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Preface 

In May 1988, the Cooperative Housing Foundation (CHF) was given a grant by the East and 
Southern Africa Regional Housing and Urban Development Office (RHUDO/ESA) to undertake 
a study that would look at whcthcr the credit union system in Kenya could play a greater role in 
providing housing finance for thosc not able to secure loans from established housing finance 
institutions. RHUDO's intent in commissioning the study was to seek new ways of extending 
resources for housing into the informal sector and CHF'.- assistance was sount in this matter 
because of its experience in designing such programs elsewhere in the world. At the same time, 
RHUDO/ESA contracted with Matrix Development Consultants, located in Nairobi, to provide the 
perspective and context of the Kenvan situation. 

The study was undertaken jointly by CHF and Matrix, based on Terms of Reference provided by 
RHUDO/ESA, and carried out lareely in Nairobi. The report was written in Nairobi, reviewed with 
relevant interested parties ;n Nairobi and revised in Washington in July 1988. In December 19S8, 
CHF was provided written cornments of numerous reviewers. This revised report reflects the input 
and observations of these reviewers. 



EXECUTIVE SUMMARY
 

A. Oveniew Proposed Pilot Proj'ct 

As an integral part of the Kenya Private Sector Housing Program. the government of Kcnya's 
National Housing Corporation and AID's Regional Housing r.,od Urban Development Office 
for East and Southern Africa (RHUDO/ESA) have agreed to targct up to $3 million of the 
$30 million in available Housing Guaranty Program financing to address the housing needs 
of the "informal sector." 

The Cooperative Housing Foundation (CHF) and Matrix Development Consultants were 
asked by RHUDO/ESA to assess the potential role of Kenya's savings aid credit cooperative 
system in extending housing credit to lov,-income households as a possible me:ins for 
disbursing the earmarked $3 million and reaching families living and/or working in "what is 
traditionally classified as the informal sector.1 

This report of the CHF/Matrix study undertaken in May 1988 recommends that a pilot project 
be established with the S3 million to be administered through the credit union system of 
Savings and Cooperative Credit Organizations (SACCOs). This project would extend the 
lending capability of SACCOs in housing through the establishment of a Housing 
Development Revolving Fund (HDRF). The intent is to build upon the existing capacity and 
momentum of these institutions with a minimum of additional requirements. 

Pilot implementation of the HDRF may well lead to the establishment of a permanent, more 
plentiful fund at a later date. However, given the limitation of the earmarked resources and 
the necessity of testing some basic assumptions with regard to this approach to enhancing 
housing supply, it is necessar, to approach the pilot effort as a controlled, carefully monitored 
experiment. 

B. Findings and Recommendations 

1. 	 Findings 

" 	 The growth of SACCOs in Kenya has been rapid and successful. 

* 	 Within the overall context of rapid SACCO growth, there has been significant and 
apparently increasing SACCO lending for housing purposes: in 1986, for example. 
SACCOs lent at least Sh 2.600 million (S152 million) for housing purposes (This number 
represents 70 percent of the Sh 3.740 million in new loans made during this year). 

]Terms of reference are included at Appendix 1. 
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Constraints to expanded lending for housing purposes are primarily two: the loans are 
short term (up to three years) and the' are made for relatively small amounts (maximum
of three times the borrowers' shares and savings deposits). 

SACCOs are nearly a!] based on institutional employment, thus excluding those working 
the informal sector. It is now government of Kenya policy to promote SACCOs in the 
informal sector. 

* 	 Based on considerable inerviewing in the field (see Appendix ), it seems apparent that 
the SACCOs would be willing to enter a program that would expand their lending
capability in the housing sector, as is the apex society KUSCCO. Financial and 
managerial capacity of the SACCOs to enter such a program, however, varies 
considerably among them and KUSCCO has itself undergone reorganization and its 
management capacity is untested for this type of activity. 

• 	 At the pretent time, extending the capacity of the SACCOs would not significantly 
expand the housing lending available to those who work in the informal sector. 

2. 	 Recommendations 

Based on the findings, it is recommended that the Government of Kenya use the 
earmarked S3 million to establish a pilot ploject, Housing Development Revolving Fund 
(HDRF) from which selected SACCOs would be eligible to borrow money to lend to 
their members for housing purposes. 

• 	 Since SACCOs ar playing a role in housing supply, the supplementing of existing 
resources for this purpose by the infusion of HG monies should build upon existing 
practices and capability to the extent possible. 

The HDRF pilot project should make loans fo housing purposes through SACCOs to 
low income wage earners. The HDRF should allow SACCOs to make larcer loans for 
slightly longer terms than they do now; however, it should not distort the structure of 
the SACCOs as short term lending institutions. The general recommendation is that the 
HDRF provide for loans to individual SACCO members in the Sh 20,000 - 60.000 range,
with repayment periods of 3 to 7 years at 12 p-rcent annual rate of interest on the 
unpaid balance. These practices would be consistent with current practices. 

a 	 The S3 million loan fund would be approximately Sh 51 million, which would finance 
approximately 1,700 individual loans at an average of Sh 30,000 each. 

* 	 The HDRF should be used to leverage members' savings. 

In order to assure adequate management control and testing of assumptions. it is 
recommended that the pilot project be limited to a small number (say 60) SACCOs, 



carefully selected for financial viability, management capability, and demand for housing 
lending.' 

9 The administration of the HDRF should be determined by Government of Kenya in 
collaboiation with RHUDO. This determination should be guided by present capacity 
and Government policy objectives within the cooperative sector. Specifically, CHF has 
proposed that the pi!ot HDRF be divided in two and administered by the Cooperative 
Bank and KUSCCO 3 . This division would provide for a testing of the systems and result 
in final recommendations ,.bout the structuring of a larger program should the pilot 
HDRF prove successful. 

Before this decision is taken, however, consideration must be given to the following policy 
issues that have been identified: 

Government's decision that all housing matters related to the cooperative sector 
should come under the jurisdiction of NACHU, and 

Government's decision to reinvigorate and revitalize KUSCCO as a service 
organization for SACCOs. 

Where technical issues .vith regard to housing are involved, it seems desirable that 
NACHU have involvement as it has the developed capacity in this area and it would be 
redundant and counterproductive to reproduce these in KUSCCO. This role would be 
consistent with that described in the draft cooperative housing policy. However, insofar 
as the pilot project is simply a disbursing of funds, KUSCCO has a legitimate 
bookkeeping and monitoring role to play and is well-placed to play it. 

An additional complexity is introduced by the new cooperative housing fund that 
NACHU and the Ministry of Cooperative Development have proposed, which would have 
as one of its purposes the encouragement of SACCOs to open housing savings "windows," 
would leverage housing savings for housing development purposes, and would provide 
NACHU maximum utilization of funds raised through SACCOs and housing cooperatives 
for the benefit of the members in housing development. If this should be established, 

2 While one possible objective of a project like the HDRF could be simply to inject HG funds 
to augment the monies for housing lending, a legitimate concern is that of verifying that the monies 
so injected are used for housing purposes. Insofar as that is a concern of the HG program, then, 
it seems appropriate to assure this by building a monitoring system into the project. However, a 
balance must be struck between overall project control and the capacity of individual SACCO's to 
manage the loans. 

3 Our understanding is that these funds would have to be borrowed on behalf of Government 
by the National Housing Corporation, which would in turn on-lend to the Cooperative Bank and 
KUSCCO. If the Cooperative Bank could borrow directly, this might be 6esirable because it 
should eliminate some administrative costs. 
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then, careful coordination with the proposed HDRF would be neccssan and care taken 
t) ensurc that the two did not compete with each other in a harmful way. In this case, 
Also, NACHU could undertake to administer the pilot project for thc Cooperative Bank. 

The original inten: of the study was to ascertain how far such a 
under the pilot 1-IDRF could penetrate into the informal sector. 'Under the current 
structure, such penetration will be limited to those who live in but do not work in the 
informal sector. However, it is Govenrnent policy to foster the development of 
informally based credit societies for those who gain their livelihood from informal sector 
activities: the progress in implementation of this policy should be carefully monitored and 
the feasibilitv of including them in any enlarged proect that might result should he re
examined at a later tim" 

" program as that proposed 

It is beyond the scope of this report to detail a program supporting these recommendations. Rather, 
what follows here is the analysis tlat has formed the basis for the recommendations, the broad 
outlines of I possible implementation program for the pilot HDRF, and some recommended next 
steps to be taken in preparation of the pilot project. 

5
 



1. INTRODUCTION
 

A. llackground 

This 	report results from a study undertaken to seek ways in which to make credit available 
to persons woo live and/or work in the "informal sector". For purposes of this study, the 
"informal sector" i..Ndefined as those persons who are unable to obtain credit for the purpose 
of improving their housing through firiance institutiors with formal institutional responsibility 
fOr lcning for housing purposes, eg. building societies. Formal credit for housing is 
unavailible f-r a variety of reasons pertaining to their relationship to the informal sector. 
These reasons include their employment status or their housing tenure: a low income level, 
lack 	 of collateral, lick of a verifiable source of income, lack of clear title and/or sporadic 
nature of earnings. 

The 	stucty premises were twofold: 

" 	 this targe, croup does not present an inherently greater risk than any other, if an 
appropriately structured program werc to be put in place, and 

* 	 Kenya's housint' deficit, both in urban and rural areas, would be considerably reduced 
if the resources and initiative of this group of p'eople could be mobili,.ed by providing 
them with access to credit. 

Within this context, the National Housing Corporation (NHC) and the U.S. Agency for 
International Development (USAID) have agreed to target up to $3 million of the $30 
million Kenya Private Sector Housing Project (615-HG-007) to fund a pilot effort to address 
the housing problems of the informal sector. 

B. Purpose and Scope 

The specific purpose of the study was to assess the potential for channelling some of the 
Housing Guaranty (HG) financing to be made available to the NHC under the Kenya Private 
Sector Hiusing Project to beneficiaries in the informal sector and low-income wace earners. 
Based or, this assessment, the preliminary dimensions of a proposed program have been 
identified. 

The savings and credit cooperative societies (SACCOs) provided a point of departure for the 
study, since in Kenya they seem to provide a bridge of sorts between the formal and the 
informal sectors. Indicalina the insuffic.ent availability of housing finance to those at the 
lower end of the income spectrum, SACCOs are already providing a significant level of credit 
for housing outside the formal housing finance institutional structure.4 However, because 
membership in Kenya's SACCOs is. in the large majority of cases, employment-based, this 

4 1t 	has been estimated that between 75 and 80 percent of credit union loans are for housing 
purposes. These purposes include both new construction and home improvement. (See, for 
example, "Community-Based Finance Institutions." UNCHS. 1984 p.45). 
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credit is primarily extended to persons who are employed in the formal sector,but who ma" 
live 	informal housing. 

The present capability of the entire cooperative financial sector and that of the local 
authorities with respect to the deliver), of housing and related ser'ices were also studied, 
together with their linkages to other finance institutions within the formal private sector. 

C. Policy Context 

The 	recommended pilot project is consistent with Government of Kenya policy objectives in 
the 	following ways: 

0 	 The National Housing Strategy for Kenya emphasizes that the delivery of housing vill 
be to a large extent a responsibility of the informal sector, which already provides 60
80 percent of new units in urban areas, about 24,000 units annually. 

# 	 Lower-income households predominately build their own houses with little or no financing 
from formal sources. Government policy is to encourage private development. 

& 	 The gcvernment policy is to foster improvement in financing for low-income housing in 
general and for those in the informal sector in particular. Formal sector housing finance 
mainly reaches upper income groups and the small minority in public sector progr.ms. 
Government expects that the informal employment sector will continue to provide the 
majority of jobs in urban areas. 

1. 	 National Economic Policy 

In order to accommodate Kenya's rapidly growing population, which will reach about 35 
million by the turn of the century, the government of Kenya (GOK) has adopted a 
comprehensive strategy for accelerating economic growth? This strategy is based on 
five key principles: 

o job creation 
* increased agricultural productivity 
* increased rural nonfarm activity 
* encouragemert of a dynamic informal sector 
* restructured industrial production/productivity 

The program outlined in this papec has been developed within this overall framework. 
In attempting to address the housing needs of the informal sector, the program will 
contribute directly to the dynamism of that sector. 

"Sessional Paper No. I of 19S6.on Economic Management for Renewed Growth, "Government 
of Kenya, 1986. 
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Moreover, because the program is designed to mobilize resources for housing, it will also 
create jobs and increase rural nonfarm activity. Firally, in that it caters to the basic 
housing needs of some of the agricultural and indusrial workers, the program will also 
contribute to the overall productivity of these sectors. 

2. National 1lousing! Stratev 

The pilot project is also consistent with the central thrust of Kenya's National Housing 
Strategy and its basic policy principles, which are as follows: 

* 	 maximization of additions to acceptable housing stock 

* 	 targeting of lower income groups and small towns and rural areas for government 
interventions 

* 	 encouragement of increased informal sector resources directed to production of 
acceptable housing 

* 	 provision of increasing share of housing finance through finance institutions for 
development and maintenance of housing 

" 	 continuation of public sector responsibility for financing of infrastructure 

* 	 harmonization of housing and construction related laws, and 

" 	 increasing consultation with and involvement of local communities in housing supply 
and delivery. 

