will be dealt with in
the last section on "constraints". Suffice it to say that

the Act, as presently administered, apparently has no effect
neither on the supply nor the demand side of housing.

The attached diagram indicates the relationship between
national and local institutions for housing finance in the
public sector and between public and private institutions.

'4.1.2. Other Direct Participation by GOK.

(a) Institutional Housing

The Central Government finances, develops and manages
through the Ministry of Works, institutional rental
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housing estates for civil servants working in
institutions such as police, the army, hospitals,SChools, etc. Planned expenditure for 1978/84
£8,307,305.

(b) Pool Housing

The Government finances, develops, and manages,through the Ministries of Works and Housing andSocial Services, Pool rental housing estates forcivil servants not housed in institutional housingmentioned above, and particularly those in remoteareas where other alternative types of accommodationis not available. Planned expenditure for 1978/84
£3,2OO,800.

(c) Government Sponsore-d Home-Ownership

The Government proviJes bridging finance for the con-struction of mortgage houses for civil servants whileloan facilities are provided by the Housing FinanceCompany of Kenyd and other financial institutions,the main objective being to reduce to a minimum theresponsibility of providing pool housing for civilservants while at the same time encouraging home-ownership. Planned expenditure for 1978/84 £3,650,010.
4.1.3. The National Housing Corporation

This agency has already been introduced in an earlier part ofthis report. There are good reasons for a second look at itsfunction as the public sector's main developer and financierof housing. Over the next plan period it is to be responsiblefor the allocation of about KShs 500 mill.
The N.H.C. lists its various functions as follows: "TheCorporation:

a. acts as an agency for transmitting loans from theMinistry of Housing and Social Services to Localauthorities for the development of low cost housingin towns and to individuals in the rural areas for thedevelopment of housing on their farms and in theirhome areas. This is a field where private sectorfinance should take over.
b. provides Technical Assistance in the form of designing,tendering, and supervising construction for those localauthorities inadequately staffed with the necessarytechnical personnel.

c. develops and manages housing estates either in orderto supplement the capacities of the local authoritiesconcerned or meet the demand for houses in areas wherelocal authorities are not able to initiate and/ormanage housing estates themselves.
d. supports and encourages the development of housingresearch through the Housing Research and DevelopmentUnit at the University of Nairobi.
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e. undertakes to stimulate greater participation by

the private sector by developing mortgage housing
estates with mortgage loans being provided by Housing
Finance Company of Kenya Ltd. In this way it acts an
an estate developer for mortgage housing schemes
which are designed to meet the demapd for housing
in the middle income groups of the population.

This latter part of NHC's activity has turned into high-
income schemes (e.g. Kyuna Estate) which should and can
be catered for by the private sector..

Through this five pronged approach, the Corporation has mad
some achievement in the housing sector, both in urban and
rural areas, during the last ten or so years. Since the
beginning of the last plan period up to the end of 1976,
5698 houses had been completed in urban areas and 2272 were
in the construction stage while 20532 were at the planning
stage. In rural areas KE 766,925 had been allocated to
individuals for the development of rural housing."

N.H.C. is very much aware of its failure in meeting the
housing targets. But apart froi the inability of many
local authorities to implement their projects it is evident
that the corporation is hampered in its performance by trying
to do too much. Both high-cost housing estates in urban
areas and individual loans for rural housing (which are
mostly given to urban wage earners) are areas where N.H.C.
itself recognizes the need to pull out. Instead there is
a felt need for more technical assistance to councils which
cannot keep up with their plan targets for housing.

When a lrcal authority applies for a loan and submits plans
for a housing scheme, the finance, though available, and
recommended by N.H.C., may not be sanctioned by the Ministry
of Local Government if the particular authority is in arrears
with other loans unrelated to housing. Thus, the situation
arises where on the one hand the money cannot be spent and
the houses - planned and needed - cannot be built. At the
same time the local authority cannot get the source from which
it could generate revenue to repay its other comittments
which then tends to perpetuate the situation. On the other
hand, loan sanction may have been given but the NHC cannot
approve a loan because the plans or the accounts of that
council are not in order. This is said to be the more
typical case. NHC may choose to go ahead on its own and
make the new scheme a direct NHC responsibility under the
auspices of the provincial administration. However, this
is an approach which the NHC is reluctant to take because
it makes administrative tasks even more complicated. An
effective system to cope with these situations has not yet
been found and it causes large amounts of public funds to
lie dormant, albeit on deposit, for long periods.

In light of the considerable profits allottees of public
housing reap it is no surprise that local councils take
advantage of this situation and charge more than what they
themselves are charged by NHC. But the question arises
whether the terms on which NHC finances housing for local
authorities are too favourable, i.e. representing a subsidy.
To quote the NHC: "..in order to cater for more families
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from the low income groups there has been limited suhrldi-
zation by government. Firstly, advances from development
funds are made at a rate substantially lower than the market
rate. Secondly, land for site-and-service schemes, although
being charged with annual rent, is allocated free of stand
premium." Loans are normally provided at 6.5% interest
repayable over 20 years for tenant-purchase and 40 years
for rental schemes.

If subsidies are given intentionally for the benefit of
low income groups the purpose is defeated if local author-
ities absorb those benefits themselves. Furthermore, the
government's policy is not to subsidize housing, but to
use all funds allocated for this purpose to build as many
units as possible.

The funds provided to N.H.C. from various sources (Dec. 1977)
now stand as follows:

Loans from Central Government - KShs 542.320 mill
" " C.D.C. - KShs 1.120 mill
" " A.I.D. - KShs 37.500 mill

Actual development expenditure on housing and actual
repayments by the National Housing Corporation to
Central Government

Year Actual Actual Repayments in %
Expenditure Repayments of Expenditure

1973/74 £4,308,661 E1,773,914 41.2

1974/75 £4,862,397 £1,388,510 28.6

The National Housing Corporation repays annually
a loan charge to the Central Government through
the Ministry of Housing and Social Services.
These are the actual receipts from housing. The
NHC repays redemption of the loan and 6% interest.
It is allowed to charge N% overhead fee. Other
Ministries do not make any repayments on their
housing funds.

The last column in the table makes it clear that
Central Government does not only invest in housing,
but that funds from housing development also flow
back into the Treasury. In the last two years for
which information is available, these funds were
substantial, accounting for approximately 30% - 40%
of development expenditure. (SOURCE: HRDU, 1978)

The record of repayment by local authorities is very uneven
with present arrears totalling KShs 8.8 mill. About 5000

individual loans for rural housing have arrearages amounting
to KShs 1.8 mill as at the end of 1977. But the NHC finds
it virtually impossible to cope with this latter category
of loans as it is being inundated with applications and is
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often unable to recover in the cases of default. A complete
review of the NHC operations. and organisation is scheduled
as part of the so-called "Second Urban Project" financed
by the World Bank.

4.1.4. Local Authorities

As stated in the previous section, local authorities vary
so much in their administrative capabilities that a general-
ized account of their financial capacities is impossible.
Two things they have in common, namely their housing shortage
and their exploitation of publicly provided finance for housing.
The latter goes undisputed, as if it were government policy.

The development programme for local authoritieb was projected
at KShs 1,424,8 mill. for the years 1973/78. 40.6% of this
was to go for housing. It was further planned that KShs 578.4
mill. (83%) should bc channelled through NHC in the form of
loans. The plan also stipulated that public housing should
be financially self-supporting. It is very difficult to get
reliable information on what local authorities actually "earn"
on their housing schemes, because separate housing accounts
are not always kept - in spite of a government circular (17/73)
of April, 1973. A consolidated tabulation was made by HRDU for
1974 which shows a considerable profit.

Actual Income and Expenditure of all Local Authorities (1974)

Actual Amounts
KShs '000's

Income
total housing revenue
collection for all schemes 57,694

Expenditure
loan repayment made to NHC 20,955

H.F.C.K. schemes collection

(collection - assumed expenditure) 1,401

rates (collected and transferred to
General Rate Fund) 2,338

maintenance spent 6,741

insurance paid 439

land rent (collected and transferred to
Comnissioner of Lands & Genl. Rate Fund) 343

administration cost & bad debts 5,769*

Total expenditure 37,986
Remainder 19,708 *

* Actual amounts are not known. The amount jntered in this
table is calculated according to L.G. circular 51/70 which
allows 10.7% of total housing revenue to be set aside for
administration and bad debts.

*' In this remainder is still included an amount for fixed

service charges of a few local authorities, and some rates.

(SOURCE: HRDU, 1978)
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Maintenance coat figures predominantly as an expenditure
item namely about 15% of rent collected. This is higher
than in the private sector and either covers up for other
expenditures or represents inefficiency. It also appears
as the best argument fo. selling rental units to the occu-
pants. Nairobi alone has over 16,000 units to maintain
and spent KShs 5 mill. in 1974 on this account or the
equivalent of about 200 low-cost houses.

The report by HRDU "Local Authority Housing in Kenya"
(March, 1978) from which most of the information was
extracted gives a number of specific recommendations on
the improvement of housing finance to local authorities
as, indeed, for many other aspects of this important
area. The recommendations are contained in the appendix.

4.2. Private Sector Housing Finance

Funds for housing in the private sector come essentially
from three sources: (1) financial institutions, (2) em-
ployers, and (3) private individuals who, in some cases,
form themselves into companies or cooperatives.

The financial institutions engaged in mortgage lending are
either registered under the Banking Act, the Companies Act,
or the Building Society Act. Whereas commercial banks do
a very limited business in housing finance some institu-
tions registered under the Company Act lend solely for
housing. Only one institution, the East African Building
Society, is registered under the B.S. Act and is by defin-
ition a non-profit institution. Again others combine
housing finance with other types of finance. Characteristic
for all of these institutions is that they have been doing
extremely well over the last decade and appear to be con-
tinuing with their success.

The considerable expansion of mortgage lending in 1977 -
1978 of KShs 117.8 mill for the three major institutions
has brought the amount of their loans outstanding to
very nearly the Shs 1,000 mill. mark - a new high in
Kenya. In spite of - or because of - this expansion in
lending terms (most institutions having now increased
their "loan ceiling" to Shs 500,000) has not resulted
in a sufficient number of new houses being constructed -
not even for the high income demand. Thus, prices and
rents continue to go up in many cases faster than the
general price index of consumer goods. A couple of insti-
tutions are engaged in their own development projects,
namely HFCK and EABS (through Akiba). These are noteworthy
schemes for the medium income-groups and all extremely
successful. The comments on the individual societies should
be read with reference to tables where their latest vital
statistics are summarized.

4.2.1. Housing Finance Company of Kenya

The Company was incorporated in Kenya in 1965 as a partner-
ship between the Government and Commonwealth Development
Corpocation which took over the assets of the First Permanent
(E.A. Limited and Kenya Building Society Limited. First
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Permanent (E.A.) entered the Kenya scene already in 1950

and Kenya Building Society in 1949. Both institutions

lent mainly to expatriates and landed in severe difficulties

when, after the Lancaster House Conference in February,

1960, it became clear that Kenya was on its way to Indepen-

dence. This caused a "run" on deposits and property prices

tumbled to the extent that many good loans turned bad.
Both of the institutions borrowed heavily from CDC to
weather the storm - so much so that they were eventually
absorbed by it. In turn HFCK has shown its capability to
successfully place large amounts of CDC funds in new
housing developments. In terms of total amount of mort-
gage loans outstanding KShs 387 mill., HFCK is the largest
institution of its kind, but a large part of its funds are
from CDC and the Kenya Government. Measured by its reserves
and deposits (shares and savings) from the public it is
second to EABS. A total of Shs 70.9 mill. was used for
granting 725 new mortgages in 1978 of which 104 were for
existing houses, 66 for new, individually built units and
555 units in new estate developments.

HFCK has become associated with lower-middle income housing
through its involvement in the Buru-Buru estate near Nairobi,
but it is also prepared to offer loans of up to 90% of cost
which greatly helps those on the lower levels of the income
scale. HFCK is represented in Mombasa and Nakuru.

4.2.2. Savings and Loans Kenya Limited

This institution is one of the oldest in Kenya and its
history is characterized by ups and downs. Before indepen-
dence, it was doing very well, but during the slump in
19bO - 1964 it was taken over by Pearl Insurance Company
Limited which decided to get its invested money out of the
company. Although it wa&, at that time, the largest of Itb
kind, it virtually stopped lending and deliberately scaled
down its operations.

A few years ago, S & L was taken over by Kenya Commercial
bank which has revived it as its mortgage outlet, but as
a separate company. It is now the smallest of the three
housing finance institutions, but more profitable, rela-
tively speaking, than HFCK. A total of Shs 32.8 mill.
was used for granting 140 new mortgages in 1978 of which
88 were for new and 52 for existing properties. S & L
prefcrs to lend to private developers for medium cost
housing and is only represented in Nairobi.

4.2.3. East African Building Society

As already mentioned the EABS is unique by being the only
institution registered under the Building Society Act.
This requires it to be a non-profit institution and to
make its revenue and expenditure items public in much
greater detail thanis required by the Finance Companies.
On the other hand it is compelled to keep substantial
reserves and not to be a property developer. But the
EABS is also unique in the sense that it survived the
pre-independence slump through support from its members
and by a permission by the registrar general to suspend
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with the regulations regarding reserves and dividends
for a year until it was back on its feet. This is now

very much the case. In fact EABS has had a remarkable
rate of growth with assets now totalling more than
KShs 300 mill. This achievement should be seen in the

light that EABS has not had the "sponsorship" of the

Government and CDC as in the case of HFCK nor of a large
commercial bank as in the case of S & L. EABS is still
associated with the higher-cost housing in spite of the
fact that through AKIBA it has financed large numbers of
lower-middle income housing both in Nairobi and Mombasa.

In 1978 a total of KShs 74,7 mill. was used for granting
252 new mortgages of which 82 were for new and 170 for
existing houses. Loans are rarely granted for more than
70% of cost but EABS has made a special effort to lend

in other towns than Nairobi and Mombasa where it has
branches.

As in the case of HFCK it appears that AKIBA also has
the ability to get land, construct and manage large
housing developments efficiently.

4.2.4. The Cooperative Bank of Kenya

The Cooperative Bank of Kenya has very recently registered
a Finance Company in order to offer mortgage loans to its
clients who are all cooperative societies mainly in the
agricultural sector.

The Bank has found that those who utilise the normal
banking loans for construction purposes are hard put to
repay in five years. Moreover, the Bank felt that a
number of credit unions (also registered as cooperatives)
were primarily aimed at helping members raise funds for

housing and should be assisted in this effort. The new
company has not started lending yet, but prospects should

be good. It is also fair to say that registering under
the Companies Act has the added advantage of allowing
other kinds of financing apart from housing. The Coop-

eratire Bank has in mind to also finance such construction
sch(.'es as ntorage facilities and work-shops.

4.2.5. Kenya Commercial Bank (Farmers' Housing Loans)

KCB is singled out among the commercial banks because it
has recently launched a special loan scheme for :nomers'
housing. The idea was to encourage housir.- n rur.l aruas.
The main feature of the scheme is that rut!" bra~ich offices
can grant individual loans of up to KShs 70,000/- at 9.5%

interest over seven years. The loan can only be given on
the basis of a first charge and the borrower must have
contributed to the cost by 25% i.e. a ma!.:mum loan of 75%

of cost or value. Even though materials -itd/or existing
buildings can be accepted as part of the self-finance,
land cannot. With monthly repayants of KShs 1,144/- for
maximum loans plus inspection and insurance charges this

becomes a very heavy committment for most farmers. From

information gathered it appuars that these loans are not
popular in spite of much publicity and the availability of
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a set of standard design drawings for a "good" farmer's
house from the bank (for a fee of KSns 500/-).

4.2.6. Terms and Criteria

It is clear that a certain uniformity prevails amongthe three main institutions when it comes to terms andcriteria for loans and deposits. This state of affairs
is a result not only of market forces but a certainamount of unofficial communication between the respectivemanagements. There is nothing sinister about this. It
helps create an orderly market and there is no obligationfor any one of the institutions to comply with suggestions
or actions by the others.

Typically, then, the institutions will advance between
60 - 90% of the cost or value (whichever is less) of ahouse to which there is a clear title. If the property
is lease-hold the lease should run at least 10 - 15years after the loan has been paid off. Normally, loanshave a maturity of 15 - 20 years.(see Table V of the Appendix.)

The maximum loan is now normall., Shs 500,000 and this isgiven only if the borrower's present income would justify
such a committment in terms of his/her ability to repay.The rule of thumb in the business is that the monthly
payment (redemption + interest) should not exceed 25% ofthe borrowers monthly income. In some cases the wife's
income will be taken into account, but not normally by
more than 50%.

An interest differential of 3% - 4% compares favourablywith those applied by banks and other finance companies,
which are nearly twice as high. Two factors explain thisdifference, one is the few large loans in mortgage finance,
the other reason is that there are, as a matter of fact,very few defaulters. Where they do occur they hardly ever
result in a loss to the institution, (at most some extrawork). This is due to the conservative lending policy andthe constant appreciation of property in urban Kenya overthe last 15 years. It should be noted that valuation, legalfees and consolidated charges connected with the loan, usuallyamounting to one percent of the loan sum, has to be paid
in advance.

With an almost cronic shortage of deposits there has beensome effort to encourage additional funds to be mobilizedfor housing. Pension funds and others with larger sums
to deposit can negotiate special interest rates, Longer-term deposits, even from smaller savers, have been encour-aged by L., tncreases in interest rates. At the same
time an nc;. -o support specifically new constructionfor owns. ..tion has been shown by some institutions
through -." ;-ig a longer term to pay, a slightly lowerrate of inLfrest and a larger proportion of the cost tobe financed. (20 years, 11% interest, 90% advance)

This trend is in line with government policy and is alsogeared to attract the large and rapidly growing market of
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young, educated upward mobile Kenyans who will be the
mainstay of these institutions' future business.

A lesson to be learned from Hire-purchase finance houses
is that small loans give more work per unit lent and are
therefore expensive. The same form of lending may have
to be applied to housing, indeed, where there are no clear
titles (e.g. rural areas) this may be the only way funds
can be advanced. Legislation governing H.P. financing
is clear and comprehensive.

