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EXECUTIVE SUMMARY

Background and Context

Habitat for Humanity International (HFHI) with sugmp from MasterCard Foundation has embarked on g
program model focused on building capacity of keyors in the market, particularly financial seevic
providers (FSPs), to offer vibrant, viable and abl housing microfinance (HMF) products for low-
income sectors of Ghana, Uganda, and Kenya. HFkhpdementing this project through its Center for
Innovation in Shelter and Finance (CISF). The maghip with the FSPs focuses on developing
appropriate  HMF products, which requires market vidledge. It is for this reason that HFHI
commissioned Ayani Inclusive Financial Sector Cdiasitis (Ayani) to carry out a housing value chain
study in Kenya. The overall purpose of this stuglyoi deepen and strengthen understanding of Kenya’
low income housing sector for FSPs and other stlebs, in order to increase their ability to povi
affordable products that promote access to housintiie low-income earning communities in Kenya.

This market mapping exercise permits the visuabimabf processes, actors, linkages constraints ang
opportunities within Kenya’'s low-income housing ket; through diagrammatic representations of
relevant value chain maps. This provides a stanivigt for stakeholders to formulate interventidas
improve efficiencies and effectivenésgithin the HMF sector in Kenya. The entry pointlasrientation

of this study is enabling the low income earneesr(gmg between US $5and US $ 10 dollars, a day) ta
have access to decent housing. Thus, the appraathin this study is oriented towards a value chain
analysis from the point of view of the poor homenewend user. Because completion of a house is 4
process, the mapping process starts with the ezrdoaskwards towards the original supplier or posdu
of materials using a descriptive approach.

Ferguson’s Value Chain Frameworlprovides the conceptual approach to the studyguSen
recommends a step by step value chain analysiefvank through a five stage process for low income
housing construction as follows: a) acquisitiontted land, b) up-grading property tenure (for exampl
acquiring full legal title), c) provision of basikfrastructure at a community level, d) constructaf the
house, and e) financial and non-financial suppentises bases.

Key Highlights of the Mapping Process

The patterns of land administration, land ownersrigd use, right from the colonial days in Kenyajeha
largely influenced the process, and proceduredaind access and security of tenure. British caloni
settlement from the late nineteenth century throli§65 had two distinct outcomes in Kenya. First it
resulted in imbalanced infrastructural developmémeas that were inhabited by the settlers tended t
have better access to education, roads, and sca®nyell as potential for commerce. Thus, at
independence Central Province had better accessdtmation, health services and transportation
infrastructure. Second, colonial settlement in ¢haseas led to the emergence of a class sociegdbas
largely on land ownership. The history of land tielas in Kenya is one characterized by, firstlyieign
subjugation and occupation and, secondly, by waatmrse of legal trust vested in the government in
relation to land as well as in the failure to rctihe colonial legacy of injustice by post-coldnia

! Efficienciesin value chain analysis aim at enabling value taldiat each component within the chain, at thetleast
with ecological positive impacEffectivenesgs about maximizing opportunities for adding vaftem the perspective of
the end user (consumer). Source: Sustainable \Gthaén Analysis: An Agriculture / Food Chain Diagtiody Laurie
Bonney 2009.

2 Ferguson, Bruce. “A Value Chain Framework for Atfable Housing In Emerging Countrie§tobal Urban
Development Magazindlovember 2008




governments. It is precisely the historical land injusticesitisubsequently degenerated into the existing
emotive land issues, which the National Land Pak099 intends to resolve. Recent legislation resres
past land injustices through the harmonizatiorhefrultiple land acts into three, namely Land A2t2,
Land Registration Act 2012 and National Land Consinis Act 2012 However the extent to which the
new and old land regimes are known to the podtilissery shallow, and this is reflected in the hitpvel

of engagement of lawyers, brokers, state authsréied estate agents in land transactions withitotlie
income market segment.

« For land purchase to be viable for poor househdlus physical space needs to be available in
plots of a reasonable size at an affordable prica ocation that allows the households to earn
their livelihood. Kenya’s cities and towns host abn40% of the national population, and this is
likely to increase to 54% in 2030Further Kenya’s slum dwellings host 71% of Kersyarban
populatiofi. This high population density in the urban areas put pressure on the land sizes,
and subsequent land prices, leading to subdivisialeit informal, in most cities and towns.
Informal systems of land delivery are the main cies of housing land supply. The plots are
supplied through subdivision and sale of land helder customary tenure by the shareholders in
land buying companies. It is highly unlikely tHatv income poor will be able access land for
housing unless the bulk of the land in Kenya fatider the communal land tenure system.

« The National Land Policy in 2009 observed that Kehgd not had — until its adoption - a single
and clearly defined national land policy since ipeledencé This, together with the existence of
many land laws, some of which are incompatible,rkaslted in a complex land management and
administration system creating numerous land problerhe land problems manifest themselves
in various ways such as land fragmentation, breakdo land administration, disparities in land
ownership, poverty, environmental degradation, &g and landlessness, disinheritance of
some groups and individuals, urban squalor, unilieation and abandonment of some
agricultural land, tenure insecurity and increasamgl conflict.

« According to the Housing Strategic Plan 2008-2@t8,housing sector in Kenya is characterized
by inadequate affordable and decent housing, lewtarban home ownership estimated at 16
percent and expansive slums and informal settlesnéinis estimated that out of a total 150,000
housing units required annually in urban areasy 861000 units are produced. The shortage of
housing for low income households is particuladyta in urban areas, with only 20 per cent of
houses produced catering for this group.

« Low income builders rely on informal sources ofdme, whose cash flow is seasonal and highly
unpredictable. All mortgage finance schemes arg tenm whose repayments are broken down
into equal and predictable instalments and thubidgcaccess to the low income segment.

« Roofing costs constitute nearly 50% of the totalldiig costs, and during the focus group
discussions was ranked first in terms of builditage that exerts the most financial pressure. It is
against the background of estimated roofing expetisa the size of rooms will be define at the
design stage. Nevertheless, once low income bgildave pre-determined costs of construction,
it becomes easier for financial service providerd ather partners to prepare the low income
builder overcome the challenges of quality consionc over the tenure of incremental
construction.

% See Peter Omuodho in “Legal Framework to Deal Wikt Misdeeds Related to Land in Kenya. KatibaNesige No.
08.08, August '06 Newsletter; Media Developmentdesation

* The Land Laws Of Kenya A Summary Of The Changesm@ited by Mona Doshi October 2012

5The Kenyan Urban Sector Profile UN-Habitat , 2005

® The Kenyan Urban Sector Profile UN-Habitat , 2005

"RoK, 2009: p 1

8 political Economy And Governance Issues Surroupialicy Interventions In The Land Sector In Kefymal Report,
Pau | M. Sagya and Albert K. Mwenda, 2010




Key Findings

The most emerging features in incremental buildirgthat the components of building over time
and that each of the stages as a predeterminectbudgyv income builders anticipate how much
money they need to put up to transit from one staganother towards completion of their
houses. This points to structured targeted savirgisuments, where low income builders may be
given the option to make pre-determined small ggvinto a given fund or account on a regular
basis over a period of time leading to a targetedpl sum. The fact that low income houses are
built through the perspective of the local artiséres perpetuated low income households into g
cycle of poor quality housing. This is mairidgcause local artisans lack the proper professional
training and skills to build to standards and als#orm future innovations towards affordable
housing construction.

Security of tenure does not necessarily mean owipef a land title.In Kenya, the process of
acquiring title has always been unclear to low mechouseholds. Alternative methods can be
used to ascertain security of tenure. This couldddated to the practice being used within a
community to prove ownership, specifically beindealb establish that no evictions shall be
made in the near future, or in case of any acdmisity government rightful compensation will be
obtained. For financial institutions this could mahat security of tenure could be ascertained to
a level of confidence that matches the loan tenure.

Mortgages vs. HMF: The developers ier§a today offer completed housing units. This duss
necessarily resolve the problem of housing the ,daatrrather concentrates the right to housing to
the landlords. On the other hand HMF focuses oiblargamore low income persons to become
homeowners rather than being tenants through iremehbuilding. Hence HMF is more likely to
support a greater numbers of low income persomse®t their housing goals than mortgages for
completed units

Incremental or progressive building is done ovetime period: The elements of time and
progressive steps or stages charactérign incremental building are critical componemsthe
design of HMF products. Savings products, like lpaoducts, can be appropriately designed and
delivered along the path to a complete house. Hoé that roofing and “finishing” a house
comprise the largest proportion of the buildingtsamplies that both loan and savings packages
could be designed. There are as much opportuifitiesnuities as well as loan services.

Poor quality housing is a reflection of the lowllgd artisans: Local artisans largely influence
the purchase process, budgetingdadesign of low income houses. As much as theyrare
flexible than professional engineers towards pregjie building, their low education, informal
approach to building, lack of modern building skilkombined with poor enforcement of building
codes, has largely affected the ability to innoyated recommend better building technologies
and materials to their low income clients. Thisefifect increases the cost of construction and
ability to construct decent dwellings.

Value chain support for the housing market is didtifrom value chain programming in
productive sectorstn contrast with a pro-poor value chain in secsush as agriculture, which
focuses on improving markets and efficiencies fi@oime generating activities, housing finance is
targeted a consumers of housing materials and dmas$truction. As such, the primary objective
of the low income housing value chain is to enalgkvery of decent housing to the low income
segment at the most affordable levels. Hence thgewvehain processes and actors that interact
with low income builders should strive towards defing quality at the lowest cost possible,
which enables the low income households obtainrdesteelter. This distinction is important to
understand when designing an financial or non-firenntervention in the housing value chain.

Provision of support services through collaboratitime end users have limited access to building
informaion and less informed on matters of law relatedeourity of tenure. They more often
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interact with a number of players in search of infation just to transit from the need for shelter
to actually occupying a complete and decent hoUges in effect makes tracing the value chain
for the construction of low income end user comptamnce there are many players in the housing
sector with highly bureaucratic processes. Thezdlaus a combination of obstacles faced by low
income households in accessing decent housing iny&ethat require multi-dimensional
responses, necessitating institutional collabomatio partnerships. Poor infrastructure, lack of
quality water, proper sanitation and drainage cklEnare some the challenges of low income
dwellings. The 1970’s low cost Umoja housing estaightly addressed the issue of drainage, and
plumbing connections where the utilities (toildtpwer, and sink) were built in a block outside
each cluster. Each family had its own, lockablditigts, but placing them together instead of
inside individual units dramatically cut unit costs plumbing. This is a demonstrable example
on affordable infrastructure for low cost housing.

Summary of Recommendations

1.

Enhance information dissemination at the local levearticular with regards to new legislation,
the processes for accessing tenure and title, @oplgis land rights.

Advocacy efforts to improve access to lafodusing on streamlining contradictory laws and
improving regulation of professionals administeriagd.

Improving quality of construction services avaikalio the poor— various approaches from
supporting the consideration of incremental buidinn building codes, establishing
microfranchises among artisans and/or independerttfications, and the use of alternative
technologies.

Improving low income access to quality infrastruety-this may be done in collaboration with
with private sector, working through cooperatives improve collective investments and/or
infrastructure finane for individual homes.

Savings products -fill the existing gap in savings products for Bimg construction. .

Credit product -ithere is room for more HMF credit products, desijto accommodate
incremental building in which the most expensessphare toward the end of construction.

Collaboration -deliberate collaboration among actors is mordyike result in better housing.

Understand the cultural contextlzand problems in Kenya and security of tenurelangely
related to ethnicity, and housing requires an ustdading of livelihoods.

New innovations in financial instrumenteols such as bonds which can attract patientalapi
allow for affordable financing for institutions $eéeg to engage in HMF.




1. INTRODUCTION

HFHI with support from MasterCard Foundation hasbarked on a program model of to building

capacity of key actors in the market, particul&8Ps, to offer vibrant, viable and scalable HMFdpiais

for low-income sectors of Ghana, Uganda, and KehifHl is implementing this project through its

CISF. The partnership with the FSPs focuses onldpewe appropriate HMF products, which requires
market knowledge. It is for this reason that HFHImenissioned Ayani Inclusive Financial Sector

Consultants (Ayani) to carry out a Kenya housingk®atamapping and housing value chain study in
Kenya. The overall purpose of this study is to d&mepnd strengthen understanding of Kenya's low
income housing sector for FSPs and other staketslde order to increase their ability to provide

affordable products that promote access to houdsinthe low-income earning communities in Kenya.

This market mapping exercise permits the visuabimabf processes, actors, linkages constraints ang
opportunities within Kenya’'s low-income housing ket; through diagrammatic representations of
relevant value chain maps. This provides a stanivigt for stakeholders to formulate interventidas
improve efficiencies and effectiven@ssithin the HMF sector in Kenya. The entry pointasrientation

of this study is enabling the low income earneesr(gg between US $5and US $ 10 dollars, a day) ta
have access to decent housing. Thus, the appraathin this study is oriented towards a value chain
analysis from the point of view of the poor homenewend user. Because completion of a house is &
process, the mapping process starts with the ezrdoaskwards towards the original supplier or poedu

of materials using a descriptive approach.

This report is based on the views obtained throfegiis group discussions (FGDs) and Participatory
Rapid Appraisal (PRA) tools of low income home oveneand artisans selected from the low income
settlements of Kisumu, Nairobi and Nakuru. Thedgtalso draws its findings from a comprehensive
desk review of relevant secondary data on the Kemgusing sector and selected global publications
relevant to the sector. A review of selected gldivatature was primarily used to guide the analyaind
synthesis of local baseline information and stiggst

This study attempts to provide a graphic represientaf Kenya’'s housing value chain map. The hogisin
value chain is reconstructed backwards to assesgibcesses, interactions, information flows and
linkages that enable the low income poor househatdgiire their shelter. The ultimate objective for
analyzing housing value chain is twofold: first itnprove the delivery mechanisms for low income
housing shelter through a process that guaraneeendy and quality of shelter and second to promote
affordable delivery mechanisms for the low inconmiging shelter, which is clearly relevant to their
progressive approach to building. This is quitdedént from pro poor agriculture value chains whose
primary objective is to achieve higher absoluteoines for the poor as well as other actors along the
chain.

Reorienting value chains for low-income housingetmable the homeowners to participate and have
access to decent shelter is a complex challengeqitires the analysis of current value chainssscro
heterogeneous market systems and high complex ctobsehat include the land market, water and
sanitation, household energy and electricity, hogisionstruction and building materials subsectod, a
the housing business support services that arelynpnovided by non-governmental organizations
(NGOs), civil society organizations (CSOs). Addlitally, various financial services providers in@ud
but are not limited to banks, microfinance instdos (MFIs), cooperatives and savings and credit

° Efficienciesin value chain analysis aim at enabling value taftiat each component within the chain, at thetleast
with ecological positive impacEffectiveness about maximizing opportunities for adding vaft@m the perspective of
the end user (consumer). Source: Sustainable \Gthaén Analysis: An agricultural / food chain diagtio by Laurie
Bonney 2009.
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cooperatives (SACCOs). The process requires aataid of existing laws, governance structures, and
update of statistical data relevant to the low medchousing market system. The framework for anslysi
of value chains that informs this report was adodem Ferguson®® Value Chain Framework for
Affordable Housing in Emerging Countrjegshere a model for progressive building has beesqguibed,
whose components that are not necessarily seqlewigally consist of the following:

« Acquisition of the land

« Up-grading property tenure (for example acquirinl legal title)
« Provision of basic infrastructure at a communityell

* Construction of the house

« Financial and non-financial support services.

In this report, each of the above steps is sepgr@atalyzed for the different processes, actongpetrting
systems, and information flows.

1 Ferguson, Bruce. “A Value Chain Framework for Affable Housing In Emerging Countrie§tobal Urban
Development Magazindlovember 2008.
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2. MARKET MAPPING METHODOLOGY

A methodological approach in line with the HFHI'$SE market mapping methodology was used. The
mapping of low income housing markets requiredssessment of each component of housing
acquisition, improvement and security.

While the components were neither sequential meali, the housing value chain typically consisted o
the following:

« Acquisition of the land

« Up-grading property tenure (for example acquirinl legal title)
« Provision of basic infrastructure at a communitele

» Construction of the house

« Financial and non-financial support services.

Within each component, the key activities, suppegds and finance points will be considered, akasel
the actors at each point. This process will resudt map which looks something like tHis

Enabling
Environment

Main Actors /
Key Activities

Business Support
Services

Our Research Team

This study was conducted by a research team coedpdb experts in market research and value chain
analysis and a Kenyan national who is a financealises specialist. Apart from the diversity they
brought to the thinking process, each of them plagiestinct roles in the research process, content
analysis and final document preparation.

Primary Data Collection

Sampling methodology

The sampling strategy was purposive; that is, nedeots were selected with the research purpose ir
mind. Twelve focus groups, each comprising sevegight women and men earning between USD 5 and
10 per day, were selected at random.

The market research employed qualitative reseasthauds to gather information, including:

» FGD with end users using discussion guides and feRl&, and

! Ayani's approach is based on the Ferguson frameand work done by Rooftops Canada, Finmark TrodttFHI
in their 2010Housing Support Service for Housing Microfinancadieg in East and Southern Africa Study
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» Key informant interviews (KIIs) conducted with dission guides were administered to 15
respondents within the land, housing, and relepgahbtic administration sectors.

The table below represents the tools used duriadi¢fd study and should be noted that the PRAstool
namely, Financial Services Relationship Mappinglddng Stage Attribute Ranking, and the FGDs were
conducted with the same groups of end user resptside

# of # of
UCEL feeliviess Sessions | Respondents
Financial Services To identify key sources of financing for end user building
relationship mapping construction
Ranking financial pressure of | To establish the inherent building stages that exert financial
building stages pressures on the end user builder
Mapping the building cycle To understand the process and key persons and processes 12 110
the low income builders undergoes to build,

Focus Group Discussion To gather views from a group of respondents on building

practices, degree of participation in value addition, sense

of interaction with end users and suppliers, and methods

used to cope with building standards

Key Informant Interviews

A total of 25 key informant interviews were condedtt Key stakeholders in the land market sectod lan
law experts, building construction materials sugnglj financial services providers, local government
personnel, insurers, energy and water utility pemsty and real estate developers were interviewed.
guestionnaire was developed for each categorytefirewee, but based around the issues/topicsifepec
to their area of expertise.

