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29 EEN.A,N"E OF BGUSING IN THE FUBLIC AND
PBIVATE SE.C'I‘ORS-/

Preamble

1. This paper aimz to esthblish sonme kind: of. basellne on the
sources and ‘characteristios of housing finance in the public and . -
private:sectors of the.economy.” In terms. of housing finenoe  the-
coverage ls intended ‘to be.fairly extensive, although most of the , . ..
empiriwval. examples will unfortunately be limited largely to the .
three .w:.-t African:countries with which the writer is most familiar. -
Other material will be incorporated where possible; but this is: i+
limited largely to curpent literature, where muok o the informationi .
4w likely to be. dated.fqg It is to be expected that where general e
economic,: gocial and politiecal background is the moro shared that:
there will be fewer divergences from any given pattern of housing .. .-
finance practices and institutions. In this sernze a major difference
in existing characteristics is li’ialy %o be founa between the ex-
colonles of Erance- vis a vis those of" the Unlted dnglom. o

2+ The d150u3810n falls under: four headlnvs. The 1ntroductory

section will set out some of the principles of housing finance in T
the ‘light of the market charscteristics of thé commodity (i.ev B
acoommodation). There will follow two soctions dealing with the priva.te
and publis sectors respestively. ‘The concluding section dealsbriefly
with the hou31ng sector in relatlon to dbvelonm'nt p*annlnﬂ¢ T S

Introductlon

3 Hou31ng markets in Africa are notably dualistic in character.
»;Bousing supply tends to be either in a “traditional™ or "modern™:
sub~market. . This dualism is marked in both the nostz =nd techniques
of oonstruction. In the "traditional" gector the mode of huilding

is based on the mud and wattle structure, modified to a.greater :or : -
lesser extent to fit in with rural o wrhen enviroanuent. In the
"modern" seotor the standards cet are generally equivalent to those of
the ex-ocolonial power, with tuilding regulations znd town-planning’ .. .-
oriteria borrowed wholesale, with Iittle ox no nedifiication, from the. -
advanced, industrial, high-income countries. Iy their n=fure the
"modern" sector is predominantly urben, and the ™ivadiilonal" ‘sector

peri~urban and rural.

17 Prepared by Mr. M., Tribe, Economios Daparimenty llekerere
Yniversiity College, Kampalz, Uganda. The viecwec .=presced
in thie document are not nececsarily thoae of the s:zcretariat
of the Commission.

g/ Figures in brackets refer to Annex III on Bihlicgraphy.
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4. Since the greatest proportion of.the population of Africa are
living in a rural, agricultural, environment, 2) mainly based on
pessant small-holdings, most housing is in the private sector, but
in the peri-urban and urban centres private regidential development
is still usually a larger sector than public housing. In some
countries, particularly those with oonsiderable external investment
in extractive and processing industries, employers provide their
workers with housing which is tied to the employment. Among the
bigher income groups the housing which is provided by employers is
frequently heavily subsidised, or large housing allowances are given
in addition to the basic salaries. In this latter respect the.pace
is generally set by Government continuation of terms of service(B)
created for an expatriate civil service in the colonial period.

This phenomenon has been removed from some African countries but.in
others it continues to have a major influence on ‘the housing market and
on the level of real salaries rather than basioc money salaries
among high level manpowsar.

5. The social and economic framework of countries thatl are
basically agricultural and have low per capita income means

that mich of the demand for housing accommodation in the growing
urban agglEmTrations is for rental rather than owner—ocoupier
dwellings., 4 Since the only means for most of the pomalation to
ensure security after retirement from the wage{salary, predominantly
urban, labour force is to return to the rural areas, there will be
pressure for any personal housing investment to be in rural rather
than urban areas, at least as a first priority. This characteristic
of the African housing market can certainly be expected to change as
development is likely to lead to more long-terms urban settlement on
the individual "family" basis, and as social security schemes '
are introduced. However, in the short— and medium— term periods

it is clear that a demand for rental rather than owner—occupier dwellinge
would affect the optimum structure and activities of housing finance
institutions. If a part of Government housing policy were to be
stimlation of demand for owner—occupation of dwellings, then.
institutions lending mecney for only this type of dwelling, in the
context of social and economic characteristies which imply

mainly rental demand, are unlikely to have considerable success

in urban areas. :