4.2.7. Profitability and Operating Costs

The similarity between the institutions in type of business,
terms and conditions for mortgage lending seem to disappear
when their operating costs are compared.

It is difficult to document the cause of the differences,
because only EABS itemizes its cost. At the same time
Oprofits" for EABS are not comparable with the others,
because more than half of its funds come from investment
and savings shares which are credited with "profits": these
are similar to the dividends paid on the share capital of
the other two institutions which only have a very small
share capital. In brief, then, if all external funds can
be earning an average of 8% interest (dividend) the insti-
tutions can be said to be profitable. For the record:
in 1977 HFCK paid 10% on a share capital of Shs 6 mill.
EABS paid 8% on investment and savings shares of Shs 139 mill.
and Savings and Loan paid 25% on a share capital of only
Shs 2 mill. Judging by the amount of tax each institution
paid, between Shs 2 - 3 mill., they must have been about
equally successful. (See Table VI of the Appendix)

But since EABS can be assumed to be typical for its kind of
operation the table below lists its major operating costs
in % of total mortgage loans outstanding, viz. Shs 153,713,374.

(K. Shs 000) Total in % of

Mortgage Assets

43.2 Directors fees 0.03
2776.1 Remuneration to staff incl.

Executive Director & Auditors 1.81
726.5 Payment for Directors pension 0.28

49.8 Staff Medical Expenses 0.03

47.9 NSSF Contributions 0.03

287.3 Printing & Stationery,
Postage, Telephone 0.18

447.1 Advertising 0.29

78.6 Travelling 0.05

16.2 Bank commission & charges 0.01

195.4 Vehicles running & maintenance 0.13

30.6 Legal & Professional Costs 0.02

563.2 Rent, rates, insurance, repairs,
lights, water 0.37
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(Khs 000) Total in % of
cont'd Mortgage Assets

87.2 -Office Equipment,-up-keep 0.06-

106.9 Office tea, entertainment
and allowance 0.07

42.6 Donations 0.03

151.4 Miscellaneous, staff, training,
subscription, etc. 0.10

5350.1 Total (excluding interest and
dividends) 3.49

436.3 Depreciation on furniture,

equipment & autos 0.19

8133.4 Interest on deposits + borrowed
funds 5.29

11150.7 Surplus to investment + saving
shares 7.25

The above should give a fair impression of the relative
magnitude of cost items. Economies of-scale are quite
considerable in the finance business and it can safely
be assuted that expansion of lending activities will
bring the cost/asset ratio down to near 2.5%. The fact
that there is a tendancy towards "estate development"
finance is also explained by savings in cost and time.

Contrary to what would have been desirable there is no
indication that savers of long standing take preference
in allocation of estate houses, nor is owner-occui..ic
made a condition. In fact, as in public housing schemes,
the majority of houses are acquired for investment pur-
poses and with returns of about 20%. Conaidering that
70 - 80% of the investment is made with a loan costing
12% at most, boosts the real return to about 40%.

4.2.8. Employers' Housing Finance

Several large employers in industry and agriculture make
considerable contributions to staff housing. The total
sum invested in this way is difficult to ascertain but it
most often takes the form of the purchase of existing or
construction of new houses for company ownership. In a
few cases mortgage finance is obtained to supplement the
employers' own funds but normally these projects are self-
financed. The drawback to this important supply of dwelling
units is the loss to the occupant of his house when he leaves
the employment of the owner.-

It has been discussed in another report how Kenya Canners
Ltd. in Thika attempted to make occupants owners but changed
its plans when complications over external finance developed.
However, the value of home ownership is too important to
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relegate to accident even if - or particularly when -

.large private investments in housing are at stake. The
new development plan emphasizes encouragement to employers'
efforts to provide more housing. This can most conveniently
be done by allowing employers the right to subtract housing
contributions from their taxable income and to assist workers
in organizing housing cooperatives to construct and manage
workers' housing. We shall elaborate on this point below.
Another approach is to assist staff with housing finance
offering a guarantee for a mortgage loan from a financial
institution.

4.2M9.- Housing Cooperatives

Among the more informal ways of raising finance for housing
the cooperative society is an obvious but, so far, under-
utilized organisation in Kenya. Housing cooperatives exist -
about 20 of them - and some of these are old and have done
very well. However, in post-independent Kenya emphasis has
been on agricultural cooperatives which have received the
lion's share of technical assistance through the Ministry
of Cooperatives. Very little attention has been paid, until
very recently, to housing cooperative societies. Of the
existing housing societies only a handful have actually built
houses. None of them have defaulted on loans taken but a
couple of thed have had endless trouble of maladministration
and other irregularities. There is no question of their
ability to afford the houses once they are built; the problems
are clearly of a technical nature which can be greatly
reduced if a technical sarvicE organisation is established
for this purpose, as proposed in the recent report mentioned
under 3.2.4. This organisation would assist with land acqui-
sition, design, tendering, maintenance and administration.

The Cooperative Bank (see above) is well suited to provide
long-term finance for these societies and should be encouraged
to do so by placing N.S.S.F. funds with it for this purpose.
Self finance would come through individual savings, loans
from a credit unlion or from collective work on the cooperative's
dwelling units.

For rural areas the c.,operative farm provides the collective
security which can substitute for the often non-existent
title deeds or the sub-by-law building standards and the
traditional reluctance to reposseas someone's house.

4.2.10. housing Companies.

The best known informal way of raising money for housing
in Kenya is to join a housing company. This form of organi-
sation is prevalent in many squatter settlements. Their
membership, their funds and their houses cannot be quanti-
fied but are all substantial enough to justify a special
mention. Documentation on housing companies in Mathare
Valley can be found in a publication by the Housing Research
and Development Unit of the University of Nairobi.

The reason people form companies rather than cooperatives
is partly that power lies with the majority shareholder(s)
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and partly, that reporting and control (as opposed to
assistance) is much less for companies. Of more recent
date is the Civil Servants Housing Company which is
building very attractive medium cost housing for their
nombers i many parts of the country. At the other end
of the scale are a number of housing groups which have
been formed in the large Dandora site-and-service scheme
just outside Nairobi, largely through the action of the
Rousing Development Department. Even. less formalised
are the small (10 - 20 people) groups which save up to
She OO/ per month per person and with the lump sum
being given to each member in turn. Money raised in
this way is typically used for construction in rural areas.

5.0. Constraints on the Expansion of Housing Finance

5.1. Supply Constraints

This section will attempt to point to some of the limit-
ations to the expansion of the flow of funds into housing,
particularly those which - in the opinion of the team -
it is possible to do something about.

The basic assumption is that not all funds should nor
can be allocated for housing. The areas of concern are
therefore those where housing resources are presently
being used for less than their optimal social return
and where they are dormant. We shall therefore take
present income levels and distribution as a given, but
point out that housing by itself is an important catalyst
in generating more income and that house ownership has
been demonstrated in Kenya as in many other countries
to be perhaps the most important factor in the redistribution
of income, certainly more important than personal income
taxation. It is for this reason that the team is concerned
with the proper allocation procedures and safeguards for
their implementation. If houses are not owned by those
for whom they were intended - and here the policy is
clear - then a shelter problem may be solved (partially)
but the income distribution benefits will have been lost
in fact the problem may very easily have been aggravated.

Income is, after all, the prime mover of savings and
investment, and it has been demonstrated in many countries
that a family, even of low income, is prepared to save
substantially if the prospect is home ownership. One of
the constraints on the supply of deposits, in our view, is
the absence of institutions which will not only accept the
savers money, but also give him/her a reasonable prospect
(not promise) of obtaining a loan for a house, whether
publicly or privately built. In Kenya the National Housing
Corporation and local authorities give loans to individuals
but do not accept their deposits. Housing finance institutions
accept anybody's savings but will only give loans to a selec-
ted few, - not of the lower income groups and not unless there
is a registered title and then, only on a first mortgage.
Ftrthermore, neither of these institutions are geographically
well represented.
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The housing cooperatives, if they are given the proper
support, may be the best suited avenue for reaching the

lower income groups in rural as well as in urban areas.
This leads to an observation on the lack of secondary
lending. The cooperatives may have access to long term
finance from the Cooperative Bank, but there is need to
assure the Coop Bank of sources of long term deposits.
This goes for the other private housing finance insti-
tutions as well. Hopefully the use of NSSF funds for
this purpose will soon be a reality. There is, by the
way, no danger that such NSSF funds as have been proposed
for housing investments will be taken away from more
important uses since NSSF holds stock in public companies
such as Breweries and Tobacco to a much larger extent
than is envisaged for its housing investments in the
initial five years.

The absence of discount facilities for mortgages by the
-Central Bank is another secondary source of finance which
can be developed. It would seem to be very much in the
public sector's interest to be able to influence the flow
of funds into housing from the private sector, rather
than to have to control it. As a general rule it is much
more simple to administer investment flows by incentive/
disincentive than by regulations. Moreover, the public
sector has a duty to create the "right" climate for private
construction of housing, so that development plan targets
can be reached.

Moving again to the primary level of finance, it should be
evident that if there is such a shortage of deposits, a
higher interest on savings should be offered. Conversely,
if there is always a queue for loans, a higher interest
rate on mortgage loans should be asked. This may not be
as simple as it sounds, but whereas the institutions
could still maintain their interest spread they may be

* engaging in a so-called interest war, which ultimately
would bring all the institutions in line again at a higher
level. Two things can be said to this. First of all, if
stabilized at a higher level they would effectively be
competing not with each other but with investments of a
lower yield. Secondly, it will spur additional savings
from small savers who are facing an inflation rate of
between 10% - 15% and cannot see the use of saving much
at an interest rate of 6% - 8%, and therefore spend instead.
Finally on this point, given the returns on housing invest-
ments clearly being demonstrated in Kenya there is no reason
why the public sector should lend at subsidized rates of
interest, - unless it were in rural areas where returns
are not nearly as high, if they can be fairly calculated
at all.

The argument for selling most, if not all, of the publicly
owned rental units in order to generate more housing funds
has been explicitly made in the chapter on public housing.
Funds now wasted on excessive maintenance costs - partly
because tenants are not as careful as owners and partly
because maintenance operations seem extremely inefficient -
could be reinvested directly in new housing and not even
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the overall employment figure would suffer. Funds tied
up in rental housing could be freed at a much faster rate
than now, because occupants are likely to accept a higher
monthly payment if they were building up equity rather
than paying rent. From the local authorities point of
view present rent payu:rnts would be acceptable because it
still saves them the maintenance expenses. The same
argument can be used for many tenant purchase schemes,
where the local authority has the maintenance responsibility
even if they,in certain cases,pass the cost on to the tenant-
purchaser. The administrative burden of implementing the
tenant purchase regulations is so great - and the results
so poor - that these units may as well be sold out-right
on a 95% mortgage, which is effectively how the allottees
practice the arrangement. This again could free more
funds for housing at no expense to other uses by the public
sector. To supplement the above arguments a system of
rebates could be introduced to encourage early repayment
of loan committments. This would benefit both the borrower
an the lender.

5.2. Demand Constraints

It appears almost as a paradox that there should be problems
with demand for housing finance in Kenya. However, demand,
as opposed to need, is constrained by eligibility of
persons for any kind of housing finance. It is of no use
advocating housing for low income groups or for those in
the poorest of housing conditions if they are effectively
excluded on the grounds of income, location, housing
standards, deposit, repayment terms, security, length of
residency, etc., etc. Many of the prerequisites are well
intentioned, but tend to work against those most in need
of improved housing. The question of standards has been
discussed elsewhere in this report. Standards have a
direct bearing on cost and on "3ecurity" for the loan.
We shall highlight two major constraints connected with
housing finance, namely income and repayment terms. These
two constraints, in turn, have bearing on the cost and
security constraints.

6.0. Recommendations

Expenditure for housing has been demonstrated time and
again to be related to income. There is nothing strange

in this fact, - what is strange, however, is that only
a few countries in the world have drawn the logical
consequence of this and tied repayments on mortgages
to income over time. In Kenya, as in most countries, a
rough 20% - 25% of present income is used when judging
a person eligible for a loan. Future income is rarely
included, though half the income of the spouse is some-
times included in the income criteria. Lately some potential
income from sub-letting of public housing has been included
by 10% (see USAID Project 003 and the World Bank's Second
Urban Project). In some Latin American countries where
inflation is very high all balances of loans and deposits
are adjusted periodically, but this is different from what
we have in mind here. Instead of the common fixed annuity
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which, particularly in times of inflation, puts borrowers
at a gross disadvantage initially, a progressive repayment
schedule could be offered. This system, also known as a
low start or variable payment mortgage, has been tried
successfully in Israel and in some Scandinavian countries
and is now being started in the U.S. The public sector

is possibly the most obvious to introduce such as a

system. The advantages of the system should be evident,

the disadvantages are said to be a slower return of capital,
but this only holds true in the early years of the system,
and even here the previously mentioned rebates on early
repayment will counteract this tendency.

The NCC has in fact decided to introduce this system on
an experimental basis in the Second Urban Project. Tables
now exist for easy computation of individual loan repay-
ments and the bor'.ower can be supplied from the start
with the entire schedule of payments he has to make over
the period of the loan. See illustration on the following
page.

The rebate system ought also to be an option for the large
deposits required in private mortgage business and in the
allocation of NHC houses. An alternative system could be

to charge higher interest on larger loans, as practised
by the National Housing Bank of Brazil and others. Pro-

gressive repayment systems allow the same borrower to
take a larger loan (build a better house) or make the
same type of house affordable by a lower income group.
This approach, then, could be a major contribution to

get away from the classical dilemma of having to con-
stantly reduce standards (costs) in order to make the housing
units affordable by the income group for whom they were in-
tended.

The discussion of lowering standards is made the more
obsolete by the documented income increases of allottees
as soon as they take possession of the house, - whether
they live there or not. This brings up a point of admini-,
strative significance. Since contracts for tenant-
purchase houses as well as for lease-holds on site-and-
service plots in Kenya all stipulate owner occupancy at
least in part of the dwelling there is clearly a breach
of contract in many, many cases. The culprits are never
prosecuted and the system only makes fun of all those
who take contracts seriously. This is not satisfactory.
It would seem more reasonable to do away with this clause
altogether or ask those who sub-let to make an extra
substantial repayment on their loan in order to generate
more funds for hew housing. Alternatively, the local
authority could empower itself to simply collect whatever
rent is paid by the sub-tenant(s) until the loan is paid
off.

Security for loans is always a "hot" topic in housing finance
circles, less so in public than in private housing finance.

The reasons are easy to understand, the present dogma less so.

The current value of the house is most often determined by

its discounted rent value. For low-income housing this
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criteria is rarely used by private financial institutions.
Instead, its construction cost is considered and 60 - 75%

of this amcunt is proposed for lending. If the rental

value had been used the new owner or builder would be

able to borrow a larger part of the construction cost and

the loan would still be amply secured. The current income

criteria has already been mentioned as a misleading crit-

eria and the availability of an unemcumbered title deed

narrows the hole which potential borrowers must squeeze

through.

Not only are second mortgages virtually not available,

but if they were, say from a previous owner, the first

mortgagor would have to approve it, though his security

is in no way hampered by this transaction.

In rural areas, particularly, the security question

becomes almost absurd. Assuming that a registered

title deed is available, which is often not the case,

the lending institution might find that upon default

on the loan there is no buyer for the house, or that
the owner's friends are the only ones who will bid for

the house and at a ridiculously low price at that, - only

to turn the house over to the original owner. Such is

the tradition in many parts of Africa and a satisfactory

approach has yet to be worked out to this kind of situation.

Collective security may be one way. A cooperative society

or group of perscns with a common bond may accept this

condition for bsing granted a loan. Such a group will

also be in a better position to judge whether an individual

member's difficulties are genuine or not and take appropriate

action. Extension of new loans to any member of the group

would then depend on the collective repaymEnt record of the

original funds borrowed. Guarantees, sureties, liens, etc

are also ways of making the borrower more committed to repay,

and would thereby remove some existing constraints on

e *fective demand.

The whole problem area of public housing finance, sources,

terms and security ought to be reviewed in the light of

findings from recent surveys, including this report.

Specific financing schemes should then be developed to

bring public housing programmes in line with government

policy and, equally important, simplify procedures to make

administration of the schemes less burdensome and more fair.

USAID HG projects are of significant size to be a vehicle for

such an evolution. With respect to NHC there is no evidence

that financing terms or procedures have changed because of

the HG project. Administratively the burden was increased
by difficulties in selling the houses. With respect to NCC

the finarcing terms offered landed the negotiators n the

classical dilemma of having to accept reduc-tion ii. standards

in order to reac- the so-ca]led target group in spite of
expected and alzeady demonstrated income changes for allot-

tees in such schemes. Two positive things can be identi-

fied in the NCC approach. There were in principle no sub-
sidies involved although in practice rates were reduced

below the normal level. Secondly, a 10% income increase

froa s ib-letting was allowed for allottees, which avoided
another reduction in standards or number of uYLIcS provided.
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Instead it lifted the average income for the target group, -
which was already too hiqh.

These dubious achievements in the field of financing should
not distract from the fact that other impacts were made on
such areas as total housing supply, low-cost housing, large
scale construction vxperience and new selection procedures.
However, if the implementing agency has no incentive to
change present systems or are doubtful as to what changes
are most appropriate then the funding agency has a major
contribution to make by providing this assistance.

Another of the administrative burdens, which has ceased to
have much meaning is the Rent Restriction Act including the
administration of the Rent Tribunal. Not that these instru-
ments were not well intended, but with time they have lost
relevance to reality. If they are to have any significance
in present day Kenya, they must be basically altered. There
are already legislative texts in circulation in the MHSS for
such a revision. Unfortunately none of the new proposals are
likely to alter much other than raising the rent amounts to
bring them more in line with the present rent level. This
is hardly enough. One basic question regarding rent control,
which hasn't worked for long in many countries, is: will it
reduce the flow of funds i'nto housing? A second equally
important question is: will it effectively reduce the
present rent structure in Kenya, - or prevent it from rising? -
at least not more than the act allows? The answers to both
of these questions will depend on a thorough analysis of
similar systems elsewhere. The question of how it will be
implemented and at what cost is naturally tied up with the
latter of the questions above and the answer is likely to
be: very expensive if it is to be implemented effectively
and fairly. Still, the issue deserves a proper investigation
and discussion. So does the issue of how employers can be
encouraged to invest more funds in housing which will even-
tually be owned by their workers.