Value Chain Mapping Process
A combination of FGDs and PRA tools was used toeithe supply chain, relationships and processes 0
the respondents who were mainly low income land evaror house owners. Their responses and
perceptions have to large extent guided the arsaiyghis report.

Secondary Data Collection

Due to the specific information required for thigecise given the timeframe provided, the methogiplo
focused on extensive review of various secondaryces available on housing and the supporting
industries to inform the analysis approach of primsources of information. There is a wealth of
information available on various aspects of thedmy sector in Kenya, including housing supply,
materials, support services, acquisition of teramd financial services from recent studies and rtepo
These reports also consider socio-economic trendgteeir impact on the housing needs in the country
Primary sources, including laws, regulations aniicpgapers, relevant trade agreements and infoomat
on public infrastructure were reviewed and analyzed

Analysis and Presentation

Collected data of several value chain actors agsgmted in a diagram exploring value chain direstio
with flow arrows. The analysis of the value chaitifsed on the points of interaction of the end-user|
within the housing value chain markets, which poéventually influenced value addition for the
completion of the housing property. Analysis of@wtary value chain actors was limited to thosegiay
whose interventions largely influenced the degreefficiency in the flow of materials, informatioand
level of interaction among the main actors. Mosthef facts and figures used in the analysis werigeabk
from secondary data sources.

13




Limitations of the Methodology

The primary limitation to the methodology relatesthe sensitive nature of the financial information
being provided by the estate developers and fimahimtitutions. However publicly available infortran
was obtained except that it is not very current, ibdicative of industrial situations to inform fue
interventions. Additionally, the time allotted tbet analysis, mapping and writing of the report \aas
challenge for the team. Realistically, a studyhig hature is best conducted over a three monibger

14




3. COUNTRY CONTEXT

3.1 Country Socio Economic Context
Kenya has an area of 582 650 kmz, nearly equdlabdf France. It has an estimated 43,178,141amilli
inhabitant®? it is projected to reach 94 million by 2050 andrenthan 160 million by 2168 Currently,
Kenya's population is dominated by young people wked to be supported by those in the workforce.
Close to half of all Kenyans (42 percent) are beluye of 15 yeald This young age structure also
means that the population will continue to grow $mveral generations. About a quarter of Kenya’s
population currently lives in urban areas, but ¢bantry is urbanizing quickly at rate of 4.2% (2p20
and it is projected that close to half of all Kengavill be urban residents by 2d80The growth of urban
poverty in Kenya (about 55 percent of urban regsilenrrently live in poverty in slum settlements)
presents a major development
challenge for the countty

KEY STATISTICAL FIGURES
Kenya’s economic performance hé|Main Urban Centers Nairobi (capital), Mombasa
remained stable with sound fisc: Exchange Rate per US$ = 87.54 Kenyan Shilling (Ksh)
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pressure from the March 201 |yrban population (% of total)* 441
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and rising security costs associat("oPulation less than USS2 per day 67.21
. . . L ._|Population below national poverty line* 45.9
with security operations in Somalie| gy co-effcient ~ 17,68
The economy is expected to grow |Hpi (Global Ranking) " 145
5.8-6% in 2013 This will be an |HDI(CountryindexScore)" 0.519
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. Bank Branches per 100,000 * 5.17
domestic product (GDP) growth rate Lending Interest rate 197
recorded in 2012; the average grow|pegositnterest rate » 1157
rate is expected at 6% per annui|credit of Gopr 52.47
which will be short of the targete(|Ease of Doing Business Ranking (out of 185 countries) ! 121
10% per annum, as per vision 2030 |Average Mortgages % of GOP@ 1.88%
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remained strong, with low inflation|whatis the size of this house (in sq meters) # 50
and stable interest rates, thou(What s the minimum stand or plot size for residential property # 162
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tax free. The shilling also remains fairly stabbBmiaist major trading currencies, enabling the Géntr
Bank to lower interest rates and induce increasathtercial bank lending to the private sector. Fprei
exchange reserves stand at US$5.8 billion, or thuivalent of 4.1 months of import cover. Also, the
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Nairobi Stock Exchange index has risen 14% sineebiginning of the year, as domestic and for
investors flocked into the market for better yiel@siblic debt remained around 45% of GDP but
expectedto come under pressure from increased governmemowiog for infrastructure— which is
considered necessary to achieve higher growth asidrv2030 goal

The Kenyan poverty profile also reveals strong oegl disparities in the distribution of pover
According to the 2005/2006 survey, the lowest ianitk of rural poverty was in Central provil
(30.3%), followed by Nyanza (47.9%), Rift Valley%(Z%), Eastern (51.1%), Western (53.2%), Cc
(69.7%), and North Eastern province (74.0%). Inéiyuim Kenya remains higt

According to one of the most recent research byAfrecan Development Bank, the percentage
national population in Kenya earniUSD 2 to 20 per day in 2010 was 44.9% of the eptineulatior®.
Although this report focused on US10 to 2Q this income bracket provides some indicatior
proportion of the population with similar housinigadlenges and coping mechanisms. With an ated
population of 43,178, 141 persons, the majoritg livell below the threshold set for this study o-
$10/day (see figure below). The population belogvational Poverty line is 45.€%°.
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Kenya is 24.4% Urban
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3.2 Overview of the Housing and Property Enabling Environment in Kenya

Twenty-nine percent of Kenyans are landless, megathiay have no land title or tenure. The
greatest concentration of landless people is inrdkai(96.2%), North Eastern (73.9%), and
Coast (49.4%). By comparison, Western, Eastern, iyamd Central provinces have lower
landless proportions of less than %%

Percentage household & land size distribution by province
(Source: Republic of Kenya 2003d)
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Kenya Nairobi | Central Coast Eastern |N/Eastern| Nyanza | R.Valley | Western Rural Urban
H5.0+ha 53 0.3 0.9 2.8 8.8 2.0 7.0 8.1 43 6.6 0.7
3.0-4.99 ha 6.1 0.3 18 7.6 11.1 23 5.7 7.8 5.9 7.4 0.9
1.0-2.99 ha 27.5 0.7 17.3 225 336 11.7 435 27.1 371 338 3.0
m0.01-0.99ha 32.0 2.4 52.7 17.6 35.0 9.9 333 30.1 45.0 38.6 6.4
Hlandless:0.0ha| 28.9 96.2 12.6 49.4 11.5 73.9 10.6 26.8 7.5 13.6 89.0

With regards to home ownership, urban areas wihédri population densities and expensive prices of
land have higher proportions of renters, the mgjai whom live in informal settlements. Large riegt
populations are found in Mavoko (91.2%), Kiambu 834), Embu (82.9%), Nairobi (82.2%), Kericho
(85.3%), Nakuru (85.1%) and Kitale (84.4%). By pr@énthe North Eastern, Western and Nyanza
provinces have the highest numbers of homeownérige Wairobi and Coast provinces have the lowest
numbers of homeowners. Depending on the extendudihg shortage, many of the households live in
unplanned settlements without requisite infrastieeand sanitary facilities, making them healthands.
They are also under constant threat of evictiofobgl authorities and land ownéts

Housing for the low income households is a procésg undergoes the acquisition of land and
subsequently building on it. Acquisition of land fmousing construction is normally a function afida
availability and security of tenure. It is from ghibackdrop that it becomes imperative to desctige t
background surrounding the emotions and sensitdfitand in Kenya.

In pre-colonial times, land was plentiful and homogous cultural groups lived together on the same
land farming, hunting and grazing animals togettidand did become scarce in a particular are@e\a
settlement was sought on empty land nearby. In speses a new settlement would grow in territory
controlled by a different group of people. Pernaasior use of land by the hewcomers would be skttle
through exchanges of gifts, especially cattle, whigh understanding that the original owners woldiht
use of the land on repayment of this gift. Thihiisv Kenya came under multi-ethnic land use, where
tribes shared land resources. Thence the econahie attached to land at the time was less si@mific

The advent of the colonial times introduced thdries/e policies of land use, where pastoralists o
herders were restricted to specific areas, whezeMhasais in the South were restricted to the Maasd
Reserve and the herders in the North albeit withemi@edom to move restricted to the Northern Feont

20 syagga, Paul Mauriceand Ownership and Use in Kenya: Policy Prescripsidrom an Inequality Perspectjve
Society for International Development, East Afriz@06.
21 Republic of Kenya Population and Housing CensysoRdor 1999, Central Bureau of Statistics: Nairb®99.
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District. In the highlands of Kenya, large tractdamd were set aside for European settlers, whtdirst
remained accessible to Kenyan farmers — as theg wakowed to graze animals and plant crops. In
exchange they paid the Europeans, at first withk @uild later by working on European farms. Later the
European farmers supported by the legal system thgaosed restrictions of use on the natives. Was

the beginning of a paradigm shift from traditiohahd use and ownership to the current land policy
legislative environment that exists today in Kenlyaprinciple ownership, control and use of lanogly
shifted from the hands of the community to a madiviidualized land regime, highly administered and
managed by the state and the agents of the state.

European settlement in Kenya largely influenced lémel ownership and settlement patterns that exist
today. By the 1960s, Kenya inherited a dual sysbériand administration, one for a small number of
European settlers who owned 75 percent of all pigfiential land, and another for 1subsistence Africa
peasantry largely on marginal land with only 25ceet of high potential land. Today 20 percent &f th
land in Kenya is high potential, and accommodabesia75% of the population, with densities estimated
at 2000 persons per square kilometers in some. hantsl holdings are small and are suffering coratirsu
fragmentation into uneconomic sizes. The resulaimgllessness and squatting both in rural and urban
areas. This has also led to congestion and evethtic conflicts particularly in the pastoral areAs
noted above, 29% of Kenyans are landless, and &jerity of the remainder own less than 1.0 hectdre
land. If the land is too small, then owners arenbymeans full-time farmers and the attachmentnd la
becomes more of security for old age rather thannaome-generating asset. It becomes difficult to
create a prosperous and contented peasantry.

The foregoing scenario thus explains the currertdtem nature of land issues in Kenya, and existerfice
previous and registration management regimes.

THE DIFFERENT REGISTRATIVE REGIMES OF LAND REGISTRATION
In this country, one can talk of six different statutory registration regimes which operate side by side.

THE DOCUMENTS ACT

This particular piece of registration was enacted in 1901 although its history dates back to 1896 when the
colonial administration then in place felt the need for a simple registration system. Registration of
documents systems was recommended in Kenya based on experiences that the British had had with it in
Zanzibar. The Aact created a simple system for registration of deeds which are reflected in the register of
documents.

LAND TITLES ACT

This Act was introduced 1908, with a view to creating a registration system that would be applicable only to
the coastal region and this was particular more so given that the hinterland was adequately catered for by
the series of the Crown Land Ordinances beginning with the one of 1902. Which ordinances were meant to
facilitate white settlement within the interior and did not do much for landowners at the coast. The
background to this particular registration regime lies in the doubts and the uncertainties that shrouded the
question of individual property ownership within the Coastal Region so the need for individual titles to land
at the coast was in effect what led to its enactment. Under purely administrative arrangements between the
Sultanate of Zanzibar and the colonial authorities, IBEA part of the sultan’s dominion was ceded to the British
under a concession agreement and this was the so called 10 mile coastal strip. The terms of that
arrangement bound the British to administer the area but subject to the rights of the inhabitants which
included property rights such as the inhabitants may be having. The coastal region was settled by those
inhabitants mixture of Arabs and Africans much earlier than the coming of the British so their property
preceded the advent of imperialism. The registration regime created under this act was meant to give
recognition to those long established claims of ownership and adjudicate them so that claimants would get
recognition under the Act. Before this arrangement was put in place there had been a lot of difficulties
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experienced by property owners and uncertainties about these titles and they worked out adversely in terms
of investments it hindered investments and in terms of development it hindered development, as people
could not deal with their properties in the market. This is what made it necessary for the Act to be
introduced in 1908.

GOVERNMENT LANDS ACT

This was an adaptation of the previous Crown Lands Ordinance, and in effect replaced the crown ordinance
of 1915 that is when it was promulgated. All grants of government land and transactions relating thereto
were required to be registered under the Act.

REGISTRATION OF TITLES ACT

This is a 1920 Act introduced with the purpose of facilitating the process of transfer of land through a
registration of transfer system and essentially its purpose was to introduce in Kenya a title registration
system based on the Torrens principles. This is a system that was introduced in Australia but which worked
there so well that it achieved widespread acceptance in other jurisdictions. This Act is modeled on the 1897
Registration of Titles Act of the Federal Malay States present-day Malaysia as well as on the 1890 Transfer of
Lands Act of the Australian State of Victoria and it gets aspects of both registrations. Any land owner who has
had his title registered under the GLA is required under the Act to apply to the registrar to have the same
registered under the provisions of the Act and this comes with an advantage as it enables the landowners to
enjoy the benefits of state guarantees of the resulting titles.

REGISTERED LAND ACT

The aim of this Act was to guarantee titles to indigenous people in regard to the land that they occupied. The
Act introduces the highly advanced system of indexing of property showing all the registered land within a
particular area and all the information including size, title numbers, any claims, encumbrances or burdens
which may affect such land. The quest for a unified registration system of course can be argued to have
started in earnest with the enactment of this particular statute. It also sought to achieve individualization of
title to customary law since in any case the area to which it first applied was with regard to indigenous
occupied areas where communal mode of ownership was the rule rather than the exception. So through this
Act Kenyan natives and indigenous people were to have their land registered for the first time. Native lands
were supposed to be registered and the constitutional arrangement was that the title was vested in the local
authorities within whose jurisdictions those lands fell. Under this statute, the land communally occupied by
the natives could be declared an “adjudication region,” or a region subject to determination of land
ownership rights, where claimants or natives could prove their claims or title to this land, and where
consolidation if was desired it would be done, before the land was finally registered. The land consolidated
and adjudicated would then be registered to individuals and in any event not to more than 5 persons and
absolute ownership is created under the Act.

PROPERTIES ACT

The Sectional Properties Act NO. 21 of 1987 this is not a distinct and independent registration system
because it is clear that any registration carried out under this regime should be deemed to be carried out
under a Registered Land Act (RLA) registration. It introduces a vertical dimension to the issue of property. It
makes it possible for an owner to own a property on a floor without owning the ground on which the
property stands, or air rights, which is property above the ground. There are mutual rights and obligations
that arise under such an arrangement because if it is a high-rise building it will have common stairway,
parking, garden pool, and runway and therefore rights and obligations have to be carefully balanced so that
everyone can share equally in the common amenities. It is the case that such proprietors would enjoy their
own units subject to the rights of all others.
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The formal institutions dealing with land in Kengate back to the colonial period. The office of the
Commissioner of Lands has for a long time had thlemited powers of allocation and administration of
land. The institutions dealing with land in Kenyavk been identified by the National Land Pdlfcgs
highly centralized, complex and exceedingly bureatic. As a result, it is prone to corruption arash
not been able to provide efficient services. Thertslomings in the land delivery systéhinclude:
Complexity in the processes, which breeds unceytaiincreases costs and encourages fraud;
bureaucratic approval processes for land developagplications, leading to indeterminable completio
time and costs. This encourages growth of informmalrkets with major losses of revenue to the
government; manual information systems, often attarzed by loss of documents, which in some cases
requires monetary incentive financed through tliape sector.

The steady rural urban migration has led to thedrgpowth of informal settlements, particularly in
Nairobi. The settlements are highly irregular, buidithout planning, infrastructure, or basic
services, including roads, sewers, water, and redégt The predominant housing construction in the
informal settlements is either mud walls built onvaoden frame and plastered over with cement
with a corrugated iron roof or corrugated iron walhd roof. The preferred, though much more exgensi
building material is quarried stone. A one-roommstgtructure with a corrugated iron roof currecthgts
about $900 to $1,100, whereas a mud and wood-framstruction of the same size costs approximately|
$350 to $400 to build. Relative to average monihigome of $65 to $78, these construction costs
represent five months total income for the mud toesion and 14 months total income for the stone
structure.

The majority of the structure owners in the infolmsattlements do not have legal title to the land.
However, most have some form of quasi-legal tertymcally authorization letters from local goveran
administrators, which were obtained through payiriges or in return for political patronage. Mostloe
land was not purchased legally and/or the strustdeenot conform to government building codes and b
laws, the government does not officially recogrize settlements. It is common to find official maps
and plans showing empty blocks of land in placesratsettlements exist, which makes it easy for the
government to sell land that is home to an inforeedllement. This leads to displacement of itdiersis.

Most of the population cannot afford housing bbit formal developers, and as a result, the majority
addresses its housing needs independently and ioftermally. This contributes to a growth in slum
dwellings and poor quality housing. The overall $ing backlog is in Kenya estimated to be two millio
Nairobi's housing stock comprises single 10m shawlesle of wood, mud, tin, galvanized sheets or
wattle. Low income slum areas are very densely laapd, in a large part due to limited space.
Recreational spaces in Nairobi have greater tatalrhass than the slum settlements. In a move tb mee
the demand for housing, the government has corttituexplore a variety of strategies. Initiativeslar
way include the Appropriate Building Technology §amme, the Kenya Slum Upgrading Programme
(KENSUP), Civil Servants’ Housing Scheme, Housingfrdstructure and Government Estate
Management.