6, The discussion in the above paragraphs is intended to show that

not only is the present, and future, shape of the housing markets

an important determinant of the types of financial institutions
appropriate in African ocountries, but also that the demand for different
types of housing finance is likely, a priori, to vary bhetween , o
different sub-sectors of the sgegregate housing market, quite apart.
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from the dichoiomy bstween the private and mublic housing sectors.

‘ThHis implies that the' wholcaale- Lmpss butidn of houblng finandei '
'“*instltutlons from urbanized industrial econowicg Is® llkely ALY have

“Iimited relevance to the improvement of K& sing condltinns 1n

"rural, agricultufal countries. The remainder of this firset -

-section will concentrais on economic aspects -off hou51ng whioh have

an 1mportant be-rlng on houSIrg flnance. o v ;

Te Dwelllngs generally represent a451gniflcant prcportlon of a’

nation!s ‘arnual capital formation, and therefore an ‘important -

claim on:the available vccnomic resources. - Iwo Sfudiés‘in“tﬁeﬁéarly

1950's, based on fairly oconservutive estimates, showed that the':

"traditional™ =iy e house construction acccunted for about 4 gﬁr cent

of Gross Domestic Product in Miceria wad (then} Tangenyika. (

A recent sstimate for Watiocnal Inocome £e3; 1es in Kenya 1ndicates

that- buiéﬂ1ng and conglruction in the rox Qpbta*y qector' o

oontributes 2 per cent of GLUP currently. Unless, house

- construction is entirely sarried sut in the non-ménetary sectbr,

which i®s becoming increasingly rans ia Africa, the expenditure '

on materiels and labecur reprecented by w complzted dwelling’

requires financing. Since housing ie & narulcularly durable. fOrm

‘of consumer gnod, the ﬂoﬂuuLleJn ox.,hc geods and sérvides’ pu% into

oonstructlon takes place over o F ly bﬂnflﬂﬁrubjy n*mber of yeara.

8. In general, this gap ba WO en.aul ent consumption of,hqusing”
services and the capiial coct 0f consizvuction caa be met either by
.loan finance by cwnwr-occupiere, or by the ocosupant hiring : .
acoommodatlon from a landlord., In ths labter. -giage, the long—term
flnan01ng problem ig effestively handed over %o a pcoond parky.
_who . may be in tho pu01Wﬁ or the pvrivate sectcr. Housing.as.an. -
economlg commodlt“ can *h.s. be deperiocd as (umobile andgindi?igible
through space and dthrough time. [he slternativg fto -owner—oopupying
“such a speclflc capital asset.is thot ¢f kiring Ffrem an owner .on-
“f‘,“phort—tcrm bagis. Thic is the thoorevrioal vasia of the diviasion
between the owisr-cecavier ind rentel cib-mavkets. e

9+ The proportion of income that people ara preparsd to apend
currently on accommelation ig a guewtion which cun only be ju.il
., answered Dby .observaticii of expinditure patterac. Tnesenﬁanerally
reveal a wide diveigeoucoe of LuQLVLdﬂal gponding habi ba.
During the perioed of rerayuwous of a2 Lown ownes-coiiupiers -may be
expected to spend a greater propurtica of their uurrent income: on
housing compared wish renters Iir iwo reascns. - Ffysd, the house: -

1/ In a technisnl sence the s¥arcard.devizbien of theTﬁEéﬂfa§”érf
.frequency Adglrioedicn vil ba Jigh 3elativs 4o the ‘mean.. The