On the question of fiscal measures the problem is again one
of bringing these in line with government policy and making
them easier to administer. For instance, it is difficult
to justify an allowance of interest paid on mortgages for
private housing to be deducted from taxable income without
adding an element of income represented by saved rent for
owner occupiers. In present circumstances of high values of
both of these items this kind of legislation amounts to a
substantial subsidy for house owners.

Tax on land has already been discussed. In some countries
legislation provides for a higher tax on undeveloped than on
developed land in order to reduce speculation and encourage
development.

Finally, the cost and benefits of subsidies should be resolved
so that the approach to both the definition and justification
of some subsidies can be differentiated to fit present realities.
The amounts and sources must be specified and the means and
the beneficiaries identified. This and several other questions
still need to be answered.
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ECONOMIC INDICATORS

1. National Accounts:
(!ih Million, 1971 1172 1373 1874 1976 1760 19770 1978*
GROss DomestL Product

(Current Prices) 12,745.80 14,447.00 16.716.00 20,342.60 23.343.00 28.58140 36.65340
Gross National Income 12.363-00 14,165-80 15.88160 19.496-60 22,575-00 27.489.60 35,239-40

2. Manufacturing Produotlidit
InJes

(ase Year: 1972-100) 95.2 100 114-5 121-0 121-0 143-0 165-0

3. Population ('000) (Mid-yew
estimates) :* 11,671 12.067 12.483 12.912 13,399 13.647 14.337-00 14.856

4. Reportod Employment:
Numbers ('000) (Mid-year

estimates) :'. 691-2 803-7 856-8 958-4 950-0 1,009.8 1,063-8
Earnings (Sh. million) 3.762.00 4,136-00 4.622.00 5,4000 6.246-00 7.592.00 8,628-00

S. Prices:
(a) Average Gross on. Farm Prices

for Crops: (Sh. per100 kg.)$
Coffee 636-46 778-92 920-70 1.007-84 1.068.60 2.524"00 3.960.00
Tea 650.47 601-40 592-68 720-62 807-84 1,056-93 2.149.00

Sisal 67-78 90-37 191-28 424.00 323-00 324-00 282-00
Pyrethrum Extract 35,699-97 39.617-65 41,536-29 43,393-04 44,652-34 49,200-00 57,900.00
Maize 33-33 38-89 38-89 4643 69-79 77-00 89-00

(b) Foreign Trade Indices:
(1972-100)

Imports 89 100 119 178 225 261 281
Exports 90 100 11r 152 175 238 337
Terms of Trade 101 100 97 85 78 91 120

(c) Consumm. Indices
(Jan./June 1975-100)
Upper Incomes (December) 70-6 73-9 85-1 93-3 109-3 117-7 134-7 145.1
Middle Incomes (December) 68-0 70-8 79-5 P1-3 105-1 114.9 130.4 141-0
Lower Ir.:ome (December) 68-5 70-6 82-2 -1'4 108.2 118.0 142-8 162-3

(d) Nairobi Stock Exchange Index
(January 1971 -100)
(December) t 242-00 237-20 227-70 175-7 206-20 227-2 390-1 426-7

6. Motor Registratlons:
New and Second Hand Vehicles 18,813 18,169 16,474 17,225 15,988 16,246 22,278

7. Building Plans approvet bV
Nairobi City Council
(Sh. Million) 293-08 332-26 389-94 408-18 491-96 395-08 849.08 1.164-80

61. Freight 'Jandlad:
Mombesa ('000 Metric Tons
Dead Weight) 6,338 5,922 6.724 6,522 5.948 5.913 5,972
Nairobi Airport ('000) kilog. 19.402 25.933 28.302 30,041 33,598 33,692 34.378

9. Visitors end Persons In
Transit ('000)100 400 428 388 380 386 424 344

10. Domestic Credit (End-yer)
(Sh. Million) tl 2497-9 3,018.9 3.b58-1 4,953.7 6,163-1 7,353-2 9,078-6 12,272-2

11. Money end Quasi-moner
(End-year) (Sh. million) 3,769-5 4,295-1 5,356-1 56,19-3 6.814-1 8,454-7 12,703-2 14,117-8

12. Government Budget
(July-June) Sh. million

(a) Current Revenues 2.480 2.832 2,980 3.819-56 4.532.92 5.391.42 6.411-12
(b) Current Eipenditure 2,226 2.574 2.792 3,254-06 4,147-54 4.935-40 5,701-58
(c) Develop:..ent Expenditure 910 1,038 1,237 964-60 9,239-10 1.485-08 1,720.8

*Provisional.
"Annual figures based on mid-year estimates
'Annual Avirages.
IAs at latest date, where end-December figures are not available.
"'Based on departure figures. From 1968. figures include Inter-East African movements.
ItDomeslic Credit-Central Bar,k and Commercial Banks' loans, discounts and local investments.
Sources: Central Bureau of Statisticl. East African Statistical Deportment, and Central Bank of Kenya.
-Figurs not available.



pRINCIPAL INTEREST RATES AS AT 31st March. 1979

Rate 1.

CENTRAL BANK OF XENYA

1. Rediscount Rate for Treasury Bills 
7.. 

.. .. .. ..
0224

2. Advances agaiast Treasury Bills .. .. .. ..
550

1 Bills and Notes Undo Crop Finance Scheme
-Discounts 

7..... 
.. .. .. .. .. .. .. .. .. .750

-Advances .....................

4. Other Bills and Notes .. .. .. .. 7'50-Discounts................................ 
....... ?S0

-Advances 
750...... .. .......... .750

S. Advances against Kenya Government Securities .................
750

KENYA COMMERCIAL BANKS:
2. Deposits

(i) Time (a) Minimum 30 days (7 days' notice)
-Sh. 200.000 up to Sh. 500,000 ................... 6.125

-Sh. 500.000 and over .. ..................... . 5125

(b) 3 to less than 6 months 
5.125

(c) 6 to less than 9 months ... .................. ... .375

(d) 9 months and up to and including 12 months 
5............ .625

(e) 12 months and over minimum Sh. 100,000. to Sh. 230,000 maximum ......... 
B75

(1) 12 months and over minimum Sh. 250.000................. 
Indivdal Banks

(ii) Svingsfree to determine rate
(ii) Savings .. . . . . . . . .. . . . . .00.. (re

2. Loans and Advances (minimum) ......................

OTHER FINANCIAL INSTITUTIONS:

1. Kenya Post Office Savings Bank
-Deposits

2. Agri:ulturel Finance Corporation 9.50
-Loans (AFC)......................... 

.1000
GMR .........................-

3. Hire Purchase Companies

and Merchant Banks -Deposits (various perods) 
5................. ..... .00-7

-Loans ......................
1000-1200

4. Fuilding Societiest -Deposits (various periods) 6.D0-8'50
-Dons 

8.......... .. ,.. -200
-Loans........................................... 

.010

tincludes Institutions not registored under the Building Societies Act, but whose primary FCnclion Is to finance the purchase of property

*Guaranteed minimum return.

ECOM4ENDAT IONS

a. It is recommended that a 
policy decision is taken 

by the Government as

to the use of a possible 
potential surplus on housing 

operations, whether

this surplus is to be re-invested 
in housing or to be used 

to finance

other services.

b. It is recommended that the 
Ministries of Local Government 

and Housing and

Social Services introduce 
a housing accounting system 

for the Local

Authorities. Such system should consist 
of a separate administration

of housing revenue and 
expenditure, tied to an 

auditing system which

reports by exception.

c. It is recommended that the 
Local Authorities make use 

of the sanctions

they are allowed to apply 
e.g. sale of property, 

in order to recover

bad debts on tenant-purchase 
and site and service schemes.
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PRIVATE FINANCIAL INSTITUTIONS

Anelysle of Recipient and Type of Security for Loans_____________Sh. 
Milliom

PUBLIC SfCTOm PRIVATI StC WA
rrole/

Otherwise Pubhc Hi". herwhaIPurchae_ ___a_____ Secured Mnscgtreef Sector haeUn, cured Sect,
1370 June - 8-94 0'04 - 8.98 78-66 118-28 46-b4 5'96 249.44September - 9.70 .0"02 9...... -972 84.46 116.74 49-92 2-20 253.32December - 898 0-02 - 9.00 82'48 121.72 6C .00 0.64 264.84
1971 March - - 1"96 - 1"95 96"06 141-04 59"84 1"12 298-0fJune - - 1"58 - 1"58 103-42 149.94 103-14 1"50 358.00Sepember 9'10 0'08 1.52 - 10-70 94.84 . 148-48 119-94 2-66 3C5-92December - 10-82 1-52 - 12-34 99-34 93-84 70-86 2-82 266.56
$S2 March - 11.12 1.38 - 13.00 99.64 165.60 55.88 5042 379.54June - 11-90 12"26 - 24-16 100-40 181.72 74-50 46-38 403.00September - 12.76 4"06 3800 54.82 93'88 206.50 82-20 54.32 43690December - 13-10 3-18 36-80 53.08 86-12 216.22 112-38 24.26 438.98
1373 March - 13.86 0.88 34.00 48.74 81.16 247.28 130.74 15.22 474.40Jun* - 11-40 21-60 - 33-00 94.74 266.88 110-76 1-14 473-52Septembe - .14.26 21.02 -- 35-28 104-28 280-74 120.64 1-16 606.82

NEW SERIES

1e"terial Analysis of Credit Allocstions to Privote Scter

Other auuines
Ag*icukwe Mmnufecrufng Building "nd Housin " including

It?_ _Con ruc ~on fastert Impor Oomesric Piof gg 0n 1 Pes onal raeelember 4 3578 8058 24814 S-57 25,44 29-20 141 34 11074 63369
Match 60-39 4883 6351 276-72 13.49 3054 21-57 15382 111 38 77335June go1b 5447 £3-17 301.17 12.37 30.94 22"36 18462 12254 85999Segitmb. 6455 82-35 62.54 30684 9-46 36.84 23.00 182.99 11848 85705OCae ore 3223 4013 52"62 342-89 2"71 10.02 47.60 18593 13673 83092March 4514 5.43 64-!,4 35665 015 51.81 377 12908 13465 85403Ju,.o 72.05 3306 3942 374-71 7-57 41-75 29-68 152-79 161-34 947-87
SepDmber 8 23 68-43 35"15 398-60 11'53 31-99 $9.05 121.08 163 52 967.78
Oecember 77-52 69-05 25-80 425-56 13-20 38-17 71-32
1978 

3817 7l'3 115 19444 1.034 41M,?ch 71 29 17.57 139.29 344-62 5.31 31-26 39-80 197.77 198-23 1.155 13
June 6903 50-06 164-41 365-27 6-28 45-43 96"66 192-15 202-75 1.22204Seo'obw 7643 91-92 17531 38252 679 4924 88-47 184-76 232-62 1.28806
O'cembeq 95 75 11306 18934 388-28 19-69 52-65 10956 187-31 247-17 1,40941
19775-5 

058 871 24.7 .0.1Ma ch 9292 12010 203-77 393-95 20.27 6063 114-47 211.06 27714 1.494-31June 9490 142-87 22200 409.08 2061 113-87 88-40 226-38 29761 1.615 72S3Plemb. 10319 15D-56 248-83 414-11 20-61 87-43 93.74 227-89 322-33 1.66569
lcaiber 121 is 15352 25463 42128 18-79 80.16 148-95 222-57 350-68 1.771.75March 105132 15333 110.17 602.79 22-88 15952 101.95 241-97 36952 1.88445J-.ne 11512 243-39 373-60 453-85 13-41 32-30 205-77 202-93 -:21-45 2.061.82
Storrmbe 116112 301 -61 328-02 479-18 14-02 42-31 386-35 190-83 42643 2.28557
December 11695 31317 148-86 721-23 1094 s6-g 373-22 210-71 419-76 2.40564
March

'Hire purchase Includes lions or hire.purchase contracts on machinery, equipment or durable consumer goodsSuuIce: Specified Financial Institutions' Ouartrly Returns
N 0. Figures do not necessarily add up due to rounding.



TABLA; IV

FLAmPKO ALLOCATION o vey m r D1K rr Nlm Y 31 ? LlC Amp W YATz KZCous IN musI m to (noOO)

________ ,1/90 96/16 , £1190,. ,1976-1..4
1978/1979 197911990 1900/1961 o19o11982 19421t983 1-

SOiS ONt 500 1000 1000 13000 1750 2-00 Is,:
COMOKATIOU UIt3A HOUSING 2925 2712 2016 262 3836 4344 las

NAIROBI A3Pcr? - SO 75 500 1000 1000 2625

YGOVEamm ,ROVINCtA.L POOL, 00 350 400 550 700 900 3100' -STATF INOUSl ,
,I STAFF MORGAGE 1 400 400 750 o00 120 3650•1KIL9SM RAIVDYO1P- 720 962 1000 1000 1000 1000 5682

Loan's to Saving & Loan (1) Limited

for madium Cost Hoasing 117 "- 1175

Loans to !-FCI for Nedism eni .0 -00 125 600 600 N000

I-. Cost llous~ng _ _ _ _ _ _ _ _ _:CRAItIS TO HRDi 170 230 250 260 310 340 15
LAFOR ND NIN O U S 1 3ASD 600 543 600 700 g00 35,.1

SECOND NAIROBI 10.1 1771 2 iO0 2900 1009 - 9601
URBAN HOM&AA 536 lIS& 880. 377 116 - 3U6S |PROJECT KISUUIJ 558 16.0 1435 478 94 - 6205

TOTAL HOUSING (N.N.S.S.) G052 10762 10799 11745 11936

Institutional H.ousLng 22(1 2380 2470 2670 2800 3000 " 15S20 -

Total Central Covernmnt 10252 13142 13269 14615 14736 153"3 - 1120
iOCz AUTHOITY FROM IWOOZ OTHER - - - ,

T UN LOCAL SOURCES AND FOtZICN AID 1242 1360 1482 1630 1793 1972 9479

TOTAL PUBLIC S 11494 14502 14751 . 1604S - -16531 .17272- 9059 i

PRIVATE_ SCTOR 10200 --10950 -t 11700 12500 13250 160C00 72650 -

GRAND TOTAL 21696 25652 26451 2854 "711 31272 * 163269 "



1977 TERMS OF LIDING OF PRIVATE HOUSING FINANCE INSTITUTIONS TABLE V

Mortgage Loan Advance in Max Loan Charges in Min. Lease
Deposit Interest Rates Interest Rates % of Price (Shs 000) Maturity % of Loan Years

In-
Demand 1 mo. 1 yr 2 yrs New Old Invest New Existi g New Existing ves

EABS 6% 8% 8.5% Negotiable 10 10 12 70 60 500 15 10 15 ca 1% 40

8.5
Ken-
yans

EYCK 5% 7% 8% 10.5 10.5 12 90 90 400 20 20 15 ca 1% 30

S.&L. 6% 8% 8.5% 11 11 12 500 15 15 15 1% 25

CO-OP S% 51/8% 57/8% 57/8% 9% 9% 10% 80 75 5 5 5
BANK



1977 VITAL STATISTICS OF PRIVATE HOUSING FINANCE INSTITUTI(NS TABLE VI

(KShs)Mortgage Investments Other a. Shares Reserves Other Profits Running Tax Branches
Securities Assets b. Deposits Liabilities Costs

EABS 153.713.374 7.481.057 97.737.852 a. 134.134.955 12.267.924 2.472.395 11.150.654 5.826.361 2.244.918 Mombasa
b. 105.057.010

HFCK 317.421.245 17.143.845 77.979.127 a. 6.000.000 10.009.261 176.523.843 4.754.890 9.168.197 2.614.824 Mombasa
b. 213.582.885 Nakuru

S&L 165.348.260 19.068.660 42.971.920 a. 2.000.000 3.754.160 4.979.000 4.646.880 2.127.780
b. 216.655.680

Loans

CO-OP
BANK 232.578.02C 276.313.320 60.174.260 a. 23.669.000 2.422.220 83.641.420 6.733.640 11.124.200 2.757.910

b. 459.332.960

%0
w0
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RURAL SHELTER SECTOR

1ntroduction and Summary

1.1 Outline of Chapter

This chapter assesses the shelter situation in the rural
areas of Kenya: it analyses the present circumstances and
problems; discusses the programs and institutions developed
to meet these problems; and, in the context of the policies
to be instituted under the Fourth Development Plan, suggests
some further ways in which the situation may be ameliorated.

The subject is a very broad one, particularly insofar as the
problems and potential solutions vary so widely between regions
of the country. The team traveled extensively, undertaking
field investigations in the Thika and Limuru areas, in the
Machakos, Kitui, Kisumu and Siaya Districts, and in the coastal
area. Nevertheless, given the time available, the findings
of these visits could be little more than impressionistic.
Furthermore, the team found few documents to draw upon, except
for a handful of studies largely focusing on purely traditional
forms of house construction. In acknowledging present realities -

with rural housing increasingly composed of transitional and semi-
modernised structures - these studies are of limited relevance
to the present investigation.

It is therefore one of the main recommendations that more
detailed studies be undertaken within distinct geographical
areas, in order that more detailed programs of action may be
initiated.

This chapter is divided into five sections. The following
pages of this section summarise the main findings and reco-
mmendations of the team relating to shelter in the smaller
towns and in the rural areas cf Kenya. Section two presents
a picture of the present rural setting: settlement patterns,
an economic and demographic profile of rural households,
and a description of rural shelter. The following section
describes relevant official policies, and the main private
and public institutions that are assisting with rural shelter
development. Section four discusses the role of rural shelter
in the national development strategy. Tha final section
susnarises the policy and program prescription of the recently
published Five Year Development PlLn; and, through an analysis
of needs and constraints of rural shelter development, points
out gaps and some ways in which these could be filled.