NGOs also play an important role in housing deliyaften with the support of international bodies.
Homeless International is working with the Pamoijast to enable more than 4,000 households to obtair
land and/or secure tenure, 172 households to upgthdir homes, and in partnership with the M/or
Bank, relocate 20,000 railway dwelling familiesstastainable accommodation. In September 2012, Jamii
Bora Makao initiated its second phase of a Kshll®bi(USD 58,500) low cost housing project thatlwi
deliver 2200 houses. The first phase of 950 hohas$een completed and low cost, two-bedroons unit

22 GOK, 2009
2 Mwangi, 2009

20




are being sold for USD 18 000 (Ksh 1.58 million¥til out of reach for many. The second phase of 1-
,250 houses, now initiated, will include housingtthosts between USD 30 000 and USD 65 000. The
project is 55 km from Nairobi and 20 km from a piled city known as Konza City. HFHI also works in
Kenya, and in 2012 offered loans and construcighrical assistance to 1,020 families.

3.3 Policy and Regulation

Housing is recognized as a basic human right irkemgyan constitution. The adoption of a nationabla
policy in 2009 was a positive step towards resgime protracted question of the reliability, acay
and legitimacy of the land administration systemthe country. With the introduction of the Land
Registration Act and the Land Act, the land lawwehdeen simplified and harmonized, and have
introduced transparency and accountability to ladsactions. The laws have also seen the intrimofuct
of equitable mortgages which have made lendingeeasid reduced the conveyance process. To creat
greater affordability, the stamp duty on propertyghases was cut from 25% to 5% of the principal
amount, and the tax on mortgages was reduced % Bdm 0.2%. To encourage an increase in housing
supply, developments of more than 20 low- costsumite exempt from VAT. Amendments to the
Banking Act have allowed mortgage finance compatuesperate current accounts as a way of attracting
low cost consumer deposits to expand their lendaygacity, and the first company to take advantdge o
this, Housing Finance Kenya launched its currenbant offering in March 2012. Housing finance now
lends 100% house construction without requesting fdown payment.

A new Housing Bill introduced in 2009, proposes theation of the Kenya Housing Authority with the
mandate of monitoring and evaluating the housingtose conducting research on housing and also
driving certain aspects of social housing in Kerijarough this Housing Bill, the government would be
more involved in housing by allocating 5% of the waainbudget to housing and infrastructure
development. A National Housing Development Fumdild also be created with an allocation of about
Ksh 10 billion (USD 114 million) annually. It wilalso raise funds from the capital markets through
housing bonds. The bill also provides for a GuaredtMortgage Scheme that will protect lenders again
risks in housing and make lending more attractiee bill also recognizes the new building technideg
which are cheaper and therefore more affordabtelémger proportion of the population. From a letgle
perspective, the panels which are mainly used twstcoct such houses can be taken as chattels @
mortgages, hence making securitization easier.

3.4 Land Tenurein Kenya24

Parliament passed three bills related to land ¢h and 26th of April 2012. The President assente

the bills immediately and the new land laws beceaiffective on 2nd May 2012. The new land laws ar
* The National Land Commission Act, 2012;
e The Land Registration Act, 2012; and
* The Land Act, 2012.

D

The new laws have repealed the following stat

» The Indian Transfer of Property Act;
e The Government Lands Act;

* The Registration of Titles Act;

e The Land Titles Act;

» The Registered Land Act;

* The Wayleaves Act; and

24 Government Control of Private Land Use in KenydeB Peter Veit, May 2011.

21




» The Land Acquisition Act.
The following are some of the laws that have nerbepealed:

e The Land Control Act;

e The Landlord and Tenant (Hotels, Shops and Cat&stgblishments) Act;
« The Sectional Properties Act; and

* The Distress for Rent Act.

Kenya has three distinct land tenure regingegszernment-owned 3 .
land, trust land and freehold land Approximately 10% of i b
Kenya's land is under government ownership and uohes RIS

protected areas, riyer;, and land occupied by gmemt or quasi- Government-owned 10%
governmental institutions. Government land is ratgd by the
Land Act of 1984 (revised in 2009). Seventy peradrihe land is | Trust Land 70%
demarcated as trust lands, derived from the 191&&ment to

the Crown Lands Ordinance of 1902, which convestdative | Freehold Land 20%
reserve lands to trust lands. At independence &3,18ounty councils were vested with the autharite
hold and alienate trust lands for the benefit gident communities. Trust lands are governed by the
Registered Land Act of 1963, and the Transfer opBrty Act of 1882. Private freehold land makes up
about 20% of Kenya's land and is held by individyajroups of individuals and private corporate
persons. Most high-value agricultural land has te#jndicated and registered as freehold land. ®riva
tenure is governed by the Registered Land Act,Taadsfer of Property Act. Collective freehold indas
group ranches established under the Land (GroupeReptatives) Act of 1968. Over the years, private
land in rural and urban areas has been acquirethdiyiduals or groups through inheritance and
purchases of existing private land, and by grawt @iotment of government land by central and local
governments, such as the allocation of trust langkdup ranches (and the subsequent break-up opgro
ranches), inheritance, and purchases.

In Kenya, no property rights are absolute. The gavent has the authority to infringe on those sgght
most often in support of national and public ins¢se Even land held under freehold tenure is hald o
terms that are subordinate to certain powers ofsthte. Legislation provides the government witl tw
sets of authorities to extinguish restrict or lipitvate property rights: 1) eminent domain, théhatity

to acquire private property in a compulsory manaed 2) police powers, the authority to limit perab
rights including property rights.
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4. HOUSING VALUE CHAIN MARKET MAPS

4.1 Acquisition and Tenure of Land

4.1.1 Community Land Trusts Acquisition and Tenure

Enabling Environment

Elders Provincial
Admnistration

Local county Councils District Land

B National Land Policy
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— Family Members
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Map 1.1 Community Land Trust Land Acquisition

Community Based Land
Companies

The research established different ways in whiapfeeacquire and come into ownership of land that i
under community land trusts on which to develop dwguses. Traditionally, Kenyans practiced a
customary land tenure system. Ownership accessamitol of land were dependent on the traditions,
customs, and rules of usage and practice of acplaticommunity.

Map 1.1 shows the process through which land caachaired from a seller occupying community land.
Whereas some people get land through inheritaritefgim their parents / relatives, a good numbst |
buy it from the willing sellers. In most casessitthe buyer who will search for land and will getkhow
through friends, community members, brokers, ofilanailable for sale, or direct interaction witke th
seller of the piece of land available for sale. $hkes agreement can at times be prepared by acatdv
or land agent, but often is prepared by eithebtnger or seller and signed by the local chief.

The modern laws, however, do not always providetferintended protection for community land tenure.
In case of community land, the seller is often tioeisehold head with no right to sell. In most cases
families designate one of themselves, usually tdest son or the male head of the household, to be
registered as the absolute owner without realitiegatitude that such person would have with rdgo
land transactions once so registered. The prodessnsolidation, where land belonging to commusitie
is subject to verification of ownership with intett have it registered, as traditionally understaod
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Kenya was the vesting of trusteeship in the far#égad, as opposed to the expropriation of familiatag
by an individual, in which the registration proce$en resulted. Hence a legitimate sale of larmukh
require the seller to seek approval from his familgmbers to sell the said piece of land. Usuaklysale
of land is witnessed by the provincial administatiepresented by the local chief, who signs orséthes
agreement.

4.1.2 Private Land Holding Acquisition and Tenure

Enabling and Regulatory
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National Land ‘ Ministry of Lands
Commission
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MAP 1.2 Acquisition of Land from Private Owner

4.1.3 Acquisition of Land through Allotments by Local Authorities

The results from the focus groups make clear that genyans have a strong desire to own their own
home.

Although, with the new Land Act, some issues esplgciegarding right of ownership and clarity ohth
administration have been resolved, land allocaitioKenya is governed by a number of parliamentary
statutes and complex, fragmented and overlappiragedural regulations. Map 1.2 illustrates the
allocation of either government or community triastd to the public through advertisement. Through t
physical planning department and the Surveyor larnidentified, land is surveyed, Maps are prepared,
allotted plot numbers are done, and valuation nalited. Through a Kenyan Gazette such lands are
advertised by the Commissioner of Lands. In Nairobly, applicants apply to the Commissioner of
Lands, while in other urban centers applicatiores done through the district commissioner. In cdse o
Nairobi, the Commissioner of Lands receives recaudd registers applications, while in other urban
centers this is done by the town clerk. This fokoWwby sorting out applications, conducted by the
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Commissioner of Lands Plot Allocation Committee féairobi, while in other centers it is done by
town/district Allocation Committee. Ultimately is ithe Commissioner of Lands who receives applicants
that qualify, notifies successful applicants anudseallotment letters.

Map 1.4 depicts the allocation of land through dir@pplication by interested parties to the
Commissioner of Lands, applicable for all types lahd tenure. Here an applicant applies to
Commissioner of Lands. Applications are then fodea to District Development Committees, or
Investment Promotion Centers, which make their meoendations to the Commissioner of Lands. The
Commissioner of Lands, with the advice of the Saledillocations Committee, notifies successful
applicants. The land is valued and allotment idena

4.1.4 Securing Title
The majority (78.7%) of the respondents taking

part in the study mentioned not having processed
5 any title. They own sales letters and allotment
Title letters which in effect are not registered
documents of title. From perspective of the low
78.7% | income home owners, this process is long and
less than 6 months 1 2.8% costly.

Repondent's Length of Time to Process

never

between 6months - 1 yr 5.6%
1-2 years 6.5%
2+ 7.4%

The end user completes all the documentation for
title processing from the perspectives of the
lawyers/advocates or land broker, or local council

chieffmember. During the study respondent
indicated that community members, friends and iredatwere the major source of information for land
buying, and titling processes, and provided thst fioit of information to guide the start of the iemnt
process.
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4.1.5 SWOT Analysis of Acquisition and Tenure

Tribal and cultural issues regarding land as a doamt of access land availabilityfhe spirit behind the
laws of the land regarding land ownership and mamemt are more oriented towards registering adl lan
in Kenya, whether communal or otherwise keepingmimd that pastoral communities are clearly
regulated and confined to their current areas.heuto the genesis of state control and allocatifdand

by the state in Kenya led to land grabbing, a Sitnain which indigenous people became squatters on
their own land when the issuance of titles wasllggdlocated to selected people. This furtheutesl

in displacement of ancestral communities from thaiive lands’. The chronology of such grievances is
the very reason why land issues in Kenya are athipiemotive. Hence, given the strong tribal ancaku
roots of most Kenyans, residents in informal setdets may not acquire land in urban areas becduse o
their strong connection to and/or ownership of lancural areas.

Land acquisition constraint$?oor households’ desire to acquire land is frustrdy the lack of available
land, high land costs, and/or a cumbersome andnsie process to acquire land (whether by squatting
or purchase. Land shortage is largely experienaagtban centers and former British settlement where
tracts of land are now privately owned by indivibuaith commercial ranches.

Challenges in purchasing a pldEor land purchase to be viable for poor househaldsphysical space
needs to be available in plots of a reasonableatiae affordable price, and in a location thaived them

to continue to earn their livelihood. AccordingadJnited Nations (UN) report, 80 percent of restiddn
land in Nairobi is occupied by only 20 per centlod population, 20 indicating that there is limitadd
available for the poor majority. To purchase anbdévide a plot of land within the Nairobi city litsi,

the purchaser has to 1) pay for the land plus fathe associated fees including stamp duties agdl le
fees, 2) pay for the land to be surveyed, marked, appraised by government agents, and 3) have a
development plan approved by the municipal courtcihe land is un-serviced, the owner also has to
install all services to comply with local physigallanning guidelines and get approval from various
government agencies and offices because the goeetni®s not able to cover the cost of installing
services.

Challenges with land grant®©ne way to overcome the laagailability and cost issues would be for the
government to grant plots of land to poor househditthe 1970s, the GOK, with World Bank supffort
implemented several schemes that were to providsidized, serviced land to poor households. (S&e bo
below.) However, most of these schemes were plagidimplementation difficulties, cost overruns,
and corruption. In many cases the land went totiealfamilies and not the intended beneficiaries.

The One Million Acre Settlement Scheme and Re-Africanisation programme®’
In 1962, the One Million Acre Scheme was designedatcommodate masses of landless
families. The main features of the scheme inclyoledhase of one million acres of land, bought
in large blocks located in the periphery of theerees. About 80,000 hectares were to be bought
each year over a period of five years. This wasekgected provide a market for European
settlers who wanted to sell their land. In order attract the settlers to the scheme, |the
administration attempted to offer generous andhetiire terms. This scheme was funded by|the
World Bank, together with the British and West Genrgavernments.

The Urban | and |1 Projects?® The projects, approved in 1975 and 1978 respégtit@ok an
integrated approach to improving living conditianghree eastern sites in Nairobi. The projects

5 putting Land Grievances Behind us in Kenya, Syenter, 2011.
%5 Non-Conventional Approaches to Financing Low-G#stising Schemes in Kenya (1988)
2" The Sychar Centre, Putting Land Grievances Behinith Kenya, CGIAR, Kenya 2011
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sought to increase the supply of affordable houtinthe poor, expand the sewerage system to
project sites, and improve social services. A mag@hjective was the promotion of
homeownership among transient groups to reducprtiieration of informal settlements, which
the government continually destroyed. The projéaliewed an incremental self-help model |to
promote homeownership. The projects sought firgirtwide enough serviced small lots to meet

rapid growth in demand, thus tempering land-pnueeases. The projects would then make loans
available for housing construction and renovatkinally, with beneficiaries paying utility tariffs
and municipal fees and making loan repayments,cttyegovernment would have the funds
needed to operate and maintain infrastructurban | was to be the precursor to other sites|and
services projects in Kenya, serving as a modejéMernment programs to provide urban shelter
and infrastructure to low-income groups. The prigjegere complex, both in scope and desjgn,
requiring the involvement of different municipal pdggtments with strong management and

planning capacities. But unlike the water operajotme urban projects provided little if any
technical assistance to strengthen the relevantlepartments, even though the projects included
technical assistance components. Institutional wes& thus continued, adversely affecting the
proper implementation of project components. Moegpthe two projects closely overlapped,

leaving little time for implementation experiencepass from one to the other.

Umoja Estate:® In the 1970’s, the Nairobi City Council built UnaoEstate in order to
accommodate the growing urban population broughhdystrialization. The homes were
targeted at low-income residents and thereforeewtulbe significantly less expensive than the
existing options on the market. In order to cutsohey developed an innovative design. The
Umoja units were clustered in groups of five orlsimes, and the utilities (toilet, shower, and
sink) were built in a block outside each clustexclefamily had its own, lockable utilities, but
placing them together instead of inside individurgsiks dramatically cut unit costs. By not
outfitting each home with its own plumbing systehey saved on materials, space, and time.
Unfortunately, a clever design does not ensureessc@nd Umoja’s challenges arose when
maintenance and quality control were overlookeder@wne, the Council became budget
constrained and thus allowed people to construekpand their own units, leaving no oversight
of the quality of construction. The shared infrasture was not maintained, and as the years went
by the sewage system fell into shambles, taps &rtiyuran dry, and there was insufficient
disposal of solid waste. If the right mechanismd been put in place for long term maintenance
and quality, Umoja could have been a unique success

Challenges with squattingn most developing countries, poor households’lfiegourse for acquiring
land is squatting. Where land is available and guwent enforcement is lax (and there is a reasenabl
prospect that the government will recognize thatragf possession), squatting often is an effeatireans

for poor households to acquire land. In Kenya, h@xeeven squatting is a challenge. Most unoccupied
land in urban areas is either the property of tbggBnment of Kenya or managed in trust for theamei
government. By law, only the Commissioner of Lacds allocate public land use. However, in many
cases, the local chiefs, who act as representativdiee Commissioner of Lands, illegally allocatad-
usage rights. In exchange for these “rights,” thiefs receive bribes or favors. Thus, would-be Hgua
must pay for the right to squat and even then ethigihts are available only to those who have joalit
connections to the chief. Given the substantiabime generated by these “usage fees”, the chiefs dav
strong incentive to continue this practice and tlisquatting to those who can pay. For poor Kenyans
seeking to acquire a basic plot of land in urbaasythe prospects are limited. As detailed abbi®is a
result of three forces: the high cost of availdhtel, the delays and costs of sub-dividing land, strong
informal controls on squatting. These factors carabio limit the potential demand for HMF. If the

28 The Independent Evaluation Group, The World Banéu@, Improving Urban Services in Nairobi,
http://Inweb90.worldbank.org/oed/oeddoclib.nstthe World Bank Group 2012
29 Aden Van Noppen, The ABC's of Affordable Housimgienya, the Acumen Fund, 2012
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growing number of poor households moving to théeesieach year are unable to acquire land—even
through squatting—access to progressive-build HMIF be of little use. Even if these households are
able to access financing, high land prices andhigh cost of installing basic services make most
potential plots unaffordable.

Land Security

* Akey issue underlying HMF is land security — tlegcee of confidence one has in their rights of
ownership over a piece of property and their ahititenforce those rights. Households that have lan
security are more likely to take on debt to imprdwve value of their property. Land security also
affects the supply of credit. Credit institutioreed to be confident that a borrower has formal,
recognized rights to a property and will not beceadl, abandon the property or default on the loan.

» Two factors tend to influence a landowner’s levidbnd security, the legal rights the household has
over the land, and how these rights are commorflyreed. In Kenya, as in other developing
countries, land security is determined by the lelgglumentation that a land-owner possesses. There
are multiple levels of documentation, each prowgdiiffering levels of land security. The least secu
is a sales agreement and the most secure is @ltedte, followed by a leasehold title. Howevére
level of security provided by these different rigihtaries from city to city and on rural/urban lines
rural areas, where there have been fewer evicindslemolitions, lower levels of documentation
seem to provide sufficient security. In these greales agreements are an acceptable form of land
security. In urban areas however, residents withhger forms of legal documentation, such as ketter
of allotment, are still reluctant to invest in thproperties due to real fears of demolition orccgon.

» Strength of the cooperative movement in Keristributed throughout Kenya, SACCOs enable
members to pool resources to purchase land andstitedivide or sub-lease (depending on the type
of land tenure).