Flowing from the government's blueprint for economic growth and based on these policy 
principles, Kenya's National Housing Strategy for the period 1987-2000 anticipates a large 
increase in private resources to be directed toward housing, especially in small towns, 
suburban settlements and rural areas. 6 This area of focus implies the necessity of 
catering to large numbers of those living and/or working in the informal sector. 

In addition, the National Housing Strategy identifies housing finance as the area of 
"greatest uncertainty'," in light of the large proportion of formal lending that is currently 
directed toward high-cost housing. Therefore it is anticipated that substantial additional 
investment at lower income levels would be necessary in order to cater to all needs. It 
is estimated by the National Housing Strategy that an increase of as much as 50 percent 

6 "National Housing Strategy for Kenya, 1987-2000," Department of Housing Ministry of Works, 
Housing and Physical Planning, 1987, p.1. 
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in formal financing in urban areas alone might be required to meet the production target 
of 60,000 units annually. 7 

The pilot project which is conceptualized and broadly described in this paper identifics 
a means of expanding the institutional mechanisms available for housing finance and. in 
so doing, also provides a means of mobilizing the resources of the informal sector for the 
purposes of housing. If implemented as described, the pilot project could be expanded 
into a national program, which would assist in the achievement of the production and 
investment targets set forth in the National Housing Strategy, in a manner fully, consistent 
with national policy. 

I). Relevant housing Framework 

The report on the National Housing Strategy for Kenya (1987-2000)8 describes a framework 
for housing development. It shows that in urban areas, 40,000 units per year are constructed, 
a shortfall of about 20,000 dwelling units per year. Between 60 percent and 80 percent of 
all new units have been constructed by informal sources i.e., not by government agencies or 
formal private sector builders/developers. About 60 percent of all units constructed are not 
receiving minimally adequate infrastructure services. 

Most housing in urban areas is provided as informal rental units which do not conform to 
building and subdivision standards. Owner occupied units in urban areas make up 20 percent 
of the total and are built at relatively low densities for higher income groups. The need for 
improved housing is clear. The strategy notes that the " .. . dominant housing arrangement 
for lower income groups is a rented room with communal facilities shared by several 
households sharing the same structure. With average househo!d sizes of at least five persons 
and units being in the 8 - 10 square meter range, extraordinary densities occur." 

In rural areas, traditional self-built housing is still the norm. A major constraint to improved 
housing is the availability of finance, as most formal institutions do not lend in rural areas. 
The GOK strategY recommends that rura, lending may be of a different character with 
emphasis on incremental construction financed by a series of small, short-term loans. 

Based on what low-income households can afford, the strategy report estimates that the 
average cost per unit is Sh 33.500 inurban areas and Sh 12.500 in rural areas. This provides 
a one- or two- room unit with communal facilities in urban areas, or a traditional house in 
rural areas. In urban areas, this is a rental unit in a larger structure, not a unit for owner 
occupation on its own plot. Median urban household incomes in Kenya vary between Nairobi 
and the smaller towns. Presently, the urban median is estimated by USAID at Sh 3,000 per 

71bid.,pp. 3-4. 

8 "Nazional Housing Strategy for Kenya," Department of Housing, Ministry of Works, Housing 
and Physical Planning, 1987. 
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month. Monthly loan repayments of Sh 9)0 would he affordable at the median. based on 
301 percent of household income for debt repayment. 

The stratev places heavy emphasis on the role o the nrivate sector and states that there will 
be." a shift in " the role of Gowernment from one of dircct developer of housing for lower 
income households involving moderate subsidies to one oi working with and facilitating the 
development of this housing by private entities cnarging market prices. Part of this evolution 
will be to work with develoners of what has in the past been 'informal' housing . . "9 

Informal sector housing is comprised of residences which have one or more of the following 
attributes: tenure to the land is unclear, the structures do not meet standards set in building 
regulations, or they are financed by noninstitutional resources (other than all cash by owner). 

E. 	 '1he Inibirmal Sector 

A concern of the informal sector workers and their families is that because the\ operate
outside the formal sector of the economy, they Find it difficult to gain access to housing 
finance, including from the savings and credit cooperative societies. At the same time,
Sessional Paper No. I recognizes that the urban informal sector will continue to play the 
major role in providing emplornent. It was cstimated that in 1982 there were 172.214 people
employed in this sector. According to a recent working group convened by Matrix 
Development Consultants, there are now between 600,000 and 800,000 working in the 
informal sector. (While terms used in these two estimates are not identical, they are similar 
enough to show that substantial growth has been occurring in informal employment.) 

Urban informal sector earnings in 1982 averaged Sh 1,485 per month. The 1988 Matrix 
estimates were that petty traders made a net profit of Sh 500 per month, those in small
scale manufacturing made a net profit of Sh 600-900 per month, and those in service 
industries made Sh 2.000 per month. While these figures are only indicative and disguise 
considerable income ranges, it seems that a significant share of informal sector households 
could afford decent housing if they had access to suitable financing. 

F. 	 Structure of Relationships Among Formal and Informal Employment, 
Housing. and Finance by Iotusehold Income Levels 

In this 	study, the definition of "informal sector" used is as stated in the first paragraph of 
this chapter: Those peopie who are unable to obtain credit for housing purposes through 
formally established housing finance institutions because of their employment status or housing 
tenure in the informal sector. This definition has been formulated based on the Terms of 
Reference for this study. 

91bid. 

1 0"Report on Small Scale Enterprises (Formerly Informal Sector) in Rural and Urban Areas 
of Kenva. 1973-1982," Central Bureau of Statistics. Ministr' of Planning and National Development, 
September 1986. 
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The definitional problems pTesented by the term "informal sector" derive from complexities
in the relationship of income to empoy'ment status and housing tenure. This rclationship is 
illustrated in Fi..irc 1. 

Th- dominant structure of the relationship is two pirallel trawks, placing low income 
households in the inlformal sector and middle and upler income households in the formal 
sector. Low income workers and their depundcn family members are mostly limited to 
informin sector jobs. housing and finance. On the other hand, middle and upper workers 
tend to have formal sector jobs, they and their families live in formal iouses (standard 
construction and legal titLes), and th- %,have access to financing through formal institutins. 

.A&s Figure I indica:es, there are crossovers between the informal and formal sectors. 
For example, some low-income workers have formal sector jobs, aithough their low 
income usually limits them to informal housing and financing (except if they are 
16members of savings and credit societies). Some informal sector workers have 
incomes sufficient to enable to them cnjoy standard housing and access to formal 
financing for housing and other purposes. 

Since most low-income workers are in the informal sector, they are limited to informal 
sources of financing (e.g., relatives and friends, money lenders, "merry-Qo-round" and similar 
share games). Only membership in a savings and credit society enbles low-income informal 
sector workers to borrow funds for housing and other purposes from regulated institutions 
i.e., their SACCOs. However, in Kenya there are very few credit societies of informal sector 
workers (with work, residence, or religious/social organization as the common bond). Thus, 
for the vast majority of pocr families, lack of affordable financing limits them to inadequate 
housing. 

.',1
 



FIGURE 1
 

LOW-INCOME MIDDLE AND UPPER-
INCOME HOUSEHOLDS 

INFORMAL FORMAL SECTOR 
SECTOR JOBS JOBS 

INFORMAL SECTOR FORMAL SECTOR 
HOUSING HOUSING 

INFORMAL SECTOR FORMAL SECTOR 
FINANCING FINANCING 
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11. SAVINGS ANI) CREI)IT SOCIETIES 

Ihis section describes the SACCO system as it exists lodai in Kenya. 

A. SACCOs in a PolicN Context 

Govcrnment policy with recard to SACCOs is set forth. togcther with policy toward other 
cooperaivc organizations in Kenya. in Sessional Papcr No. 4 of 1984, 'Renewed Growth 
Through the Co-operativc Movement," prepared by the Ministry of Co-orerativc Devclopme-nt. 
In this paper. Government views the cooperative movement as providing ". . . one of the well
established institutional arrangements for conducting the economic affairs of the n:ition." It 
states further "Government recognizes that co-operatives form an essential development tool 
to ach!eve the national objectives. The Co-operative movcnient's democratic structure, full 
involvement of people and its coverae of both the rural and urban sectors fits well into the

1
Government's development strateev."'' 

Within that overall context, the SACCOs are defined as those savings an i credit cooperatives 
that are form.c b\ salaried or self-employed, persons which are established with the "primary 
objective of enabling members to save regularly together, for the purposes of creating a pool 
of funds from which those members can obtain credit facilities on softer terms than would be 
available in the existinc financial institutions. ' 12 Of the wide range of purposes for which that 
credit is used, housing and related purposes figure prominently. 

Like other cooperative societies, SACCOs are governed by the Rochdale principles, which 
include democratic control by the members. The membership elects a Board of Directors, 
from which is selected a Management Committee, responsible for managing the affairs for the 
SACCO. 

It is Government's stated poilcy to continue to encourage the formation of SACCOs and 
SACCOs are recognized by Government for their contribution to the mobilization of savings 
throughout Kenya. In Sessional Paper 4. the union banking sections of cooperative unions 
were folded under the SACCO rubric and it was indicated in conversations with the Ministr 
of Co-operative Development that current Government intention is to encourage the formation 
of SACCOs among thos~e peo:pe who work in the informal sector. 

1 1 "Renewed Growth Through the Co-operative Movement,' Ministry of Co-Operative 

Development. Sessional Paper no. 4 of 19S7. p. 2. 

12 "Renewed Growth Through the Co-operative Movement,' p. 19. 
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B. Histon of SACCO Development 13 

The first SACCO was registered in 1964. The following year, a National Promotio,, 
Committee was established. It was the responsibility of this group to develop policies for 
SACCOs and to regulate their development. 

Because of failures among the initial, locality-based SACCOs, in 1969 Government limited the 
registration of new societies to those "in which members had a strong common bond": this 
language has been inte, )reted must commonly to mean wage and salary earners with a 
common employer. The restriction was lifted in 1975; however, the practice still dominates the 
development of SACCOs. 

Following the formation of the apex organization Kenyan Union of Savings and Credit 
Cooperatives (KUSCCO), in 1973, there was rapid growth of SACCOs -- both in terms of 
numbers of sozieties, as well as in the size (membership, savings and borrowing) of the 
individual societies. KUSCCO took over the responsibilities of the National Promotion 
Committee. 

Figure 2 depicts the nature of the growth during the 1970's and 1980's. 

Figure 2 

1972 1978 1986
 

Number of Societies 101 509 1,029 

Number of Members 36,000 199,000 792,948 

In part because of the rapidity of this growth and in part because of a lack of standardized 
procedures, some SACCOs fell victim to various sorts of problems, including inefficiency, 
errors, and embezzlement. Government intervened through the Cooperative Development 
Department to develop standardized loan criteria and procedures. In addition, manuals for 
management and accountancy, lending policies, bookkeeping, management committees, and 
internal audit were developed and distributed. 

13 Much of the historical information contained in this section is based on literature review and 
is primarily indebted to "Cooperative Information Note: Republic of Kenya (No. 2 Revised). 
COPAC Secretariat, 1984, pp. 30-33. 
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Steps were also taken to improve training of the management of new SACCOs and to be more 
cautious in the registration of new societies. 

KUSCCO itself, following its insolvency,14 has recently undergone restructuring and 
revitalization, the result of which is rcflected in the document entitled "New Task Force 
Report on Revitalization of KUSCCO" (Februaiy 1988) and Revised By-Laws. Under the 
restructuring, KUSCCO is given several responsibilities, including the promotion of viable 
SACCOs, the promotion among SACCOs and their officials, employees and members a 
common code of ethics, the provision of assistance to improve the internal management of 
SACCOS by standardized management and internal audit systems, and the establishment of an 
interlending mechanism. 

C. 	 Scope and Extent of SACCOs 

" 	 The savings and credit cooperative societies (SACCOs) have prospered since the), were 
introduced in the early 1970s. There are now 1,300 SACCOs. In 1986 the SACCOs had 
a membership of 800,000, cumulative savings of Sh 4,464 million, and loans outstanding 
of Sh 4,336 million. In that y'ear alone the, lent Sh 3,740 million to members with 
average loan,; ranging from Sh 10,000 to Sh 17,000 depending upon the nature of the 
SACCOs. Their loans are financed entirelh from members' savings; they do not borrow 
from the open market because of the higher interest rates for external loans. 

* 	 The common bond of nearly all SACCOs is employment of their members in the formal 
sector. This includes many low-income earners, but not workers in the informal sector. 
SACCOs are of two main types: countrywide societies embracing workers in large 
organizations and smaller societies in one location. Teachers are organized on a district 
basis. In the rural areas credit needs of farmers who are members of marketing 
cooperatives are met by the union banking sections operated by some district 
cooperative unions. The Government plans to convert these union banking sections into 
SACCOs. 

* 	 The savings and credit system has not penetrated the informal sector, as there have been 
reservations about extending the system without the loan security provided by deductions 
from salaries. The government is now in favor of expanding the SACCOs to the 
informal sector. While modalities have yet to be detailed some new SACCOs in the 
informal sector are coming into being. An encouraging sign is the report of a growing 
number of women's groups which operate simple savings and credit activities. 