It should be noted that although this chapter focuses on
shelter it also investigates the community facilities and
infrastructure which in a rural context are as important,
if not more so, than shelter itself.

1.2 Summary of Conclusions

Agriculture decisively dominates the Kenyan economy, supporting
approximately 85 per cent of the population and contributing
nearly 40 per cent ci GDP. Yet a large proportion of the
country is either arid or semi-arid with the result that three
quarters of the population occupies orly one eighthof the lard
area. Specific regions exhibit particular population pressures

on the land, resulting in migration both to the towns and -
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more importantly - to other rural areas. Thi, movements
create both benefits and disbenefits to the receiving areas
and to the areas of out-migration: the latter tend to lose
their younger, more well educated adult men, but gain by
way of cash remittances from their urban migraats.

Despite thn great improvements in the country s agricultural
production over the last decade, it is now clear that the
number of rural poor has been increasing, pArtly as a result
of individualisation of rights )vey: land aid the consequent
land market. Two opposing trends have emerged. There is a
growing concentration of land resources in fewer hands; while
among the poor it has been impossible zo avoid further frag-
mentation of already sub-economic plots partly because of
traditional rules of succession and partly because of the
inability of the urban job market to absorb sufficient surplus
rural labor.

Apart from its negative distributional effects, Kenya's
development strategy has to date placed little official
emphasis on rural shelter. Attitudes regarding the role
of housing in community development and welfare have remained
imprecise: apart from some very small financial input from
the government, and poorly-coordinated efforts by a few
agencies and individuals, shelter development has been left
increasingly to market forces. The current Development Plan
does exhibit greater concern about these and other policy
shortfalls, and should go further than in the recent past to
alleviate many of the hardships experienced in rural areas.
Nevertheless, many gaps will remain.

Traditional shelter has evolved and developed for many genera-
tions. As such, it forms a reflection of the cultural heri-

tage of the people, the physical environment, lifestyles
and the available constructhn materials. Now, however, rural
shelter in Kenya is in a transitional stage. Traditional
forms can no longer be found in many places by reason of
changed lifestyles, the influence of other cultures, the
depletion of certain traditional building materials and the
increased availability of modern materials. The most evident
change is the gradual disappearance of the round house in favor
of rectangular types. Similarly, construction techniques
have become more sophisticated, and there is a consequent growing
need for specialized labor.

In many rural areas, traditional building materials are becoming
increasingly scarce. The growing population is tending to
over-exploit a limited resource at the same time as reducing
that resource by extending cultivation into marginal lands,
the traditional sources of building materials. This scarcity
is obliging rural dwellers to look for alternative materials
and, in turn, causing increases in construction costs.

There is thus a growing market for modern materials in rural
Kenya. Nevertheless, the retail prices of many of these
materials are controlled from Nairobi, in a way which
encourages under-the-counter sales at inflated prices.

The land tenure system determines how, to whom and when land
can be released for development. The existing institutional
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information between Nairobi and rural householders. It is
reccmended that their staff be increased and relevant
training programs initiated.

3. Decontrol Prices of Building Materials

The present system of gazetting prices for building materials
is clearly counter-productive. It is recommended that price
controls be rcmoved, subject to careful monitoring to
determine that the change is effective in increasing supplies.

4. Accelerate the Local Afforestation Program

One of the key building materials - timber poles - is becoming
particularly scarce and expensive in many parts of the country.
The program of afforestation in small areas to meet local needs
of poles (and possibly of charcoal) should be expanded towards
meeting the demand.

5. Support Research into Appropriate Shelter Designs and

Technology

Several lines of research are currently in progress or
proposed, but they aze uncoordinated and appear unlikely
to lead to any concrete program. It is therefore recommended
that such research be encouraged, and that *ne Housing Research
and Development Unit prepare a program whereby experimental
and demonstration units may be erected in key locations through-
out the country.

6. Expand the Village Polytechnic Training Programs

Since village polytechnics offer a ready base for t:he training
of artisans skilled in construction, it is recommended that
their expansion b3 supported, especially insofar as it leads
to the increased availability of such skills in rural areas.

7. Support the Establishment of a National Housing Cooperative
-Agency

The principles of agricultural cooperatives have been demon-
strably appropriate for Kenya; self-help groups have been active
in shelter construction; and a study has shown that there is
potential for the development of shelter cooperatives both
wtith respect to construction end credit facilities. The
recommendations of the study relating to the establishment
of a National Housing Cooperative Agency are therefore
supported.

8. Introduce a Loan Scheme for Roof, Floor and/or Wall
Construction

In order that households with no security for loans from the
National Housing Corporation may make small imp:ovements to
their houses, the team believes that corporate security may
be provided by a group of householders, on lines similar to
those used for roof loans to villagers in Ghana. It is
therefore recommended that a study be initiated to determine
the feasibility of a scheme of this nature.
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framework effectively provides mortgage facilities only to
those with land titles. Even to landowners, however, methods
of obtaining credit on land security remain a puzzle: generally
ignorance of legal rights and limitations prevail. Conse-
quently, land development potential (including that of shelter
development) is not adequately tapped.

The Government continues to give greater attention to urban
than to rural shelter; throughout the history of Kenya, the
impetus of rural shelter development has been left to the
people. Some assistance is provided by way of technical
advice, type plans and loans for construction; but efforts are
minimal. A few other agencies concerned with technical
training, water supply and health improvements are also showing
some interest; but the impact of this interest has not yet
been felt.

The difficulths of providing greater assistance should not be
underrated. Yet there are sound developmental reasons why
further inputs to raise the level of rural housing construction
would be beneficial. These include: the improvement of health,
increases in productivity, expansion of employment opportunities,
maintenance of cultural stability, the promotion of locational
policies, and the reduction of income inequalities.

The identification of rural shelter needs and constraints can
only be comprehensively undertaken on a local level because
each region of the country features a unique mix of problems.
However, in the broad context of shelter, certain problems
are common. These include low or non-existent cash incomes,
insecurity of tenure and landlessness, restricted loan faci-
lities, shortages of traditional building materials, shortages
or non-availability of modern materials, tools and skills,
increasing costs and socio-cultural constraints. A further
development constraint is the unclear national committment
to improving rural shelter conditions.

1.3 Summary of Recommendations

Relating this analysis with potentials for further action,
the team has made the following recommendations for limited
governmental initiatives which would help to resolve the
problems both of quality and of quantity of rural shelter.

1. Strengthen the National Housing Corporation's Rural
Housing Loan Scheme

The importance of the scheme has been recognized by Government
by a recent substantial increase in the budgetary allocation
for the fund. Nevertheless, little is known about the mechanics
of the fund, and it is recommended that these be carefully studied,
if necessary to support applications for a yet greater increase
in its allocations. Management of the scheme is weak; and
the impracticality of lending to individuals as opposed to
groups, in particular, should be examined by the team proposed
to investigate the operations of the Housing Corporation.

2. Strengthen the Role of the Provincial Housing Officers

These field officers of the Ministry of Housing and Social
Services could play a much more significant role in disseminating
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9. Enforce and Expand the Provisions of the Employment Act

A number of large-scale employers in rural areas are particularly
lax in promoting the welfare of their employees as regards
their shelter. It is recommended both that the provisions
of the Employment Act (requiring, in certain circumstances,
that employers provide either housing or an allowance to their
employees) be enforced; and that, subsequently, the Act be
strengthened by defining the circumstances in which it will be
obligatory to provide minimum-standard housing. If these
employers can be induced to provide such housing for individual
or group ownership by the occupants such attempts should be
baadepoNsibly in the form of attractive finance or taxation
terms.

10. Improvement of Community Facilities and Other Types of
Infrastructure

It is recognized that access to such shelter related services
as potable water, dispensaries, training facilities and
comunication links is of great importance to the viability
of rural settlements. An increased awareness of this fact
by government should lead to a more decisive and more closely
coordinated effort in promoting these components of rural
shelter wherever housing schemes in rural areas are contemplated.

of these recommendations, it is envisaged that support could be
solicited by the Government of Kenya from AID or other aid
organisations for the following:

- If systematic study shows the need and administrative
capability, additional funds could be directed to the
Rural Housing Loan Fund;

- Training programs for staff of the offices of Provincial
Housing Officers;

- Financial and technical assistance towards local-resource
afforestation programs;

- Financial or technical assistance for studies on appropriate
designs and technology for rural shelter;

- Training programs for village polytechnic instructors;

- Technical assistance in the establishment of a National
Housing Cooperative Agency;

- Assistance towards a study to determine the feasibility of
a roof, wall and floor loan scheme.

2 The Present Rural Setting

2.1 Demographic Trends

2.1.1 Population Movements

As indicated in the preceding chapter, the majority of Kenya's
population lives in the rural areas: 86 per cent according to
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the official definition of "urban" settlements, or 88 per
cent if the smaller settlements are classified "rural".
The economy is dominated by agriculture, with probably more

than 85 per cent of the population depending on it for a
livelihood, while some 35 to 40 per cent of GDP originates
from it.

POPULATION GROWTH AND DISTRIBUTION, 1969-1978

-1969 1978 --------- % Change p.a.

no. (10)% no. ('000) %

urban 1,112 10.2 2,148 14.5 7.6

10,000) (957 8.7 1,758 11.8 7.0 )

10,000) (156 1.# 390 2.6 11.7 )

rural 9,831 89.8 12,708 85.5 2.9

Kenya 10,943 100.0 14,856 100.0 3.5

The prucess of urbanization has reduced the growth rate of the
rural population from 3.5 to some 2.9 per cent per annum. More

significant, however, than the overall rate of growth is the

extent of regional variation in the size and rates of growth -

and, by extension, also of ethnic variations. Recent estimates

suggest that it is the major ethnic groups which have the

higher rates of population increase, with thn highest in areas
where land shortage is already perceived as a problem: parti-
cularly in the Western, Central and Nyanza Provinces.

ESTIMATED POPULATION GROWTH RATES BY PROVINCE

% p.a.

Central 3.2
Coast 2.7
Eastern 3.0
Nyanza 3.6
Rift Valley 3.1
Wastern 3.7

Source: Kenya Statistical Digest Vol. IX, No. 2, June, 1971

An important factor affectii.g the planning of human settlements
is the density and distribution of population, which varies
greatly from region to region. The overall density has risen
from 19 people per square kilometer in 1969 to an estimated
24 today. In these terms, Kenya appears to be relatively
empty, but the picture changes drastically on closer exami-
nation. Thus, more than 70 per cent of Kenya's land area is
either arid or marginal land which cannot fruitfully be ex-
ploLted given the existing levels of agiicultural technology
and methods of animal husbandry. More than 75 per cent of the
country's population occupies only 12.5 per cent of the land area.

(Note to top table above)
Source: Human Settlements in Kenya: "urban" ponulation taken as

those within urban boundaries following 1971 extensions;"low"

estimates for Nairobi and Mombasa, "high" estimates for all
other urban areas.
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It is largely because of land pressures that substantial
movements of people have been experienced in Kenya. In
1969, nearly 13 per cent of the total adult population
was enumerated in districts other than those in which they
were Yorn. The dominant ireas of out-migration are in the
Central, Western, Nyanza tnd Eastern Provinces. While there
Is also some considerable Livement within these provinces
frcm high to low density art is, rigratory movements seem to
terminate in the Rift Valley cnd, to a lesser extent, the
Coast Province.

The relationahip between variitions in land availability
and the inflow or outflow of population between districts
is not a simple one. Rights of individual access and use
of land, relative profitability of agriculture, as indeed
alternative opportunities for employment and other social
and cultural factors (including feelings of tribal exclu-
siveness) are all likely to influence the rate of migration
to agricultural locacions.

Thus, in addition to the well-documented movements sparked off
by the colonial alienation of land, an important category
of rural migration has comprised i.vement to land frontier
areas - unoccupied lands o- lAnd formerly designated Crown
Land. Sometimes known as "spontaieous rural migration",
this category accounts for perhars the largest number of
population movements in Kenya in modern times.

As important as the movements themselves Js the selectivity
of migration. Early studies in various parts of Africa
indicated a high propensity of young adults to migrate to
urban destinations. In Kenya one study reports a peak of
15 - 25 years, and another adduces evidence indicating that
persons older than 45 years in the urban migration stream
are fewer than those actually returning from urban centen.

Migration also is selective with respect to sex and education:
taere is a very strong association between the degree o" education
received and the incidence of urban migration; and men arb lore
likely to migrate to the towns than are women. This is perhaps
explained in part by the relative levels of education cZ male
and female children.

In summary then, the profile of rural-urban migrants presents
relatively young, educated men in the prime of their working
life moving from predominantly agricultural areas. A smaller
stream comprising similarly young men, but perhaps with lower
levels of education, moving from poor agricultural areas to
areas of commercial agriculture to hire themselves out as
agricultural laborers. A reverse stream, representing "retirement
migration", has also been identified as involving older men
moving back to the rural rreas.

Recent investigations indicate different characteristics of rural-
rural migration. This, being distinguished by the migrant's
desire to settle peimanently in their places of destination,
typically takes place at a stage in the family cycle when the
number of male children above the age of 15 may be viewed as
presenting a real or potential constraint on personal land
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resources. Consequently, the average age of rural migrants

is higher than that of their urban counterparts.

But if rural migrants have remained more elderly than urban

migrants, their level of education and consequently income

levels have recently been changing. As the land frontier

has virtually closed up and land prices have increased, so

the prospect of rural relocation has been pushed virtually

beyond the means of all but the relatively wealthy. Interpreted

against political and economic polidies in Kenya, the

emergent trends in rural migration suggest a widening of the

gap in rural incomes. It is, however, believed that the social

significance of the polarization thus emerging from the patterns

of land and income distribution may not be fully felt for some

time to come. The practical implications of these observations

provoke some searching questions about Kenya's settlement

policy and its effectiveness in providing subsisteitce and

employment to the landless and unemployed: these are raised

in section 3.1.2 of this chapter.

It is a moot point whether the impact of urban migration upon

rural areas is itself generally positive or negative. For

while in some areas the absence of large numbers of men has

had a deleterious effert on agricultural productivity, and

the outflow from rural areas of the relatively well educated

may have drained those areas of "leadership" and entrepreneurial

talent, yet in other situations the migri~nts have contributed

to the economic well-being of their families and kinsmen by

making regular cash remittances. Ultime' .ly, however, the

explanation for this variation may lie in the opportunities for

cash investment in agriculture in the migrants' places of origin.

The general picture in L n of the co.ntry is that th: select-

ivity of urban migration leaves in the rural area old men, women

tnd dependant children. It is the women w,.- are left to operate

the rural households and small holdings. The 1969 Census showed,

for instance, that about 525,000 rural housoholds were headed

by women: presumably most of the males being employed in towns.

Other evidence indicates that the number of people living in

split rural-urban households is very large. The Kenyan family

in many cases has been characterized as comprising 'one family

(but) two households".

Intensive studies in Nairobi have documented the level of

remittances by rural migrants to their places of origin. Thus

it has been estimated that slightly more than 20 per cent of

the urban wage bill is remitted to rural areas: the lower the

income of the urban dweller, the higher is the proportion of

income remitted.

These fluctuations in remittances take on greater significance

when it is realised that the great majority of urban workers

in Kenya co not have any significant old age retirement benefits,

nor has the country yet evolved a comprehensive social security

system. In the light of these realities, urban residents are

impelled to maintain strong economic and social ties with their

kinsmen in the only places where they may have an automatic 
claim

to social security based on their claim to the land. 
Not sur-

prisingly, the majority of urban workers do not see themselves
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as trmanent urbanites; they expect eventually to return totheir rural places of origin. The reality of the family beingsplit into two households is bound to remain for a long time.

2.1.2 Rural Household Profile

As a result of high fe tility rates, the rural population isyoung: 50 per cent are aged below 15 years, and 5 per cent
are aged 60 or above. This results in a high dependancy
ratio (127), which some analysts believe'will irrease
further. Overall, the male to female ratio is 9U0OO,presumably a resilt of the predominantly male migrations
to urban areas. 3nly in Nyanza Province does the male to
female ratio exceed 100.

The average rural household size is of 6.97 people, with the
median size in the range from 6 to 7 pecpie. In the Coast.Province, the average is higher, at aruind 8 people per house-hold. Some 22 per cent of households i.re headed by women - "again, a result of selective migration; the majority of these
female household heads were aged 30 years and over.

Almost three quarters of household heads remaining in the rural.areas havo never attended school; although- as would beexpected - the proportion of the population never having
been to school fnlls with decreasing age. There still remainabout one third of rural. children of school age who are
neither attending nor have ever attended school.

The compilation of an economic profile is complicated by thefact that members of rural households will have jobs in morethan one sector: the head perhaps being a small-scale farmer,with other members of his household working in non-farm ozcu-
pations. The table below should therefore be interpreted withcaution: indicating that the great majority of rural householdsare living on small farms (mt ;t as smallholders, a few as casual
workers), but with a substantial minority as pastoralists oremployees (on large farms, in government service, in non-farm
activities such as agricultural processing industries or commerce.)

TABLE RURAL EMPLOYMENT, 1976

no.('OOO) %

Modern Sector 915 13.8
Small scale agriculc. 2,665 72.3
Pastoralists 390 10.6
Rural non-farm 125 3.4

All rural 3,688 100.0

Source: Development Plan 1979 - 1983, and estimates based on
Economic Survey, 1978

Statistics in Lhis and the following sections are largely
derived from a report of the Second Round (1976/77) of theIntegrated Rural Survey, in Social Perspectives vol. 3, no.2(CBA, December. 1978); the survey excluded the urban popu-
lation and those living on small and medium farms, as well as
pastoral peoples.
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Of those in the *small farm" group, about 12 per cent of the
labor force were reported as having no occupation. 46 per
cent had holdings of less than 1 hectare, while 14 per cent
had no land holdings at all.

The mean annual income of smallholders is Shs 3,900 (1976/77),
with median income in the range of Shs 2,000 to 3,000. 52 per
cent had incomes below Shs 3,000 annually, the Government's
official "poverty line".

