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The productivity of
investment in housing.

FINANCING OF HOUSING IN KENYA.

some I"ulOT‘ igssuves

The rurpose of this paper is to outline briefly some

iy
L

of the characteristic problems of capital formatiorn in the

housing sector of the Lenyn econOMy. By suggesting what is
involved in these problems, it is intcended not only to create
sion - and policy-making, but, by using facts

and figurecs m the present situation in Kenya, also to
suggest what the policy should be. As this is obviously an
ambitious wventure, the actual mobilization of capital for
implementation of this policy will be described in detail in
papers to follow,
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It is taken for granted that cconomic growth at ta

rate of 6% per annum as set forth in the "Development Plan
1966-70 " is desired &nd that funds used for housing should

not only support this goal but de an instrument, - :lrou,

the most important - in transforming economic growtn: {nn"lble

improvencnts for the reople., The latter point has wide
public support, but wvhen it comes to the allecation of

public funds, it is often argued that investment in houcing
is unproductive and therefore does not =dd to ccononic growthe

Thouzh research in this field has not as yet brought
out quantifiesd relationships between the amount of aoney
invested in housing and the preoductivity of the labour force,
it is cleor that there are definite positive correlations
between health and social stability on the one hand and the
quality of housing on the other. Health and social stnbilitly
are unquestionably two of the major contributors to increansed
productivity. Two other points must be made in this resvect.
First, the zffect on productivity is muck higher at the lower
end of incomre scales than at the higher i.e. for lcw-cost
housing thaz fer high-cost, Seeondly, the higher the lobour
content of any narticular production the bigger, coascquently,
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the effect of improved housing on productivity. - ) 3.5
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Both of these conditions arc prevalent in Kenya today to
such an cxtent that there is a stvong case for channcoling
funds into housing, csreciclly low-cost housing. * 'The
question is how much?

The "Development Plan' sets the need for housing at a
rough 7,600 units in the urban areas of Kenya ( the rural nee
is estimated as three times ns hich, tut may be closar to fiv

The figure for urtan housing is, if anything,
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under-stating tihe real znecd, hecause in Nairobi =2lonc¢ the
nced is estimated at 5C00 units per yenr up to 1970. These
- figures for 'need' nced to be investigated furthoer especially
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ci
in regard to income distribution as that will have a najor
impact on the type and th>ru0j the cost of houses, waiich are
actually necded,

In cconomic terms '"aced" is not as mcaningfil as
"demand'", Bui to show that there is zlso a demaad for housing

suffice it to say that as long as a hcuse co htlng Shs. 15,000/i
to build today brings in over Shy5,000,/- in rceat net i.c. 304 +,
then there is cleerly a disequilibriur, because it means that
safe investment, which even has capital appreciation
ossibilities is payed off in less that three years, which is
‘ar better thar similor safe investments, for which onc can
berrow moncy in the opem murket at 107%. Unfortunately, howaever,
those most in reed of low-cost housing cannot borrow at this
rate in the oncen market, - if at all. It is therefore .that
public funds should be channceled intc this kind of housing

with prefceronece over any other type of housing. In nom1nul
terns the figure is arrived at by multiplying the number of
vnits needed by Shs.8,000/- as this is calculated to be the
cost of a recasonable dwelling including services.
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It should be mentioned also that the construction
industry itsc¢lf has a high labour content and would therefore
benefit particularly just like the economy as a whole by
increascd efficiency of labour.

*  For the purnose of this paper low-cost means Shs.3,000/-
to Shs.10,C00/-,
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Lavour and other
capacity problens:

To achieve this especially within construction industry,
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pilece-work and incentive schemes are as obvious as the bencsiits
of ecconomies ol scale.

Having argued for increased cfficiency through be
housing and pointed especinlly to the construction indus
which has n high labour ratio it is only faiz to admit tL
the present situation in Kenya is one with full "if not -
over-utilizazticn of capacity with a drastic Zdrop in efficiency
as a result. There is no nced here to quote the clear
indications of this, which are apparent in the sharp price L
increases for practically =211 items used in the industry. with
labour in the lend.
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been a def y since 196

tue to unc“rtwfnvlﬁh avout the futurc after independence nrd

the 51multﬂr ous exodus of Asians 2nd Buropeans. This lasted

up to 1965, when a definite boom started. t is a natur=1l
phenomenon at 1t takes time for a capital-heavy industry to
adjust .fte“ 2 period of depression, but in tklu c;so it was a
l~bour heavy industry; heowever, the exodus had bit the industry
directly as 98% of the construction workers were Asians. Duc

to the slump no new craftsmen were trained and the capital-heavy
supply industries ( metnl-works, timber indusiry, transportation
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equipment, ccment and ballast) are still adjusting.

A scparate stuldy of these cadacity prohlems is prasently
being carridéd out at the Institute of Development Studivs at
University College Nairobi, and with the results ¢l that study
available it will be safer to suggest solutions, For the tinme
being a few general sclutions scem clearly indicated:

&

The anemployment rate among.. skille d woriers
especially 3n the urvan areas is Jl;h, .}crc s skilled and

semi-skilled manpower is in more or less ShO“t supply, = the
shortur the higher skilled. In the construction industry even
semi-skilled are in demand , it seems, thougnr this may very

likely turn out to be due to moxopolizing within the industry.
One conglusion,
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The effect on the Bnalance
of Payments of residential
construction:

however, nust be for a simplification of des
on the one hand and lnrge estate~type building programmes
c
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1

on the other, where a feow skilled persons
many uné KLl“Bd. If this meaps that locael authorities mus
act as coutractors, then be it so, but not without having
advertised Jor tenders.,
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Only public bcdies can eliminnte the problen of
available lwnd, but this does not scem to be a pressing
problem as much as that of providing building mnaterials.
As far as tais is not a mnnpower problem capital
formation will, over time, hclp solve that pr oblﬁun The
Government éan assist in this as is explained in relation
to housing in a later section of the paper.

Thie argument that investments in housing adverscly
affects the belance of payments is true in the sensc that
relative to the qua lJuy of houses it has a large ¢
import content and does not crente nny new e¢xports, nor
doc¢ it sutstitute other dmports. This is a2gain oo shor
sighted arzument, To the extent that housing malkes a
Pm"llpr cortribution to increased productivity ( «s pointed
cut on the previous page) it makes the country in question
more competitive vis-n~vis nll other countiies ond thercby

the balancoe of payuents is fluenced favour~bly. When
social coonsiderations are th en into acccunt.s it scens
trivial to refrain from in"esulng in houging Torein
exchange rensons, - especially when holdings of foreign
currency 1 sufficient. In uonya, furtnermoroe, the
essential bullding materials are readily available and for
low=-cost housing the import content is at ~bout 1C%. This
does not imply that standardization on local products

could net De carried ecven further, - and should. In respect
to a local product cuch as cement, mn increase in the local
construction out=-put would add to the efficiency in the
cement industry, which is also cxperting, but not to full
capacity as yet, ccns;qu ently making it able to increase
exports.
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