" 	 It is estimated that over 70 percent of existing SACCO loans are used in some way for 
housing purposes, including land purchase, house construction, and house improvement 
in both urban and rural areas. However, the loan terms are most commonly for 36 
months at 12 percent interest. Because such loans are insufficient for significant 

14 Based on analysis of its balance sheets for 1984. 195, and 1986. "New Task Force Report 

on Revitalization of KUSCCO," February 1988, p. 1. 
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:nvestments at onc time, the' ar, most often used for land acquisition and t;an 
incremental building. 

* The Iaiger SACCOs are making a number of investmcnts on behalf of their members. 
often in commercial property. Usually, separate shares doare issued and the' attract 
investors. Many SACCOs have acquir.,! land for housing. The members of sonre-
SACCOs have formed housing cooperatives to undertake specific housing projects io.
all or some of the SACCO members. 

* More than half of the registercd SACCOs are in Nairobi Province. There is a total 
membership of 531.052 in 561 active SACCOs. Their cumulative savings are Sh 3.135 
million and loans outstanding Sh 3.036 million. 

). Main Categories of SACCOs 

SACCOs fall into two principal categories. First, there are the countrywide societies. These 
are normally based in Nairobi but have members throughout the country. fo]lowing the pattern
of their employment. The biggest of these are the largest societies in Kenya and are 
significant financial institutions. The 31 countrywide SACCOs have almost half of the total 
SACCO membership (343.000 or 43 percent), half the share capital (Sh 2.213 million or 50 
percent), and half the outstanding loans (Sh 2,07- million or 48 percent). 

The largest. Harambee, is for civil servants and has a membership of 75.245 with Sh 413 
million in shares and Sh 311 million in outstanding loans. The second largest, Ukulima, has 
37,.948 members with Sh 223 million is shares and Sh 208 miIiion in loans. The top 11 
societies are all for government or parastatal employees. This ranking is by membership alone. 
While Harambee also has the largest sh.re capital in total, those SACCOs with higher salaries
and a higher propensity to save have a higher average share capital per member. For example. 
the average share capital in Harambee is Sh 5,469, in Mwalimu (teachers) it is Sh 11.685, and 
in Tembo (breweries) it is Sb 20,877. The tendency is for SACCOs based on private
orcanizations to have higher share capital per member. A list of countrywide SACCOs is 
attached as anijcx 2. 

Second. there are SACCOs based on an employer in a particular locality. These make up the 
majority of societies. A brief analysis of these 1.000 societies shows a total membership of 
130,000, Sh 2.251 million in share capital. and Sh 2.2(2 million in loans outstanding. Among
these societies the ones formed by teachers on a district basis ,here are 41 districts in Kenya) 
are particularly successful. For example, Embu Teachers SACCO (Eastern Province) has 2.839 
members, share capital of Sh 24 million, and lent Sh 15.6 million in 1987 (unaudited). Some 
members of the SACCO have formed a housing cooperative society and have acquired land 
for housing. 

A brief assessment of SACCO loans made per member in 1986 showed that Rcli (parastata)
lent an average of Sb 10.435: Afdva (government), Sh 15.921: Firestone (private). Sh 17.119: 
and Embu Teachers. Sh 16.459. 
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Figure 3 shows societies in Nairobi Province. Coast Province, and the courirvwide societies 
classified by membership size to indica'L relativc magnitudes. The first column shows numbers 
of socicties in each catcegory, the second (in parenthesis) shows the percentage in cach 
category. 

Figure 3 

Membership Nairobi Coast Countr wide 

I - 50 164 (30) 
50 - 100 143 (26) 
101 - 200 107 (20) 
201 -500 94 (17) 
501 - 1.000 20 (4) 
1,001 - 5,000 14 (3) 
5,001 - 10,000 1 (0.2) 
Over 10.000 - -

33 (21) 1 (4) 
46 (29) -

44 (28) -

21 (13) 1 (4) 
6 (4) 2 (6) 
5 (4) 10 (32) 
1 (0.6) 7 (22) 
- - 10 (32) 

Totals 543 (100) 156 (100) 31 (100) 

As can be seen, the countrywide societies have a much larger membership, with 54 percent 
having more than 10,000 members. The local societies have a median membership of less than 
100, but over 20 percent have memberships in the 200 to 1,000 range where there are a 
number of well-organized and financially significant SACCOs. 

SACCO Operations 

SACCOs lend without tangible security (collateral); the security on loans is provided by the 
check-off system, i.e., deductions from wages and salaries by employers for savings and for loan 
repayments. Each loan also is guaranteed by at least one other member of the SACCO. 

The SACCOs are allowed to lend for periods of up to 48 months; most give loans for up to 
36 month. as thev' wish to turn over loans quickly in order to serve as many as members as 
possible. Interest rates on loans are one percent per month (i.e., 12 percent per year) on the 
declining balance, the legal maximum as defined by the Ministry of Co-operative Development. 
Loan eligibility is based upon the amount of the applicant's shares and savings and their wage. 
Normally, borrowers can borrow up to three times their shares. 

In their accounts, most societies divide the savings between shares and deposits. This is 
because dividends paic' on shares are subject to 15 percent withholding tax. However, all 
savines are commonly known as shares. 

SACCOs do not pay' fixed interest on savings. They declare a dividend at the end of the 
financial year. (The sessional paper expects that some efficient societies will be able to 
operate savings accounts). 
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While most of the s(c'jtis arc arban based. Inc 1bynsmembers are invested it- cth rural 
and urban arcas. The sessionil paper notes that loans arc put to a wide ranec of uses for the 
benefit of individual mernbers. in-ludin" purchase of commercial plots and premises. 
building of hmies, investing in small business ventures and paving of school fees and medical 
bills.' 

A UNCHi-S Habitat ) s IudV1 5 nuidc in Q9S-4 estinated that about 30 percent of loans %"'re used 
for land purchase and improvement and about -5 percent for house purchase. construction. 
and improvement. The same report noted that SACCO lending for housing equalled tha: of 
the two larcest housing finance institutions. Interviews with a number of SACCOs carried out 
for this report tended to con!frn. these percenta2es. 

I:. SACCO Investment 

Some soi:ictics have begun to accumulate shares in excess of their ability to lend on the basis 
of their lending criteria and have begun to make investments. mainly in commercial property. 
The\, have invested in hotels, office buildings. warehouses, and housing. The MoCD. 
concerned about these investments, has laid down guidelines (Policy and Guidelines on Co
operative Investments, 1985) which discoura2e investments in property but state that all such 
investments must be " registered and managed as a separate entity, for example a separate 
co-operative.' Individual members can contribute toward shares for specific investments. 
Investments have to be included in the annual budget of societies (thereby requiring approval 
by membcrship at the annual general meeting). Investments over Sh 100,KJ have to be 
approved by 'he MoCD. 

The commercial property investments by SACCOs can be significant. Figure 4 gives some 
e-amples of the values of inves:rnents made bv the larger SACCOs. 

Figure 4 

Name of SACCO 	 Value of Investment
 
(in Sh millions)
 

Posta 13s
 
Harambee 131
 
Ukul ima 86
 
Tembo 30
 
Kenvu Police 30
 
Reli 12
 
Af va 12
 
Kenya Bankers 13
 

"5"Community-Bascd Finance institutions," UNCHS. 1984. 
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The ma*iority of societies are lending close to their maximum and find it necessary to raise 
separate share capital and. in some cases, to borrow to make these investments after they have 
satisfied the demand for loans by members. 

G. SACCOs and Housing 

The members of some SACCOs have formed housing co-operative societies. This separation 
of the credit and housing functions protects the members of both societies even if the 
membership is identical. Housing societies with this common bond already have some of the 
basic preconditions for successful housing development, as they have experience in finance 
mobilization and management. 

11. Cooperatives and Ruiral Credit 

Credit in the rural areas has also been provided by cooperative.s,, through the "union banking 
sections" (UBS) of the district cooperative marketing unions. Theie are 15 of these sections. 
These UBSs have accounts for each member of the affiliated primary cooperative societies, and 
produce payments are made to these accounts. Loans are made on tbe basis of anticipated 
crop py',,,.-nts. In the more successful societies, some loans arc used for housing and 
construction purposes. UBSs do not lend on the same terms as SACCOs; they usc commercial 
bank rates, for example, 15 percent. 

The Sessional Paper No. 4 envisages the transformation of UBSs into rural SACCOs. They
will be separated from their cooperative unions. The guidelines for undertaking this 
transformation are still being prepared. Two primary societies wi'th UBS branches (Meru North 
and Mathira) have been selected as t;,t:. for implementation. 

Outside the cooperative movement, informal rural credit is undertaken by women's groups 
(registered vith the Ministry of Culture and Social Services). They usually have a rotating 
credit scheme (known as a merry-go-round), which is familiar in many African countries. It 
is understood that some women s groups in the Central Province have been converted into 
cooperatives. 

1. Informal Sector 

The urban informal sector has become a new focus of attention for cooperative development. 
The MoCD is promoting 'jua kali" (informal sector artisans) and "kazi" (labor contracting) 
cooperatives. These are not SACCOs, but are organized for the purposes of marketing and 
work organization. There is potential within these new urban cooperatives to begin savings 
and credit activities, but modalities will have to be worked out very carefully. As informal 
sector workers in the urban sector do not receive wages, the check-off system for loan 
payments cannot be used is security. 

There are some indications of how this could be done. For example, Akamba carvers in 
Mombasa have initiated a SACCO that is run independently of their handicraft society. They
plan to use members' woodcarvings, deposited with the society for sale, as security. In other 
informal sector activities, various types of security may be appropriate depending on the nature 
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of the society and types of security available to it (e.g., income from crops, land. personal 
property). In cxtcnding of SACCOs to the informal sector in both urban and rural areas, the 
experiences of providing credit shoulo be closely studied. besides the advant:ge of the check
cff system of loan repayments, employer-based SACCOs also may benefit by staff time paid 
by the company for bookkeeping, attendance at meetings on company and the social 
reinforcement of the work place. On the other hand, community-based SAC 2Os benefit by 
self-reliance, independence and community association. Usually the emplove-based SACCOs 
are more tightly managed than the community-based SACCOs. 

J. Kenya Union of Savings and Credit Co-operatives Ltd. (KUSCCO) 

KUSCCO is the nonprofit apex organization for SACCOs in Keny'a. It has a membership of 
632 societies out of an estimated total of 1,300. Since it was established in 1972, KUSCCO 
has experienced man\, difficulties. In February 1988 a task force reported on a plan for the 
revitalization of KUSCCO. KUSCCO reported losses of Sh 1.8 million at the end of 1986. 
It major revenue is the fees earned by providing bookkeeping services to 444 societies. In 
1986 this earned Sh 4.8 million out of total revenues of Sh 6.9 million. The only other 
major source of revenue was Sh 1.2 million in annual subscriptions. 

Under the revitalization plan, KUSCCO intends to increase annual subscription rates, increase 
membership to 1.300, and increase the minimum share holdings by members. It is projected 
that the resulting annual revenue will he as follows: 

1988 1989 1990 

Revenue in Sh 2,800,000 3,200,000 3,800,000 

It is not anticipated that revenue from bookkeeping will increase, but revenue from acting as 
an insurance agent to Co-operative Insurance Services is planned to increase to Sh 1.25 million 
per year. The above are seen as short term measures; the plan also suggests long-term 
strategies to improve KUSCCO services and to generate revenue. An interlending fund is to 
be established. KUSCCO is currently arranging for technical assistance to set up this program. 
It is expected to generate Sh 450.000 in 1989 and Sh 675,C00 in 1990. KUSCCO expects that 
it will take from two to three years before the program becomes fully operational. Some y'ears 
ago there was an interlending program among the SACCOs that experience serious proflems. 
KUSCCO leaders realize that a new program will need to be vell designed and carefully 
managed if it is to a::ract participation by many SACCOs. 

Other services which KUSCCO intends to establish, but which are not budgeted, are auditing, 
coordination of SACCO investments, research and development, education and training, and 
data processing. 

Under its new by-laws, KUSCCO directors will be elected by the membership rather than 
appointed by the Ministry of Co-operative Development. This change should result in 
KUSCCO being more responsive to the needs of SACCO members. The new management 
team has a very positive approach to implementing the revitalization plan. 
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Y'USCCO is at a watershed and onv time will te:ll whether it will he able "o implement thu' 
;evitaiizatir program suc5cessfull. Ii wa1s to play its role as the national SACCO apex boJv 
more effectively anid to better represcnt the mo\ncment internationally. Of particular relevan2e 
to the housing initiative will be the management of the proposed interlending program. since 
KUSCCO has no experience in lending. 

K. Summary of Conclusions 

The employment-based SACCO movement has been extremely successful in mobilizing savings
from workers in wage and salary employment and in providing short-term loans to them. Over 
70 percent of these loans are utilized in housing related investments in both urban and rural 
areas: this is approximatelyV Sh 2,600 million pe: year for housing. 