 New innovations in financing housing constructioAs MFIs start to base new products on the
SACCO model and new initiatives such as the AffotdaHousing Bond by the Karibu Homes
Project indicate opportunities to work with institsns which are trying to tackle the challenges of
low income housing through financing

4.2 Provision of Basic Infrastructure at Community Level

This stage looks at the process of constructingapiines, constructing access roads, obtainingsxt
water and sanitation, and gaining access to enefgysidering the scope of the study, and the
importance placed on water and sanitation, solistevenanagement and gaining access to electribigy, t
report presents two market maps for this sectidme first is the water market map, and the secoad th
household electricity market map. The key questieramined in the maps are: How do a) water
(unprotected or piped water) and b) power reactatigiired land of low-income households?
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4.2.1 Mapping Provision of Electricity

Globally, Kenya ranks 166 out of 189 economies lom ¢ase of getting electricity. According to the
World Bank’sDoing Businesseport, getting electricity there requires sixqedures, takes 158 days and
costs 1090.7% of average income per capita. Kengtassified as energy poor country with a majority
of households especially in rural areas struggimeet their energy expenses. Less than 25% of Kenya’
population has access to modern energy forms. ®pelation’s access to grid electricity is 15% amntl/o
4% of rural population has access. Due to low patietr of modern energy forms, a majority of
households (68%) depends on traditional biomassdating and cooking with kerosene and candles
providing lighting.

Governance

The Ministry of Energy and Petroleum is responsifole policy formulation, while regulation of the
sector is left to Electricity Regulation Commissidrhrough the Energy Act, the Kenyan government
established the Rural Electrification Authority (REto focus specifically on the rural areas. TheARE
plans and builds rural electrification projectsotigh labor and transport contractors or turnkeytreots.

For projects that are connected to the grid, thé REains ownership of the assets while Kenya Power
Company (KPC) undertakes the operation and maintena

Generation

Kenya Electricity Generation Company (KenGen) i® tleading electricity generation company

producing 75% of Kenya's power. There are other fioaependent power producers (IPPs) which
generate electricity through thermal oil, and oR®P lgenerating geothermal energy. The rural areas ar
reached by private sector providers of renewablergn regulated and supported by the Rural
Electrification Authority Agency to some extent.

Transmission and Distribution

Prior to the establishment of Kenya Electricity igmission Company (KETRACO) in 2008, KPC
enjoyed the monopoly of both transmission and ithistion. KPC is partially owned by government with
a stake of 40# and thus considered a parastatal or state-owrtedpeise, subject to the requirements of
the State Corporations Act of 1987 (as revisedd®92) In 2010, the government announced its inbanti
to increase its stake in KPC to 51 per cent throaglestructuring of the firm’s share capital. KPC’s
ownership structure (private and state) presemstantial barrier to raising public and donor furids
the expansion of the transmission grid.

KETRACO is a relatively recent entrant to the traission portion of the industry. Wholly state-owned,
it was established to undertake all new transmispimjects. While KETRACO’s mandate is to design,
construct, operate and maintain new high-voltagetgtity-transmission lines, at the time of thegent
study, it was unclear whether it would also takeroPC’s system operations and planning functions.
Either way, KETRACO's roles and responsibilitie®ddo be clearly demarcated from those of KPC.

In rural areas, there has been demonstrated peogmeslistribution of power through a variety of
initiatives. An online news letter the African Rew of Business and Technoldgyreports that rural
electrification had improved accessibility to sees for Kenyan villagers. After a decade in exiséeim
June 2011, the REA had spearheaded connectior per2cent of households and public facilities, an
increase from 4% in 2003. A more recent newsletteREA® indicates that since 2008, it has been

9KPC, 2009

#Mwangi Mumero, Rural electrification improves acsibgity to services for Kenyan villagers, Africa&eview of
Business and Technology, Alain Charles Publishirogdon, Thursday, 22 November 2012
http://www.africanreview.com/energy-a-power/powengration/rural-electrification-funds

32 Message from the CEO, REA News, Nairobi Kenyaydss, Vol. 4, 30 June, 2013
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focusing on the electrification of three main puabfacilities, specifically secondary schools, healt
centres and trading centres. Over 500 public itgtits have been installed with solar power fontligg.
Within the last four years REA has implemented gibot projects in wind, biogas and mini-hydro
stations. It plans to develop renewable energyeptsjestimated at 250MW in partnership with counties
in the next five years. Over 5 years of operatitims,number of public facilities connected to dieitly

has risen to 23,167 (90%) out of 25,873 main faediindentified by the master plan, leaving a batan
of 2,706 (10%) to be electrified by June 2013. Idithoh to the major public facilities (Secondary
Schools, Trading Centers and Health Centers) REA &lso been connecting primary schools,
administrative centers, churches mosques, borelwléther public facilities. Out of a total of 282
primary schools about 13,699 have been suppliell @éctricity leaving a balance of 9,113 which will
be connected within the first half of the 2013/ivahcial year.

The table below summarizes electrification stratediy KPC towards affordability.

Name of I nitiative
Umeme Pamoja

Description
This new connection concept introduced by
KPC seeks to enable as many Kenyans as
possible to acquire electricity. It targets a
cluster of potential customers in peri-urban
areas. A supply network is designed based
potential and core customers. The custome|
equally share the cost of connect

Connection Charges

Average connection fees is USD 550 (Kshs.

55,000) to USD 700 (Kshs. 70,000)

Line Maximization

This initiative entails installing transforme
in high density areas (e.g. market cent
residential clusters, etc.) traversed by po
lines to tap and maximize potential in t
existing network. The target customers sh
the cost of electricity connection.

Average connection fees is USD 550 (Ks
55,000) to USD 700 (Kshs. 70,000)

Transformer This initiative targets potential custome Total Single Phase charges- Minimum |of
maximization within a radius of 600m from an existirf USD 350 (Kshs. 34,980)
transformer. Total Three Phase charges-Minimum of USD
490 (Kshs. 49,080)
GPOBA People This project to improve livelihood of Kenyall Single phase charges - USD 12 (KShs 1,000 +
Settlement in poor settlements by providing them wi 16% VAT)
Electrification safe electricity at subsidized connection r§ Three phase charges - USD 22 (KShs. 2,000 +
Project This being facilitated by World Bank an 16% VAT)
International Development Association w| All customers are on pre-paid metering.
reimburse USD 150 and USD 75 respecti\] There is also the option of using ready board
per connection. The project targets 66,( units
connections.
Rural This project seeks to connect customerg Single USD 174 (KShs. 17, 400) The
Electrification the rural areas with subsidized rates ¢ phase customer pays USD 50 (KShs
payment installments over a period of q market 5,000) deposit and the balanice
year. The charges are VAT inclusive but| centers in 10 monthly installments
not include KPC metering costs of USD | Three USD 464 (KShs. 46, 400) The
and USD 50 for single and three phg phase customer pays USD 100 (KShs
customers respectively. These customesr | market 10,000) deposit and the balance
wire their premises using ready board units| centers in 10 monthly installments

% Eng. Joseph K. Njoroge, MBS Managing Director &@;iKenya Power, ENHANCING CONNECTIVITY
THROUGH AFFORDABLE CONNECTION SCHEMES, Presentatiom The Organization Of Africa Electrification

Initiative (AEI)

Practitioner Workshop, Dakar, Senegal, Novembet8,42011
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Name of Initiative

Description

Connection Charges

Single USD 325 (KShs. 32, 480).

phase Eligible for KPLC/Equity
Stimaloan.

Three USD 464 (KShs. 46, 400).

phase Eligible for KPLC/Equity
StimaLoan.

StimalLoan

This service innovation entails providis
credit facilities to customers for electrici
connection. Currently there are two types:
* Equity StimaLoan- wholly managed I
Equity Bank. 3,800 customers have bg
connected since its inception 2 years ag
« KPC StimaLoan- wholly managed |
KPC. 19,000 -customers have be
connected since its inception 1 year agq

Equity StimalLoan: Customer services {
loaned amount of USD 350 (Kshs 35,000
interest of 15% per annum over a period of|
months.

KPC StimaLoan: Customer is loaned 80%
the capital contribution and services the sa
over a period of 24 months. 2
administration fee is charged on the loar
amount.
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at
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4.2.2 SWOT in Electricity
The gaps in the sector can be analyzed on the tlsiergy sources regarding generation capaciy an
off grid-parallel systems and household accessibili

Opportunities

Potential for new actors:Electricity Transmission is hitherto, a monopofyfKPC, however there are
plans to un-bundle transmission and distributibostproviding opportunities for generation
companies to supply directly to end users, therebdycing system losses

Licensing of new generation companiehe extension of licences to various private telety-
generation companies has been key to expandinglglayed by IPPs in Kenya, so the efficiency
of this process is crucial to the industry as alehim Kenya, efficiency is facilitated by the fabiat
responsibilities of the different players are cleard clear timeframes are attached to each diaga.
for 2010 indicates that the ERC had licensed 1&tity-generation compani&s

Urbanization the increase in the proportion of people livimgtowns and cities is usually brought
about by movement of people from the rural to thean areas, in search of jobs and this usually
leads to changes in both production and consumgtiarctures which alter energy usage patterns.
Kenya's urban population is no exception. It isjpcted that the urban population by 2040 in Kenya
will be 45.7%, up from the current level of 23.6%hidis potential for utilization of household
electrical connections.

Donor interventions The World Bank, acting as administrator for Glebal Partnership on Output-
Based Aid (GPOBA), has approved a grant of US$8i#on to increase access to electricity for
low-income households in Kenya. The project wilbsidize connections to the electricity grid for
around 66,000 households (roughly 265,000 peopl®enya’s largest slum, Kibera (Nairobi), and
informalsssettlements in the Western, Central, andsE®rovinces. The scheme will be implemented
by KPC:

Building on success of rural electrificationWhile much of rural Kenya remains unserved lg th
electrical grid, REA has been successful in usingréety of iniatives, from creating clusters for
connectivity payment, to linkages into nearby lia@sl transformers, to renewable energies such
as solar power. Lessons from these initiativeddcbe studied and adapted for urban centers.

Constraints

Unequal access to electricityProvision of electricity is largely confined kigh and middle income
groups in urban areas, as well as the formal cowrialeand industrial sectors. The poor, who are the
majority and live mostly in rural areas, have limitaccess to electricity. Household electrificai®n
very low (less than 5% in rural and 51% in urban skxeBhe national electrification levels in Kenya
is alarmingly low and only about 13% of the totapplation have acce®s

Continued production of charcaalln spite of charcoal production being outlawédhas a very
distinct and elaborate distribution network, whrelmges from the burning fields to the transporters,
to wholesalers, to distributors to the numerouslisstale vendors who finally sell it to end usars i
the households and 82% of the total householdseimutban areas use it

% Ministry of Energy, Kenya (2010) Least-Cost Powavelopment Plan Nairobi: Government of Kenya
% GPOBA, News Release, 2011/02/GPOBA
% World Bank, 2006, World Bank, 2007
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» Losses in power transmission and distributi&.C reports transmission and distribution losdek80
percent, compared to a best practice of 10 percamd, captures only 85 percent of potential
revenue¥ These losses are an indication of poor maintenandeehabilitation of the network.

» Dependence on importstike in other East African countries, dependeatéreign inputs as most
materials used in the utility sector are import€de prices in this sector are not galvanized from
external shocks, like currency fluctuations, change prices in other countries, and changes in
policies of other countries.

4.2.3 Mapping Provision of Water and Sanitation in Kenya

Water supply and sanitation in Kenya is charaaterizy low levels of access, in particular in urban
slums and in rural areas, as well as poor serviedity in the form of intermittent water supply. ®n

nine out of 55 water service providers in Kenyavjite continuous water supply. Seasonal and regional
water scarcity exacerbates the difficulty to imgravater supply. Among Kenya'’s poorest, 99% live
without a flush toilet, 80% share a living spacewtiwo or more people, and 64% do not have access to
an improved source of watdBetween 1989 and 2009, the share of householdswtitmny type of
infrastructure that enables access to water fethf60 percent to 38 percent. These gains weretdittd
across most geographic regions, with the excemtidwo counties: Kitui and Wajir where water-related
hardship increased. The share of households witiutvaste infrastructure declined from 21% in 1989
to 13.8 % in 200%.

According to the Joint Monitoring Programme’s 2@&port®, access to improved sanitation throughout
Kenya is 32%. Sanitation reforms are at an eastiage than the water and sewerage reforms, b ther
are still important changes taking place in thégyodrena. In this context, sanitation encompasgesite
sanitation (i.e. pit latrines, septic tanks) anlidseaste management.

Governance

Like other sectors, the Water and Sanitation Seotdétenya has experienced a series of reforms. The
Water Act No. 8 of 2002 is the policy instrumentoiigh which the Water Sector is governed. Previously
service provision had been the responsibility ofimgle National Water Conservation and Pipeline
Corporation as well as of a few local utilitiesaddished since 1996. After the passage of thesactjce
provision was gradually decentralized to 117 Watervise Providers (WSPs). These are linked to 8
regional Water Services Boards (WSBs) in charge ssietamanagement through Service Provision
Agreements (SPAs). The act also created a natiMabr Services Regulatory Board (WASREB) that
carries out performance benchmarking and is ingehaf approving SPAs and tariff adjustments.

The Ministry of Environment, Water and Natural Reses (MEWNR) is in charge of policies for water
supply and the Ministry of Public Health and Sadita oversees policies related to sanitation. Water
supply is overseen by the Department for Water Sesyiwhose functions include formulation of policy
and strategies for water and sewerage servicesprseg-ordination and monitoring of other water
services institutions. MEWNR is also responsible deerall sector investments, planning and resource
mobilization. To harmonize the institutional franmw for sanitation, MEWNR and the Ministry of
Public Health and Sanitation (MoPHS) have develagpedmmon Water Supply and Sanitation Concept
with clearly defined sanitation targets.

3 Kenya Public Expenditure Review, 2010

3 Kenya Economic Update June 2013, World Bank Red®ast Africa 2013.

3 Progress on Drinking Water and Sanitation: 2018ate, WHO/UNICEF Joint Monitoring Programme for \&fat
Supply and Sanitation. United States of Americd, 20
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At city level, the Ministry of Local Government, rdugh the elected City Council, oversees public
sanitation and on-site sanitation in urban cenifée. Council’s Office of Environment is responsifibe

the management of solid waste. The Council's PlapriDepartment is responsible for executing
decisions reached by Council resolution in relatoiand allocation for public services such asligub
amenities, landfills and the like. Finally, the Mcipal Medical Officer of Health advises the
municipality on preventive and curative measureslisease incidence and supervises public health
officers, seconded by the Ministry of Health to tleeal municipalities. Household sanitation is an
individual responsibility, although public healttificers are responsible for overseeing adherence to
standards with wider public health implications.

Regulation

The regulation and monitoring of urban and ruralevaervice provision is carried out by the WASREB,
a non-commercial state corporation established amcll 2003 on the basis of the 2002 Water Act. Its
functions comprise issuing of licenses to watewises boards and approval of Service Provision
Agreements, developing tariff guidelines and cagyiout tariff negotiations, setting standards and
developing guidelines for service provision, putiligy the results of sector monitoring in the forin o
comparative reports.

Environmental regulation in Kenya is carried outthg National Environment Management Authority
(NEMA). NEMA was established under the EnvironméManagement and Coordination Act Nr. 8 of
1999 and became operational in July 2002. NEMA fdates water quality regulations.

Asset Management

Responsibility for water and sanitation servicevigion has been devolved to eight WSBs: Athi (which
serves the capital Nairobi), Coast, Tana, LakedriatNorth, Lake Victoria South, Northern, Rift \ka}
Water Services Board, and since 2008, Tanathi V\&xerices Board. Water Services Boards are
responsible for asset management that is, forelreldpment and rehabilitation of water and sewerage
facilities, for investment planning and implemeitat

Service provision

Responsibility for water and sanitation servicevision is in the hands of Water Services Boards.
However, they are not required to provide servidiesctly — they can delegate them to commercially
oriented public enterprises, the so-called Watevi€eiProviders (WSPs). Service provision is regadat
by SPAs to ensure compliance with the standardguatity, service levels and performance established
by WASREB. There are four types of SPAs:

e Category | for medium to large WSPs operative manrareas — WSPs in this category are
limited liability companies owned by one or moredbauthorities. They provide both water and
sewerage services.

« Category Il for community projects in rural areathese are community water supplies which are
managed by WSPs registered as Water User Associ@idinés) by the Registrar of Societies.

« Category lll for private sector providers — thes®ne SPA in this category (Runda Estate).

» Category IV for bulk water supply — this is thepessibility of the National Water Conservation
and Pipeline Corporation.

Many low income settlements in slums and rural susgpend on water provided by informal small
service providers and shallow wells. Informal snsaltvice providers (SSPs) provide water in bothlrur
and urban low income settlements. Some of thermaar from tanker trucks or through jerry cans,
often at prices that are five to ten times thatiped water supply. Others are self-help groupgnafun
by women, who provide piped water supply. The W8ewices Trust Fund is making efforts to
formalize service provision in low-income settlertsent has developed two national concepts foriserv
provision for the poor. The first one is the ComityiRProject Cycle, which makes funds available for
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local communities that are willing to comply withimmum service standards. The second one, the
"Urban Poor Concept" has been implemented in lmenme urban areas since 2007 and has led to the
construction of numerous water kiosks that medbsebility standards. An example of a partnership
between a utility and self-help groups can be fonndyalenda, a poor neighborhood with about 60,000
inhabitants in Kisumu. The local utility sells wate bulk to self-help groups that in turn manage
networks and water kiosks inside their neighborisood

Water and Sanitation Management Model

Nyalenda is the largest informal settlement in Kisumu with the population of about 50,000 inhabitants. Prior
to any intervention, water supply in Nyalenda was provided primarily by vendors, with few individual
customers connected to a single line running along the main road which separates Nyalenda and Milimani
neighbourhoods.