. .Bverage propnriion mpeuv nas therolors to be wviswed in conjunotien

.,twith($?e range oﬁ.p:opcluho;skx-qvq.Biooao eryr and Abrams para
BZT T . L e e e

[ ot

rw
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rurchaser i1s paying for current consumption of an asmet that he is
buying, and saving at the same time. Seoond, real estate generally
represents a real 'hedge' against inflation, since the market money
value of dwellings in a free market or mixed economy can be expected
to appreciate at a rate which at least keeps Pace with inflation. In
African countries, dwellings can only really be regarded as marketable
in,..and in the vicinity of, towns. Evidence suggests that renters
‘are generally prepared to spend something in the region of 10-20

per cent of current income on rents when thﬁa?arket taken is a-
private, uncontrolled, unsubsidised market. Owner—occupiers

might then be expeocted to pay 5-10 per cent out of current income over
and sbove this.

10. 1In general, however, & high proportion of income spent on housging
clearly leaves a small proportion for other essential household
expenditure, and at the low levels of income that rredominate in
African countries it also leaves a low absolute amount of income for
other necessities, In addition, if the largest area of consumption of
necessities at low-income levels is on foodstuffs, then since food
prices tend to be unstable, a high proportion of income spent on
housing may leave insufficient margin for these price fluctuations

if housing payments have to be made regularly. This means that
housing expenditure may be expected to rise only with income in the
long-run, and not through higher proportions of expenditure in the
individual household in the short-run.

1l. Two approaches to rent determination can be distinguished, related
respectively to market rents fixed by direct foroes of demand for and
supply of accommodation, and cost—based rents, which will reflect market
forces in as much as factor prices reflect the demands rat upon them

in a market economy. It is on the former that rent control measures

are taken if it is felt that the market rent gives too high a margin

of surplus to the private landlord over and above the cost-based s8nts.
In turn cost-based rents may be based on the historical construbdtion
costs or on the replacement costs.l

12, The elements in the cost of a dwelling will be made up of the
following: capital costs of the land and the building, whioh are
themselvea.divided between principal and interest costs; the cost of
mgintenance, which will not be a stable function of construction costs
for any one dwelling over its complete life: the reourrent costs

of services provided to the site which may be charged through some
kind of property tax which cannot be avoided once the building is

1 For any given dweliling the latter would normally be higher than the
former in money terms because of inflation asnd the steadily
rising standard of accommodation (particularly in the quality
of facilities) over the life of a dwelling which may last 25-%0
‘Jears or more, dependent on construction standarde and efficiency
of maintenance.
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. L o
oomplete. Dependlng on the relatlonshlp between these different
cost components, the total cost of the dwelling may be estdblished, and
a fixed propertion of capital costs may be charged as the rent for
a given period. It has been suggested that 121 per cent, of o
capital cost might be a reasonable standard to take ~
ag an annual rent.(9 If the construction cost can be reduced to a
monthly rent, and the proportlon of income that is apent on’ rent,
or housing, can be expressed as some average level, then the ocost

. and rent structure of the housing stock will be a funotion of the
level and distribution of income in the eoonomy being considered.
13, Housing subsidies are, in theory, a provision to fill a gap .
between effective demand represented by people's ability and
willingness to pay for accommodatlon, and the costs of providing
the type of accommodation which is deemed to fulfil certain
standards. (See Chapter 8 of Bloomberg and Abrams referred to above).
The need for subeidies may be said to exist if the costs of
providing acceptable standards of accommodation get ocut of atep with
the available economic resources that would freely be spent on
housing, and/or if the distribution of inoome in the eoonomy is such
that the higher income groups' standards of acoommodation give. an
upward pull on lower income groups' standards, necessitating some
kind of *ncome redistribution through subsidies. Thus if the rent