SACCOs are, in effect, closed financial systems, mobilizing and lending funds within each 
society. Liquid funds and reserves arc kept in current and interest bearing accounts at the Co
oper,,ive Bank, but societies do not borrow for funds to lend to members. The reason for 
this is the interest rate structure. SACCOs lend to members at the maximum rate allowed by
the MoCD, one percent per month (i.e., 12 percent per year) on the declining balance. The 
Co-operative Bank lends at a rate determined by the Central Bank, currently 15 percent. (As
the rural UBS's lend at commercial rates, it is interesting to note that there is demand for 
loans by cooperative members at higher rates). 

There is demand within the SACCOs for finance for housing investments which is not heing 
met by short-term loans. However, a conventional mortgage loan will not necessarily be 
appropriate as members often wish to invest in informal sector housing or housing in rural 
areas. They do not wish to incur supplementary expenses (fees. charges, etc.) and may not be 
able to provide clear title to the property. Medium-term loans may better suit housing finance 
needs and fit into the overall informal housing development pattern. which constitutes the 
major part of housing provision in Kenya. Alternative methods of securing loans may be 
required for medium-term loans. 

The larger SACCOs. both countrv,'ide and locally based, have begun to diversify and to nm::ke 
investments, mainy in commercial property. This has been financed from surpluses where 
these exist, from purchase of special shares by members, and by borrowing. There is no 
specific facility at the moment which enables SACCOs as instituions to make finanial 
investments in cooperative housing. Some SACCOs have resources which could be invested 
in the Co-o1:.e::tie .ank for housing investments if the Bank had it.; mortgage loan facilities 
operating. NACHU's proposed National Coope:i-.tive Housing Fund is a promising approach 
to this end. 

Some SACCO., have provided a basis for the establishment of cooperative housing societies. 
In these cases, the members formed a scparate society, and the SACCO granted loans to 
members to enable them to buy shares in the housing society. The loans were used to fund 
some development costs and down payments. The National Housing Co-operative Union 
(NACHU) provides technical services to these lousing cooperative. 
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The UBSs provide a me:.anisrn for c:redit for Iarmers belonging to cooperative marketing
societies. These UBSs are linked to the banking sstem as a whole and use the same rates 

as Lbc banking system for deposits and loans. Members borro\ for various purposes including 
house construction Again. the\ might benefit from longer term loans and from alternative 
forms of collatera!. However, it is planned that the UESs will be converted into SACCOs. 

Initiatives are be,ng taken hy MoCD and KUSCCO to promote the creation of SACCOs which 
are not employment based and which have some other form of common bond. The conversion 
of UBSs to SACCOs will include farmers. Also. some women's groups which are performing 
well in savings and credit activities (and in income generation) ar being converted to 
cooperatives where appropriate. In the urban areas, groups of artisans are being formed into 
cooperatives and other groups are being introduced to credit management through a number 
of programs. Each of these groups in the informal sector has distinct characteristics which 
must be addressed. The) all provide a basis for the development of SACCO activities which 
can include housing finance. 

The pattern of SACCOs shows many strong individual societies and some weaker ones. The 
apex body for SACCOs, KUSCCO. represents about half of the total of 1,300 societies. It is 
beginning to implement a revitalization program. KUSCCO is a natural organization to 
become an actor in a housing finance program for credit societies, but has no experience in 
handling loan programs. 

The Co-operative Bank (described in chapter 3) has programs for all types of cooperatives. 
SACCOs bank with it but do not borrow (except for special investments), although they do 
own share capital and are represented on the board. Also, the interest rate structures of the 
SACCOs and the bank do not match. The bank has demonstrated the capability to handle 
special loan programs. 
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111. PRESENT FINANCING OF HOUSING 16 

A. Overview 

There is a wide range of finance institutions in Kenya involved in housing finance. They 
include institutions specializing in housing, specifically the Housing Finance Company of Kcnya, 
Savings and Loan Kenya, and numerous building societies. In addition, there are banks and 
nonbank finance companies that provide some construction and mortgage financing--mostly to 
their established customers. Informally, housing loans are made b' relatives, friends, employers, 
and money lenders. In the cooperative sector, houses are financed by the Co-operative Bank. 
savings and credit societies, union bank sections, and cooperative housing societies. 

Some insurance companies and pension funds also are involved in financing housing to limited 
degrees. However, since there is not a secondary mortgage system in Kenya, they do not 
purchase mortgages or mortgagc-backed securities as similar institutions do in many other 
countries. Borrowers of mortgage loans are required to take out life insurance policies to 
insure repayment of the loan. However, there is neither public nor private mortgage default 
insurance. 

A key difference among the housing finance institutions, banks, and nonbank lenders on the 
one hand and the savings and credit societies and informal lenders on the other hand is that 
the former require the house as collateral while the latter usually do not. Thus, borrowers 
with uncertain income and/or less than freehold or long-term leasehold title can only obtain 
loans from their savings and credit society or informal sources. 

Following is a brief discussion of the housing finance sector, including cooperatives. A more 
detailed discussion of savings and credit societies is in the next chapter. 

B. Housing Finance Institutions 

There were five institutions specializing in housing finance licensed under the Banking Act and 
32 building socie:ties registered under the Building Societies Act at the end of 1986. Of these 
37 institutions, only three were established before 19S2: Housing Finance Company of Kenya 
(HFCK). Savings and Loan Kenya, and East Africa Building Society. In addition to these bia 
three, Kenya Savings and Mortgages and Home Savings and Mortgages are major lenders. The 
others are fledgling institutions striving to attract savings, making some loans and, in several 
cases, investing in real estate development. These institutions operate in the cities and some 
of the major towns. 

1 6 Much of the information in this chapter has been extracted from recent housing finance 
reports prepared for the RHUDO, especially "The Housing Finance System in Kenya." USL 
International. Inc.. and the Urban Institute, May 1986. Through interviews and more recent 
documents, the key\ findings and conclusions used here were corroborated. The documents on 
specific types of finance institutions are referenced in following nctes. 



Both construction and mort aoe financing arc provided by most of the housinp finance 
institutions at interest raiLs between 16 and 19 percent and 10 to 25 \ear repayment periods. 
Variable rate morg'es are the rule, with all mortgaLcs held by an institution ad'usted to the 
same rate based on present cost of funds. At this time. savings deposits typically earn interest 
in the range of 8 to 12 nercent, with variations by duration of savings period and type of 
institution. 

Most customers of housing finance institutions save there with the expectation of eventually 
obtaining a mortgLe loan. This expectation is realizable onl\' if the institution can attract 
individual savers who do not wan- to purchase houses and other major depositors such as 
pension funds and insurance companies. The more established institutions have achieved this 
requisite balance for the most part, largely because they arc affiliated with major commercial 
banks, the eovcrnmcnt, and other finance institutions. The approximatcly 30 newer building 
societies arc encag!e:d in intense competition for savings deposits and other deposits in efforts 
to build up capi:.l for lending to members. Some societies are having difficulty in this regard 
and may not be successful. 

Since the housing Finance institutions have been able to mobilize rubstantial savings deposits 
and institutional investments, the question arises as to the possibility of some of their resources 
being loned to or invested in the savings and credit society system for low-income housing 
purposes, especially for those in the informal sector. To date, there have not been any 
financial relationships between the housing finance institutions and the savings and credit 
societies. Nor does it appear likely that major amounts of funds from these institutions would 
be made available to the societies, because capital for housing loans is in substantial demand 
at interest rates which are s,-veral percentage points higher than the effective cost of funds to 
the societies. Executives of some of these institutions have expressed interest in financing 
cooperative housing projects. In so doing. they would be assising some of the members of 
savings and credit societies as well. 

C. Banks and Nonbank Finance Institutions 

The .24 commercial banks provide some construction and mortgage financing, but regulations 
limit their loans in real estate to 2 .-,ercent. Since their funds are short-term. these loans are 
mostly for Construction. Morteace loans are limited to preferred customers and employees. 

Nont.ank -'inance institution:. are registered under the Companies Act and licensed unde.r the 
Banking Act. They have time and demand deposits and finance various business activities, 
construction, and mortgages at interest rates up to 19 percen' compared to 14 percent for 
commercial banks. They can buy and develop property. Because of these regulatory 
advantages, these nonbatn: finance institutions increased ir-m 16 in 1980 to nearly 50 in 1986. 
The turbulent financial market since then included the collapse of two banks anu their 
affiliated financi:: institutions. Nevertheless. li'a's fin;.ncial market appe,.rs viable and most 
nothan! financc institutions continue to be generally strong. 

The housing finance inst]:,tions (other than building sOcCit~Ls) discussed abo\c are among the 
l,rgcest of the nonbank f::,ance institutions Thus. for ,,I of the nonbank finance institutions. 

&~ 
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Sh 3 billion of Sh 8 billion in loans outstanJing in 1984 were for building, construction, and 
house mortgages. 

1). The Co-operative Bank of Kenya 17 

The Co-operative Bank was established 20 %ears ago under the Co-operative Societies Act. 
It is owned by the nearly 1,300 :-avings and credit societies and other cooperatives and 
supervised and regulated by the Central Bank. Ministry of Finance and Ministry of 
Co-operativc Development. The following set of charts shows substantial growth over the last 
five \,ears in deposits, advances, pretax income, and assets. Share capital also has been 
increasing, but is less than required by law. Therefore, the bank is aggressively seeking 
additional purchases of shares by members. This effort is difficult because many of the savings 
and credit societies feel the\, are not being well served by the bank and purchase of additional 
s.hare capital ties up their funds. 

Member savings and credit societies deposit their funds with the bank as rcquired by law, but 
do nt borrow from it (except for essential short-term needs) because the bank charges a 
higher interest rate (now 15 percent for loans of 12 to 36 months) compared to the effective 
cost of share capital and deposits of their members which is less than 10 percent. Tim primary 
societies make loans to members for 12 to 36 months at one percent per month on the unpaid 
balance. These inconsistencies in interest rates are attributable to different regulatory 
authorities. The practical consequence is that leaders of some of the savings and credit 
societies feel that the bank is indifferent to their needs. 

As of June 1987, the Co-operative Bank had six branches, two sub-branches, and one mobile 
agency, with plans for four more branches. In addition to its regular banking functions for its 
owner/member societies, the bank since 1982 has been accepting savings, investments, and fixed 
account deposits from individuals. This business has become substantial despite the fact that 
these customers cannot borrow from the bank. 

The bank also manages special loan funds for cooperatives from grants and loans from 
international development organizations (including USAID) and government programs. There 
were 1S such special loan programs in 1987. 

Construction financing of cooperative housing projects is a new and important responsibility 
of the bank. Apparentl., only two loans have been made thus far. Both the Ministry of 
Co-operative Development and the National Co-operative Housing Union (NACHU) are 
acgressiveh advocating that the bank improve and increase its construction lending capability. 

A few y'ears ago. the bank established a subsidiary nonbank financial institution under the 
Bankng Act to provide long-term financing to savings and credit societies and other 
cooperatives. Tnis institution could provide mortgage financing to housing cooperatives if it 

17Sources include '.Annual Report and Accounts. 30 June 197 ," by the Co-operative Bank of 
Kenya Limited. and interviews with bank and SACCO officers. 
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FIGURE 5
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had sufficient capital. However, the Ccntral Bnk aid Ministry of Finance have reservations 
about this potential function of the hank. so the subsidiary has not been activated as vet. 

The hank's 19S8 five -ear lending objectives include Sh. -i0 million for "intensification into real 
estate investment.' This is 20 percent of planned lending for all purposes and is second in 
amount only to ricultural production loans (Sh. ON(Imillion). Real estate investment lending 
is intended i,.include both construction and ,nortgage financing: \whik not fLr housing only, 
housing probably would be the dominant purpose. 

In genera!, the Co-operative Bank appears to bc well managed and capable of providing the 
serlices intended to its ownermember savings and credit societies and other cooperatives. 
Howeve:r, improvements are needed in its lending programs for savirgs and credit societies for 
general purposes as well as housing loans and to housing societies for both construction and 
lone-term morte,ie financine. 

E. Savings and C.t'dit Co-opertive Societies (SACCOs) 1 8 

The approximate]y 1,300 saings and credit societies include 31 national societies (mostly based 
in Nairobi) and 600 lo:a.tl societies in Nairobi. The other half are spread throughout the 41 
districts of Kenya. Total membership was niarly 800,000 in 1986 when there were 1,029 active
societies. Nearly all the societies have the common bond of thc same employer. Some are 

based on type and/or place of employment, e.g.. a woodcarvers cooperative in Mombasa. 
Others have the bond of community organizations, E.c., some societies have been started by 
women's groups. However, very few societies are community-based with membership by place 
of residence. Itis the policy of the Ministr' of Co-operative Development to foster the 
establishment c:' more community-based societies. 

The SACCOs' capital is derived from share capital, savings deposits, interest on loans to 
members, and other nominal income. Loans are made at one percent per month interest for 
up to four \'ears in amounts up to three times the member's shares/deposits. The purposes 
of the loans include education, medical care. major consumer ourchases, business investments, 
financial emergencies, and various housing investments. The housing purposes include purchase 
of a houe- plot or small ;arm. down p'iymen: on a house, home improvements, and room 
a:dditions O .-n existing house for rental income. Society officers interviewed and previous 
studies indicate that nearly 80 percent of loans are for these nousing purposes. Loans are 
guaranteed by two or three members. No coli.teral is usually recuired. 