In 2004 Kisumu Water and Sewerage Company (KIWASCO), The Water and Sanitation Program Africa (WSP-
AF) and the French Development Agency (AFD) introduced a delegated management model in Nyalenda in
partnership with small-scale providers who are formed within the community. The small scale providers
formed under the delegated management model were known as “master operators” based on the fact that
the management tasks of the small-scale providers starts from the master meters.

KIWASCO sells bulk water to agents contracted to operate and manage part of the network in an informal
settlement. KIWASCO selects and recruits these master operators through a publicly-advertised and
competitive process. The master operators (in the capacity of private entrepreneurs or CBOs), enter into a
contract with the utility to bill customers, revenue and perform minor maintenance in a given area.

The financial arrangement is such that the master operators pay KIWASCO for bulk water delivered to them
at an approximate cost of USS 0.31 per m3. The charge to the master operators is based on master meters.
Once the bulk rate for water has been paid to KIWASCO, the master operators can retain any surplus they
make on the sale of water to their customers (household connections and kiosk operators). The master
operators sell the water to connected customers (at about USS 0.44 per m3). Kiosk operators pay
approximately USS 0.48 per m3. The kiosk operators in turn sell water from the kiosks to unconnected
consumers at USS 1.25 per m3.

Source: Anthony Sangaa and Klaas Schwartza, Partnerships between Utilities and Small-scale Providers: Delegated Management in
Kisumu, Kenya, IHE Institute for Water Education, Delft, the Netherlands, 2010

Private Sector Participation

The private sector plays a limited, but not negligirole in operating water supply systems in Kenya
Since 1975 Runda Water Limited provides piped watéhe Executive Residential Housing Estate of
Old Runda in Nairobi. In 2008, Runda signed a seryrovision agreement with the Athi WSB for the
provision of water supply to the inhabitants of tesidential blocKS. In 1995, a service contract was
signed between the National Water Conservation gelife Corporation (NWCPC) and Gauff
Consulting Engineers to support local authoritiethe coastal town Malindi in billing and revenue
collection. Following the enactment of the Watet 2002, NWCPC is charged with the role of
developing the water infrastructure in Kenya, bganding bulk water supply, through the development
of state schemes, spearheading dam constructiaa dontrol and other multi-purpose uses, land
drainage and construction of dykes; and carryirtggoound water recharge using flood water. The
contract was extended from seven and a half mdattigee and a half years. After its conclusion in
1999, a management contract was signed betweemndisiater Company and the private operator for a
period of four years to support the company onriazet and financial aspeétsThe contract was
regarded as successful and after it expired regigbtysfor service provision reverted to the publi

“0 Runda Water Limited Website- http://www.rundaesizam
“1 Ballance, T. and S. Tremolet: Private sector pgdtion in urban water supply in Sub-Sahara Afri8az, 2005
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sector. In the small town of Tala in 1999, the Kamgp county council entered in a 30-year water
provision contract with Romane Agencies Ltd. Thettact foresees that 10% of revenues are to be paid
to the town council. As of today, small improventeint service quality have been observed, but water
coverage still remains a challenge.

Civil Society

Kenya has an active civil society including a numiifdocal NGOs active in water supply and sandiati
Many of them are members of the Kenya Water anit&emm Civil Society Network (Kewasnet)
founded in 2007. Among other activities, Kewasnenitors service delivery, especially for the paord
policy implementation on water sector reforms.dbd'provides information to Kenyans to enable them
to be engaged and involved in the management asisiale-making mechanisms of the water and
sanitation sector". It also "promotes a cultureaisumer responsibility that pays for supplied ises/
from utility companies, safeguards water serviodsstructure and equipment against vandalism by
criminals??One of the larger Kenyan NGOs active in water amitation is Maji Na Ufanisi (Water and
Development). It is involved in community developrhand infrastructure construction in urban slums
and in small towns, advocates for improved seabeegance and carries out research. It was cré@ated
1998 to take over the Kenya operations of Watetffdwhen the latter decided to close down its
operations in Keny&2.

Use of Water and Sanitation Services

Most of the respondents participating in the stidlicated that they use tap water from water kiosks
although they also mentioned issues of unrelighifit water flow, and where the kiosk could also be
closed for a day or two. Although some mentiorfed &t times the water supplied was too dirty antd n
tenable for domestic use. Most respondents indictiat they never do in house plumbing for water
supply; they usually opt for a single tap withireithcompounds. It is estimated that 52% of theltota
drinking water supply comes from rain water durthg rainy season. In the dry season,much of the
rural population relies on springs, rivers andatre for drinking water. Urban households have water
piped into their compound or dwelling or get watem public taps. The majority of Kenyans live vifth

15 minutes of their water source supply.

TheProgress on Sanitation and Drinking Water Updaté 2®eportoy the Joint Monitoring Programme
indicates that 29% of Kenyans in 2011 had accesmpooved sanitation systems, meaning adequate,
separation of human excreta from human contactugirase of following facilities: flush toilets, @gd
sewer systems, septic tanks, pit latrines, andlaged pit latrines. The remaining population ugasous
altnernatives including open defecation (14%) aratesh facilities among 3 or more families (26%) and
unimproved sanitation facilities that do not enshygienic separation of human excreta from human
contact (31%). Unimproved facilities include pitriaes without a slab or platform, hanging latritzesl
bucket latrine¥. Focus groups indicate that the population de¢see improved sanitation facilities as
a priority in home building, and generally deemwibe the responsibility of the government. Tailate
usually shared and 86% of the respondents indidaetdthey only began construction after one year of
purchasing their land parcels.

“2 http://Iwww.kewasnet.org/index.php/layout/objective

“3 http://www.kewasnet.org/index.php/layout/objecsive

4 Joint Monitoring Programme for Water Supply and $ation: Progress on Sanitation and Drinking-
Water - 2013 Updata/VHO/UNICEF: France, 2013.
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Water Sector Institutional Arrangements

The management of water resources is more relatéchditional customary arrangements, with water
seen in this sense as a public good by most ackbes.provision of water services is more related to
profit-making; with registered companies, consumensgl ‘market arrangements’ taking centre stage.
Dealing with water means facing a 'dual governarsgstem: resources management and service
provision are strictly interlinked; but institutialy political, accountability arrangements, andeimives

and interests tend to differ substantially, makjjmyernance particularly complex. Map 2.3 shows how
various institutions interact within Kenya’s watsctor. A key feature of the water sector in Keagd

its institutional set-up after the 2002 reformshie separation between ‘water resources manageamaht’
‘water services.

4.2.4 SWOT for Water Sector

Opportunities:

» Conducive legal framework The legislative framework provides flexibility ithe operations and
activities of private companies and corporatiohgnables corporations to enter into contracts with
private sector suppliers, third parties and in réga sourcing for investment funds. This is sigate
in light of reforms going on in the water and satiiin sector.

» Cooperative movementThe strong cooperative movement in Kenya, doesige solid grounds to
support low income households who are their memigeobtain access to quality water services and
also manage infrastructure connections to mogiaf members in terms of serviced plots.

» Decentralization of water managemenmproved management of water resources andcesndue
to devolution of functions from the MEWNR to the nesgional and subectorbased institutions,
along the service delivery pathway.

Constraints

» Privatization increasing costsWith increased participation of private comparirethe provision of
WATSAN services, cost recovery and profitabiliticbenes central to the supply of utility services to
the poor. For the private companies, the applicadibhigher water tariffs and user fees is certral
turning a profit. Although public utilities couldebassociated with low tariffs and fees, the desire
cover their losses and extend their grid to unskrmeunderserved areas, leads them to increasing
tariffs.

» Limited distribution of sewage systemdlost low income settlements lack sewers and wastr
collection systems, posing serious health riskbearesidents.

» Limited willingness to payWillingness to pay may be low, different peopld&mand may be inter-
linked, and the presence of transient or migramufaiions may not be available as potentially
dedicated customers. It is likely that people eitHdw willingness to pay for water, sanitation and
health (WSH) services because they do not fullyeustand its value over their current options, or
may underestimate the health costs. Programs ssicBomnmunity-Led Total Sanitation (CLTS)
respond to this perceived lack of information. Eh& some evidence that households respond to
information campaigns on benefits of water quabityhand washing, but more research is needed to
understand the conditions in which information Iseadakes a difference.

» Bureaucracy: Another factor affecting access to water and a#oit services may be small
bureaucratic hurdles related to obtaining connastidhe governance of water access in Kenya is rife
with a number of institutions and personnel, hesreating a cumbersome bureaucracy and associated
delays or hurdles, necessitating bribes.

» Limited activism: Urban cities and towns are becoming increasirgterogeneous in terms of
ethnicity and income disparities. Although collgetaction may be a panacea to water and sanitation
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issues, increased heterogeneity, in urban are&eimya, breeds poor responsiveness to collective
efforts towards better WSH services.

4.3 Housing Construction

4.3.1 Overview of Process

Most of the survey participants had not completed
their houses to levels that met their aspirati@ns.
average most respondents took a minimum of two
years before they started building or constructing
their houses. The graph below shows that 62% of
the respondents had started building two years afte
they had acquired land.

Repondents's Length of Time to
Commence Home

never
less than 6...
between...

1-2 years

62.0% | In housing construction, permission to build from
the council is usually sought by a planner
/architect® engaged by the building owner, who
then engages the city engineer. If the building @wsought to pursue a building permit on his/henow
the process frustratingly gets longer, especiallyagard to technicalities and compliance to bogdi
codes that could easily be handled if a plannesh{gct) who understands the bureaucracy had been
engaged to pursue the permit. Respondents howeeerppreciate the ease of engaging the planner but
do not hesitate to mention that it is costly.

2+

Some of the low-income homeowner-builders usuaityted off with semi - permanent shelters and
expanded later to more permanent dwellings buikuoh a way that room extensions could be used for
rent. However, the rest of them mentioned accunmabf materials on site sight purchased
incrementally, and kept with the neighbors unt@ time for constructing the foundation. The options
available at the beginning are to purchase masedalmobilize friends and neighbors to make blocks
over time. Where burnt bricks are used firewoodiskiare used. Once sufficient materials have been
gathered on site, foundations usually are laid kfidon site for an indefinite amount of time. The
technical aspects of construction, engagement thighcity engineers, operationalization of the Lndd
plan with the planner, is usually the domain of film@man, or chief mason. The builder’s role ig thia
financing. Walls are also built and left unroofed@sources are gathered for the next step. In aveae

the soil does not permit burnt or sun dried brid¢t; income households often build with cement k$oc

It is a common sight in low income settlements ital fand unroofed house, some having remained
unroofed for a long time. This period is as a lasgan income cycle for a household. Roofing isnlost
expensive component of the building process. Seomigroofing materials is difficult for most low
income people since the roofing materials can easilresold and thus vulnerable to theft. Onceingof

is done in all Focus groups, it was agreed thatat this stage the family occupies the houseallisthis

is one or two rooms with visible extensible struetufor future adjoinment of another room. The
"finishing method" floors, plaster, ceilings, elécity and other house components are added grigdasl
the family resides in the house. It is not uncomrwrrdwellers to occupy their houses before eveimdj
doors and windows. In such cases, temporary cayerne used or window openings are blocked closed,
with the doors and windows being added over timadaktional funds become available.

* puring the course of the present study, some contiesnised the term “planner” to refer to an
architect, while others - particularity in Nairchised the word “architect”
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KAJIADO COUNTY COUNCIL

Kajiado county council jurisdiction covers areasctsuas Kitengela, Ongata Rongai, Ngong,

Kerarapon, Kiserian, Matasia, Isinya and Kajiaderts.

The process at Kaiado county council is as follows:
1. Architect/land owner presents the drawings tpa€ia council Office assistant planner.

2. Assistant planner checks if all documents agectine. copy of title, all drawings, site plans\&y
plans. Mutation plans, architect’s registratiortieate, etc.

3. If all necessary documents are there, assiptanher asks architect/land owner to |Ksh 500 to
the council cashier to get the application form.

4. At the cashier’s office, it's a mandatory reganent that for architect/land owner to purchase
forms, he has to have a copy of search or titleldee

5. After purchase of application form and the aggilon is filled appropriately, all the documents a

taken to the Planner for checking. If they meetrtheimum requirements, the approval applicat
fees can now be paid after the planner gives al@aa At this stage, the planner will either ask

the

ion
th

architect/land owner to change the drawings tth&tcouncil requirements or will give the go-ahead

to commence the procedures.

6. After the council fees are paid, the drawing romulates to the necessary personnel to ge
approval stamps. This process takes a minimumvedeks to a maximum of 2 months.

7. In large local authorities such as Nairobi, tHeve all the departments necessary sucl

structural engineering, public health and land péaBa. In smaller local authorities such as Kajiado,

they outsource these services to the relevant Miess situated in Kajiado. For public health,

architect/land owner is sent to the Ministry of Hearepresentative. For structural/architecty
approvals, the architect/land owner is sent toMstry of Public works representative. For la|
planning, the architect/land owner is sent to theidtry of Lands representative in Kajiado.

8. After the drawings are stamped by all the aboygresentatives, they are returned by

ral
nd

the

architect/land owner back to the Planner for timalfiapproval stamp accompanied by an appropval
letter. The final approval stamp plus the lettewisat is termed as a building plan approval and wil

be later used by the banks etc.

9. All the above process will take between 2 wetk® months to complete depending on
intervention of the architect/land owner in eachled above offices. The architect/land owner
be available to promptly answer to each departraeniéries.

10. The council fees are in two stages- [a] thes fpayable directly to the Council for servig
rendered by the council [b] fees payable direailyhie Government Ministries offering other servi
e.g. Public Works, Health, Land.

11. Where necessary as deemed by the council Rlaarghange of user is done by a registe

1ust

es
Ces

bred

physical planner as an independent consultanthele ibdges it for approval at the council together

with the architectural drawings. The land ownereentinto an independent agreement wit
registered planner for him to offer this service.

According to artisans interviewed, constructiorhtemogical trends have moved away from use of
blocks and stones, as stones run out of suppthetaise of burnt bricks. This in effect howeveréased

N a

soil

the consumption of cement from a ratio of one lmafpur wheelbarrows of cement to one bag and three

wheel barrows of cement. The best brand for bujidioor foundations is the Blue Triangle Cement
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East African Portland Cement Co. due to its “stterand speed in setting” (local terminology foridgy
quickly), while the most popular is the Simba brdaydBamburi. Interviews with artisans also revdale
that most of the artisans at one time or anothee Iparsonally led low income housing projects amdtm
times have influenced the builder’'s technical choid construction materials and building standards.
However most of them have acquired building slallsthe job, and new technologies are acquired after
participating on bigger projects. Some of the artssargued that despite building decent sheltethfer
clients, themselves lived in poor shelter due torgmayment from their clients.

4.3.2 Detailed Mapping

Every house is a bit different from the next, ashe& built to suit individual household needs and
budgets. Although some households may try to gk own simple houses, most prefer to defer éo th
‘experts’ when it comes to construction. For mostdeholds, foremean known famdis are the main
sources of design advice, the main contacts foemahtpurchase, and the final arbiters on condtnct
guality and management. Unfortunately, some fumalke advantage of their position. Households are
subject to manipulation, as fundis can over-chéegs knowledgeable customers or cut corners torlowe
their costs. Since fundis benefit from larger, moostly jobs, they have an incentive to over-edtinthe
amount of materials and time it will take to constra house, leading to over-engineered (but not
necessarily ‘better’) house construction. Dependinghe skill level of the fundi, the quality of\ade
varies greatly.

The Low Income End Consumer

The end consumer does not have great access wotiseruction supply chain and often relies on the
fundi to navigate the purchase process. Theirisafeainly funding of the project. However in moases
they do take part in negotiations of price for age of materials and services, and also ensuratg t
construction is done as per their preferred desighere is a willingness to pay more for qualitpda
people tend not to select the cheapest optionablail Most people plan for their families to livietlaeir
home for a long time, and want to make long-termestments in their property. Hence, there is some
level of brand consciousness. For instance, Eastl [Portland, cement is preferred for the floordose

of its strength, while Bamburi is sought out forlm@onding since it is of lower strength but cheape
This may vary from place to place, as Bamburi é&swegd as the most expensive brand in other locations

Transport
For most people living outside the main market tewiransporting heavy goods like construction

materials is very costly. Households transport ggnhy piki-piki, if they live nearby the market. For
those further away from markets, smaller vehicleshsas low cost lorries, pick-ups and commuter §use
are used to ship materials on to their sites. Thigarticularly the case for materials required tfee
foundation and the bricks or stones. In rare capesip purchases may be used to reduce the transpor
cost of sand or stones from a quarry. As per tHeevahain map below, the end user is entirely
responsible for their transport from suppliers; boar along the chain from the manufacturer thragh
distributor, to wholesalers, transport is includedhe sales price. In small retailers do providetheir

own transport from large retailers due the assortrokitems they stock.

Fundi: Electrician, Plumber, Building Foremans

Fundis are a household’'s main technical advisorthénhousing supply chain, and are relied upon for
their knowledge. The fundis are the ones who waik e local city authorities and/or building piear

to process the building permits. It is again thele to procure and manage any casual laborergean s

As noted above, they sometimes use their roleragldle man between the retailers and the households
to make extra money. In one of the artisan’s faguasip discussions one of the fundis confessed bavin
land but has never built a house of his own. Howde mentioned that soon he will build because

43



whenever he has established a network of supptietsuilding materials, and whenever he makes a
budget for his clients he inflates the requirederiats, purchasing less items from the stores. hake
made a contract with store owners to set asidextra material for his own use in the near future.