- of the loweat sost type of accommodation is higher than bhe
expenditure patterns of the lowest income groups can afford, then
the rent paid by the tenants is effectively "topped-up" by a subeidy
to cover the full-cost. In the African context it will be olear that
subsidies may be implicit or explicit (i.e, hidden or openm), and
may in fact be used to distribute income in any direction that
policy requires, given sufficient means of operating them. Thus
a subsidy system would be very diffiocult to operate in a totally -
free market system exoept through, for example, tax concessions to
private landlords -~ the greater .the proportion of accommodation in
the public sector the eapier subsidies are likely to be to operate.
1t should be stressed that subsidies constitute a part of current
consumption, a type of transfer payment, and may be the more :
difficult to justify where a major policy aim it -the achievement of
high rates of savlng and 1nvestment. . SR

14, This final point makes it‘olear that housing mist be seen in
the light of the overall development of an economy (see Section IV below).
Thus, in the short-run to increase the amount of resources, roocurrent
. and non-recurrent, devoted to housing implies reducing the resources
in some other sector of the eoconomy. The disoussion of finanecial
aspects of housing is therefore largely around incrcasing ithe
_ efficiendey of allocation of rescurces to the housing activities,
and their distribution within these activities. -Thus, redesign, or
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introduction of newy financial institutions may open up choloes'

. to people who were . previocusly not able to achieve desired housing
‘lmprovement due’ to finanocial ‘obstacles. It may therefore be
that more appropriate housing finencial institutions may inorease an
economy's savings ratio and reduoe “inessential" expenditure. It ias
the case in any event that any change in the proportion of a ocountry's
resources flowing into housing inevitably reduces the avéailability
of resources elsewhere, 'If, for exemple, it is desired to.
inocrease the flow of resources into ‘low-income group housing, it is
inappropriate to design institutions which encourage investment
in high-income group housing since these two types of accommodation
are not substitutes. - . : '

15. The greater part of the remainder of this paper will
therefore be taken up with a discussion of the financisl aspects
~of housing in the private and public sectors, with particular
emphasis on the sources of capital finance. O

The Privéte:SectOr ‘ ." ,'fl .‘ . ’ i;'ff N .;!-

16, A large proportion of the resources used in private sector
housing in Afrioa do not enter the monetary eoonomy. Some .
countries include this real investment, and real income, in their
National Income estimates — others do not. .However, %his seotor
is not necessarily olearly divided beiween monetary and non-monetary
- resources, tut there is a oonsiderable overlap. Thus an existing
dwelling may be improved by the purchase of windows or cement.
4 newly hiilt dwelling may constitute the use of corrugated iron
sheeting for the roof, cement floor ard wall-facing eto., but have
been constructed using mainly family labour. When discussing
existing finanoial institutions it has therefore to be olear
whether they provide finance for ‘only "traditional" or "modern" .
sectors, or for both. Most of the discussion will not distinguish
between finance for owner-occupation and for rental dwellings.

17. Capital finange falls into two areas, that of shori-term
building loans, and that of long-term- finance usually of a |
mortgage nature —— that is to say that the house itself serves aa
security for the loan.1/ It is in the latter that we shall be most
interested. The size of required loans will depend to some extent

on the institutional environment. Thus, building regulations,
land premium and building covenants (minimum investment amount rules)
may make the amount of capital necessary to build any dwelling

higher than might othérwise be the case. These types of regulations
have fregquently been adopted in a rigid form from the ex—colonial
powers, and would be considered outdated snd inadequate in their
country of origin. Outside the urban administered areas, town plann-
ing and building regulations are either non-existent or more frequent—
ly broken than observed.