Some of the lar.er societies have share deposits in excess of loan demand, but man' of the 
smaller societies, especially those with low-income members, are short of capital and members 
must wait some months before receiving their loan proceeds. Many \,ears ago there was an 
inter-lending program among the savings and credit societies, but it was discontinued because 
of loan repayment difficulties. The Kenya Union of Savin.s and Credit Co-operatives, Ltd. 
(KUSCCO) plans to mana.e a new inter-lending program for its member societies (presently 

]References inciude Ministry of Co-operative Development. KUSCCO. and SACCO documents 

ari inter' iev,'s. 
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601D). Sin.ce SACCC)s do not borrow f-:m one anothcr a-c' selJ:)m borrow i'rom the C
operative Bnk or cher hanks. ,h,: arc financially self-contained. Perhaps for the large: ;I.. 
stroner societies, this independence mity be s.1ti.;facto:",', but for the newer and less financially 
viab- socie'ies, mutual assistance would bc beneficial. 

Approximatcly 15 of the distric cooperative unions have banking scctions that accept deposits 
and rnake loans to members. Itis th,: policy of the Ministry of Co-operative Development to 
have these converted to SACCOs in the near future. There are no other cooperative rural 
banks in Kenya. 

1. Co-operative Ihumsing Societies 19 

There are approximately 80 housing societies in Kenya nov compared to only 16 in 196S. The 
National Co-operative Housing Union (NACHU) was registered in 1979, but a staff was first 
hired in I9S3. Since then, NACHU has developed the capability to provide a broad range of 
technical services to its members. 

Presently, NACHU is assisting housing societies with 25 projects having a total of 5.45(0 
housing units. Most of the projects are to be funded by the GOK/USAID Private Sector 
Housing Project with Housing Guaranty loan proceeds. 

Most housing societies have been created by the members of savings and credit societies. In 
some cases all members belong to both societies, bu: usually only those interested in a house 
in a cooperative housing society estate join the housing cooperative. 

Financing has been a severe constraint to the development of conner \ve housing projects. 
Members strive to buy land over a period of years. Construction fii-:.ncing is difficult to obtain 
on any terms and impossible without clear title. The Co-operative Bank has begun to provide 
construction financing, but the process needs improvement. Only two projects have been 
funded to date. Mortgage financing is available to individuals with title deeds. No financial 
institutions are making mortgage loans to housing cooperatives with single or unitanx titles. 
although some have expressed awillingness to do so. The Co-operative Bank could provide 
mortgsage loans through its financial subsidia, if the Central Bank and Ministry of Finance 
would allow it to become operational and capital would be provided. 

Recognizing the need for capital mobilization for housing in the cooperative sector. NACTII: 
is working toward the or:nation of a "National Cooperat;.e Housing Fund." NACHU's plan 
includes both generation ,fcapital within the cooperative system, including the Cc-operative 
Bank SACCOs and NACHU. and inflowNs of capital fr,om other resources including at least 
HFCK and Savings and Loan Kenya. 

Many members o: coonerative housing: societies borrow fro:li SACCOs for dovnpm,-.mc,,s and 
other purp)ses related to the development of their coopetative housing project. 

NACHU documents and interviews provided the information for this section. 
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G. Other Financial Institutions ard Considerations 

As of 1986 there were 42 life and/or casualty insurance companies in Kenya. Some of the 
assets of these companies aic in,'csted in real cstate including housing. Several companies are 
in development, e.g., Kenya Reinsurance Corporation, and/or provide mortgage insurance to 
policy holders, e.g., Kenya National Assurance Company. Interest rates are in the 13 to 17 
percent range with maximum repayment periods of seven to twenty years. More favorable 
interest rates and terms are availahle to employees of sonic of the companies. None cf the 
insurance firms buy mortgages or mortgage-backed securities. There is no secondary mortgage 
market in Kenya, although it has often been proposed. 

The large pension funds and the social security fund have nearly all their funds in government 
securities and other conservative investments with little in housing. There were investments 
in nonhank financial institutions up to a few y'ears ago and today sonic funds are deposited 
with these institutions, thus indirectly providing capital for housing construction and mortgages. 

Mortgage loan borrowers are required to purchase life insurance to assure the loan repayment,
and fire insurance of the mortgaged house is commonly required. However., Kenya does not 
have mortgage default insurance, although it has been proposed and considered several times 
in fecent years. Because there is not such insurance, lenders usually require large down 
payments and lend only to individuals with secure wage/salary employment and excellent credit 
standing. Moreover, since the house is the collateral, free and clear title is a requisite. Since 
second mortgages are uncommon, even well-established wage/salary workers have difficulty 
borrowing for home improvements. 

H. Summan of Conclusions 

The number and variety of financial institutions have increased greatly in recent years. While 
the financial markets hav. vibrated some, overall they remain viable. Through the nonbank 
finance institutions and building societies, substantial amounts of capital have been mobilizcd 
for housing construction and mortgage financing. The demand for those funds seems to have 
kept pace, thus there is little if any excess liquiditv. 

Cooperatives also have grown remarkably fast in recent y'ears. especially savings and credit 
societies and housing societies. The Co-operative Bank has grown significantly by most 
measures. However, it has not become the important source of capital for cooperatives as 
intended by the government and its owner/member primary societies. Thus, cooperative 
members and the cooperatives themselves are unable to borrow as much or as favorably as the), 
would like for housing purposes. 

Presently, however, linkages do not exist between the cooperative finance institutions and other 
finance institutions. The Co-operative Bank is the logical institution and is well-placed to be 
able to provide such a linkage so that capital from other sources can flow into the coornerative 
systems, including for housing. While there appears to be little excess capital now, financial 
markets usually change significantly over time. Presently, there are few incentives or other 
motivations for building societies or nonbank finance institutions to invest their capital in the 
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cooperative sector for housing purposes. NACHU', proposed National Cooperative Housing 
Fund could facilitate such investments. 

Savings and credit cooperative societies are often perceived as a bridge between formal sector 
finance and informal sector workers and their housing. A.s indicated above, external capital 
is not flowing into Kenya's savings and credit societies. The lending that is taking place for 
housing is limited by the existing resources. The demand for cooperative and other housing 
is high and since capacity of SACCOs the respond is contrained, mechanisms to facilitate 
the flow o funds into cooperative sector for housing are likely to extend the benefits of 
cooperative finance and housing to many informal sector workers and their families not 
presently catered for. 
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IV. 	 PROPOSED PILOT 1IOUSNG FINANCE PROJECT THROUG1t SAVINGS AND CREIDIT 
SOCIETIES 

A. 	 Prpose, General Approach, and Framework 

The intent of the proposed pilot project, HDRF, is to demonstrate the feasibility of this 
approach and so ultimately to lead to the establish of a permanent credit mechanism which 
provides appropriate housing financc for low-income workers in the formal and informal sectors 
to enable them to upgrade their housing and incrementally construct new housing as their 
needs arid incomes warrant. 

The general approach to achieve this purpose is to create a Housing Development Revolving 
Fund HDRF to expand the lending capability (both amount and term) of SACCOs. The 
HDRF would provide medium-term loans for various housing purposes through targeted 
savings and credit societies. The HDRF is to be implemented on a pilot basis using the 
earmarked $3 million from the HG loan. To complement this financing mechanism, there are 
proposals for mobilizing local resources from domestic finance institutions and from the 
members of the cooperative societies, and over the longer term, for promoting the creation 
of community-based credit societies. 

The framework for implementing this general approach is comprised of existing housing and 
cooperative organizations plus the expanded network of community-based savings and credit 
cooperative societies. The key organizations and their proposed major roles are: 

" 	 Ministry of Co-operative Development: polic-, promotion, registration, regulation, 
training, and technical assistance re existing and new cooperative societies and the co
operative bank (no change in present roles) 

" 	 Co-operative Bank: construction financing for cooperative h;ousing projects, mortgage 
financing of cooperative housing projects through affiliated organization, and management 
o:" housing development revolving fund 

" 	 Kenya Union of Savings and Credit Co-operative Societies. Ltd. (KUSCCO): promotion 
arid development of new societies and management of housing and development 
revolving fund 

" 	 N'tional Co-operative Housin, Union (NACHU): sponsorship, development and technical 
assistance to cooperative housing projects and promotion, training and management 
assistance to new societies and to SACCOs in their housing lending.2 0 

2 0This role may be redefined, depending on the decision taken by government regarding a 
financial mechanism for NACHU proposed in the draft "National Cooperative Housing Policy" (July 
I9ss). 
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S vint-s ind Credit Co-pe'rative Societies (SACCOs): borrowing from housing 
development revolving fund for on-lending to members, mobilizing resources through 
shares and deposits, and fostering co-operative housing societies for members 

S 	 Co-operative ilosinf Societies: developing and managing housing projects for members 
(no change in prescnt roles) 

There also arc supporting and enabling roles for various institutions, including the Ministry of 
Lands and Housing, Ministry of Local Government and Physical Planning, National Housing 
Corporation, and local authorities. 

I. 	 Institutional Relationships 

The National Housing Corporation's role in this proposed program structure is to manage the 
allocation of Housing Guaranty Program loan funds for the pilot project HDRF, which is itself 
a subproject of the Private Sector Housing Project. Proposed relationships are shown 
schematically in Figure 6. 

The 	Ministry of Co-operative 1)ev'lopment has central responsibility for policy, oversight, 
registration, promotion, training, technical assistance, and coordination among government 
agencies and with the cooperative organizations. Since these are the regular responsibilities 
of this ministry, nominal additional inputs and changes in operations are anticipated. An 
important exception would be if the ministry were to embark on the proposed major program 
to foster the establishment of community-based savings and credit societies. 

The Co-operative Bank has responsib'ity for greatly expanding its recently added function to 
provide construction financing to housing cooperatives. Also, its finance subsidiary should be 
activated to provide mortgage financing to housing cooperatives and their members. To 
undertake this mortgage funding requires approval of the Ministu' of Finance, and requires the 
Central Bank and other agencies to provide the enabling legal, management and financial 
powers. Additional sources of funds may be required. The Housing Development Revolving 
Fund is another such new program proposed for the Co-operative Bank on a demonstration 
basis at least. 

KUSCCO is also proposed to have responsibility for managing part of this revolving fund for 
its member credit societies. Loans are to be made from this revolving fund to primary savings 
and credit societies for on-lending to their members for qualified housing purposes. KUSCCO 
plans to establish an interlending program for its 600 member societies. Presently, KUSCCO 
provides bookkeeping services to more than 400 societies on a contract basis. These 
experiences should be useful in enabling KUSCCO to properly manage a share of the Housing 
Development Revolving Fund. 

Since less than one-half of the 1300 credit societies are members of KUSCCO and 
management of the revolving fund would be an appropriate function of the Co-operative Bank, 
it is proposed that both organizations manage similar home lending programs on a 
demonstration basis to determine which is more effective. Ultimately, the revolving fund could 
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Figure 6 

Institutional Rel3tionships in
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he th' rcs)jnsihiiity o" the ni)rc cfftctic mana.:r; hov ',v:.t i:. also osibc tht. b:cu 

ol ir.,,itutional capacii\ . thc cxpanded pro,-ram would a.,o remain split. The results of Lhc 
pilot project would inform this ,.nd other decisions regardint future implcnlent tion of this type
of program. 

The roles of NACIHIL and iic SACCCOs are complcmenar'. Since it io.envisioned here (and
hv Government) thait a conmmunitV-batscd sav\ingS and credit societies bc created and moreover 
that members of credit societies inte-rcstcd in developing major housine projects do so b\ 
establishing housine coope.r;tives, NACHt-U's r ma grow manifold. Moreover, ,iren 
the proposed expansion of construction and mortgage finarj.ng through NACHU's proposed 
National Coopcrativc Housing Fund. man\- more cooperative housing projects are iil:elv to be 
implemented with NAC-I U-. assistance. Thus. NACHU needs to plan fo: expansion of its 
membership services and sponsorship of cooperative housing development projects. 

NACHU's role in the pilot project for this proposed housing development revolving fund at 
a minimum should be the provision of technical assistance to those involhed in housing 
dcvclopment projects. The naturc and extent of this assistance will vary hy the size and 
character of the cooperativcs' pro.:'ts. Sonic form of Technical A.ssistance to KUSCCO and 
the Cooperative Bank bw NACHU is also envisioned. The nature of this assistance (and 
indeed. of NACHU's role as well as of the other involved will depend on policy decisions 
to be taken by Government. 

Obviously, NACHU should continue provide a ful! range of direct servicesto to the societies 
engaged in major construction projects. Also, when SACCOS are making loans to individual 
members for housing purposes., they can benefit by NACHU's information and advice through 
printed handouts and perhaps telephone inquiries or even brief office visits with designated 
technicians (depending on NACHU's staff availability). It is recommended that NACHU, 
KUSCCO and the Cooperative Bank enter into an agreement for NACHU to provide this 
assistance to SACCO members. 