Retailer

Retailers are the critical link betwe#me manufacturers arttbuseholds. However, therepstential for
many layers of retail (and retail mark-ups) befarproduct gets to the final customer. Householdd (a
fundis) will likely bypass some of these layerstlife cost/benefit tradeoff regarding pricing and
transportation costs is in their favor. Retailextead credit to customers if they trust them antthéfy are
repeat/regular customers. At the medium-to-largailrkevel, this is limited to large-scale contrarst At

the small retail level, this is generally limitedl fundis. The bulk of business is in high-turnovery-
margin raw materials. Cement, mabati and reinfgrdion account for the majority of retail revenue,
particularly for smaller retail shops, yet the niasgon these items are very thin. Plastic watekgdand

to also fall into this category. The highest masgiome from the few unique items that a store nadly s
plastic plumbing fittings, window glass, speciafigints, etc., though the volume sales of thesesitem
tends to be low since these are used at the firgsétiage. Most retailers sell exactly the samegthis
their competition across the street, with a smaifhber of unique products. Competition is basedrarep
(and somewhat on relationships), and customersshilp around to get the best price. Retailers &jiyic
do not invest resources in active selling. Mosthef customer-facing staff sits behind a countertakds
orders from customers who already know what thegtwRetailers use minimal signage and generally do
not advertise. Most of their stock is kept behihd tounter, out of sight of the customers. Som@sho
will put limited stock of high-turn and recognizabitems on the front sidewalk as a sign that it is
hardware store. Any product promotion material isviled by manufacturers, and, for their part,
retailers do seem willing and eager to put thisemak on display. Manufacturers will also pay tanpa
stores with their logos. Retailers will search dmd supply most products that customers request.igh
probably the most common way that retailers amodhiced to new products. Manufacturers also visit
retailers to pitch new products to them, thoughk thitypically limited to medium-to-larger enteg@s.
Manufacturers also coordinate with retailers tat ppsduct demonstrations and seminars for locadifin
Retailers do not spend time teaching customers twwse their products or providing advice on
construction. They will answer simple questions toitnot conduct seminars, provide instructionsr d
demonstrations (unless organized and funded by faatwers.) Instead, they will offer to connect
households to a local fundi who can help them, whth understanding that the fundi sources materials
from their shop.

Manufacturers

Manufacturers are shielded from much of what happrrside of Nairobi and have little to no contact
with their end customers. The main building matenmanufacturers are mostly headquartered in Niairob
but have manufacturing sites and distribution ttoater nearly all of East Africa. Production capitiei

are similar from country- to-country, such that thenufacturing of products could be distributed to
decrease transport costs and incorporate any gespcific variations in products. Nationwide
distribution manufacturers have deep distributietworks, and use a variety of channels — retalileps,
commissioned sales agents, women’s groups, MFts, tet reach rural consumers. Manufacturers
typically do not chargefor transport. New components can easily piggybacko these existing
distribution networks.

Linkages to Financial Service Providers

In some instances like provision of water tankschase of cement, financial institutions, like Hyui
Bank, Real People Finance, and K-Rep, have madagements with hardware stores for their clients to
receive their loans in kind in lieu of cash throygitking up items from the stores. Such arrangesard
often governed by Memoranda of Understanding, slpiaequiring options for buy back arrangements
in case of default for items such as iron sheeid salar home equipments.
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Map 3.1 Low Income Home Construction Chain Map

4.3.3 SWOT for Low Income Housing Construction

Opportunities

Alternative materialsThe most common alternative material in Kenya terincking bricks, a type

of brick with grooves along the side that allovtatbe quickly and cheaply assembled. In addition to
dramatically reducing construction time, interlagkibricks can be made with local raw materials and
decrease the need for expensive imported matesials as steel (the bricks often require only three
inputs—soil, small amounts of cement, and wateoweler, interlocking bricks have not yet proven
acceptable in urban markets and are primarily usedral areas.

Alternative construction techniquebinovative construction techniques are more acbépte the
market than alternative materials, because moendftan not the end product looks the same as a
structure built using traditional methods. Two loé tmost promising techniques are Form Technique
and Pre-cast concrete. Both have track recordsideutsenya, including extensive use in the
developed world.

Manufacturing materials on sitis another way to reduce costs and also maintaire roontrol over
the construction process. This techniqgue may nadmopriate for all developments, but should be
considered when possible, especially in a contéhrev materials acquisition can be fraught with
delays and supply shortages.

Incentives: Incentives exist for developers to construct heuse the low income earners (see box
below), though they are as of yet ineffective,rasdrive for profitability has kept the developen®

the upper and middle income segment.
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Incentives Provided by Ministry of Housing

The Ministry of Housing developed 30 incentives2@07 to encourage greater private sector
participation. Eight of these incentives are tecalty operational, but it is unclear whether they
have been executed.

 Exemption from VAT tax for any “low income hougirproject,” defned as no less than
twenty housing units at a construction cost of rmyarthan Ksh 1.6M
» Tax deductibility for expenditures for socialia$tructure

» Tax deductibility of interest from capital costad for construction of social infrastructure
(such as school and healthcare facilities) andestdrom infrastructure and social service bonds
e Tax deductibility for housing loans up to Ksh 10 per annum
» Contributions to Home Ownership Savings Plan

» Lower taxation of Housing bonds

* Prescribed dwelling house provided by employdiswa employer a deduction against
taxable income at the rate of 1/40 of the capipkaditure
» Tax deductions for industrial buildings

Source: The ABCs of Affordable Housing in Kenya,eddvan Noppen, Acumen Fund, 2012

Map 3.2 Subsector M ap of Roofing Construction, Nakuru Kenya — Source: Micheal Majale (ITDG), Mike Albu (ITDG),
2001

Challenges in low income housing construction sector

Ineffective government interventionThe Government of Kenya has limited involvememtthe
promotion of low income housing, despite the exisgeof government agencies, pieces of legislation,
and incentives with the explicit purpose of inciegsaffordable housing supply. The government
could potentially be an important enabler, but mbeleve that the private sector is likely to betia
driver's seat of supplying more affordable homeke Hovernment programs are not enough, and
Kenya needs developers who are committed to thaldogact and willing to take the risks involved
with catering to the low end of the market. Pridesey according to the Centre for Affordable
Housing Finance in Africa, the cheapest new-builKenya cost USD 22,350 in 2012, with prices
being much higher in Nairobi and other large cffle§he private sector, however, strives to
effectively cover the developer’s costs and malkirafits and less driven to provide low cost housing
to the bottom the pyramid.

Informality of the market: The low income housing sector is dominated byviddals often called
“self-constructors” who execute housing projectshedit pursuing any formal, legal or regulatory
procedures. As the key players in the informal @edelf-constructors dictate the labour cost for
most construction projects. In the formal sectbe, productivity of material and equipment used in
construction projects, is well defined and can b&nined at the early design stage. However, the
productivity of labour cannot be easily determiriadthe informal sector. This is partly because
human productivity (which defines labour produdtiyiis constrained by working conditions.
Inaccurate assessment of the cost of labour cah teaignificant errors in the overall cost of a
construction project, disputes with labourers aeldyk. This has often led to housing of poor gualit
and endless construction disputes.

Limited participation of low income builders in thearketing chain Transactions are dominated by
spot markets, lack of trust and opportunism, wittryvfew contracts or long-term business

“6 Centre for Affordable Housing in Africa (CAHF), ¥ebook 2011: Housing Finance in Africa — a ReviE@ome of
African’s Housing Finance Markets, Finmark Trug0,11.
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relationships. This situation breeds speculaticth @pportunism, leading to distortions and high cost
of construction.

e Limited knowledge by low income builders on the emals market and new construction
technologiesinformation flows primarily by references from neigpurs, and technical details are
monopoly of the local artisans. Any interaction hwithe local government authorities are done
through brokers, who happen to be relatives, sitenfien, and housing design “planners”. This lack
of information by low income builders, leads toialation of building codes, poor quality housing
construction, and manipulation by the local artssan
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4.4 Microfinance and Housing Finance

The supply of formal housing-finance institutiossprimarily geared toward upper-income households,
and has been shrinking over time, leaving feweioogt for poor urban dwellers. According to the
FinAccess National Survey 20 3the use of banks, mobile money, SACCOs and MFlsghest in the
wealthiest quintile and lowest in the poorest gléntMost low income earners use informal mechanis
and mobile money financial service providers. (Biggire 2 above) Fifty-three percent of adult Kersyan
belong to at least one informal financial groupd &5% of the population uses informal groups as the
only financial service providers. This clearly dematrates the significance of informal groups in the
financial landscape of Kenya. However literaturgareling usage of informal groups for housing firanc
is not readily available and could be an areadahgr study?®

Use of Financial Service Providersby Wealth

Poorest

Second Poorest

Middle

Second Wealthiest

87.9
Wealthiest

0 20 40 60 80 100

M Informal Groups B MFSP © MFI B SACCO M Banks
Source: FINACCESS NATIONAL SURVEY 2013

4’ FinAccess National Survey 2013 Profiling Developisen Financial Access and Usage in Kenya, FSDyKen
Central Bank of Kenya, 2013
“8 The Role of Informal Financial Groups in Extendicress in Kenya, FSD Kenya, 2009.
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4.4.1 Financial Services Legislation and Regulation

Kenya's financial sector is highly developed, coisipg a strong commercial banking sector, non-bank
financial institutions, MFIs and building societiedl regulated by the Central Bank of Kenya. Sgsin
and credit cooperatives are regulated by the Cosiomier of Cooperatives. Forty-three commercial
banks and one mortgage finance company are regfisteith the Central Bank. In terms of real estate
finance, a total of 33 financial institutions offeortgage finance, which comprises 22.6% of totedlitr

to the private sector.

In the low income market, ironically, companies@pkzing housing finance are restricted in thdiility

to reach the market segment. The Banking Act hadBuilding Societies Act established two categorie
of institutions that can provide housing financeortgage finance companies and building societies.
These acts require that mortgage finance compaameésbuilding societies only lend against “real”
guarantees, that is, mortgaged properties. Edtatidisa mortgage requires the borrower to have eadr
legal land title to a house that is up to buildoogle. Obtaining title in Kenya is difficult or imgsible for
poor households, and the building codes are ingpiaite for the kinds of structures that poor hoossh
can afford to build or finance. Similarly, thesasaexplicitly prohibit mortgage finance companies a
building societies from financing the purchase dflet of land without a structure. These regulagion
effectively prevent institutions from financing thwogressive home construction that is likely to be
undertaken by poor families. The restrictions cod in these two acts profoundly limit building
societies and mortgage companies’ ability to sémeehousing finance needs of the poor. As managemen
at both Housing Finance and Kenya Savings and Leapmiessed, “We would like to expand the range of
market that we serve, however by our charter wdimited in terms of what changes we can make. We
simply cannot accept guarantees other than a haweseye not even allowed to accept a vacant plot of
land.

Key Constraints of Existing Mortgage Products

Category Constraining Conditions

Use of Funds Loans only available for complete constructiontofictures
that meet building codes on land with clean titheplies on-
site access to basic services). Estimated minimaloevof
such a home = $25,000.

Income Requiremer  (Will only consider formal employment income or imee of a
registered company with audited financial statesefigh
estimates of monthly family expenditures ($512fpermily unit
per month for KSL) used in determining income aafalié for
loan repayment. Will often only consider incomenfrthe
primary income earner in the household.

Loan-to-Value Ratio  |Loan can only finance 60 to 70 percent of the totst of the
home. Maximum loan amount should not exceed thneest
the borrower’s annual disposable income.

Guarantee Requiremenfisiens on freehold or leasehold title are the onlgrgntee
option permitted, with the applicant paying all pessing fees

Property and life insurance on the borrower (nailable for
Additional Fees and  [non-permanent structures): 0.3 percent of loan am&iamp
Commissions duty and mobilization fees: 6 percent of the loaroant (for
property registration and bank administration) Legal other
fees: $600 - $900
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The existing financial services legislation andulagon in Kenya, albeit intended to ensure finahci
discipline, impose an unnecessarily strict systgpecifying which institutions can provide which &g

of products to which types of customers. This isdohon a limited view of how residential housing
construction occurs. It assumes two primary medrsoasing construction: 1) developers acquire big
tracts of land, build houses, and then sell coreglé&buses to individual buyers; or 2) individualguire
their own plot of land and build complete homestuat land. Financial services are designed to siippo
these two kinds of construction. Commercial barmespermitted to lend to developers over two toghre
years to allow them to get through the construgtibbase. Mortgage companies and building societis a
permitted to provide long-term mortgage loans wivilduals to purchase units from developers, os les
commonly, to build their own complete units.

The framework that the laws establish is sorelyaesd from reality. The reality is that poor houdelko
most often acquire land without title through sdugt inheritance, or subdivision, and progressivel
build structures and add services as they acquiffecient capital. Such variations and improvisatio
actually require corresponding innovation in hogsfimance products. However, such changes are only
possible with flexible legislation and regulationtat do not rigidly define who lends to whom on wha
terms and conditions. The problem with such reguiatis that they have reduced access to financial
services, rather than protecting the interestshefgublic. The banks’ response to the Donde Act is
classic example of a well-intentioned legislatibattwas too specific, causing a contraction ratien an
improvement in the financial services market.

4.4.2 Microfinance Sector

Kenya’'s microfinance sector consists of four larmge&rofinance banks (Equity Bank, K-Rep Bank,
Family Bank and Cooperative Bank) which serve tippen end of the microfinance market, and
approximately 50 microfinance organizations. Tasaets for the sector were over Ksh 220bn (USD
2.59bn) as of Dec 2011. It is worth noting, howetkat Equity Bank alone accounts for 80.4% of the
sector’s total assets. The size of the sector t& &L¥.33% as of December 2011. The sector reaches o
to nearly 1.5 million borrowers with the value bétoutstanding loan book standing at Ksh 138.4kwf as
Dec 2011 (USD 1.6 bn). The average loan disbursddSD 1,649 for the whole sector and USD 464
when commercial banks are excluded. The sectdrreties on donations and data from the survey
reveals that 73.3% of donations are raised fromriaténal partners while only 26.7% from local
entities and bodies. The sector largely fundsfitsgh deposits collected from the public, whictcaant

for 58.9% of total assets, while total equity acdeuinr 18.2% of total assets, followed by borrowings
accounting for 16.6%. Compulsory deposits accoun2205% of the structure.

A recent report by HFHI on HMF in Kenya, commeraian-deposit taking MFIs such as Select Africa
have entered the HMF lending space; the MFI offelsome improvement incremental construction
product as well as one for new build with amourgaging from US$600-US$6,000. A number of
pioneering SACCOs and NGOs are using the microiealending methodology to provide housing
finance for the poor, such as Jamii BoraBank andCNR. NACHU has seen considerable growth in its
loan product offering incremental building loansitgprove physical infrastructure of homes, instayli
electricity, water and sanitation facilities (41%hd loan product for new house construction or éous
extension (100%) with loan amounts ranging from US®$2-US$58,000. However, there is limited
documentation on the performance and sustainabilithese HMF products.

Approximately 9% of low income households sourcelitier home construction from MFIs.
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4.4.3 SACCOs

Co-operatives have occupied a special place in &mconomy from pre-independence days, with the
first cooperative society being registered in 180 heir eventual growth and development can be
attributed to two major factors: intensive colomi@a which left the vast majority of Africans oulsi the
monetary economy until late 1950s and the exteria@vement of the government in the affairs of th
Co-operatives thereafter. Although there were ahiitino legal and policy structures in place, Co-
operatives expanded through white colonial farmagstation. In the pre-1945 period, the white settl
consolidated their farming by forming settler orgations that included the Kenya Planters Coopezati
Union (1903), Kenya Farmers Association (1923), &ethya Co-operative Creameries (1925). These
organizations were originally registered under Business Practices law but became registered as co-
operatives in 1931 when the fist Co-operative Sasge Ordinance was promulgated to regularize the
operations of co-operative societies.

According to an industry report in 2012, the SACSD-sector recorded an 18 per cent growth in assets
to Ksh293.5 billion between 2011 and 2012. Lar§€60s accounted for 49 per cent of the total
member deposits held by the 124 licensed SACC(tesias at December 2012. Deposit-taking
SACCO assets grew by 13.8 per cent to Ksh223.%omilh 2012 up from Ksh196.5 million in 2011.
Member deposits recorded Ksh160.5 million in 2G124.1 per cent increase from Ksh140.6 million in
2011.

The unigueness of the SACCO movement is its gebgrapdistribution across Kenya. In all the 47
counties there are numerous SACCOs providing fimhnaccess to hitherto financially excluded
Kenyans. As envisioned in Kenya's development bimepVision 2030 SACCOs are already playing
their critical role of savings mobilization for iestments. Many rural and urban Kenyans now own kome
and other business enterprises courtesy of fundsgh their SACCOs.

The strength of SACCOs, is pivotal in circumventithg challenges of low income housing construction,
they allow individuals to pool their resources torghase land—typically a large plot that is then
subdivided into smaller parcels for their membearstareholders. Individual members receive tile t

their parcel once they have paid their

shares and the subdivision process . . .
completed. In the case of communit Source of Credit Services by Ranking
land trusts, the land title remains i
the hands of the trust; that is to sa] Local Shop/Supplier Credit
there is only one title. The trust leasg Family/friend/neighbour

the “subplots” to its shareholders o SACCO

members. The shareholders own tt Personal bank loan

structures and any improvements 1 MFl loan

the subplot. The residents evidenc ASCAloan

their right to their plot by their share Buyer credit

holdings in the trust and lease. Th Employer loan

approach has been successful wi House/land bank/building...

various SACCOs, including Government loan

Harambee SACCO, NACHU, Stime Overdraft

SACCO and Nakuru Teacheri  'formal moneylender

Housing Cooperative. The sam House/land govt loan = | . .
approach has been replicated & 0 2 4 6 8 10 12

14

49 Co-Operatives As Potential Channel For Enhancingri€ial Inclusion, A Paper Presented By: Honepbsw. N.
Nyagah, Egh, Mp Minister For Cooperative Developtréemd Marketing, Kenya, Abuja, 2012

52




Providing more affordable homes and housing finand€enya is not impossible and there are a growing
number of groups who are making strides in thisdaion. They are taking risks and testing new nmsdel
and many of them need patient capital from impaeatstors in order to move forward.