2.2 Settlement and Shelter Characteristics

2.2.1 Settlement Patterns

There are three distinct islands of concentration of population
in the country, in areas with fertile soils and an adequate
rainfall: in the lake basin west of the Rift Valley, stretching
north from the Tanzanian border to Mount Elgon; the central
highlands, north of Nairobi, encompassing the slopes of the
Aberdare (Nyandarua) Range, Mount Kenya and the Meru Hills;
and the coastal belt along the Indian Ocean between the
Tanzanian border and the Galana river. Within these regions
the 1969 density of population ranged between 150 and 600
persons per square kilometer (comparing with an average for
the whole of Kenya of 19).

Throughout these well-watered areas of sedentary agriculture,
families tend to live in nuclear units; in contemporary times,
with a preponderance of perennial crops, coupled with an
increasing land shortage, there is relatively little movement
of homes. The broad picture emerging since Independence is,
indeed, of an even more scattered settlement pattern in many
areas, induced by the introduction of individual ownership of
land.

In the relatively drier parts of the country, where land use
is relatively extensive, families live in larger composite units,
sometimes comprising three generations. Movement of homes here
is more frequent, especially among the pastoral populations.

In the Kenyan context, the notion of "village" is riddled with
ambiguity of definition. In rany places, thn village is
conceived in socio-cultural rather than physical terms. Thus
people may talk of a village even where no agglomeration of
dwellings is apparent so long as several scattered homesteads
within a geographically contiguous area are occupied by people
who constitute a lineage, clan or other kinship group. Given
the relative simplicity ok sheltet, the abundance of traditional
building materials in the past, and consiquently the ease of
movement of homesteads, human habitation was conditioned by
socio-cultural dictates; people dj.d not &dapt themselves to
fixed homes.

Given this scattering of population, it should be expected that
access to services such as schools, markets and health centres
is often poor. Access does vary widely from district to
district, but the following figures for the rural population
as a whole are nevertheless indicative. Four-fifths of the
population are more than 2 kilometers distant from a secondary
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schooll a third have to travel over 2 km from home to a shop;

and more than a half are 2 km distant from a bus route. The

average distance from home to the principal source of water

is 1.65 km, ranging from 0.92 in Central Province to 2.72 km

in Coast Province (which takes in vdst areas of arid country

in the hinterland of the coastal strip).

2.2.2 Rural Homesteads

Housing styles and construction skills havo been developed

and passed from one generation to the next, forming a perfect

reflection of the people's life-styles and cultures. For the

majority of the people in Kenya's rural areas, a homestead

would typically consist of several huts, a separate kitchen,

grain store, cattle sheds, pit latrine and a dumping pit, all

within a fenced compound. Different activities would be

carried out in different structures; and communal activities,

such as feasting and dancing, in the open courtyard.

Insofar as it is possible to generalise, the typical dwelling

will have earth floors and mud walls, although a higher pro-

portinn I.n the Central and Eastern Provinces have concrete

floors (12 and 11 per cent respectively) and walls of perma-

nent materials (12 and 19 per cent). Over two-thirds of all

dwellings have roofs thatched from various materials, but with

the Central and Eastern Provinces again showing a marked pro-

portion with roofs of corrugated iron sheets (57 and 35 per

cent respectively). A tiny proportion of rural dwellings

are connected to a main sewer; three-fifths used pit latrines,

and the rest had no sanitation whatever. 15 per cent drew

their water from a piped source; 23 pjr cent from a spring,

and 40 per cent normally from a stream. Less than 1 per cent

of all rural households had access to electricity.

Cultural differences relating to shelter can be marked between

regions. Thus local customs among the Kamba people require that

males over 15 years old construct their own shelter; while among

the Luo people and in Central Province, newly-married couples

can in no way share the same roof with their parents, even if there

is ample space in their homes. The Giriama elders of Coast

Province have a great attachment to their traditional huts,

preferring them to the Swahili type of house found elsewhere in

the same region.

Other traditions remain strong. Some communities in the coastal

belt, for instance, fear to build prestigious shelter or to

improve it to the extent that it becomes prominent, that they may

be accused of witchcraft. For similar reasons, loan-financed

development may be held unacceptable.

In some communities, people prefPr to build houses individually;

in others (such as around Machakos, in Central Province and in

Taita-Taveta) self-help groups work at roofing, construction and

repairs. The team found, however, an overall reduction in self-

help efforts throughout the country.

Traditional building styles do have their disadvantages. One

of these is that very frequent maintenance is required: grass
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and reed roofs tend to leak from two to five years after
installations makuti roofs, after four or five years;
papyrus roofs, after ten to fifteen years. Nevertheless,
the team did identify well-maintained mud houses of forty
years and older; and ascertained that Swahili-type houses can
last up to fifty years.

There are also perceived problems of health (insects harbored
in the earth floors, mud walls and thatched roofs), of
ventilation, of lighting (particularly for reading) and of
fire hazards. These are problems which call for new design
but not necessarily utilising new materials cr radically
different construction techniques. Indeed, the use of some
non-traditional materials, such as GC1 roofs, can be positively
harmful by exaggerating temperature differences internally
and, in the highlands, creating problems of condensation.

Cultural interaction is helping to bring about changes. It is
found that whereas old people may prefer to live in traditional
grass-thatched round huts, in many cases their children will
opt for wmodern" tin-roofed rectangular structures.

Changes in land use, largely brought about by increasing popu-
lation pressures on the land, too, are requiring radical change!
in shelter. For one thing, shortages of cultivable land call
for a more compact form of development than hitherto. This
does not, however, necessarily demand that cultural traditions
on use of space be abandoned, but more that homesteads be
grouped rather than scattered.

More importantly in the short term, demands on traditional
buading materials coupled with a decrease in their supply
(resulting from the more extensive use of land) is bringing
about widespread local shortages of these materials. Thus
in the sugar belt areas of Nyanza Province there is a lack
of timb~r poles, grass reeds and papyrus for building. In
some parte of Coast Province, palm leaves and mangrove poles
are running out. The team found similar shortages also in
the Machakos and Kitul Districts.

This depletion of materials is causing people to turn to
alternatives which are generally more expensive and, in many
cases, may result in an inferior structure. The team found
that imported cement blocks have become competitive with fired
bricks in the Mutumo area of Kitui District; and that quarried
stones from Kedowa have replaced the original sun-dried and
fire-burnt bricks of the Luanda-Maseno area. Additionally, use
of these new materials often requires specialised skills for
construction: skills which may not be available in many parts
of the country.

The prices of many of the manufactured materials are government-
controlled: gazette notices legislate on the price of cement,
GCI sheets, roofing nails and others. One notable exception is
timber. However, profit margins for both manufacturers and
dealers are said to be inadequate, and it is argued that prices
need to be modified to take account of increases in the cost of
inputs and of transportation. Unrealistically-set prices have
caused widespread shortages of certain key materials. An extremo
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example is of roofing nails: the gazetted price was such
that one of the major producers closed his plant, selling off
the machinery to Zambia. Other problems relating to the
availability of building materials are of distribution: a
recent example is of cement, which problems have now largely
been overcome.

That there are shortages, however, does not invariably mean
that the materials are not available. For in many places there
is a thriving black market, in turn forcing prices above
realistic levels.

Costs of transport are an important factor in overall costs-
of construction in rural areas: (quite apart from costs the distri-
bution of building materials such as cement has often left much
to be desired). For NHC standard houses, it was calcu-
lated in 1972 that premia over the construction cost in Nairobi
ranged up to 10 per cent for the other main urban areas, and
up to 100 per cent for the smaller and more remote towns.
Ironically, then, NHC-type housing in the more distant parts
of the country is much more expensive than similar housing in
urban areas, whereas even high quality indigenous housing there
is much cheaper.

In general, then, in the sparsely-populated areas, traditional
building materials may still be readily available; but imported
materials are either not available or at high cost. In the
more densely-populated areas, traditional materials are hard
to come by, but modern materials are more easily accessible
and at relatively lower prices. The one main exception to this
rule is the coastal area, which has potentially rich supplies of
coconut (for makuti roofing, and coir for walling); and with
fairly ready access to Mombasa with its major building materials
industries.

All of these forces, economic, structural and cultural, are
bringing about changes in the physical form of rural housing,
from traditional to modern. Traditional shelter is largely
self-built, cheap and constructed out of local materials; it
ia, by and large, built of flexible materials from ground
level to roof without utilising rigid materials. In the
transitional stage, the round is replaced by rectangular shapes,
with support pillars up to wall-plate level. The roofinq
material is still of local materials, such as grass, reed,
leaves, papyrus. The space within the structure continues to
reflect culture and social organisation of the people. The
final stage of rural shelter development is the "modern" house,
using imported materials and requiring skilled artisans for
its construction. These houses are to be found more in settle-
ments where building standards are enforced, and where construc-
tion is undertaken by public or private agencies on behalf of
the occupants.

There are, however, many people who, having low cash incomes, and
being unable to build traditional structures, cannot afford to
construct modern shelter. This condition may have a number
of results. For some, it results in a break-down of traditions:
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families live together in defiance of custom. Others may live

In structures which no longer give adequate shelter from the

elements. It may also result in increased migration to the
towns, in the hope of obtaining sufficient income to remit to

their home areas for the construction of their own, "modern"
homes.

2.2.3 Settlement Villages and Agro-Industries

As a result of increased population pressure, economic modern-
ization, changes in tenurial rights over land or the necessity

for greater administrative control, the indigenous people have

'been forced also to change their settlement patterns. Village

settlements in rurAl Kenya today include some predicated upon
religious affinLtios, (such as KaraL village with Islamic
foundations), ox those originating from the needs for strategic
control of populations (many villages in Central Province
formerly started as a counter-insurgency measure during the
Mau Mau revolt). Today many such villages, as indeed some of
the service centers, provide shelter to many of the landless
who have since bean displaced as a result of population pressure
and land reform.

But the most significant impulse in recent times for the estab-
lishment of village settlements has come from government develop,
ment schemes. An example of this is provided by the irrigation
-schemes in which dwellings are grouped together, partly to allow
for the maximum rational use of irrigated land for agricultural
production. It must be pointed out that in all the irrigation
schemes in Kenya, with perhaps the exception of recent expansioni
in Mwea/Tabere, the quality of shelter, provision of basic
services and amenities and the level of social integration in
general paint a very disappointing picture.

In nearly all the schemes the tenants, many of whom had been
original residents an the land acquired for irrigation, occupy
the land as temporary tenants and may be evicted if they fail
to satisfy conditions laid down by the management. The house
provided, although varying in design, is generally of mud walls
and corrugated iron roofing, one single unpartitioned room with
no provision for storage or kitchen. There is no provision
for domestic water, and often tenants resort to irrigation

-channels whose water may be chemically polluted.

Domestic fuel has to be brought in over long distances and
at very high prices, the same it true for some food xequirements

As has been observed with respect to Asia, most settlement
programs are designed to achieve something else: to increase
agricultural production, open up new lands, alleviate rural
poverty, provide land to the landless, and so on. With the
experience of irrigation settlement programs in Kenya one cannot
avoid to conclude that one of their objectives is to increase
government revenue through increased agricultural production.
With respect to the quality of shelter and general social
welfare, the example set by the government here should not be
encouraged elsewhere.
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Given the performance of the government itself in providing

shelter and other amenities in their own irrigation settlement

schemes, it is not surprising that it has been very difficult
to persuade employers in other agricultural Industries to
improve the quality of shelter for their employees. Being
among the earliest economic enterprises dating back to tol-

onial history, plantation agriculture plays an important
role in the national economy. The large farm sector employs
about 260,000 workers, of whom it is estimated, less than
half are housed by the employer.

HistorLcally, the employees in agricultural plantations have
been the most deprived in terms of shelter and social services.
In the past the majority of workers in this sector were pro-
vided at best with a single room of the most rudimentary basic
shelter and sometimes even the single room was shared among
two or more workers. The logic appears to have been.to pro-
vide the worker not with dwelling space but rater only a bed
space. This may have appeared justified at an earlier time
when labor migrants were target-satisfiers, working only for a
short time before returning to their places of origin. But this
is not the case now, and plantation labor, except for fulfilling
the most seasonal tasks, has become relatively more permanent.
Housing conditions, however, continue to be very poor, and
although the government has often urged such employers to improve
housing conditions for their workers, no clear mechanisms
appear to have emerged for the enforcement of such directives.

Characteristically, the older agro-industries still provide
the poorest housing and other social amenities for their
workers, while their impact on surrounding rural communities
has generally been more diffused. This is partly due to the
fact that land alienation, displacement of populations and
any change in the indigenous economy was bound to have less
dramatic affects at the turn of the century than they would

today. It was then relatively easy to relocate and start a

new life elsewhere since there was at least some land frontier.
The varied impact of agro-Lndustries on rural settlement and
housing quality in Kenya today is summarised in brief case
studies in Annex II.

2.2.4 Intermediate Level Centers

Some 2.6 per cent of the population is living in the smaller
towns in Kenya, those with a 1969 population between 2,000
and 10,000. Generally, these towns are in a transitory stage
from rural to urban, and their characteristic functions and
level of service differ from both pure rural and urban. The
line of demarc-Aion, however, from the first to the second
stage, and from the second to the third is not easily discernible.

In visiting a number of these small towns, the team found in-
adequate shelter for all categories of the population. A
common practice is to rent one-roomed units at the back of
shops at relatively very high prices. In Siaya, for instance,
single rooms, 3 x 4m, rented for Shs 275 per month exclusL
of light. Water is from a common tap outside, as is a common
shower and toilet. Those many households who cannot afford
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such rents are obliged to live in substandard housing and
insanitary environment in nearby squatter settlements.

The Government has identified 27 of these towns (in additicn
to the 11 larger townsJ which are eligible for urban low cost
housing development funds.* (The selection criteria for
these centers was that demard would justify project sizes
exceeding KE37,500 in 1974, or of 76 units or more. Such
centers usually have over 4,000 inhabitants and with growth
rates exceeding 7 per cent per annum).

A certain amount of public low-cost housing is being con-
structed in these towns, albeit well below the calculated
need. These programs are typified by the AID/NHC project
described elsewhere in this report.

3 Present Programs and Policies

3.1 Policies

3.1.1 Rural Development Policies

Although the concept of rural developmont has been evolving
over time, its ambiguity appears to have persisted. Thus
during the 1960's and early 1970's the focus was on extending
the reach of administrative and other institutions of the
central government, together with some attempt to induce
rural communities to adopt rational economic calculations
instead of relying on the dictates of tradition. Many of
these objectives of "community development" failed to realise
any tangible gains, in part due to the fact that the govern-
mental efforts lacked coherent integration and were being
implemented piecemeal to satisfy narrowly specific goals.

The realisation of the 1960's that agricultural growth was
stagnating gave rise to the idea that modern technology would
solve most of the acute problems of the rural areas. The
programs introduced certainly did in.uc~e an impressive expan-
sion in agricultural output, mainl- from the smallholder. areas.
But, by being generzlly lluit:d to the agriculuurally high
potential areas, the strategy failed to help tY great majority
of the rural population. Although land distribucion programs were
popularised under such titles as the "Million Acre Settlement
Scheme", they have nevertheless been more supportive of the
better-placed, morp enterprising and oftin wealthier indivi-
duals, especially ;hose in the more fertile areas engaged in commer-
cial farming. It has even been suggested that landlessness and
the extent of rural poverty has become more acute. Official
policy was, however -

"To make the economy as a whole grow as fast as
possible, development money should be invested
where it will yield the largest increase in net
output. This approach will clearly favor the
development of areas having abundant natural
resources, good land, and rainfall, transport
and power facilities, and people receptive to
and active in development." (Sessional Paper No.
10 of 1965)

* Nairobi, Thika, Kiambu, Murang'a, Nyahururu, 01 Kalou, Nyeri,
Karatina, halindi, Kilifi, Mombasa, Voi, Wundanyi, Embu, Isiolo,
Kitui, Machakos, Athi River, Meru, Kisii, Kisvmu, Homa Bay, Kericho,
Londiani, Nanyuki, Nakuru, Molo, Naivasha, Njoro, Elburgon, Kapsabet,
Narok, Kitale, Eldoret, Bungoma, Webuye, Kakamega, Mumias = 38.
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The widening income disparities combined with rural-urban
inequalities served to increase the rate of rural-urban
migration, even though the majority of the urban migrants
could not immediat,,ly find acceptAble employment. It was
in this context that the first experiment in integrated rural
development was launched in 1969.

This Special Rural Development Programme (SRDP) was aimed
to increase rural production, incomes and employment through
local and popular participation. It sought to coordinate the
provision of services such as marketing, credit, agricultural
extension, health services, roads, water supplies and housing.
It entailed building a machinery for planning and implementing
the project; thus, besides trying to integrate the efforts of
various ministries, it was essential that the SRDP have an
experimental component.

Because it appeared to undermine the institutional justification
for already-existing government departments and agencies, the
SRDP had difficulty in getting off the ground. Its eventual
success or failure was ultimately determined by the nature of
institutional bottlenecks, administrative skills of the program
coordinators and financial constraints. Significantly, an
evaluation of the program, while indicating some limited
successes, was largely negative.

The SRDP has subsequently been phased out, to be replaced by
the Integrated Agricultural Development Project; this is
still in its early stages of implementation. To the extent
that this is a project of a single ministry and focuses primarily
on agricultural production, it can be said to be narrower in
scope than the SRDP. This being the case, the question still
remains about the urgency with which the government intends
to pursue integrated rural development.

The focus of the Second Development Plan, reinforced by the
third Plan, was rural development. ("The strategy of the Plan is
to direct an increasing share of the total resources available
to the nation towards rural areas." 1970-74 Plan, p.2 ; 1974-78
Plan, p. 109! Apart from increasing agricultural production and
rural welfare, part of the objective of this strategy was to stem
urban migration by creating employment in the zural areas. It
would appear that the objectives have, however, not been mani-
fested in the patterns of government expenditure. While expen-
diture targets of the Plan as a whole have generally been
exceeded, those on agriculture and other rural services have
generally lagged; they have, indeed, been almost static since
independence.