C. Participation Guidelines and Criteria tor Pilot Project 

As described above, it is suggested that the Housing Development Revolving Fund (HDRF) 
be managed on a parallel basis by the Co-operative Bank and KUSCCO. Eventually,
participation in the revolvinrc fund shouid be open t' all financialiv viable savings and credit 
cooperative societies (SACCO.,). Criteria and procedures should be tested with SACE.Q: in 
preparation for a pilot pro.ect. Then. a L-eer number of SACCOs. approximately 40-6(t2. 
should be selected to participate in the two- or three- year HDRF pilot project. The 
participants should b,_ selected based on explici: criteria approved by the Ministry of 
Co-op erative Developnmnt. the Co-oncrative Ban: and KUSCCO. These should be developed 
through a project Sterin, Corrmittee (see chapter \] of this report). 

'This suL._ested number has been arrived a: based on a baiancing of tw compe;: L concerns: 
2 a de.sire to monitor znd assure adcnuatc administrative cc-nrols and 2 a desire to implement 

sc,, proecst within the existing .apacity of SACCO's. 
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A diversit) of SACCO, should he selected for in inclusion n the pilot project. Divcrsitv 
should bc reflected in terms of size, geography, and characteristics of members. Preliminary 
selection criteria are recommended to include the following: 

1. 	 Expressed interest in participating in the HDRF. 

2. 	 Well-manaecd, financially viable society,. 

3. 	 A substantial percentage and number of members below the urban median household 
income (presently estimated at Sh 3,000 per month). 

4. 	 Wide geographic distribution (including countrywide societies, Nairobi, Mombasa, other 
cities, and most, if not all, of the othcr districts). 

5. 	 Special membership groups with particularly appropriate housing need situations (e.g.,
public school teachers, low-wage civil servants, informal sector workers). 

6. 	 Countrywide SACCOs to be sciected based on knowledge of their individual capabilities, 
needs, interest in participating, membership composition, etc. 

7. 	 SACCOs with available land for small housing projects to be given some priority in order 
to have some quick-start experiences. 

It is proposed that about 5% of the 1,300 SACCOs be selected in participate in the pilot
project. At the outset perhaps 5-10 societies would be involved. When the testing and 
refinement stage is completed participation should be expanded up to the proposed 60. In 
terms of HDRF loan activity, these societies would have up to Sh 51 million from the Housing 
Guaranty loan plus other resources. Most loans are likely to be in the Sh 20,000 to 50,000 
range, with an average of Sh 30.000. Thus, the Sh 51 million alone would fund 1.700 loans, 
or an average of 28 for each of the 60 societies. This seems manageable considering that all 
but one of the 31 countrywide societies have more than 200 members, about one-half of the 
local societies have more than 100 members, and neafly one-fourth have more than 20k 
members. 

). Lending Guidelines and Criteria 

Eligible borrowers would be members in good standing of registered savings and credit 
cooperative societies. If the loan applicant has a loan outstanding, it will be paid in full from 
the proceeds of the new loan. 

SACCO members may borrow from the HDRF for housing purposes only. Eligible purposes 
include: 

* 	 purchase of a house plot for owner occupancy. 
* Extension of water suppl', electricity, or sanitation lines to the loan applicant's house; 
" Building materials for con-,truction or improvement of the applicant's house. 
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0 Craftsmen mid laborers to assist with housc construction or improvement. 

In Kenya it is common practice for even low-incomc households to ient out ro01s in their 
house-s if at all possible. Frequently. the buildin, is expanded for this purposc. Sometimes 
addiwonal housip,, units are built. This practice contributes to the housing supply ,1fordabLIc 
hy the poor and provides income to the owners, who often arc also poor. Inall likelihood this 
practice would be encouraged hy HDRE. 

SACCO members presently borrow amounts up to three times their shares and deposits,
repayable in monthl\ installments for up to four years (most SACCOs limit terms to three 
years). at one percent interest per month on the unpaid balance. While most such loans are 
for housing purposes, the amounts uijat can hc borrowcd tend to be insufficient for major
housing purposes. Most loans are for less than Sh 15.000 and fLw are for more than Sh 
30.(01). The key' limiting factor is the provision that loan amounts cannot exceed three times 
the borrower's shares andl deposits. This provision helps to the security of the loan,ensure 

its affordability by the borrower, and capital availability for ioans to members 
 without long 
waiting periods. 

By providing special sources of internal and external funds for the HDRF. capital availability
should be adequate to allow larger loans. Affordability to the borrower is improved by longer 
repayment periods. Security of the loan would be ensured by co-signers and possibly also a 
lien on the house and land and/or some form of loan repayment insurance or guaranty. 

However, it should be noted that this infusion of funds will be a new experience for most 
SACCOs and that th-re are some risks involved. The performance of the SACCOs to date 
sems to warrant any risk (both in the funds and in the SACCOs themselves) this might be 
involved: however, the careful structuring of a pilot project, such as is recommended here. is 
also warranted in order to minimize the risk. 

HDRF loans are proposed to be made for three to seven years, with repayment in ceual 
monthly paiyments including one percent per month interest on the remaining balance. The 
maximum amount of the loan would be determined bv the borrower's household income, term 
of the loan. and share of income affordable for monthly loan repayments. As, a guide. 25-30 
percent woule be the maximum share of hous'.eh:-ld income considered affordable for loan 
repayment. However, each SACCO lo.an corr.nitiee would be expected to verifv each 
applicant's ability to re pa:y the loan. The followinE table shows monthly repayments by loan 
amounts ane repayment periods. For example. at the urban median household income of Sh 
3.000 and 3 : percent for monthly loan payments (Sh 900), the maximum loan would be Sh 
40.000 for five years or Sh 50.000 for seven \,ears. 

I may' be that a:higher rate of interest, say 1.25 percent per month (i.e.. 15 percent per year) 
on the dcclinine b.anoe would be affordable and acceptable on these proposed longer term 
loans. Also. -.me SACCOs ma' wish to apply a loan to shares;'deposits multiplier to i:mit 
the maximum loan and so, reduce risk. A multiplier of four to six might be considered. 
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Figure 7 

MONTIILY REPAYMENTS ON LOANS FROM REVOLVING FUND 

Period: 3 Years 4 Years 5 Years 6 Years 7 Years 

Loan Aroun 

20,000 664 526 444 391 353
 
30,000 996 790 667 586 529
 
40,000 1,328 1,053 889 782 706
 
50,000 1,660 1,316 1,112 95ry 882
 
60,000 1,992 1,580 1,334 1.173 1,059
 
70.000 2,325 1,843 1,557 1,368 1,235 
80.000 2,657 2.106 1,779 1,564 1,412
 
90,000 2,989 2,370 2,002 1,759 1,558
 

Interest Rate: 12 percent with equai monthly payments 

E. Administrative and Accounting Procedures 

Under this proposal, the National Housing Corporation will deposit Housing Guaranty loan 
funds allocated to the Housing Development Revolving Fund (HDRF) in the Co-operative 
Bank. Quarterly or monthly transfers will be made from NHC's account to the HDRF 
accounts of the Co-opera:ive Bank -nd KUSCCO based on their respective loan demand 
projections submitted to NHC one month previously. These advances are likely to be necessary 
until internal resources are generated for the HDRF. 

It is proposed that at the beginning of each month, the bank and KUSCCO receive requests 
for loan disbursements documented by copies of approved housing loan applications from each 
of the participating SACCOs. The bank and KUSCCO will each review and approve their 
respective loan requests. Thece monthly actions are intended to allow individual loans to be 
consolidated for more efficient processing while not delaying loan disbursements unduly. 

Each month the bank and KUSCCO will advance: lnans to 1,he SACCOs based on the approved 
requests of the month previous. Each SACCO then makes loans to its members in accordance 
with the terms of the approved applications and progress on the house project (if installment 
payments are made). It is the responsibility of the SACCO housing committee to ensure that 
the loan proceeds are used only for the approved housing purposes. SACCO members will 
repay these HDRF loans in the same ways they make other loan payments. The SACCOs will 
keep separate accounts and other financial records for the HDRF. Each month the SACCOs 
will make repayments on their loans from the bank and KUSCCO. 

The bank and KUSCCO will report quarterly to NHC on :heir HDRF transactions and other 
related activities. They will transfer funds into NHC's account at the Co-operative Bank 
according to agreed upon schedules which enable NHC to repay i,:. Housing Guaranty loan. 
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KUSCCO will be able to r')ll most reflows over into rew HDRF loans. The HG lon is viewed 
as tie initial source of funding to be augmcnted by mobilization of domestic resources and 
reflows to enable the HDRF to be a permanent source of financing for low-income housing. 

Loan repayment will be the absolute responsibility of the revolving fund's borrowers regardless
of its collections from its sub-borrowers. Thus. the Co-operative Bank and KUSCCO will be 
obli,ated to repay NI-IC on schedule: the SACCOs will be obligated to repay the bank and 
KUSCCO; and members will be obligated to repay the SACCOs. The loan agreements among
the par-ies must include such guarantees. As long as members pay in full on schedule, cost 
recovery should be complete and the fund will, in fact, revolve. Ensuring that members repay 
their loans is the key to a viable HDRF. 

F. Loan Guaranty Mvchani';mi 

Kenya SACCOs. like credit unions throughout the world, require cosigners or guarantors for 
all loans; seldom do they require property as collateral (except for vehicle loans in some 
countries). Since employer-based SACCOs nearly always have loan payments deducted from 
wages/salan by a check-off method, the loan repayment is further ensured. The security issue 
increases in Lhe cases of non-employment baseu SACCOs--potentia] major participants in this 
program as they increase in number. SACCOs could make mortgage loans in somhe cases, but 
in most cases this would be difficult or impessible because most borrowers do not have clear 
freehold or leasehold title. Second mortgages are rare in Kenya, although they are a possibility 
when the title is adequate. 

Kenya does not have mortgage default insurance or any mortgage guaranty system (except 
mortgage life insurance). Proposals have been made previously for mortgage default insurance. 
It is recommended that if the HDRF is implemented, these previous studies be reviewed and 
the proposal revived. At the present time. however, it appears that for HDRF loans, it would 
be best to retain the current practice of requiring it would be best to retain the practice of 
requiring cosigners or guarantors. In addition, it may be possible to add to the number of 
cosigners required and/or to add a lien against the property.2 2 While a lien on a property with 
a less than clear land title is not as secure as a standard mortgage, it could have effect 
nevertheless. The most appropriate type of lien to use and how is an issue. For definition 
at such time as a decision is made to move toward implementation of a pilot project. In this 
context, the issue of how best to insure loans on houses without clear title should also be 
addressed. 

G. Potential Costs of Program to Participants 

L'\Vebster's Ninth New Collegiate Dictionary defines a lien as "1: a charge upon real or 
personal property for the satisfaction of some debt or duty ordinarily arising by operation of law 2: 
the security interest created by a mortgage." 
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(. P.tvintiml Cw-:i of Prov.ram to Participants 

N-C'would have the staff cot , entailed in making loan disbursements through a bank account 
tra:nsfer system to the Co-opcrative hank and KUSCCO on a quarterly basis, monitoring of 
bank and KUSCCO HDRF operations, and processing loan repayment records based on loan 
transfers back to NfC's I-IDRF account at the Co-opcrative Bank. It is higlV unlike'V tha 
NtIC would c,.oumcr any si.nilicant problens in this subproLramll since lie key fin niea!
responsi:-ili ty is with the bank, KUSCCO, and the societies. None of the tchnical assistaneL 

and trainini- required would be provided by NIIC. Thus, NI-IC responsibilities could bh 
handled by limited amounts of time of existing staff. No financial contin !ency or reserve 
accounts would seem to be neccssary. 

As central managers of the HDRF,the Co-operative Bank and KUSCCO have important 
responsibilities to promote the program, draw down the funds from NHC, make the loans to 
the SACCOs and. of course, collect SACCO repayments and then repay NI-IC. Since most 
of the loan collections will revolve into new loans to SACCOs, either the bank and/or 
KUSCCO will be managing the HDRF indefinitey. If one or the other is not successful in 
mann:nin,2 this fund. the manacmenl responsibility would become the full responsibility of the 
more successful institution, if :,larger program were to be undertake. 

It is expected that the bank could manage this HDRF just as it manages at least a dozen other 
special programs, with separate accounts. In the pilot project, it appeases this could be done 
by existing staff. 

KUSCCO. on the other hand, micht need additional staff for financial management, unless 
there are properly trained personnel with available time in the bookkeeping services operation. 
In scale, each of these institutions would be working with about 20-30 savings and credit 
societies, processing monthly loan requests (probably not from all each month), and processing 
loan repayments. The promotional. financial technical assistance, and training activities would 
entail additional bank and KUSCCO staff or consultants or a short-term basis. 

In the central management -ole for the pilot project. itis essential that the bank and KUSCCO 
work ciosely with the SACCOs to ensure that the loans are made and used properly and. very 
importantly, that loan repayments are made fully and on s:hedule. Kenya credit societies have 
an excellent record of mana2ine their internal funds, but they have virtLally no experience with 
a program such as the HDRF. Therefore, the bank and KUSCCO will need to have some 
form of contingency and/or reserve accounts to cover had loans and seek recovery through 
legal processes. It would not le appropriate for either the Co-operative Bank or KUSCCO 
to provide technical assistance regarding housing development directly to SACCOs or their 
members, rather arraneements should be made for NACHU to provide such assistance as it 
presently provides to housing cooperatives. 