Karibu Homes Project has employed a number of ime@troject financing strategies, including
the innovation of an investment facility called thordable Housing Bond, in order to mobilize
cheap and patient capital from social investors whe® committed to the social impact of this

project rather than its potential profits. In aduitto achieving economies of scale through|the
sheer size of the Karibu Homes project, througlefadly designed contractual agreements, that
incentivizes cheaper and more creative buildingitsmis. It is estimated that market price for

each unit under this project will be USD 14,000 gAgx. 1 Million Ksh) down from an average
of USD $ 40,000 of similar quality.

Source: Extract from Ashoka Innovators Profile b Keshavjee-
www.ashoka.org/fellowl/irfan-keshavjee

4.4.4 Summary of Housing Finance

The most common credit sources are shopkeepemgljengoof household items, friends and relatives.
SACCOs and personal bank loans (for those who hewessed salary loans) are the next in line as the
most popular sources of credit for home construclidNevertheless, personal savings from own sources
remain by far the largest source of funds for hbotss to commence housing construction. This is als
due the fact that most of the people intervieweadHe study were “slum” land lords. The choice of
financing source is largely influenced by easecakas, flexibility of repayments, and proximityeiod

user households.

Figure 1 Venn Diagram: Relationship with FSPs
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The Venn diagram above describes the relation efethd users with the various financial services
providers. The closer the circles to the end ubermore closely associated is the source of ctediie

end user. Although credit from shops and transpoeee the most frequently used sources of cribdite

is a strong link between friends, SACCOs and shepé&es, because these form the community of the end
user, and credibility of the borrower highly linkeadl their behavior, status and personal relatigrsshi
within the community to attract trust. Personaln®aelate to loans obtained through banks offering
salary loans. The amount borrowed is usually inlsqueantities and the loan terms do not exceedaa.ye
However, larger loan sizes can only be accessed fhe bigger institutions and as represented in the
above diagram this are far placed from being aeckly the low income home builder.

4.5 Other Support Actors

NGOs also play an important role in delivery of biog services, often with the support of internagio
bodies. For example, Homeless International supddACHU and Pamoja Trust to secure tenure and
build appropriate housing. Additionally, Homelesdelnational is partnering with the World Bank to
relocate 20,000 railway dwelling families to sustdile accommodation.

Rooftop Canada, an international development progoi Canada’s cooperative and social housing
sector also supports NACHU to purchase land andreeide NACHU members access to finance to
build, upgrade or extend their homes.

There are also land and housing rights organizatioriKenya playing an active and important advocacy
role. They include; i) Hakijamii Trust: The Econamand Social Rights Centre is national human rights
organization that works with marginalized and vudide groups in Kenya to advocate and realize their
human rights; ii) Pamoja Trust is a non-profit orgation that seeks to promote access to landteshel
and basic services for the urban poor. It owesrigins to the need for institutional support fbe tanti-
evictions movement that arose and grew in Kenykatim 1990s and early 2000; iii) Kituo Cha Sheria
empowers the poor and marginalized people to éffdgtaccess justice and realize their human rights
through advocacy, networking, lobbying, legal d&djal education, representation and research; kit
Mashinani provides access to sustainable and affibedshelter, infrastructure, and innovative finahc
and technical housing solutions to urban and rpoar populations in Kenya through community led-
processes; V) Shelter Forum has been actively vadoin shelter issues. It endeavors to bring tageth
like-minded NGOs, Community-based Organizations@SB other CSOs and communities to champion
the course of shelter locally, regionally and in&gionally.

In 2011, with the help of Akiba Mashinani, 2,00Qral dwellers in Nairobi purchased 23 acres of land i
Mukuru slum. These individuals organized themsems 49 groups of 40 and started saving in 2007.
The land was purchased for Ksh 81 million (USD 988). Eventually, all 2,000 individuals will have
homes there and an additional 1000 middle-inconmedsowill be built to subsidize the cost.

Since government programs are not sufficient, peisector developers committed to social impact and
willing to take the risk in serving the low-end thfe market, play a role in supplying more afforg@abl
housing. In 2007, the Ministry of Housing develolincentives to encourage greater private sector
participants; eight of these incentives were exatufior example, 1) Exemption from VAT tax for any
“low income housing project,” defined as no' ldsart twenty housing units at a construction costmf
more than Ksh 1.6M; 2) Tax deductibility for expénces for social infrastructure, 3) Tax deductiiil

of interest from capital cost used for constructidrsocial infrastructure (such as school and heate
facilities) and interest from infrastructure andiabservice bonds.
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5. HOUSING QUALITY STANDARDS

Drawing from The UN Human Settlements Programmé-lABITAT), and Spherg Guidelines, the research team explored the extenhich low
income households in Kenya conformed to decentihgugiality standards. The following matrix is @mesentation of the key findings in regard to
the extent which building construction does conféonquality standards.

Study

# UN HABITAT Standard™ Kisumu Nairobi
Element
1.Design
a) | covered | floor area of no less than 3.5 * Floor Size is 3ft by 3ftroomed | » Same as in Kisumu, with majoritys  With an average household size of
Area square meters (37.5 square feet house valued at rental fee per of low income settlers in Slums 4.4 persons the majority of low

per person AND comprises a months of Ksh 300, excluding income persons in Nairobi reside in
minimum of two rooms or water and electricifyf single room
evidence for future extension

b) | Materials Locally sourced materials and |« A mixture of mud, stones and e Use of soil blocks and bricks * Some are roofed with iron sheets,
labour are used without adversely  brick houses were observed in the Absence of recognised wattle trees and soil or mud bricks
affecting the local economy or Nyalenda low income settlements  gpacifications and quality « Houses have earth floors, and som
environment, and enable the of Kisumu. standards for most building with crusted cement floors, evidenc
maintenance and upgrading of the materials and cement to sand m|x  of poor sand and cement mix
house using local tools and ratios. Most times builders advisge
resources. their foremen to mix more sand

into one bag of cement

<) Location The house is safely located; riskss  The settlements are located in Iqwe  The low-income area typically | The locations of low income
from natural hazards including land areas near Lake Victoria, characterised as high-density settlements are on city peripherals,
earthquakes, volcanic activity, highly vulnerable to slums, and areas are found in the lower Soyth  and some are found in swampy are
landslides, flooding or high winds where the soils can hold a strong and Southwest protected against eviction by
are minimized, and the area is npt  foundation more especially in «  Low income dwellings are politicians
prone to diseases or significant regard to latrine construction. located in low lands vulnerable to
vector (disease-carrying agents) Hence a person with a temporary flooding and this is evidenced by
risks. dwelling can be seen to have a the highly raised latrines.

permanently built latrine.

®1 The Sphere project is a voluntary initiative thehgs a wide range of humanitarian agencies t@gettound a common aim - to improve the qualitpjrhanitarian
assistance and the accountability of humanitariaora to their constituents, donors and affectqulfadions.

2 The Sphere Handbook: Humanitarian Charter andrivlini Standards in Humanitarian Response — 201 1oBditi
53 Sjtuation Analysis of Informal Settlements in Kisu, Cities without Slums, UN-HABITAT, 2005.
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Study

# UN HABITAT Standard® Kisumu NET
Element
2 Durability | Disaster Mitigation — In disaster-| The construction standards do not tg Although inspections are done b The nature of construction should
prone areas, construction and | into account durability. Most are city authorities, corruptive follow building codes which are not
material specifications mitigate | temporary structures, built to budget tendencies do compromise on u enforced. At the Karen, Ongata
against future natural disasters. of the right materials Rongai Junction, houses are being
demolished to construct a highway,
Structural materials are durable | gl plocks, cow dung and soil for \évrgflzguilfy?lsg%ggrbn;ltéir)v/iithoritie
enough to allow safe refuge and| prick bonding are non durable items
exit in case of a natural disaster,
3 Secure Land and property ownership Where a sales deed has been prepa| Allotment letters are used by Most of the low income home
Tenure and/or use rights for buildings or| by the Chief, the same is admissibleli people who are not the original owners have sales agreements ang
locations are established prior tq court as evidence of the transaction, applicants who merely transferred  allotment letters which allotment
occupation and permitted use is| for land purchase as having taken land parcels to third party owners, letters are not registrable document
agreed as necessary. Where use place. By mere sales deed, a person although records were not for land ownership
rights do not exist, there is de | can begin building. updated by the city authorities.
facto protection against evictions.
4. Water
a) Quality Water is palatable, and of Most residents use shallow well waters Water pipes are damaged or poorly
sufficient quality to be drunk and often situated in close proximity with connected, and consequently take i
used for personal and domestic | the pit latrines increasing the chances refuse and other impurities.
hygiene without causing of cross contamination.
significant risk to health.
b) | Access There is safe and equitable accesshe two water treatment systems High usage of communal High usage of communal bathroom
and to and/or adequate storage of | amount to 20,000 m3/day against a bathrooms and toilets and toilets
Quantity | sufficient quantity of water for projected demand of 50,000 m3/cfdy Clean water cannot to be
drinking, cooking and personal
and domestic hygiene. Public
water points are sufficiently closg
to households to enable use of the
minimum water requirement.
5 Sanitatiot
a) | Access to| Communities have adequate Some households use communal The main sanitation facilities | « High usage of communal bathrooms
toilets numbers of toilets, sufficiently | toilets, but most of them are externa are simple pit latrines. On and toilets

close to their dwellings, to allow

to the main house, same applies to

them rapid, safe and acceptable

bathrooms.

average 37 people share a
latrine, but in the worst cases a

% Kisumu City Development Strategy, 2005-2009
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Study

# UN HABITAT StandarcP? Kisumu Nairobi

Element

O

1%}

access at all times of the day an single latrine is shared by mor
night than 200 people.

» Over ninety-five percent of
households in the low-income
settlements use pit latrines or
soak-away pits to dispose of
human waste.

b) Design, | Toilets are sited, designed, Pit latrines were generally made of | Pit latrines are raised high from the Some houses have built with internal toilets
construct | constructed and maintained in | permanent brick covered with mabatj ground since the land in Nakuru is| nut with poor plumbing and low quality
ion and | such away as to be comfortable, due to the soil quality. where settlements are constructed pipes, with bursting septic tanks.
use of hygienic and safe to use. has loose soils
toilets
<) Drainage | Dwelling has an environment in | Drainage is an issue most householdsThe drainage and sewerage systemghe drainage systems are poor constructed
which the health and other risks | never had or planned for. Most housgare not incorporated in the and some houses are built over sewer pipes
posed by water erosion and have bath and dirty water flowing intp construction of the low income
standing water, including storm | the neighbors’ backyard. houses

water, floodwater, domestic
wastewater and wastewater fro
medical facilities, are minimized,
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6. HOUSING SUPPORT SERVICES IN KENYA’S HMF MARKET

Housing support services are non-financial servited assist borrowers to realise quality housing.
Whether provided by a lender or by private sectayars, NGOs, or other service providers, theyradfe
range of services. Delivery models for housing supgervices are varied and largely depend on the
extent of involvement as well as leadership andtirt®nal organization. From the perspective of HM
institutions, lenders can either act as the sabeigers of support services at every stage of thesimg
construction and home improvement or can contraptidner with other institutions. All of these @ee
delivery multi-party arrangements are underlinednbymoranda of understanding that clearly define
roles, service level agreements but also defineldewf risk ownership, or reduction by each of the
institutions. By and large, these arrangements ddfme the extent and frequency of interactionth wi
and proximity to the end-user and, thus, some hgusupport services can positively influence both
practice and attitudes of value chain actors ine@lin house construction.

6.1 Role and Context of Housing Support Services in Kenya

HMF support services are based on the underlyingceyats of due diligence and monitoring. Due
diligence assures that the risk for non-repayment diversion of loan funds is adequately mitigated.
Monitoring ensures that the borrower uses the limarthe purpose it was borrowed and, optimally,
utilised to enable the borrower progress smootingugh the stages of incremental construction. Fxom
organizational standpoint, financial service prev&provide construction assistance to its clientane

of two ways. They can build the capacity in-hobgehiring, training and fielding the combination of
professionals and skilled workers it believes it the job done or alternatively, they may dedmle
outsource the work to a specialized firm, an NGQaocadre of individuals. Most housing support
services are fall in the following categories:

e Access to land and secure tenure
e Infrastructure, and
» Construction support

6.2 Access to Land and Security of Tenure

Families cannot reliably produce formal proof ofrmsship for the land on which they live. Land ahe t
dwelling built on it constitute the most importarsset the family will ever own. In the specific teit of
product design, land issues affect HMF from a legal from a risk standpoint. On the legal side, $/FI
must determine whether they are able lend to atolighout incontrovertible evidence that the ctibas
a legal right to occupy the land. a client enjogsd security when the following conditions exist) (
he/she has the use of a property at the time tne dpplication is made; (2) the MFI determines that
client will not be forced to vacate the propertyidg the time it takes to repay the loan; (3) anal t
determination is supported by usual and custonmgl Ipractices. In other words, in the absencegsxill
proof of ownership, the MFI should satisfy itséd&t potential clients would not be forcibly evictetlile
the loan is still active. The underlying assumpiti®that repayment performance will be enhancekeif
client has a vested long-term interest in the mtydeeing financed.

6.3 Infrastructure

The provision of infrastructure is a major challeng SubSaharan Africa where 42% of households lack
access to improved sources of drinking water anth 3dck access to improved sanitation facilities
according to a study carried out by The UN Chiltkdérund and The World Health Organisation in 2008.
“Built environment professionals” (e.g. town plarsyearchitects, land surveyors and engineers) and
technically competent NGOs are scarce in the cmmtstudied as levels of tertiary education are

58



generally relatively low and only small numberstloése professionals graduate from local univessitie
Relatively lucrative employment opportunities inettprivate and public sectors mean that few
professionals are accessible to the public atddole rates. Furthermore, built environment prodesds
are poorly regulated in the countries studied legnd@onsumers of their services vulnerable. Duded t
scarcity, such professionals are rarely used umdesd authority regulations, adverse soil condisiar
complex designs (such as mdtory buildings) make the use of professional seviessential.

Skilled and semskilled builders and artisans are more accessibleffardable rates in the countries
studied, but there are challenges with supervisfomorks and quality assurance. NGOs and a feve stat
agencies facilitate access to such skills and stippsome countries but they have very limitedchea
and do not provide support at a significant scllee severity of the skills deficit varies from pdato
place and often also between urban and rural gsttin

Kihato observes that the institutional actors ie tHMF sector are broadening to include materials
suppliers and consumer credit companies in locatismch as Uganda and South AfticaSimilar
partnerships that create hybrid value chains maydssible in Africa where lenders face capacity
constraints.

6.4 Construction Assistance
In the case of HMF, such pre-disbursement assisteauig notably include the following activities:

v Basic construction design to ensure that the pexgbaservention complies with basic safety
and legal requirements;

v/ Budget verification to ensure that the proposedt aestimate for the intervention is
appropriate and matches the client’s loan request;

v' Guidance on materials and labor procurement, tgpipitm the provider's knowledge of these
markets to help clients make cost effective densiand

v' Assistance with permits and other legal requirement

Within the realm of microenterprise lending, somelMalso follow up, post-disbursement, to ensua¢ th
clients use the loan for the approved purposehéndase of HMF, this could be translated into the
following activities:

v Construction oversight to ensure that the buildertiactor faithfully executes the work for
which has been hired; and

v' Verification that the construction has been congulein accordance with the MFI's
agreement with the client or in compliance with laggble law. If the MFI decides to
internalize the provision of construction assisertbe qualification and composition of the
relevant staff will depend on the extent of theviger it plans to provide. MFIs that decide to
contract out the provision of construction assistashould ensure that their contractors are
technically competent, reliable, and honest. Tients relationship is with the MFI, not
with a third party. If that client is paying fomen-financial service as part of a housing loan,
he/she should expect that the quality of the seryicovided would add value to his/her
investment. MFIs that are not able to meet thaidaxpectation may find it difficult to
develop a successful product in a competitive niplaee.

In Kenya, the key actors are presented in the taddtaw:

% Kihato 2009
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Category

aInuaj) Jo AIINJaS pue pue| 0] SSBIIY

Institution
Kenya Land Alliance
(KLA)

Nature of Housing Support Services
A national coalition of non-state actors, that azhte for equitable an
sustainable access to land, especially for theevabie populations

The Land Sector N¢-
State Actors

A national land network of civil society and professl organizations workin
together to promote secure and equitable acceasdacontrol over land an
land-based resources for all through advocacypgdisd and capacity building
Its secretariat is the Kenya Land Alliance in Nakur

NACHU

A coalition of housing cooperatives that lid¥ and advocates on behalf
members to gain access to land, infrastructure mogide technical suppo
towards quality housing construction- NACHU prosdee following services:

*« NACHU assists with lobbying to obtain land, providgiloans for purchase
and providing legal assistance in titling.

* NACHU also buys land on behalf of the co-operatigas assists in lan
titing. This land is then subdivided into plotsrfthe members an
NACHU assists in acquiring title for each membédreTotal costs incurre
are apportioned to the individual members; a mensberquired to pay hi
portion before receiving title, which is held by BAU.

o

h

VIO

Nakuru Teachers Housin
Cooperative Society

gA society formed primarily to enable members to uaeg land/plots at
affordable prices and mobilize resources for shatt@rovement.

*  Works with, surveyors and planners from the MuratifCouncil of
Nakuru, the Nakuru County Council and the Ministfyl ands to perform
technical jobs such as mapping, land use planmdglamarcations.

Pamoja Trust (Mungaar

Regularising informal settlements on private lang regotiating with the
landowners to sell or lease the land (or part pftat community members
government intermediaries, community cooperativeisich then manage th
repayment for individual plots.