1/ In many parts of Africa the extent to which a dwelling may consti-
tute collateral on a loan will be limited by local land temure

conditions — it is not 8§OEO ed to discuss this aspect of the
problem here, but see E/CN.14/HOU/27 on mortgage secusities in Africa.
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18, "~ In- tha private sector the sources of flnance have been split
into sevan groups-' -

e e 8) POmmeroial- 'Bank'sf -
b)Y building SOoiefies:‘"
e ‘ h‘:é); insurance companies ’
Tart e if7‘id)* c0-0perat1ves and houslng associatlons--"
L ,fé)riemployers '
'f) - suppliers! oredit
-g)j;Saving in kind

19. Commergial banks are generally concerned with short-term or
medium term flnanoe of trade and commerce rather than in the long-term
finance that hou51ng constructlon requires. ‘At least one oommeroial
bank in Ugsnda . ig 1nv01ved with ‘the subsidiery of an insurance gompany
{see below para, 24) in which the bank advances funds to the contractors
during the. buildlng perlod when the long—term finance is already
assured. The insurance -company takes over the financing.in the long-
term after the issuing of an. ocoupation permit on satisfactory .
completion of the dwelling. A bank established by the colonial
government was involved in the finance of residential construotion in
the longer~run in Uganda. Thiis was the Uganda Credit and’ Savxngs'Bank,
and its annual report for 1963/1964 shows that at that titie thers’
were 184 loans outstanding to the total of She. 1,407,400 (rate of
interest charged 9 per ocent per anmum). However, in 1965 thie ‘solirce
was olosed when it was transformed into the Uganda Commereial Bank,

and began 'to operate on the 'same basis as the other commer01a1 banks
with thelr headquarters outslde tgzanda.

20, The expatriate commerc1al banks therefore do not lend monéy for
house construé¢tion in the normal course of events. However, thek: '
practice of one major bankin Uganda is typioal in its loans %o
permanent local membérs of staff at subsidised rates of' 1nterest for
: owner—ocoupier houses., - Ohly seven loans of this type aré ourrently -
- outstanding with this bank. Otherwise banks provide subsidised
housing: for expatriate and senior local staff on 91milar terms to a
other employers.‘ : ) A LRy

21. Experlence with “bulldlng gociety" finance in ex~British and
ex-French colonies is one area where differences are likely to arise.
In general the building societies in anglophone Africa have. been. -
relatively unsuccessful in providing a source of finance for a cross—
section of the population. Those in East Africa oollapsed in 1961 -
when a large proportion of deposits held by non-East Africans were
withdrawn, and the Commonwealth Development Corporation became heavily
involved in a support operation in the three largest (the Savings

eand Loan Society Ltd., the First Permanent Building Society and the
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Kenya Building Society). In Bast Africa there have recently been
formed three new units, the Housing Finance Companles of Xenya, .
Tanzania and Uganda, under agreements between the three Governments,
the C.D.C. and the First Permanent Building Society. The agresments
take the form of a "pump-priming" operation to re—establish lending to
owner—ocoupiers whers previously the only activity since 1961 has been
to collect repayments of loans made beforée that time, and t0 receive
deposits, in both cases paying off the external financial assistancs.
The terms of loans may be summarised as an 8% per cent rate of
interest on an annually diminishing balance of a 75 per cent loan

on the total investment of not less than Shs. 30,000, repayable over
10-15 years. (See attached Summary Annex I)}. Since the monthly
repayment of .a Shs. 20,000 loan cannot be less than Shs. 200/75,

this type of society offers little for low income groups. The

HFCU pays 4% — 5% per cent on deposits from the publioc, :

"2P;  "In other parts of Africa building societies have had mixed
fortunes. - They have been most successful where they have not
 depended on an expatriate clientele, but on indigenous savings. A
- fairly full account of the operations of building societies in-
Africa up to the fairly recent pe:tv can be found in "Housing in
‘Africa", _/and some latér financial 1nformat10n is found in papers
prepared for thls meetlng in January 1969. 2