The greatest responsibiiitv for manaLing the pilot project will fall on the SACCOs collectively. 
7:ich SACCs o,ficcrs and committee members, with staff assistance in the larger SACCOs. 
.- ill be responsible for promoting the program, reviewine and acting on loan applications. 

arranging loan apreements with either the Co-operative Ban: or KUSCCO, requesting 
disbursements monthly or less frequentiv as memibers" approved loan applications warrant. 
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m.nmitorin. :he us of the loan to \'er'W compliance with H4DRF lruan purposes;, cliecting
mentbh' pv:cments from borro,,er! and actinc if payments arc delinqucnt, nri.i:ing month' 
Sepavments to either the Co-operative Bank or KUSCCO, and maintaining complete and 
,iccu;iatc accounts and records. 

While SACCO activitics arc numerous and varied, the work load should not be onerous 
because thet - arc not a larec number of loons per SACCO, ( i.e., an avcragv of 2S;), which 
will in most cases become active over manv months. Moreover, the work will be divided 
amon, many SACCO members servin, as officers and commitec members. Bookkeeping and 
reporting are the most difficult tasks For SACCO volunteers. Thus, it is essential to provide
forms, instructions, (MidClines, payment tables, and examples which are clear and concise, aswell as a ,ood initial trainng program, with follow up. 

V:crification of act ual uses of the loans is a Verl, important responsibility. In the first instance,
it the job of the SACCOs housing committees to monitor the use of' the loan proceeds. In 
addition, there should be monitoring and technical assistance provided to members of SACCOs 
in planning their housc construction/improvement, estimating building material quantities and 
costs, and doin the construction. This assi.tance should be similar to agricultural extension 
services in the sense of providing practical information, advice and demonstration. The details 
of these monitorinC and technical assistance functions will be determined in phase two. Cleary
NACHU is the most appropriate organization to provide this assistance. As discussed above, 
arroncements should be made for NACIAU's services without overloading its staff. 

Overall, the proper management of the pilot program HDRF should be achieved by all 
participants without great difficulty because the required functions are similar to those already
there for other loan programs of all the participants except KUSCCO. This need not be an 
expensive program to manae for an' of the participants. In fact, few if any additional staff 
should be required. 

A key concern is that the interest rate on the HDRF loans to SACCO members should be 
the same as loans for other purposes, 12 percent a ,'ear. Since the Housing Guaranty loan 
to the NHC is likely to be 4bout 10 percent. the difference of two percent will be available 
to divide amonc the pro.ic:,, administrators: NHC. the Co-operative Bank, KUSCCO, NACHU 
(as appropriate ) and the SACCOs. A]l participants ,'ill want to ccver their costs with fees 
and or interest rate spreads, of course, and a prelimina vF analysis indicates this should be 
possible. If a decision is made to Lo forward with a pilot project, more precise cost estimatcs 
can be made. as details about the administrative and other arrangements worked out.are 
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V HOUSING I)UIT'LOPIMENT COLLdIORAIION IETWEEN 
SAVINGS AN) r)IFCz SOCIETIES 

AND LOCAL AUTIIO)RITIES 23 

A. IssFvs, Prospects, and ()ppoirtunilies 

Under the Tc.2s of Reference for this study. We were required t make a preliminarn
assessment of thu potential for collaboration wit. Local Authorities. During thu course the 
stud\, it was confirmed that local authorities (LAs) havc v'crv limited financial resources.coupied
with and growinL, demands for facilities and services. The backlog of needs in most towns is 
substantial, thus, little is bcing done to provide facilities and services for new development.
Several projects have been undertaken and others are planned to improve the capabilities of 
LAs, but the situation in most communities remains severe. 

The Ministry of Local Government and other government agcncies recognize that LAs lack 
adequate local revecnue sources to fund capital development projects and their operating
budgets. Moreover, there is increasing recognition by government officials that the central 
government and the LAs need to foster more private development by concentrating on 
providing adequate public services. 

Cooperatives of various kinds are major social and economic forces in communities throughout
Kenya. The savings and credit societies (SACCOs) are key participants in the financial markets 
of most communities.. SACCO leaders and other members tend to be active in community
affairs in many towns. Thus. SACCOs are effective in getting things done in their communities 
when they are so inclined. 

B. Potential Collaborative Actions 

1. Description 

Most SACCO members are interested in investing in housing. initially by land purchase
(if they do not already own plots) and then house construction! improvement.
Individually, these members can only take care of their own needs and desires with loans 
from their SACCOs. The proposed Housing Development Revolving Fund is intended 
to enable these individual members to meet their housing finance requirements. Those 
credit society mem;,ers wishing to participate in major housing projects should create 
cooperative how-,ig societies and seek assistance from NACHU rega"rding desigr. and 
developmcnt, including cooperaion from the LAs ir, providing, facilities and services. 

Between the individual actions and the cooperative housing projects. there is an 
important third option: SACCO members, in many instances, would wish to participate 

+'This part of the study was provided for in the Terms of Reference to begin to explore how 
SACC s and local authorities might work together in providing low-income housing for SACCO 

mum behrs. 
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;n small croups to bu' land and build their houses. Such small projects, (say 5 to 10 
IJOuses but peroaps up to 20) usually would be able to buy small parcels o! land a: good
locations rcquirinp only short cxtensions of roads and utilities. The sct'icing of such 
plots by most LAs would be well within their capabilities, especially' if'the benefiiaries 
were able to arrange the financing through individual loans from their SACCOs. 
Nevertheless, development of ecvn small housing projects is difficult. Thus, these Croups
would need technical assistance, pieferablv from NACHU. In effect, these in-fill h.iusinc 
projects would be taking advantage of existing roads, water supply, sanitation, and other 
urban services by devcloping land near but not on existing roads, thus enabling affordable 
purchase prices. In certain places, it may be possible for some SACCO members to be 
allocated a block of plots as part of a larger housing scheme of the local authority. 

2. Feasibilitv and Praclicalitv 

For this scheme to work, all the key participants must see significant benefits for 
themseives. Clearly, there would be many SACCOs with interested groups of members 
willing and able to work together to provide their own housing. Getting them to 
organize ind operate collectively is essential to their success. Finding and acquiring
suitable si:es would seem to be possible without much difficulty. 

The collaboration of the Local Authority is the central issue. Because most local 
authorities lack financial and management resources, they are not able to meet their 
capital improvement and operating budget needs. Thus, it is unrealistic to expect them 
to finance extensions and improvements to roads, water supply, drainage systems, and 
sanitation systems for small housing projects. However, some local authorities probably
could be convinced that making the improvements would be in their community's interest 
if the SACCO members were to agree to pay for the share of the costs wh 'Ch the local 
authority would not normally incur. 

Construction financing for these small housing projects would be obtained from the 
HDRF in the same v'av as individual loans. The basic difference is that each group of 
5-20 houses would become eligible for long-term financing from the Co-operative Bank 
or building societies. When such financing was obtained, the HDRF would be paid in 
full. This ionc-term financinc might prove difficult to vct if the houses do not qualify
for stancird mortgaces. In such cases, special ioan criieria and proce-'ures would be 
necessary. It is the intent of this scheme ti. make these arrangements. but the specifics
have yet to be worked out. Moreover, the Co-opcrative Bank does not vet make 
long-term loans, although it has plans to do so. The most nromising arrangement is theNational Cooperative Housing Fund proposed by NACI-iU. Financing from building 
societies for these houses might require that the owners join the buildinc society and save 
there for a period of time before becominp eligible for loans. This would reduce the 
value of their participation in the SACCO. New arrangements might be necessa-, to 
facilitate financing from the building societies. 
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Although there are some troublesome is::ues vet to be resolved, this housing schf";ic
scenis to Ie sufficiently promising to warrant further investigation and testing through 
a small initial effort, such a testing out could be considered under the pilot HDIF. 

C. 	 Proposed Action 'lan for Strueturing of Local Authority/SACCO Collaboration 

A pilot program of collaboration between SACCOs and local authorities could be designcd
under 	the general direction of the MoCD, under the Pilot HDRF(See Figure 4). NACHU's 
active participation would be desireable and should be sought because of its substantial 
experience with similar projects. The action plan for structuring this effort would include 
consideration of following: 

1. 	Determine how best to sclect members of the participating SACCOs as beneficiaries of 
the pilot program, how the, should be organized, how they should make decisions and 
take actions, how they, should handle their finances, etc. Discuss preliminary conclusions 
and recommendations with selected SACCO officers and revise as appropriate. 

2. 	 Investigate further the powers and responsibilities of local authorities and design
approaches for their provision of appropriate infrastructure extensions and improvements
with financing shared by the authorities and benefiting SACCO memb, rs. Promotional 
means of convincing the local authorities to collaborate also will be worked out. Discuss 
with selected SACCOs and officials of local authorities, refine as agreed, and submit 
conc!usions and recommendations to Lhe Steering Committee for approval. 

3. 	 Develop proposals for long-term financing of these groups of houses by the planned
National Cooperative Housing Fund, Co-operative Bank and building societies including
the conditions and terms of the loans, with detailed recommendations regarding loan 
security issues. Discuss preliminary conclusions and proposals with the Co-operative
Bank, several building societies, and the participating SACCOs, and then revise proposals 
as feedback warrants. 

4. 	 Identify illustrative sites for such housing schemes, estimate laud co.,,ts, determine off-site 
and on-site improvements needed and their costs, design site layouts, design prototype
incremental house plans and cost out, conduct overall feasibility analysis, and discuss with 
selected SACCOs. 

5. 	 Design a monitoring and evaluation plan. 
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VI. PREPARATION REQUIREMENTS FOR IIDRF PILOT PROJECT 

This initial study, has defined the opportunities for providing housing for lower income 
households through savings and credit societies to more appropriatcly mesh with the existing 
strong pattern of informal housing and to Finance the shelter needs of the informal sector. An 
overall program has been recommended which focuses on the establishmcnt of a Housing 
Development Revolving Fund. This fund is to be managed by existing coopcrative 
organizations. An institutional development program for the expansion of savings and credit 
societies in the informal sector also is proposed. 

If a decision is taken to proceed with developing a pilot HDRF project, then detailed 
development of an implementation programme will be required. Even though the pilot project 
is envisioned as building upon existing capacity, it nonetheless will represent a new undertaking 
and must, like any other, be carefully prepared if it is to succeed. 

It is beyond the scope of this study, to develop a proposed implentation scheme for a pilot 
HDRF. However, what follows below is an Action Plan in outline form, with suggested .asks 
identified and responsible actors designated. It is anticipated that pilot project can be prepared 
with a minimum of outside help: nonetheless, some technical assistance is likely to be necessary 
in the areas specified below. It is recommended that the primary responsibility for preparing 
the HDRF pilot project be vested in a multi-organizational Steering Committee (HDRF/SC) 
- to be convinced by the Ministry of Cooperative Development and chaired by a senior officer 
of MoCD. The HDRF/SC should be composed of representations of the interested 
orcanizat ions. 

The work required for the establishment of the pilot HDRF can be divided into four phases. 
These are: 

* Preparation Phase 
* Implementation Design Phase 
* Implementation Testing Phase
 
" Full Implementation Phase
 

Each of these phases is set out, with its associated tasks, in Figure 8. The approach that 
has been taken in developing this Action Plan is to move forward toward the implementation 
of the HDRF pilot project in employment-based SACCOs. During the Implementation Phase, 
once the pilot project is operational in the selected SACCOs, the more experimental aspects 
(introduction of informal sector SACCOs and small project lending in conjunction with Local 
Authorities) that have been identified as possible components of an HDRF can be further 
assessed and, if desired, tested. However, it is recommended that the core HDRF, as it is 
proposed in this study, be well established first, before the introduction of these additional 
ciements into the pilot project 
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Figure 8
 

Establishment of a Pilot 1IDRF: An Action Plan
 

Task Responsible Parm, 

1. PREPARATION PIUASE 
a. make policy determination re 

institutional roles MoCD 
b. convene HDRF Steering Committee MoCD, with advice RHUDO 
c. establish Terms of Reference 

for HDRF/SC MoCD. with advice HDRF/SC 
d. review HDRF study recommendations HDRF/SC 
C. convene meeting to discuss HDRF 

report MoCD and RHUDO, with HDRF/SC 
f. identify other policy issues/ 

items for resolution and refer 
for action, as appropriate HDRF/SC 

g. review tasks for action (following), 
expand, modify as necessary and 
establish timetable for their 
performance HDRF/SC 

2. IMPLEMENTATION DESIGN PHASE 

a. 	 review management capabilities 
of Coop Bank, KUSCCO, NACHU to 
assume responsibilities as proposed 
HDRF study/affirmed MoCD (L.a above) consultant, reporting HDRF/SC 

b. 	 develop selection criteria for 
SACCO participation consultant, reporting HDRF/SC 

c. 	 recommend ways to resolve 
loan security issue consultant, reporting HDRF/SC 

d. 	 recommend/approve loan 
security method HDRF/SC and MoCD 

e. 	 design implementation system for 
HDRF, including: 
--flow of funds 
--loan criteria 
--procedures 
--institutional relations 
--monhilorinr svstem for fund 

use 	 consultant, reporting HDRF/SC 

1 HDRF/SC is to be convened and chaired by McCD. Recommended members include 
NACHU, KUSCCO. and the Cooperative Bank, as well as other participants in the proposed 
HDRF. The HDRF/SC would guide, as indicated in Figure 4. the development of a viable pilot 
project. 
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PRINCIPAL PERSONS MET 