D -

uonenues

pue Jajep\ — ainjonaselu|

Equity Bank

Has linked up with technical serviceopders, through a capacity buildin
partnership with Water.org, and within the orgati@a structure has been ah
to created a technical function to perform duegditice on water and sanitati
construction loans. Financing in this area is maimwards construction 9
septic tanks.

g
le

DN
f

Water.or(

Water.org has been at the forefront of promotimavigion of credit finance fc
the purposes of enabling poor households to aceegsr and sanitatio
facilities through linkages with financial servicproviders. It has als
negotiated with the MEWNR and Ministry of Public &# to work with the
respective financial institutions with whom a meammum of understandin

has been arranged.
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7. KENYA LOW INCOME HOUSING MARKET SWOT ANALYSIS

Strengths

» Strong Cooperative Movement and NGOs that over limee enjoyed depth of outreach among the
low income market segment, facilitating accessimlland water.

» Avibrant and well developed real estate markethha continuously been innovating for new
technologies in penetrating the low income markgnsent

» Existence of cement and roofing plants within Kenyaking access to the most expensive building
materials cheaper

» Various government efforts including revised Lantt,Aax incentives for low income construction,
decentralization of water management, unbundlingj@ftricity transmission, distribution and
generating demonstrates recognition of challengésa housing sector.

Weaknesses

» Unequal access to and distribution of land resmlitn20% of the population occupying 80% of
residential land. Similar challenges with regauaislectricity, water and sewage.

* Multiple, complex land acquisition and tenure pahoes and limited legal knowledge on land issues
among the low income poor result in limited accbgg) cost, and tenuous tenure of land.

» High degree of dependency on the informal markstesys to complete the building process, hence
compromising housing quality issues and land pweland ownership issues

» Dependency on local artisans, with limited knowkedd building codes and housing quality
standards, thus keeping the low income earnersnatitie cycle of low quality housing

» Lack of information amongst the low income pooert#by providing space for brokers, and artisans
to distort the market system by charging highlytfar services provided and being source of
corruption and bureaucratic delays especially wirftaaccess to building permits

» Highly speculative property market in Kenya cregiinflationary tendencies with the market

* Government efforts have largely been ineffectivenp to corruption or bureaucracy.

Opportunities

» Incremental building is done overtime, and eacfestzas its own budget. This is indicative of
financing products that match the incremental bugdime frame taking into consideration the
construction stages.

» Alternative technologies and techniques in buildisigch as interlocking bricks) can bring down the
cost of construction.

« New innovations in housing finance, such as boadgttact patient capital, could facilitate theeoff
and reduce the cost of housing finance.

» Micro-franchising delivery systems are alternatit@sicrofinancing. Various models have been
tried elsewhere in the area of health (drug puresieand such could be applied to suppliers of
building materials.

Threats

» Ethnic rivalry more especially concerning accedanal and security of tenure impede the rate at
which housing supply issues can be addressed.

» Diminishing Community Trust lands through the prescef adjudication, where individuals now
obtain legal power to own and sell land, is slorgulting in squatters residing on their own
ancestral lands, breeding land-based hostilities

» Urbanization is high in Kenya, thereby slowly compding the situation of housing shortage in
Kenya and especially the cities.
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8. CONCLUSIONS AND RECOMMENDATIONS

This report assesses the Kenyan HMF market is gedviand presents value chains across the four
dimensions of access to land and security of tenafeastructure (mainly connection to water and
sanitation, and energy), housing construction, @arwkss to community services. Also, the demand and
supply gap to affordable HMF is analyzed. The asialyllustrates the dynamics, impediments and
opportunities for the provision of HMF services hifit the low income Kenyan market. Stemming from
this, key conclusions include:

e Given the complex nature of the land market in Keagd related historical injustices combined
with the ethnic inclinations, any new entrant ie tHMF Market will need to first understand the
cultural context within which HMF can be delivered.

* Intention to buy a home does not always translate bpportunity for low-income buyers.
Speculators and investors are rampant in the Kersalrestate market—snatching up homes and
reselling them at higher prices. This will continioebe true as long as there is a shortage in the
market.

« Rapid growth in population and urbanisation andngiteg socio-economic patterns in Kenya
since the colonial days has resulted in a rapicease in the demand for decent housing. The
increased control of land allocation, ownership tmdsfers, by state actors at the local level in
the past has led to a phenomenal growth of commaptuncontrolled development of informal
settlements in major cities. These developmentsighopolitically recognized, are largely
unplanned, and therefore un-official. Although,noeable to solve the problems of basic shelter,
they do not constitute adequate housing. Adequatesing means privacy, useful per capita
space, physical accessibility, physical securityd &ecurity of tenure, transportation within
healthy local and citywide environments. Most oégb requirements visibly lacking in the
informal sector. Within the cities, there is vighdeprivation of water supply, sanitation, roads,
storm-water drainage, electricity, public transggort so on.

* The attempt to individualize land ownership throlgyhd adjudication and registration, originally
with the intention of regularizing and controllitend use within a society that largely comprised
pastoralists, led to a lot of confusion in a coynitrat was familiar with communal land use. The
land market became highly distorted and settlerpatierns have been limited to the main urban
centers, considered to have arable land. This Veas formerly occupied by European settlers
and now has large tracts of land owned by privatividuals. This form land distribution has
created a highly speculative land market charasdriby high prices, thus excluding the low
income class from land access. Within this cont28% of the country’s population is landless.

* Much focus lately has been in promoting the develemt of the mortgage market in Kenya, thus
making Kenya’'s real estate industry one of the mabtant in East Africa. Government
incentives have also done a lot to catalyze reateslevelopment. However little attention has
been paid to the low income segment especiallgganmd to promoting incremental building. City
authorities may be reluctant to approve plans ithailve piecemeal construction of houses, let
alone occupying incomplete dwellings, if they warenforce building codes to the letter.

* Another important area that needs engagement wéth authorities is the issue of infrastructure
for housing. There have been examples of succéssfuhded infrastructure for HMF
the costs of development of such infrastructurtgropartly off-grid, do increase the cost of the
final development. Again, ways of working with thecal state where the delivery of such
infrastructure is part of a negotiated process.

e Casual laborers, site porters, artisans, carpermiermbers and un-certified electricians, represent
a significant share of the low income home consiwacinformal sector are very crucial in the
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building process. They make a considerable cartidb to progressive building through the

provision of technical assistance, guidance to casurof materials, and formulation of the

construction budget. A great deal of money flowtigh this informal sector. Artisans offer

convenient goods and services in quantities ansl idech the poor can afford. The contracting
process and terms of payment are not complicateding it easy for the incremental builder to

engage them. However researchers and policymakeesadlimited understanding of the size and
contribution of such an informal building labor derto the economy as a whole or of the
problems which they face. Public policies, urbdmp and local government bodies are often
biased against such un-certified construction labou

There is a gap in supply of HMF for incrementalldinig, both lending and savings. This is
critical especially where roofing and finishing a@me of the most expensive stages for the low
income builder or end — user.

The most notable challenges in low income housiregket is the informal nature of the
construction process and the fact that local umdghiartisans are pivotal to home construction in
this market segment. This perpetuates poor qualiy substandard low income houses and
settlements. Incentives to ensure compliance tonmim standards of incremental construction
need to be designed to enable skill upgrading anldibg standard upgrading with the informal
construction sector. This can range from provisanbuilding equipment like brick casting
machines linked to new houses built by a particatzd identifiable group of artisans that meet
specific minimum quality standards. This could beasrangement wholesomely spearheaded by
the local authorities or partially done with nostate institutions.

Manufacturing materials on site is another waydduce costs and also maintain more control
over the construction process. This technique naybe appropriate for all developments, but
should be considered when possible, especially doraext where materials acquisition can be
fraught with delays and supply shortages. Constmudinancing can include provision leasing
facilities for construction equipment. The most coom alternative material in Kenya is
interlocking bricks, a type of brick with groovekimg the side that allow it to be quickly and
cheaply assembled. Interlocking bricks can be maitle local raw materials and decrease the
need for expensive imported materials such as @temlbricks often require only three inputs—
soil, small amounts of cement, and water). ITDGtigh Practical Action are at the forefront in
promoting such technologies. It will also be ideamake available smaller packages of cement,
since currently the size of a cement bag is 50 &gtieg nearly USD 8 dollars. Given that this
study looked at low income poor within the brackétUSD 5-10, this package tends to be
exclusive.

Emerging from this, the following actions could popt improved housing for low income.

1.

2.

Enhance information dissemination at the local levi order to ensure that people understand
the changes with the new land legislation and thglirts therein, there is need to collaborate with
local institutions at grassroots level to interpestd propagate information on new land laws and
their implications regarding land management, cgaxee, control, ownership and security of

tenure. Once people at grassroots level are empaviewill help reduce dependency on lawyers

and “corridor land brokers” in pursuing mattersted to land access, and obtaining titles.

Advocacy efforts to improve access to laddivocacy messages need to hone in on the most
urgent issues affecting access to land for lownmetnomeowners. This includes streamlining
contradictory laws and improving regulation of @edionals administering land.

Improving quality of construction services avaikld the poo- No single intervention will be

able to move the informal market to a standard ityydbut there are various opportunities to
address such challenges. These range from advedys to improve understanding among
government officials on incremental building praes and adjusting building codes to this
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reality. It may also include efforts to establtrtifications (government or private-sector led)
for artisans who meet minimum standards as wedlnasiring that building materials meet certain
quality standards. Alternative technologies - sastinterlocking bricks — may be promoted. And
micro franchising may be an alternative model tsuee greater quality control.

Improving low income access to quality infrastruetu This requires a multi-dimensional
approach focused on enabling the poor manage rsiffypmanage their infrastructure issues.
NGO'’s operate under the principle that all peomgeha right to control their own destiny, and
this is an indication of potential collaborationwards responsible design of infrastructure
facilities, within a neighborhood, especially whéseal governments are weak in providing such
services. WaterCredit.org focused on promoting sete credit services for water and sanitation
facilities by engaging financial service providdms occupy this space. Experience has also
indicated that the co-operative model has advastagfereducing costs by acquiring land
collectively, organizing community self-help consttions, purchasing building materials in bulk
and negotiating loans collectively. They can alsstdr community cohesion by facilitating
opportunities to have access to infrastructurdifies at affordable levels. NACHU offers access
to infrastructure loans like the Huduma Infrastauet loan that enables NACHU members to
improve the physical infrastructure of their homsough installing electricity, water and
sanitation facilities, sewerage systems, fencind,raads.

Savings products Presently, there is a lack of savings productgydes to support low income
housing construction. Such products would inclsidectured, targeted savings instruments
which enable low income home owners to save towpetific stages of housing construction —
possibly in coordination with local artisans.

Credit product - Given that incremental building involves constioictusing a staged approach
that is related to the budgeted cost of a houdirnigihg phase, there is a visible opportunity for
designing loan products linked to a particular tautsion stage. During the study it was not
possible to identify financial institutions offegrsuch packages but it is an approach worth
exploring. Traditional Group lending mechanismsgehalways enabled low income clients obtain
access to larger loans using accumulated saviotiected through progressive smaller and
compulsory amounts overt time, as a basis for gréolu to larger loans. Borrowing from this
approach, its highly possible stimulate a savingklhup mechanism that may be used as a basis’
to access the larger loans related to a partistdaye of construction like roofing.

Collaboration - Given that there are multiple dimensions tohltbesing value chain, and
multiple actors involved, partnerships and delitemllaboration among actors is more likely to
result in improved housing. In particular, amahcial actor getting involved in HMF should be
familiar with and involved in the various infrastture, advocacy and information efforts
affecting their investments.

Understand the cultural conteXfenya is a multi-ethnic and multi-racial countiand problems

in Kenya and security of tenure are largely relateethnicity, tribal loyalties and political drire
ethnic related interests. Also housing solutioredn® consider aspects of livelihood, for instance
where affinity to pastoralism is crucial, and thefprence for pastoral communities to engage in
cattle keeping and nomadism where the solutiondcbalconstruction of condomiums.

New innovations in financial instrumenteols such as bonds which can attract patientadapi
allow for affordable financing for institutions $e&eg to engage in HMF.
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Organization
APA Insurance Ltd

Grace Akinyi

I nfor mant

Position
Agent

COG Consultants, Ltd

Wanjau Gathuri

Director

Company, Ltd

East African Portland Cement | Rosa Njuguna

Customer Care Administrator

Equity Bank

Stephen Macharia

General Manager, Rtodu
Development and Market Research

Habitat Kenya

Stephen Wanjala

Habitat Kenya

Robert Karanja

Habitat Kenya Ruth Odera Housing Microfinance Maag
HFHI Christopher Musoke MasterCard Manager
Housing Finance Bank Victor Keriri

Jamii Bora Bramuel Kedogo Mortgage Banker

Jubilee Insurance John Muhimbi Business Developiamager

Kenya Land Alliance

Grace Mwailemu

Land Rights Ghoator

Kisumu Country

Mactila Onyait

Country Trade Devetugnt Officer

Link Architects Mugo Michire Managing Director
MESPT Jeff Njagi Managing Director
MESPT Masha Operations Manager
Micro Africa Charles Njogoro Operations Director fafrica
Opportunity Kenya Geoffrey Thige Operations Manager
Orina and Company Advocates  Steve Orina Advocate

Prudential Building Society Dean Muniu

Rafiki DTM

Salome Temba

Senior Mortgages Officer

Real People Sheila Ochoro Area Sales Represemtativ

Shelter Africa Anthony Ngumi Githua Assistance ©fi, Direct Lending
Business

SMEP Terry Igiria Head of Business Development

Water.org Patrick Alubbe Regional Director
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ANNEX 3 - FOCUS GROUP DISCUSSION GUIDE

Greetings! We are from Habitat for Humanity Intdromal involved in building for the low income in
Kenya. We are interested in understanding the eemtiarket and the people you deal with as you
construct a house for an ordinary person. Thisdelgue where we expect your input as you shaoe y
experiences with us. The issues for discussionfadllis on Land Acquisition, how you upgrade to land
title, provision of infrastructure, house constioief other services like finance.

We shall begin by introducing ourselves in regarthe business we do, how we acquired the house we
live in, at what stage of completion it is, or whet we have land and nature of ownership at theendm
how old we are, and since when we acquired thexmeptiies.

A. Housing Construction Question Guide

(Using manila Cards)
1. Before you built your house, which people did ypeak with —as in regard to your community
Probe:

At conception of housing design

Site preparation — ground breaking

Confirmation of boundaries

Purchase of materials

Suppliers of materials

Decisions of labor required

~o oo o

2. Tell us more about the other people and institsti@part from those discussed that you
personally have dealt with to have a complete house
Probe: Please tell us more on what you think a ¢et@mouse should have at the basic
minimum?

3. We now are very clear of the people and institigtisme have had to deal with to build, please tell
us more about the services each of these provids. to
Probe: their Key roles and whether they work diyawith end user or through another person.
What are the costs of their services?

4. What makes such people/institutions very specigbtg as you build?
Probes:
a. Are their substitutes? Which are these? When daugeuthem?
b. Why do you regard the above people/institutiony gpecial to you
i. IsitCost
ii. Flexibility in terms
iii. Distance
iv. Level of knowledge
v. Ease of access

5. What rules govern your relationship with these pedp
Probe on Terms of engagement — Credit or cashirtation of contract, warranties, technical
after sales support etc

6: In your experience, what do you think is norkinag well as much as you deal with these people

or institutions? What is their shortcoming?
Probe:
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B.

» Of the shortcomings you have mentioned which ofrtlo® you think you can personally
control and get them to improve and how?

*  Which of the shortcomings do you think require otheople to support you overcome them?
Which are these people and how do you think theyhedp?

Financing of Housing construction:

We now would like to understand more about therfoireg of you housing construction:

In your personal experiences, what have been ttst cnitical stages or phases in constructing
that have given you the highest financial pressure?

We are now going to request to use these caragmtothe stages in terms of ability to finance
them on daily, weekly, monthly, seasonal and anhasis.

For each of these can you kindly tell us what ysaurces of finance have been?
Probe:

» List the financing mechanisms (people/institutions)

* Frequency of use

e Amount or quantity of funds

» Terms of engagement

Enabling Environment & Other Support Services

Of what importance to you are the government depaits and representatives been of use to
you as undergo housing construction?

What other institutions have been of help to you?

Probe:

* Which services do they provide?

» Under what terms are these services provided?

* How are there services accessed?

* What are their shortcomings?

Thank you very much and for the next steps we airgggto use this information to engage various
stakeholders such that we improve the deliveryadsthg support services for low income communities
in this country. We are indeed grateful for thisgous time of yours accorded to us. Do have any
guestions for us?

END *
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‘ ANNEX 4 — ARTISAN INTERVIEW GUIDE

Artisan Question Guide

For how long have you been in the area and whailis specialty?
Are you registered or licensed and what is youelle¥ education?

Timetrend analysis. Tracing market changes in Building material ingtitns

Let artisans list dominant institutions providingiBling materials for builders in Nakuru
(Screen them according to those that serve thérloeme segment)

Trace those that existed 5 years ago, 2 yearsrayjtmday

What changes have taken place in legal environthahhas shifted exit of suppliers,
What changes have led to people’s choices of nadderi

What changes have led to people’s choice of homes

What changes have led to the building technology

Are there any changes in the target market youwe8erv

Any demands on your job over time?

To what extent are you still in control of the loliflg process?

What resources are abundant?

What resources are scarce and desired?

Which govt organizations/institutions/groups arekutg in or withthe community?

Which institutions/groups do the villagers regasch@st important, and why?

Which groups are addressing household construngeals?

Which organizations work together?

What are the busiest months of the year?

What are the key challenges related to you workveimat kind of support do you require to
overcome these challenges? Which organizations yavéinked up with to support your
work?

What level of education required to do this job?

What kind of registration or license is requireditothis job?

Are there any losses you envisage on this job? kVdwie these and how have been able to
provide remedies for them? Which people or insting help you to manage such losses?
How often do they occur?
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