Experience suggests that a strategy of rural development
with the objective of stemming urban-rural migration without
other basic structural and institutional transformations is
unlikely to succeed. Kenya may, indeed, already be nearing
the limit of the ability of the land to provide a means of
livelihood for all her population under the existing institu-
tional arrangements. The implication is that a basic re-
assessment and far-reaching transformation of the present
land policy, including the patterns of rural development, is
called for. The goal of such a new policy would be to find
lasting solutions to the problem of rural poverty, landlessness
and urban unemployment. The first steps in this direction are
suggested in the current Development Plan (see discussion of
these in 5.1)
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GOVERNMENT DEVELOPMENT EXPENDITURE ON AGRICULTURE
AND SELECTED RURAL SERVICES, 1966/67 - 1972/73

( in £ million)

Category '66/67 '67/68 '68/69 '69/70 '70/71 '71/72 172/731

Agziculture2  5.5 4.7 5.4 4.9 5.1 6.9 6.4
Lant resettle-mens a 2.5 1.8 2.4 1.5 1.8 2.7 1.3

Rural water 3  5
supply 0.1 0.2 0.4 0.4 0.5 0.8 1.0

Rural roads
4  0.7 1.3 1.5 1.8 4.9 3.8 5.05

Total Capital
expenditure 16.6 21.8 26.8 31.0 44.4 48.3 64.9

Share of agri-
culture in ca-
pital expenditure 33.1 21.6 20.1 15.8 11.5 14.3 9.9
C')

Share of rural
water supply and
rural roads in
capital expendi-
ture (%) 4.8 6.9 7.1 7.1 12.2 8.6 9.2

(1) Provisional
(2) These figures exclude government expenditure on land adjudication.
(3) This represents the development expenditure of Water Development

Division on rural water supplies plus the water development

expenditures of the Ministry of Health, Lands and Settlement,
and Cooperatives and Social Services; taken from Economic

Survey (annual).
(4) This is the development Expenditure of the government on settlement,

feeder, tea, sugar, and similar roads. Taken from Appropriation
Accounts (annual).

(5) Projection of the trend.

Source: Statistical Abstracts (annual).

3.1.2 Land Tenure Policies

In the last decade of colonial government, agricultural
reformers had argued that customary African land tenure was
detrimental to prosperity by encouraging excessive fragmen-
tation and by discouraging commercial enterprise based on
land. This system, therefore, it was argued, inhibited growth

in the productivity of the land. As a result of the Swynnerton

Plan (1954), land tenure reforms were introduced, with individual
freehold titles and a free market in land. These reforms were
modelled on experience during the Industrial Revolution in

Europe, conditions which did not hold in contemporary Kenya.

They resulted here in aggravated rural destitution, possibly

in the polarization of rural classes, and in increased landless-

ness. (It has recently been estimated that there are 410,000

landless and squatter familier throughout the country; the team
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believes this to be an underestimate, particularly in view
of the figure of at least 130,000 squatters i the coastal
strip alone.)

The residual customary ties and kinship obligations have
tended to mute and confuse the extent of socio-economic
polarisation. Nor, in the absence of profitable options
for land use in some areas of the country, has the emergent
land market led to increased productivity and greater incomes.
Two major opposing trends have emerged from the land tenure
reforms and the concomitant land market. On the one hand, there
is evidence of concentration of land rusources in fewer hands.
On the other, especially among the poorer sections of the
rural population with already insufficient land and little
income from non-agricultural activities, it has been impossible
to avoid further fragmentation of the scattered sub-economic
parcels in order to allow for customary inheritance obligations
or to discharge certain financial obligations.

The idea that land should not be divided after registration
beyond a certain minimum area assumed that there would be
alternative income-earning opportunities for the surplus
labor, and a restrictive rule of succession. The reforms did not,
however, include provisions for incorporating and streamlining
customary rules of succession. This has resulted in land
fragmentation to such an extent that in some areas cultivation
has been abandoned. (Official records do not reveal the extent
of land fragmentation today since most of the partitiins and
subdivisions subsequent to registration are never recorded.)

One of the arguments pursued most zealously in support of land
tenure reform was the capacity of individualisation to attract
farm credit. In the early years following Independence, state
credit agencies were eager to lend money on the security of
land titles. Recently, however, both public and private
credit agencies have become very reluctant to advance credit
to small farmers. This is partly explained by the risky
nature of small farm operation. The crucial factor, however,
is their inability to effect foreclosure since, in many parts
of Kenya there may not be buyers for a rural property in which
there is a grave, even given the tribal exclusiveness of land.

The implications of these trends on the flow of financial
credit to rural areas have been summarized by the observation
that the original theory of title deeds being sufficient for
the acquisition of loans has given way to a formula that
excludes all but those who are in a position to offer substantial
collaterals including urban property, salary attachments and
the like. The title, as is evident in the operation of the
NHC rural housing scheme loan scheme (Uection 3.2.2 below), is
considered merely as a necessary condition for application,
but hardly a sufficient one.

In addition, a situation appears to have emerged in which
agricultural land is being used to secure loans for commercial
and other non-farm enterprises. In effect, then, and partly
as a result of population pressures and the socio-cultural
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attitudes towards land, individualisation of land and the
negotiability of title that came with it is likely in the
long run to lead to credit shortages within agriculture and
to hamper development except for the already well-endowed.

3.1.3 Rural Shelter Policies

Outside of certain designated centers (section 2.2.4 above)
the government's shelter policy in rural areas is basically
that of constructive non-intervention. The Government
recognizes that, because of public and private financial

constraints it would be impossible to extend to the bulk
of the :uzal population the sort of assistance offered in
the urban areas: that this type of assistance would in any
case be inappropriate and often unnecessary. "The major
part of rural housing must continue to be built, as in the

past, by the efforts of rural communities themselves and

mainly with local materials" (Development Plan 1966-70, p. 336)
It is, nevertheless, recognized also that some form of assistan
is required to offset some of the constraints notA in pre-
ceding pages of this chapter. Thus it is policy that assis-

tance be offered through official channels for technical assis-

tance, in design and construction techniques; and, on a limitel

scale, for financing those families who can afford to borrow

through conventional channels.

The aims are modest: the requirements of a minimum dwelling

size, for instance, are not applied for rural shelter. In

theory, however, thq Building By-laws are applied; in
practice, the local authorities only apply their powers over

the use and development of land in the small trading centers.

The buildings in these settlements are, as a consequence, of
a much higher standard than those adjoining the towns.

There is a case for enforcing minimum standards in settlements
exceeding a certain size, especially for reasons of public

health control. Nevertheless, the team was advised that the

present standards are applied with excessive rigidity, resultin

in unreasonably high costs and displeasing envircnmental uni-

formity. The study that is presently under way .o examine

legal requirements will, it is hoped, pay specific attention

to the question of appropriate standards to be enforced in thes
circumstances. The team was also informed that it is possible

to construct houses of traditional materials - which presently

tend to be despised - which would conform to present require-

ments of lighting, ventilation and so on.

3.1.4 Locational Policies

In order to guide public and private investment in the rural

areas into a rational physical pattern, the Physical Planning

Department of the Ministry of Lands & Settlement has desig-

nated certain settlements as "service centres", ranked in

ascending order of importance as local, market, rural and

urban centers. The methodology used for their selection was

based on the Central Place Theory, modified to suit local

conditions. One local center is intended to serve a catchment

of 5,000 rural people; one market center, for every 15,000

people; one rural center for -.rery 40, - 50,000 people and with
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a resident population of at least 2,000 by the end of the
century, and one urban center for every 120, - 150,000 people.
To date there are 1.681 such centers throughout the country.
A limited number of towns have also been designated "growth
centres".

The rationale of such a ranking is that isolated and scattered
populatic- may better be served by concentrations of urban
services itn selected settlements; and that the small towns
"will form a level of urbanization which is large enough to
be economically served with public water supply, sewerage
dispoL I, electricity, postal, telephone and banking facilities,
etc. Once a centre has its basic in/rastructural services,
it will tend to attract commercial and industrial development
which will enrich the lives of the people of the r;ral areas
and provide improved employment opportunities" (3rd Plan, p. 120).

An unpublished study for the Government ("National Urban Develop-
ment Strategy") notes that this policy is unlikely to be success-
ful, since it is spreading resources too thinly. It suggests
that urban and rural centers should be strengthened by -arious
means, and that infrastructure investments in market centers
should be concentrated only ;,, those with the most dynamic
potential.

The teem also obse-rved that, whatever the successes and merits
of the official approach to infrastructure investment, construc-
tion of non-farm rural shlter is not being concentrated in
these designated settle,ents; especially in Rift Valley Province,
there is a general spread of unplanned settlements along the
major trun roads and along settlement approach roads.

An additional problem, especially for the most densely-populated
rural areas is that there is a need to exploit scarce land
resources to their maximum. Thus, the report of a University
program conducted in Machakos District suggested, "The scattering
of detached dwelling units which compose the homestead is felt
to be uneconnilcal and wasteful in terms of land utilisation...
Improvement iL; rriuired in siting and orientation of the building
composing the ....ptd ...Due to land shortage, there is a need
to compact the %;ii:s on a reduced area."

3.2 Institutions Responsible for Rural Shelter Development

Responsibility for planA ng and management of development in
the rural areas is shared between the Ministries of Finance
(with the Office if the Vice President), Economic Planning, Local
Government, Works, Lands and Settlement and the National Environ-
ment Secretariat in the Office of the President. Their functions
are outlined in zection 5.4 cf the previous chapter.

3.2.1 Minis.ry of Housing and Social Services

The parent ministry, of Housing and Social Services, has the
responsibility for the formulation of rural housing programs
and policies and of overseeing the performance of associated
research and executive agencies, including the National Housing
Corporation, the Karen Village Technology Unit and the Housing
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Research and Development Unit. Other than through these

agencies, the Ministry is in a position directly to influence

rural housing through its Provincial Housing Officers. Apart
from fulfilling the role of channelling field information back
to Nairobi, they are empowered to extend "encouragement"and
technical assistance by working alongside staff from the Ministry

of Health and the Community Development Department" (2nd Plan,
p. 515). In practice, the team learned, these officers do not

always fill this role adequately, concentrating much of their
attention on enforcement of rent control legislation.

3.2.2 The National Housing Corporation

The NHC, the executive arm of the Ministry, administers the
public housing schemes in the smaller towns and the Rural
Housing Loan Fund.

Loans from the latter were first instituted in 1967/68, to
assist owners to improve or complete construction that they
were unable to finance from their own resources. Loans are
currently restricted to KEl,500 or 50 per cent of the con-
struction cost, whichever is the less. Additionally, the
value of the property must be between KE500 and KE8,OOO and
exclusively for the residential use of the applicant. Loans
are made available at an interest rate of 7 per cent per
annum; over a maximum period of 10 years for employed appli-
cants younger than 45 years old and who have registered a
land title deed; and over a maximum period of 7 years for
employed applicants without a title deed, or unemployed
applicants with a title deed. The maximum age of applicants
is 55. In addition, applicants are expected to carry out
*construction to the extent of a minimum of 30% of the estimated
cost of the house before any part of the loan may be released".

In the five years to I78, funds of KE1.5 million were to be
made available for these loans; it is understood that all was
taken up. Yet despite the evident popularity of the scheme,
its administration is complex, the default rate is reported

to be high, and the continued operation of the scheme is
running into opposition.

Some of the problems which the scheme is facing include the
following:

- the isolated and scattered locations of the beneficiaries
make inspections difficult, and often delay them;

- the plans are checked only for desig ., not for nmpliance
with by-laws; important factors such as site t- out, type
of soils, impact on accessibility and adjacent properties
may be overlooked;

- insistence on high building standards, which cannot be
afforded by the majority of the population;

- requirements that there be security for the loan also
excludes a large part of the population who could be in
a position to afford repayments; and

- the difficulty of foreclosing.
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The team also found that there is widespread ignorance of

the availability and nature of these loans among people

who would be eligible for them.

3.2.3 The Karen Village Technology Unit

This Unit, located in the suburbs of Nairobi, was set up

jointly by UNICEF and the Youth Development Department of

M3SS, in order to investigate the application of simple

and inexpensive materials and techniques; to improve on

traditional technologies k food production and preservation,

fuel conservation, sanitation and water collection. The Unit

also experiments with improved traditional building materials.

Although building blocks developed here have been approvei

by the Ministry of Works, further techniques remain to be

investigated. Some of the Unit's activities are being

actively adopted by the people of Karai Location (some 30km

outside Nairobi), with the assistance of UNICEF. At the

Aheio Family Life Training Centre (near Kisumu), too, an

experimental two-roomed house has been built by the Unit,

of mud and wooden poles, roofed with a mixture of papyrus

and re3ds, and with wooden doors and windows, for a cost

of about Shs 1,600 (1978 prices).

3.2.4 The University of Nairobi

The Housing Research and Development Unit of the University

(see section 4.2 of the previous chapter) has, particularly

in recent years, been devoting increased attention to 
the

housing problems of the smaller towns and to design-features

of rural housing. Among other studies, the Unit has reported

on "Climatic aspects of design, material selection and con-

struction methods of rural housing", on makuti roofing 
for

farmers' houses, and composting toilets. Despite the relevance

of this research to contemporary problems, however, there 
is

little evidence that the findings and conclusions are being

given any practical application.

Linked with, but separate from the activities of the HRDU, 
the

University's Faculty on Architecture, Design and Development

runs a course on rural community development, dealing with 
the

use of appropriate village technology with particular reference

to the design of shelter. The course is intended to acquaint

architects and physical planners with the implementation 
of

designs that utilise local inputs and which are acceptable 
to the

local population. It should, however, be noted also that these

concepts need to be understood and assimilated by other develop-

ment planners and policy-makers: community participation 
is an

essential link between the government, institutions and 
field

officers.

3.2.5 Village Velytechnics

There are about 200 village polytechnics throughout the 
country

which, among other things, train local people in construction

skills: carpentry and joinery, plumbing and masonry, 
and

others. These polytechnics are run on a community self-help

-basis, with assistance from the Government and interested

organisations such as the National Christian Council 
of Kenya

(NCCK). Although increasing the supply of artisans who are

able to build and maintain both traditional and permanent 
struc-

tures, these polytechnics do face several problems:
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- inadequate capital for buying training materials, tools
and equipments

- inadequate funds for the construction of staff houses,

workshops and classrooms; and

- inadequate staff to cover all the institutions throughout
the country.

3.2.6 Cooperative and Self-Help Societies

There are a number of cooperative societies throughout Kenya,
the primary aim of which is the development of agricultural
production and marketing. A few of them have also attempted
to promote their members' interests in other ways, including
shelter development. One of these is a cooperative farmers'
union in Matungulu Location of Machakos District. Members
of this society could borrow money in relation to their
estimated ability to repay from the proceeds of the sale of

their produce. The cost of building materials and hardware

purchased from a specified dealer would initially be met by

the union, and the individual farmer's account debited in

reasonable installments. The scheme was, however, abandoned

since the farmers reportedly preferred advances in cash.

Other cooperative societies contacted by the team, although

giving priority to agricultural production, expressed an interest

in also giving loans to their members for the purposes of shelter
improvement.

Otherwise, shelter-oriented self-help groups exist throughout

the Republic under different names and forms. The most success-

ful of these is the Mabati*Women Groups of Central and Eastern

Provinces. These groups are reported to build or renovate

some 5,000 houses every year, also contributing funds towards

furnishing houses, buying water tanks and grade cows for mem-

bers. Other groups contribute in different ways. For example,

self-help groups have been formed in Karai for the construction

of water jars (to hold 3,000 litres); and, in Coast Province,

women's building clubs exist, assisted by the MHSS. In Taita-

Taveta, there are community groups helping with roofing repairs

and the like.

3.2.7 The Kenya Commercial Bank

The Kenya Commercial Bank announced its first rural housing loan

scheme in 1971, intended to enable rural dwellers to improve

their living conditions. It had apparently only a small impact

on account of the relatively severe loan terms and conditions.

In mid-1978, however, the Bank announced a Shs 40 million Rural

Homes Project, specifically to assist small-scale farmers to

erect houses on their farms. The terms, nevertheless, remain

relatively unattractive: the maximum loan is of KE3,000, not

exceeding 75 per cent of the cost of construction; repayment is

over 7 years at an interest rate of 9 % per annum, plus a

committment fee of 1 per cent In advance. Suitable designs and

abook on instructions" on building methoda are available to

potential borrowers at a cost of Shs 1,000/-.

* Mabati - Swahili for galvanised currugated iron (roof) sheets.
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It should also be noted that the Bank has a policy of lending

for all purposes to rural applicants at least 50 per cent of

the deposits made in rural branches.

3.2.8 The Institute of Cultural Affairs

The US-based Institute for Cultural Affairs started a project

in Kawangware, Nairobi, in 1975: ipgrading the local economy,

improving and modernising shelter-related facilities and

services, and providing practical training for generating

employment. It would appear that the methodology of th3 project

could readily be adapted for application in rural villages and

small urban centres.

4. The Rolb of Rural Shelter

Whereas policies in Kenya have accepted the economic and social

importance of official intervention in and support for the

urban housing market, attitudes towards the role of rural

housing in community welfare and development have remained, at

best, unclear. Previous sections of this chapter have suggest-

ed that the welfare of a significant proporation of the country's

population is deterioratirJ despite a general improvement in

agricultural productior. .nd per capita incomes. And, as is

noted in the following section, the Government plans an

extensive attack on rural poverty without, however, incorporating

a significantly greater emphasis on housing.

It thus remains tc point out the various roles that housing and

the development of housing can play in the rural development

strategy. That the team has been unable, in the context of the

present study, to quantify the impact of increased intervention

should not be taken to mean either that this cannot be quanti-

fied or that the issues discussed are unimportant.

Firstly, then, it is recognized that the concept of "shelter",

apart from encompassing the basic functions of providing

protection from the elements and from intruders, also connotes

the provision of utility services and social facilities. 
It is

generally noted that provision of such services has a higher

social rate of return than does the improvement of housing

structures alone (although - to our knowledge,- such a

comparison has not been attempted for the Kenyan rural situation).