Ministry of Co-operative Development 

Mr A. Licale 
Mr G. Okeyo 
Mr S. Kirugi 
Mr J.B. Mulika 
Mr J. Osena 
Mr S. Gltachi 
Mr M Gachui 
Mr Mwangi 

Permanent Secretary 
Deputy Commissioner 
Deputy Commissioner 
DCO Mombasa 
DCO Muranga 
Office of DCO, Muranca 
Office of DCO, Muranga 
DCO Karatina 

Ministry of Local Government and Physical Planning 

Mr Z.P. Omwando Head of Planning Unit 

Kenya Union of Savings and Credit Co-operatives (KUSCCO) 

Mr J.Banao 

Co-operative Bank of Kenya 

Mr G.M. SIla 

National Housing Co-operatiave 

Mr N. Kattambo 

Ms M. Oriaro 


Reli SACCO 

Mr D. Otieno 
Mr D. Muema 

General Manager 

Deputy General Manager 

Union 

General Manager 
Financial Controller 

Chairman 
Manager 



--- 

Ukulima SACCO 

Mr P.K Muniu 
Mr C.P. Ogongo 

Afva SACCO 

Mr Njoka 

BAT SACCO 

Mr WV. Aluang'a 
Mr S. Osongo 
Mr C. Ogago 

Firestone SACCO 

Mr M. Odhiambo 

Enibu Teacher SACCO 

Mr S. Njuki 

Monibasa Port SACCO 

Mr C. SImba 

Jiteeemee SACCO 

Mr J. Mangisi 

General Manager 
Accountant 

General Manager 

Chairman 
Treasurer 
Secretary 

Secretary/Manager 

Chairman 

Secretary/Manager 

Secretary/Manager 

Kisauni Housing Co-operative Society 

Mr Ferunzi Chairman 

Frere Town Housing Co-operative Society 

Chairman 
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Akamba Handicrafts Co-operative 

Mr Nthuka Accountant 

Murana Farmers Cooperative Union 

Mr S. Kigo Deputy Manager 
Mr Njuguna Manager, Muranga Union SACCO 

Mathira Farmers Cooperative Society 

Mr Mutegi Secretary/Manager 

Home Savings and MNomrages Ltd. 

Mr J.H. Kariuki Accountant 

Savings and Loans Kenya 

Mr Nyagah Advances Manager 

Regional Loans Building Society 

Mr Mereka Public Relations Manager 

Housing Finance Company of Kenya 

Mr P.I. Lumet Public Relations Manager 

USAID Office of Housin and Urban Development 

Mr F. Hanson Director RHUDO E&SA 
Mr S. Giddings RHUDO E&SA 
Mr M. Lippe Director Designate, RHUDO E&SA 
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TERMS OF REFERENCE
 

HcusJ no Fr-ince Throuch Cr-di t Unions 

, Ba:kcround 

As an ;ntegraj part of the Kenya Private Sector Housing 
Program (6J5-HG-O07), the Nationa2 Hous n- Corporation and 
USAD haue acreed to target up to S3 m21Jion of the E30
 
Ii2on "n avai2abae financinc for a pilot effort to
 
address the housing prob2ems of fami2ies who idve and/or 
work an what ::s tradltionaly classificed as the "Knformaa 
Sec,.o, A2thouch famil-'ies a U2rng 'nd work-ing in.the 
inorria2 sector may actua-l2y earn a fa r2y decent 
2iuelhood, because of the fact that ":ncome may fluctuate 
from month to month, that there is no employment se'ourity, 
and that verification of income is quite difficult, 
housing finance institut.ons perceive them as poor credit 
risks and qeneral2y refuse to crant mortcage financing. 
Formal sector nousino finance institut nns in Kenya have 
traditional2v focused their efforts on m'ddle and upper 
income housing where the risks are perceived to be smaller 
than for low income housino and the profitability higher. 
Yel these formal sector, housinc finance 4nst-tutions are 
cenera2ly a le to mob-.lie considerable resources which 4-F 
more flexibly invested so as to broaden the scope of 
hos-nc to be fi"nanced couId contribute substantia ly to 
the narrolrc oid the hous:n deficit in throuchout the 
couT,trv. 

Crei t U ions have. existed for many ykears in Kenyv a 7h ev 
are almost exclusivey orcanized around a place of work. 
They t 'PIca ]y have deue2cped a much ccser personal 
relationship -th their membership than have the formal 

-F e. 
of poicv they tend to make sr,,mler loans on shorter terms 
than are usually -ecu4red for purchase of completed 

sector houE1- Cinan ns-itut:ons Ho ever, as a matte 

h "Snc utr, s. ronetheless, there is evidence to succest 
that a cons erab2e amount of the short-term cred 
ex ended by the credit unons a tuaz"y does co into the 

ets and nome 
-,oans Some o the Iaraer cre t unions ,ith subs t fa 2 
ro,.'rcs have on the ether hand becun to invest 
insztut-onaL-v in housin-, i.e. by deue1opinc estates, 
Ct c. 

shC:ter e:tcr for vme ri sma -mprovemen 



Gerc c.ra v Ss.. & kr r:c. credt uCcrs 6:e Lett &r p 6.aced to 
r('c h a Lrc,dc r -,E ctrum of fa : 2: es t han the fcrrr-I 
sector hosig .:r.1 nce nsttutIons, Fnd can ther-eFore 
potentia'.y represent a mcchan-snm whereby HG funds can 
rea ch r"to the 4n.orrma IEr tor. 

I. 	 Purcc,se
 

The 	purpose fc,th s proposed ctidvty is to assess the 
potent:a&I for channe]R"no HG f .n-nctnc to tie made 
auaa2&b2e to the N-onaa Housinc Corporatdion under the 
Ke nva Prlfte Sector Program to En exp.anded rance of 
bene,f ar cs th. n -s currer,t y served by both the Forr ma2 
secor hounsc.q n r, ce "nsttut4 ons or by credit -un-ons 
and b' so donc he-2 , nob .2iLe some of the resources 
generated and/or aCcumrL'ated -n the :nforma. sector for 
hous'nc. If the fn t. assessment s posdtuve, th .s 
efort woud -a2so nc2ude the deveaopment of means by 
which " program can be -mp2emented. 

II, 	Sccoe of Work 

Spec4-f-;c-22y, the consu2tant team u.,-~.; " 

nalvre present 	 coopertz) the capabilitv of the 	 Le 
f n-nc.-a! sector (-ncLu'idng credit unions) to mount a 
program wh-ch wii2_ charnel HG resources as we2 a s 

neir o'.,n ,L'rcs to hzsc deue 2o)ment (-u ncu"nc .and 
purChase, s-tes and serv-ces. .hem-s, core houses and 
-- comqete ".t-rte' and home izrouementM houes) 

ans Sr a w--e spectrum o-7 be ne-ciar es Th sr 
-nc-'e.an assssie,: o. the current -ar ca2 

strengththe on :ret-t ur: ons and c the na-ture of 
Fheira u fr--n the hous-nc s ector. 

2) 	 D-'e'Iop a Framewor: -or the -mpemrentton o. the 
pr Lrai,am ncud-nc the ineaton o- the Fo1 ow nc 

, - _a) orac: za Lon F ado!m str tue, no tnanc- -_ 
E S amor andewn an: -HC. the 

coCDerSr-t-e f-racSa _ee c Cr nc U nL: 	 ro nMu .. 
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b) 	 cr te1ra for 2nddV dua. cred teuron,part cd pa t-Acr 

c) 	 crter-a fo r 2cr,- n ncIu6-n to-nd tudua2 r , wEs 
reduce th requared savaincs to loan ratdo, 
rcduc.'ng s.curity re-qu rer,ents -or o-ris (e.q. 
]and :t-e). Ke',;and 	exterd:rg '-oan '!i 


d) 	 adm.n-stratL.ue/eccou tL.4rig procedures, Enc2udinc
 
record keeprnc, for the prcram;
 

e) 	 ara2yses and recommence,tLons concerninc
 
adirn-strat-ue costs to credit ur, ons and IK-C;
 

f) an&2ysis and development of' recommendattions as to
 
the appropr-ate form of cuaranty to be required
 
or 2er,d:nc under the Pro rDm.
 

3) Study the feastb 2<y and pract-cab 2/ty of credit 
unions co22abor-&ntg d ect2y w.th 2oc-a Lutho,- es 
which have demonstrated an "interest and a capacity to 
deve2op 2ow cost housin programs and :f such 
co2-aborati4on seems poss-.,ble, recommend a spetS fic 
areas fn which such co]2aborat--ue efforts micht be 
most productiue (e.g. credit undions mdght be abae to 
finance the structures :.n a housing project whE'_,e a 
2oca2_ authorty finance,- :nrastructure). Propose an 
action plan to move toward the structur-nc o. a p:12ot 
procram if deemed feasdble. 

Exzor-e. means throuch wh-ch r-esources r,-' throuch
 
the 	forma pr-uate sector (e.g. butd'n, soc-et-:es,
 

, n -aa- s) can be cha2nned to 
a ,er rance o. benec:ar:es than "s now th E case 
( nc:ud nc fam -:>es 2u nc and/cLr w-,ork:'n -:n the 
:n~r . sector) throuch some sort of ":ntermed-arv 
MEChansm, such as, -or exam,::e the -t
cred u',.ncns,
 
whtrh are ccser to the crour,d" and wh:ch ccud
 
assume Some of _ perceed r.sks.. %.h::re Dscuss at
 

&eastone o. the buL2dinc soc-et.es aready
 
partsc pat-nc -in the Pruate SeCtor Hous nc Procram
 
hcther such an effort :s pcsstb-e, ho,u.t sh-u:d be
 

stru turd,- :ro' a ,amewcrk for :'s
d o 

!01 

http:soc-et.es


Level r~f 	 fccrt
 

t 	 :s rvj crd that the .(C.e of k.cr : u"22 be 
onhases. "7e firsts phase L':2! focus azcc m:"5' he :n .,c ) 	 copceratueLie F,-y£s of the cb:.:. cf the 


e a ro cram o Cnd r frc,r
f r,anc E - ctc r to uridita 

6ceIc ,Ee7, t of a frErcwort:
c.'Ev , mo' t crd e 


or thc tat:on or procrar. rst ph-ase
 
houS r: c c-	 on t 

pmp ,ercer, t' e The 

io Stu-1 the pctcnt a c o, abor aton between credt-

ur cns aro >c2 authcr-t:esuco (ntc, the potenti-a
C 	 3). 

,or ' bet Wer, o r r, pr L, e c- ctor hou. :rcor cc.' - on 
thc- credt unions (tem ). fncarc- n s it ut on. ar,d 

tho s .c-, Js po -S ', a second phas e wou2d be 
out the deta-i2s ofca:ceed for cti h n t hrc-e mc, nths to f ush 

the prooram (ecc. deueop-nc s.:ec ,Jc procedures for 

v aro-.s aEpects of the procram). 

by a team 	 to beThe Scope 	 of kork :s to be Fuf fled 
- CooperatL'vecom osc-d oF a prime con uiart from the 


Hc usn Founoataon cxperc-nce d .n both domest c anZ 

and cooperate rie hous -nc r n ance:nterr-tor cre6It urion 

(team eader) w1th ouera12_' di:recti on by a sen:or 

oF the firm and a aocal firm whLch hasmemeripr-nc-pal 
.n commun tv based fnan"Ea2
subs t-F- exper -ence 


:nsztt-o r.s 22 be contracted sep-rate y.
which 11 

hte7 prIme corsutant sa 2 Szend 6 worktnc 
days n r'a-rcbl (one sx day work week plus two -F- a-y 

work ,eeks). Two days of pre.paratory .1ork in Va'sh-rcton 
T, 	 ona
 

are aj-nhor-:ec" for the :r:17e rO.s. L..t a-

vs are aso auth r-ed -n .ash -nton f crWC,rk 

.- enat-c, 	 s a fter.re.ara--'n of the fa- repo rt ar rc: 

F c 	 C re n a. 

the ....... , r a, 0-f aa -razcrycrk :n i'-ash nctn an 

VL oESs ok rct ar7-e a -,thri s.r rf t*a 
Ss: .-frorms).. t . ... . E. f 

ten a-E.vs 

he! Scope cf kork for .he second phase w-.'1 be eucued 
'- n m n s 

-


.s Me cnt--y Phasercm the re sucs o, hase 
LI': be ccntr2-0 eMd F7or. 

/ 



The, cc'n u: ~nt 2 r-~re E, t:ri ,: rt crt r- r to h t 

L: 'm - twoC '.C c' s, cur to0 :a c n 

Te cC)nu2t ant LL2 : rep- t rctv to PHUDO/ESA for E21 
as:.cts c e ccret;cn cF h E ssa c',m cr.. L--m4ted,, 

ocft cal support (cxcu"',n.r transportat .on) w-Ij be 
prbvided by FHUDO/E$,. 

NOTE: The Rl-KUDO contrac'cd wi:th M..-rix Dc"vi-o Consul:a.n: so oy. wior C%;-!.n 

for 16 work: dys In Mirobl. 