There is a complex association between rural incomes and welfare

on the one hand, and the quality of shelter and associated

amenities on the other. It would, then be as meaningless to

promote rural services without also ensuring the possibilities

of improved housing as it woild be to provide better houses

without the related social and physical infrastructure.

Thus one of the goals of rural development is to improve 
levels

of health. This is being partially achieved in, among other

ways, by the introduction and strengthening of various preventive

and curative health services, by a growing emphasis 
on nutri-

tion, and by the extension of water systems. Nevertheless, it

is difficult for a person to remain healthy when living 
in a

house with a leaking roof, for instance, or with floors 
or walls
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that harbour insects carrying infectious diseases. These
conditions do hold in many parts of the country, simply
because the householder now cannot afford to build in
the only ways he knows.

Health is closely related to productivity. Attempts have
been made to demonstrate the relationship also in Kenya.
Results show (Burns, 1970) that occupanicy of a "better"
house (which, indeed, may have different meanings) leads
to an improved work performance; similarly, insecurity
of tenure tends to operate in the opposite direction. That
these factors may have largely psychological origins do not

..make them any less real. Improvements in housing might
therefore be expected to lead directly to increases in rural
incomes and to development benefiting a sector of the popu-
lation wider than the rich majority.

An increased volume of housebuilding also stimulates the creation
of employment. Thus, at the beginning of this decade it was
estimated that 1,000 man'years of work are created for every
KE1 million spent on urban house construction. Accepting that
inflation will have considerably reduced the employment creation
figure, and that the calculation would, in any case, be different
in the rural areas: still, a quick calculation will show that
even small relative increases in rural construction will sub-
stantially raise employment. A part of this increase would
be in direct construction; part indirectly through enhanced
production of materials. The extent that this employment may
be created in rural areas (as opposed to using urban craftsmen,
and increasing employment in Nairobi-and-Mombasa-based building
materials enterprises) is related to the supply of relevant
resources outside the towns. In turn, this suggests policy
measures which will be examined in the following section of this
chapter.

As noted earlier, housing is perhaps the most obvious physical
manifestation of cultural patterns throughout the country.
-Inability to construct dwellings in the traditional pattern
obliges a household to alter its way of life, generally in
a distasteful manner. Whilst some changes of attitude are
necessary (on matters of sanitation, for instance, or on the
.education of children) and others are probably inevitable
(among others, recognition that it is not the inalienable
right of every citizen to own a piece of land), yet others
a~e neither necessary nor desirable. Thus there are few good
developmental reasons why family inteirrelationships should be
strained, as is presently beginning to occur due to constraints
in the production of rural housing. Removal or mitigation of these
constraints would, in turn, enhance the possibilities of cultural
continuity.

Apart from these arguments, it should be noted that increased
governmental intervention in rural housing can also assist to
bring about some desired structural changes. Thus it is policy
to reduce migration to the larger urban centers. It is
recognized that the relative quality of urban and rural
housing plays a minor role directly in influencing migration.
Yet migrants to the cities are, by and large, mctivated by the
possibilities of earning a higher cash income in the urban
areas; a substantial part of this income, once earned. is
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remitted back to their placeu of origin: these remittances
are, in large part, intended for the improvement of rural

shelter. If it were possible to devise improved mechanisms
for lowering the price of rural shelter, then this particular
incentive for migration would also diminish.

Similarly, greater injection of public funds into rural
housing can be used as a locational tool. National policies on
location are becoming more sharply defined, and it would be
possible to strengthen the means for their implementation
by, for instance, offering more advantageous loan terms to
individuals wishing to build in designated centers than in
scattered homesteads. Such a tool could also bolster, or could
work against, the utilisation of public funds as an income-
redistributive measure. With the emphasis over the coming
years on the alleviation of poverty, presumably greater atten-
tion will be paid to benefitting the poorest members of the
comunity. Given that there are public funds to be expended
on rural housing, the options are there for the reduction of
inequalities.

It is for these reasons (improvement of health; increases in
productivity; expansion of employment opportunities; maintenance
of cultural stability; the promotion of locational policies;
and the reduction of income inequalities) that it is argued
that the provision of rural housing in Kenya is potdntially
as important as an integral part of the overall development
strategy. Given the constraints discussed throughout this
chapter, then, it is recommended that increased attention
should be given to this sector.

5 The Next Five Years

5.1 The 1979-1983 Development Plan

The 4th Development Plan calls for a well-argued shift in
policy towards a greater emphasis on the fulfillment of the
basic needs of society and, in particular, on the alleviation
of poverty. Within the rural population, three specific
groups have been identified as in need of especial assistance:
the pastoralists, small farmers and landless rural workers.
A wide range of measures is proposed to help these people,
from the extension of pre-school feeding programmes through
the arid and semi-arid areas of the country, to the subdivision
of large mixed farms in high-potential agricultural areas.

The proposals for public financial assistance and intervention
in rural housing necessarily remain modest, although more ex-
tensive than in previous Plans. The impetus for rural shelter
development is expected to continue to originate from the people
themselves through self-help, from individuals, private companies
or through the cooperative movement.

Specifically, KE4 million is allocated from the vote of the
MHSS for the construction of some 6,000 units in the smaller
towns (other than the eleven municipalities) over the five years.
This is to be supplemented by the construction of an unspecified
number of units from the votes of other ministries. The NHC's
rural housing program expenditure is very considerably higher
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than in the past, with a proposed expenditure over the period
of XE6.8 million for loans for 6,800 houses.

Whilst this latter program is commendable, it is worth noting
that it will satisfy no more than 1 per cent of the need for
rural housing (although admittedly a higher proportion of
the demand). It must be urged that the expansion of the
availability of funds wi'.l also be accompanied by an upgrading
of information about the service.

As noted in the previous chapter, a new cooperative housing
- program is to be instituted under the MCD, which would benefit
.:.;urban and rural areas-of the country. For the.r part, the
.MHSS will "provide technical, administrative and financial
assistance to approved rural housing societies. These socie-
ties will enable their members to improve their housing
conditions in accordance with their ability to pay for such
-improvements." An amount of KE3.8 million is allocated
from MCD to launch the National Cooperative Housing Agency,
referred to in Chapter II. -

Among other measures specifically proposed by the MHSS is to"carry out research on the use of local building materials,
techniques and suitable equipment, such as block-making
machines, that could be used in the improvement of rural
housing". This work would be carried out by a new division
of the Ministry, in conjunction with the NHC and HRDU.

Elsewhere, in the Plan report, it is stated that "inexpensive
building materials and advice on improved construction will
be made available in poverty stricken areas" (p.41) without,
however, explaining how this is to be done, or by whom.

Although the Development Plan makes no specific reference to
essential building materials such as cement and roofing nails
nevertheless, it does propose as policy that controls be
removed from the prices of most goods, and that the impact of
these controls on the supply of others will be reviewed. it
should be reiterated that price control has, until now, been
cited as a reason for shortages of c2rtain building materials.

- Locational policies are spelled out more precisely in the
current document than hitherto. Thus, one of the priorities
of a new National Land Commission is to find ways of "encouraging
people to live in towns and villages near to their land rather
than building on valuable farm land" (p. 283).

In addition to the emphasis on the development of Kisumu and
Eldoret (section 6.2 of the second chapter), nine smaller
urban centers have been selected for "special attention". These

--are Bungoma, Kericho and Kisii to be promoted "in order tosupport the development effort in Western Kenya"; Garissa, Isiolo,
Kapenguria and Narok, serving as 'gateway towns' linking the
arid and semi-arid areas of the country to better developed markets
elsewhere in the nation"; and r4achakos and Malindi, specifically
to draw industrial pressures off from Nairobi and Mombasa (pp.
49-50). Although there are no specifically identified proposals
for housing investment in these smaller towns, the MHSS has stated
that it will "carry out pilot rural housing projects in settle-
ment areas and other small rural centers".
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5.2 Needs and Constraints

The shelter needs of the rural population are readily
enough summarised, if less readily quantified. The MHSS
has estimated the annual need for new rural dwellings to
be of 215,000 units over the coming five years. By quoting
such a figure, assumptions are implied on both the nature
of a rural "dwelling unit" - which can range from a single
tenement room in a small settlement, to a cluster of huts
in a nomadic homestead - on household size, lifespan of
the average unit and rates of replacement following natural
calamities. Using different but equally reasonable assump-
tions on each of these variables, the team reckoned that
the rural housing need could be as little as 125,000
units annually.

Of these, perhaps 10 per cent would be for nomadic peoples;
15 per cent for employees of private and public sector enter-
prises in rural areas, both farm and non-farm; and theremaining 75 per cent or so for smallholders and landless
agriculturalists. A further 5,000 or so units would be
required annually in the "intermediate level" towns. (These
figures cannot be rigorously supported by firm data, and
should be taken only as order-of-magnitude indicators).

Analysis of demand is yet more hazardous in the borderland
between cash and traditional economies. Suffice it to
reiterate that relatively few of the non-employed rural
households have a dependable cash income, although most
have access to cash at some times.

Until recent years, rural shelter requirements have been
simple and simply accommodated, requiring little or no cash
and few other resources from outside the immediate neighborhood
of the householder. As noted in the preceding pages, however,
circumstances are changing. The most important of the three
principal reasons for this change would appear to be a short-
age of local building materials, this requiring either a
reduction of already low sanitary standards, or a change of
cultural values, or the use of more expensive materials im-
ported into the area; or a combination of these. The second
factor, caused predominantly by the increase in population andexacerbated by several other features, is a relative shortage
of cultivable land in many parts of Kenya, in turn leading to
increased densities and to pressures for nucleation of settle-
ments. The third factor may be described as the realities
of development: a changing economic structure (with a growing
proportion of wage employees) and demands from individuals and
government for higher standards of construction and sanitation.

Findings of a team from the University of Nairobi's Department
of Architecture, from field work in three villages of the
Kangund area of Machakos, provide a useful summary of certain
perceived needs:

"Xitwii
The scattering of detached dwelling units which compose
the homestead is felt to be uneconomical and wasteful in



229
terms of land utilisation. Water collection from roofs,improved storage of food and improved sanitary facilitiesare felt to be needs.. Ventilation and natural lightingas well as protection against damp, cold, draft as well
as security are concerns.

"Lack of finance, land availability and the availabilityof cheap materials, skilled labour and technical know-how are main constraints.

N isuni
"Improvement is required in the follow4ng respects:- Siting and orientation of the building composing

the homestead.
- Lay-out of the house plan (permitting a stage-wise
construction).

- Circulation on the compound and privacy.
- Thermal and humidity ventilation.
- Protection against fire hazards, smoke and soot.
- Services.

"Lack of finance and technical advice, cost and availa-bility of building materials and the lack of skilledlabour are the main constraints.

KEtuuni
"Due to land shortage, there is a need to compact thedwellings on a reduced area. People expressed theirdesire to be technically advised on house plans, rainwater collection and sanitation. It was specified thata demonstration house would be appreciated.

"Land shortage, lack of finance, technical advice andskilled craftsmen are main constraints preventing
improvement."

It has generally been believed that the problem of ruralshelter is one of quality rather than quantity. The team nowbel.eves that - at least in most densely occupied areas - theproblem is both of quality and quantity.

To summarize, the main constraints are:

- Low or non-existent cash incomes;
- Insecurity of tenure and landlessness;
- Restricted loan facilities;
- Shortage of traditional building materials;- Shortages or non-availability of modern materials,

tools and skills;- Introduced costs because of shortages, modernisetion
and inefficient controls1- Socio-cultural constraints; and- Unclear national committment to the improvement of rural
shelter conditions.

Excepting, for the moment, the situation of wage employees,it is evident that solutions similar to those adopted forthe larger urban areas are irrelevant for the bulk of therural population: neither mortgages nor economic rentals can
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be afforded; nor can the national purse stretch to subsidise

on any significant scale. (The allocated expenditure on

the rural housing loan fund over the coming years amounts

to some Shs 200 or less per new housing unit required,) 
It

is equally evident that the present rural housing situation

is deteriorating, although public funds .re.being well spent

onthe development of associated services.

The final section of this chapter therefore relates the needs

and constraints with potentials for further action, making

recomendations for governmental initiatives which would

ameliorate the problems both of quality and quantity of nrtal

shelter. Broadly, the proposals aim both to reduce the cost

of new shelter, marginally to reduce the need for new shelter

(by improving maintenance), and to make new shelter available

to some of those households with neither cash nor land as well

as to those with both.

5.3 Recommendations for Action

5.3.1 NHC Rural Housing Loan Fund

The reported high level of demand for the concessionary loans

offered to rural householders by the NHC indicates to the

team that the scheme is worth continuing; that this view

is evidently shared by Government is witnessed by the committ-

ment of the Fourth Development Plan to quadruple the volume

of loans over that of the previous Plan period. It has not been

possible within the time available to determine with any

precision who and where the beneficiaries are, nor whether

the KE5.6 million now to be allocated is a reasonable figure.

It is therefore recommended that the NHC more carefully monitor

applications for and approval of loans and the use to which

they are put; in order that a full review may subsequently

and periodically be made to determine the effectiveness of the

loans; and that, if justified, external loans may be solicited

to augment the fund.

The team also recognises that there are weaknesses in the

administration of these loans; and therefore welcomes the

forthcoming study-of the NHC with a view to rectifying some

of-these deficiencies. During the course of this review it

would be appropriate to re-examine the rate of interest charged

on rural loans: at 7 % per annum, this is among the lowest rates

charged on any housing loans in the country, which may not be

appropriate fcr the present group of beneficiaries who are among

the richest of rural householders; the rate arguably does not

fully cover administrative costs; and presumably does not include

a risk reserve to cover defaults.

5.3.2 Provincial Housing Officers

The team noted that at least some of the Provincial Housing

Officers (PHO) were ineffective in relaying information between

central government and the people. Specifically, some appeared

ignorant about the Rural Housing Loans and, as such, were unable

to advise potential beneficiaries on the possibilities open 
to

them.
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The NHSS is clearly unable, from its offices in Nairobi,
either to pass detailed advice on housing to al potential
users of its servicesi and other officials in the provincial,
district and local administravion who might be in a better
position to do so, cannot be expected to understand all the

complexities of housing administration. Conversely, the
WHSS cannot make fully-informed policy decisions without
detailed knowledge of local needs and dcmands. That Ministry's
PHO's are able to provide such a feedback. It is therefore
recommended that the offices of the Provincial Housing Officers
be strengthened in order that such an interchange of informa-
tion may become effective. It would probably be appropriate
for the Ministry to initiate a training program for PHO's
and their staff.

5.3.3 Materials Pricing

There is good theoretical justification for the government to
control prices of building materials, as of other essential
commodities. It has, however, proved to be a complex exercise -
particularly in times of rapid inflation - to determine just
what is a reasonable price to be charged by wholesalers, retail-
ers and manufacturers. These difficulties have led to a situati
in which some prices are set at levels below that necessary to
induce sales, stocking or even production. It has freqjently
been found that modern building materials are either not avail-
able in certain rural localities or, when available, may be
sold informally at prices which reflect the illegal nature of
the transaction.

It is therefore recommended that prices of all building material
be decontrolled and permitted to find their own level. It is,
however, noted that such an action could, because of market
imperfections, lead to som3 unwarranted price increases. It is
therefore also recommended that the price and availability of
of key building ccmmodities throughout the country be carefully

monitored, both before and after price controls are removed.
If monopolistic (or monopsonistic) situations do develop to
the detriment of customers, then additional action - such as
the establishment of government materials suppliers - should be
considered.

5.3.4 Strengthening The Physical Resources Base

One of the main reasons for alarm about rural housing is that
traditional building materials are fast disappaaring, there-
fore becoming expensive even when available. Particular con-
cern has been expre:.sed over the supply of thatching material
and of timber. It has been beyond the scope of the present
study to investigate these specific issues in depth; it would
thus be inappropriate to criticise the Ministry of Natural
Resources, for example, of inactivity in protecting forests
from destruction, or of not sufficiently actively promoting
new planting. The team has noted the proposals in the Fourth

Development Plan that a further 366 square kilometers be

afforested during the coming five years. Casual observation,
however, suggests that the demands of the modern forestry
industry may be incompatible with demands for small-scale
local use of wood for timber poles and charcoal. The team
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has therefore also noted the passing reference in the Plan
document to a local afforestation program, for which £2
million is allocated; and, froNi other sources, to action
being taken by the National Council of Women for Kenya in
promoting local afforestation.

The team nevertheless recommends that the National Environment
Secretariat - which has interests over and above those noted
above, and wider than those of the Ministry of Natural Re-
sources - follow up the question to determine the best way
of coordinating and promoting small-scale local production
of timber for building and possibly also for charcoal.

It is also recommended that the suggestions arising from the
HRDU study on roofing, on the marketing of coconut leaves
for makuti thatching in the coastal area, be pursued, possibly
through the Ministry of Cooperative Development. Further
suggestions on development of local building materials indus-
tries should be a priority subject for study by the Ministry
of Commerce and Industry.

5.3.5 Shelter Design and Appropriate Technology

Several researchers, especially those working through the
HRDU and the Karen Village Technology Unit, have been inves-
tigating designs for shelter and related facilities that
are alternative to both traditional Kenyan rural styles and
to "modern" urban solutions: alternatives that are cheaply
and easily made from available materials. More work remains
to be done, particularly in investigating aspects of shelter
and materials design that have been proved appropriate else-
where in the world but which would need adaptation to suit
local climatic and cultural needs and locally available
materials. (Coconut coir could be used as a walling material
and/or stabiliser in sun-dried bricks; mud could be used more
effectively in the drier parts of the country; solar heating
can be adapted for brick-baking; wind power can be useful in
marginal areas as a source of power for pumping water and
in other ways). It is recommended that any application for
research along these lines should be favorably considered.

The team believes that the findings of the HRDU and the Karen
Unit are not widely known, except to a circumscribed urban
elite and those few people of Karai and Ahero. It would be
beneficial and is therefore recommended if appropriate and
possibly experimental shelter designs be erected in key
locations throughout the country, that potential users may
be exposed to the possibilities they offer. Suitable places
would be adjacent to chiefs' offices, in market places, and
near district and divisional headquarters.

It would, however, appear that although established personnel
may be able to design such a scheme, no finances have currently
been earmarked which could be utilised for the construction
of these demonstration units. It would be appropriate for
the HRDU to prepare a detailed request on these lines for the
attention of local or international financing agencies.
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5.3.6 Education

Apart from a lack of knowledge about rlternative technolo-
giee, constraints are beginning to appear in the availability
of skills to erect and maintain houses other than in purely
traditional styles. A certain amount of support for the
development of such skills is available from the existing
network of village polytechnics, which - according to the
current Development Plan - is to be extended further. The
team supports the placing of additional emphasis on imparting
skills and understanding relevant both to the construction
and maintenance of building in rural areas.

The team also believes that housing education should start
at the pre-school stage, where children can - taught ele-
mentary shelter-related drama: making toy houses, mud bricks,
clay tiles and so on. As their education progresses, they
will better be able to appreciate the final products of the
tools and materials the , are by then accustomed to. At a
later stage, the childreo would get involyed in woodwork
and the manufacture of wood products; and can be introduced
to the concepts of maintenance.

5.3.7 Rural Housing Cooperatives

It is apparent that a growing proportion of rural households
will only be in a position to build in a manner acceptable
to both themselves and the public authorities if they can
obtain loans. The problem of giving rural shelter credit,
however, is the lack of sureties that can be offered. Thus
where land has not been adjudicated - and this tends to
coincide with agriculturally-poor areas - loans are hard to
come by.

If house construction or improvement could be incorporated .
with traditional functions of producer cooperative societies,
then their members would also be able to borrow iy for
shelter. Other forms of shelter cooperatives ;?,ould be
examined, including an extension to national levl .f the
activities of the Mabati Women Group. There '.? other
cooperatives involved in production of building '%terials
which could be encouraged. These latter could include the
Kaveta Bricks and Blocks Cooperative Society (Kitui), which
has already approached the Government through he Ministry
of Cooperative Development for a clay expert; brick-making
cooperatives in Machakos and Luanda/Maseno; and for the
development of makuti and coral/limestone block-making in
the Coast Province.

With these and other potentials, it is reconmended that all
possible assistance be given towards the establishment and
operation of the National Housing CooperaLive Agency.

5.3.8 Roof, Wall and Floor Loan Schemes

A particular fc'us of house improvL...ent should be on roof,
walls and floors.
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In attempting to overcome problems of lack of individual
security for loans for such purposes, it might be posuible
to form village societies or self-help groups to provide
collective security for all members of the group. This
haa been tried in Ghana, in the form of roof loan schemes,
wlik. z considerable measure of success; a somewhat similar
scheme has been used in Cameroon. The Ghanian scheme
operates nn a self-help basis, using credit in th-, form
of technicl.ans and community workers. Loan recovery from
non-employees is by way of shares against crop production.
There have been difficulties in the enforcement of agreements
towards the end of the project period. These difficulties
would appear not to be insuperable, but should be acknowledged
in the preparation of any similar scheme for Kenya. It is
recommended that the National Cooperative Housin, Agency,
once established, takes as an early priority a study to
determine the potentials of such a scheme in Kenya.

5.3.9 Large-Scale Rural Employer Housing

Unlike their counterparts in urban areas, emlloyees of large-
scale undertakings in the rural areas - whether these be
tourist enterprises, agro-industrial undertakings, large
farms or government establishment - are often at the mercy
of theit employer for the provision of shelter.

Whereas some enterprises take their responsibilitieL ser-
iously, making reasonable attempts to meet the basic needs
of their workers, others do not, with the result that their
employees are housed in poorly-maintained tenements or are
obliged to find their own accommodation at a considerable
distance from their employment and necessarily generally in
unsanitary conditions. As a first step towards alleviating
the shelter conditions of this group of people, it is
recommended that the provisions of the Employment Act be
enforced in requiring c, rtain classes of employer either
to house their workers or to give them housing allowances.
Subsequently, the Act would be strengthened by defining
ore clearly the circumstances in which allowances may not
be an acceptable alternative (such as when the supply of
rental housing within a specified distance falls below a
certain norm); and the MHSS would provide a set of guide-
lines as to what constitutes acceptable shelter.

5.3.10 Nomadic Pastoralists

In view of the special circumstances of this group of people
and the lack of a clearly defined national policy for the
improvement of their welfare, the team has not made any
recommendation concerning the shelter of nomadic pastoralists.

5.3.11 Shelter in Small Urban Centers

Apart from the recommendations above concerning the NHC's
Rural Housing Loan Scheme, the team feels that the best way
of meeting the needs of low :,ncome non-farm workers in small
towns is probably by provision of some form of serviced plots.
Since this subject is under study by the HRDU, no separate
recommendations are being made on this score.
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5.3.12 Assistance From Foreign Donor Agencies

Of the recommendations enumerated above, the following are
fields in which the AID or other agencies could give
assistance:

- If systematic study shows the need and administrative
capability, additional funds could be directed to
the NHC's Rural Housing Loan Scheme;

- Training programs for staff of the offices of Provincial
Housing Officers;

- Financial and technical assistance for studies on
appropriate designs and technology for rural shelter;

- Financial and technical assistance towards local-

resource.. afforestation programs;

- Training programs for village polytechnic instructors;

- Technical assistance in the establishment of a National
Cooperative Housing Agency;

- Assistance towards a study to determine the feasibility
of a roof, wall and floor loan scheme.

* ******
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ANNEXE I

The Settlement Villages and Agro-Industries

In the Kenyan context the notion of village is riddled with
ambiguity of definition. In many places the village is often
conceived of in socio-cultural rather than physical terms.
Thus people may talk of a village even where no agglomeration
of dwellings is apparent so long as several scattered home-
steads within a geographically contiguous area are occupied
by people who constitute a lineage, clan or other kinship
group. Given the relative simplicity of shelter, the abun-
dance of traditional building in the past and consequently
the ease of movement to new homesteads, human habitation was
conditioned by socio-cultural dictatea; people did not adapt
themselves to fixed house:;. For given the extant customary
rules of avoidance and distance between certain relatives it
was necessary that in the establishment of new homesteads the
position of buildings did in fact provide solutions to certain
socio-cultural and religious problems.

As a result of increased population pressure, economic moderni-
zation, changes in tenurial rights over land or the necessity
for greater administrative control, the indigenous people
have been forced to change their settlement patterns. Village
settlements in rural Kenya today include some predicated upon
religious affinities (e.g. Karai village with Islamic founda-
tions), or those originating from the needs for strategic
control of populations (e.g. many villages in Central Province
formerly started as a counter-insurgency measure during the
Mau Mau revolt). Today many such villages, as indeed some
of the service centres, provide shelter to many of the land-
less who have since been displaced as a zesult of population
pressure and the land tenure reforms already discussed.

But the most significant impulse in recent times for theestablishment ctf village settlements has come from government
development schemes. An example of this is provided by the
irrigation schemes in which dwellings are grouped together,
partly to allow for the maximum rational use of irrig&ted
land for agricultural production. It must be pointed out that
in all the irrigation schemes in Kenya, with perhaps the
exception of recent expansions in Mwea/Tabere, the quality
of shelter, provision of basic services and amenities and the
level of social integration in general paint a very disappoint-
ing picture.

In nearly all the shIemes, the tenants, many of whom had been
original residents on the land e'quired for irrigation, occupy
the land as temporary teitants and may be evicted if they fail
to satisfy conditions laid down by the management. The house
provided, although varying in design, is generally of mud walls
and corrugated iron roofing, one single unpartitioned room
with no provision for storage or kitchen. There is no provi-
sion for domestic water and often tenants resort to the
irrigation channels whose water is sometimes polluted by
insecticides or chemical fertilizers. Domestic fuel has to
be purchased often from significant distances and at very high
prices as indeed are food requirements.
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As one scholar has observed with respect to Asia, most settle-
ment programmes are designed to achieve something other than
to create optimal human settlements, instead, increased agri-
cultural production, opcning up of new lands, alleviation of
rural poverty, providing land to the landless, etc. are themain objectives. (A.A. Laquian, 1979) With the experience
of irrigation settlement programmes in Kenya one cannot avoid
concluding that their primary objective is to increase agri-
cultural production. With respect to the quality of shelter
and general social welfare, clearly the example give by the
government here should not be encouraged elsewhere. Indeed
there is an urgent need for a complete overhaul of the policy
and practice governing the provision of shelter and other
social services in all the government sponsored irrigation
settlement schemes.

Given the appalling performance of the government itself in
provision of rural shelter and other amenities as is exempli-
fied by the case of irrigation settlement schemes it is not
surprising that it has been very difficult to persuade
employers in agricultural industries to improve the quality
of shelter for their employees. Being among the earliest
economic enterprises dating back to Kenya's colonial history,
plantation agriculture plays a very important role in the
national economy. The large farm sector employs about 260,000
workers of whom it is estimated that less than 50 percent are
housed by the employer.

Historically, employees in agricultural plantations have been
the most deprived in terms of shelter and social services.
In the past the majority of workers in this sector were pro-
vided at best with a single room of the most rudimentary basic
shelter and sometimes even the single room was shared among
two or more workers. The logic appears to have been to provide
the worker not with dwelling space but rather only with a bed
space. And indeed this may have appeared justifiable at an
earlier time when labour migrants were "target satisfiers*,
working for only a short time and returning to their places
of origin. But now this is not the case and plantation labour
except for the most seasonal tasks has become relatively more
permanent. Housing conditions, however, continue to be very
poor, and although the government has often urged such employ-
ers to improve housing conditions for their workers no clear
mechanisms appear to have emerged for the enforcement of such
government directives.

Characteristically, the older agro-industries, coffee and tea,
still provide the poorest housing and other social amenities
for their workers, and their impact on the surrounding rural
communities has generally been diffused. This is partly due
to the fact that land alienation, displacement of populations
and any change in the indigenous economy were bound to have
less dramatic effects at the turn of the century than they
would today. It was relatively easy then to relocate and
start a new life elsewhere since there was a least some land
frontier. The varied impact of agro-industries on settlent,
on rural settlement and housing quality in Kenya today is
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sumarised in the following brief case studies.*

A. The DcCompan

This company, established in an isolated, relatively sparsely

settled part of Machakos district, produces chrysanthemums and

asparagus ferns for export to Europe. At the peak of its

operation in 1975 the company employed more than 3000 workers.
Host of the workers are housed by the company in two separate
barrack-style housing estates. These consist of one-roomed

rondavels of mud-and-wattle. These huts have cemeait floors

and concrete foundations but are grass-thatched. The walls

are wt.itewashed and they are provided with a wooden door and

shuttered windows. As would be expected these houses are

almost constantly in need of repair, particularly the roofing.

The company maintains a team of 30 workers for this task, but

this often proves inadequate.

As in other agro-industries the provision of such cheap

housing appears to be dictated by what the investors have come

to regard as a fair rate of return. Each rondavel was esti-

mated to cost about $140 in 1975. All the basic important

social amenities such as health clinic, nursery and primary

schools, commercial and cultural facilities are provided

within the estate.

Generally, the compound is kept extremely clean although the

monotony of buildings and the complete lack of vegetation is

asethetically too ascetic. As in other agro-industries, the

housing provided by the company, especially for the low income

workers is not conducive to family life. Indeed the company

has been reluctant to accommodate wives and children except

on condition that the wives become employees. Partly as a

result of this policy and because of the geographical isolation

of the industry, the development nearby of "spontaneous"

settlements has been stimulated. One such spontaneous develop-

ment, Changinywe, boasts a number of shops, a daily market,

bars,- hotels and brothels. About five years after the estab-

lishment of the DCK estate it had a population of about 1000

people.

Because of the stringent standards within the estate Changinywe

provides some essential services to the estate workers. At

the same time it provides some means of livelihood to a num-

ber of people from the surrounding area. Because of the

serious health problems this spontaneous settlement posed and

the fast rate of its growth, the government has since taken

the initiative to provide it with such basic necessities as

water. It was proposed several years ago that it be recognised

as a local centre and planned accordingly.

These case studies have been summarised from more detailed

reports prepared on behalf of the Kenya Government by

Mrs. Erica Mann of the Physical Planning Department,

Ministry of Lands and Settlement.
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L,- A the DCK company provides the majority of the requisite

comunity services to its work3rs, the need for the develop-

ment of social infrastructure in the nearby settlements of
1asongalani and Mashini has not arisen. Yet each of these

centres and other far flung centres like Kibwezi appear to
have benefited from the establishment of the company in this
area through increased trade and prosperity among sore of the
farmers who have been providing vegetables and other produce
to the shops in the DCK estate and at Changinywe.

Numias Sugar Company

This company established in one of the wore densely populated
areas of Kenya in Kakamega District has had a fairly signifi-
cant impact on settlement pattern and nousing in the immediately
surrounding area. The company employs more than 3,000 workers
more than half of whom are not provided with company housing.
Because of inability by the government '.o provide housing for
the workers as had been planned, the company has provided
accommodation in some farm estates plus a permanent camp at
the factory site. It would appear that the decision to scatter
company settlements was made deliberately to avoid the develop-
ment of a company town.

All the houses in the settlement units are made of prefabricated
cement panels and asbestos roofs and are provided with running
water. Although they are relatively large, most of the housing
units are overcrowded often by visiting friends and relatives.

But only one of these settlement units has been found to con-
stitute a neighbourhood. All the other units have had to rely
on social amenities and community infrastructure outside the
sugar estate. As a result of the tremendous demand for housing,
many boarding houses have sprung up in Mumias itself and
along the road connecting the town to the estate. Most of
these are temporary mud and wattle houses, providing only the
most rudimentary sanitation. Many of these buildings have been
constructed in such a hurry that they often appear to be just
about to collapse. Because of the attractive house allowances
paid by the sugar company it is understandable that so many
entrepreneurs have responded to the housing demand by erecting
dormitory shacks on land otherwise zoned for agricultural use.
Two such unauthorised developments are Shibale and Elukeio.

An important factor accounting for the rapid unplanned devel-
opment of Mumias and the surrounding area was the displacement
ii! more than 1,000 families (approximately 6,000 people) on
whose land the factory and nucleus estate were to be situated.
Although residential plots were made available to some of these
people in Mumias township not all of them could be accommodated
and some people purchased land from other families who subse-
quently moved. The general result has been the creation of a

sizeable non-agricultural population - most of whom are today
housed in unregulated housing developments mushrooming haphaz-

ardly within the vicinity of the sugar estate.
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Developments in these areas are of a more permanent nature
and will soon have to be legitimized either by their incorpor-
ation into a wider Mumias plan or by administration by the
Comissioner of Lands. For given the imminent expansion of
sugar production by the Mumias factory and the consequent
expansion of labour, housing demand for factory and estate
workers is likely to be even greater.

Unlike many other agro-industries the Mumias Sugar Factory
has had a profound impact on the lives of some 8,000 cane
outgrowers and their families. Although the outgrower
scheme was initially restricted to farmers within a radius of
12.5 kilometres, many farmers beyond this limit have switched
to cane growing in the hope of selling their cane to the
factory. This situation has led to a glut of cane relative
to the present capacity of the factory.
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AMNX I I

NATIONAL HOUSING CORPORATION - APPENDIX IIA

REVISED CONDITIONS FOR GRANTING LOANS TO INDIVIDUALS
FOR CONSTRUCTION OF DWELLING HOUSES IN THE RURAL AREAS

A. The applicant must be a Kenya Citizen and be creditworthy.

B. The maximum loan shall be KE1500 or 50% of the estimated
cost of a house whichever is the less.

C. The rate of interest shall be 7 % per annum.

D. (i) The maximum repayment period on annuity basis, where
a title deed has been charged in favour of the
Corporation and the apparent or certified age of the
applicant is less than 45 years, shall be 10 years.
In all other cases the maximum period of repayment
shall be 7 years.

(ii) Where no title deed has been charged or produced the
maximum period shall be 7 years in respect of an
applicant who is employedi and

(iii) In the case of unemployed applicants, repayment
period is restricted to not more than 7 years and
the applicant must, in addition to producing a land
title, also make an arrangement satisfactory to this
Corporation as to how he will repay the loan by means
of a Banker's Order. In this case it will be
mandatory for the applicant also to produce someone of
means and good reputation whose annual income is not
less than half of the amount of money borrowed, to
enter into the Loan Agreement as the applicant's
Surety.

E. Applications from persons who are over 55 years of age and
are not employed and have no title deed SHALL NOT be
considered.

F. A successful applicant shall be expected to carry out
construction to the extent of a minimum of 30% of the
estimated cost of the house before any part of the loan
may be released. The loan will normally be advanced in
two instalments, the second instalment when there is
adequate proof that the money already released has been
expended in further construction of the house.

G. A successful applicant shall be required to pay a fee to
cover legal and inspection costs of not more than:-

(i) She. 700/- for loans not exceeding Shs. 10,000/-.

(i) Shs. 900/- for loans above Shs. 10,000/- but not
more than Shs. 15,000/-.
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(lit) She. 1,100/- for loans above Sha. 15.000/- but not
more than Shs. 20,000/-.

(iv) She. 1,500/- for loans above Shs. 20,000/- but not
more than She. 30,000/-.

H. The property for which a loan may be advanced MUST be
of a minimum cost of KESCO and MUST be constructed in
permanent materials. The maximum cost of a house to
qualify for a loan must not exceed K Sooo.

I. The applicant must be able to Produce the following:-

Ci) a title deed to the land on which the house is
to be (or is being) erected; and/or

(Ui) a guarantee by a bank or by an employer or by
a Creditworthy person as Surety or any other
acceptable security.

J. Where a successful applicant is employed loan repayments
SHALL BE EFFECTED by deductions from salary and there
shall be no exceptions to this. If he is self-employed,
he MUST make a satisfactory arrangement with the National
Housing Corporation to pay the monthly instalments
(see condition D (iii) above).

K. Loans shall not be granted for the purpose of constructingbusiness premises or for purchasing existing property.

L. Loans shall not be granted to assist in the construction
of houses intended for investment purposes such as for
leasing to tenants etc.
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