. 23. ‘ Insurance companies are anothereform of institution which give

loans for relatively high cost housing development. In East Africa
the societies involved in life insurance and endowment policies
generqlly invest locally.. However, local companies tend to be more
diverse in their investments than foreign companies. The National
Life Insurance Corporation of India is typiocal in having all of its
local investments in East African Treasury Bills. In 1965 gross
premiums on life insurance in Bast Africa were £6,313,105, +£¢ which
$114,493 was re—insured outside East Africa.  In 1965 between 25 and
33 per cent of East African assets held by insurance companies were :
in mortgages and loans, and an additiond. ’®Pper cent in Real Esta.t?
(this represented altogether a total investment of L12.7 mllllon) 0)
Net all of this was by any means in residential property; but it gives
some indication of the possible scope of this source of finance.. Life
insu;énce and endowment policies are an important form of contract
gsavings among East Africans, and of three private companies operating
in Uganda between 80 and 95 per cent of bu91ness by value or number
of policies were with Africans. ‘ : .

1/ EB/ow. 14/H(II/T/Rev.
2/ E/CN 14/‘HOU/26 and L/CI\T 14/‘&0:1/27
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244 oTheothreé . gompariies mentioned in the.previoues paragraph

were -fakeniltieeause - they are involved in lending for resxdentlal .
bulldnngs, -and-ourrently have a total of about &l million inveated
in-all mortgages, amounting to about one—third of their 1nvestments
(ot all of.this s in purely residential properties).. One of the..
companies hasg in :fact established a subsidiary to handle 1ts lendlng
.on residential. properties, and.limits itself to. lending for. owner=...
docupeation.. - This company has 54 loans commi téd , of whioch 41 -
were fully taken up, and foresaw that this type of investment. would
be likely to take no more than 25 per cent of investable funds.
dnother -company: preferred lending for rental accommodation because .
with.she high level of rents in Uganda's capital in recent years the.
repayment .could be more certain., - The third made no stipulation on
owner—oocupation., The interest charged varies between 8% per cent .. .
and 12 per. cent on a diminishing balance, with repayment over five: .

< years in the case of the company preferring rental acoommodation,

ar- 10. = 20-years in. the other two ozses. The terms of the loams.in .-
all cases“made the types of dwellings thus supported to be in . :
urben .areas, and.of relatively high -cost, gencrally beyond the

soope of middle and lower income groups. However, insurance. by
- bompanies represent a small but significant souroe of mortgage ol
finance in Bast Afrlca. R , ‘ T
25 Co-operatlves and houszng assoclatlons are promlslng

areas of housing finance, if largely under-developed. In Bast: Afrloa
the Ismaili Community have, with. the enoocuragement. of the. Aga Khanyno-r
commi tted themselves to providing each member of tho conmuni ty

with deceni housing under tenant purchase schemes. Trade Unions  .~"
have Bhown interest in . worker housing co—-operatives, in Uganda’ goins
80 far as %o .set up a subsidiary company: however this is still:
undeveloped. - Some .work has been carried out recently in Kenya on
housing oooperatlves in Nairobi, but this seems %0 indiocate more:

interest in entrepreneural than sogial functions. (11 FI
This area remains under-devcloped de?{lte a fairly large llteratune

on hou31ng co—operative operations.

26. Another sourac of flnance in the prlvate sector is through TR
employer provision of hou31ng, or partieipation in schemes for.the.
ralalng of capital funds. . The. problem with the former is that it.
increases the amount of initial capital which an 1ndustr1a1

investor has to raise, and therefore may lead to d131n09nt1V8810 :
investment. The second alternative of a type of tax or housing ;fs‘ 1
levy affects recurrent costs. It was largely because of- the eapital
flnance problems that the Uganda Government set aside the requirement'
that employers provide housing in the main towns in 1956, although ..

the requirement still exists outside the towms. Zambia, for example,
has a considerable amount of workers' houging provided on the copper
mines, which has made relatively low construction costs to be reaohedL
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through economies of scale. (13) However, housing tied to employment
has frequently been criticised on grounds of labour immobility, and
social effects of employer control over workers. A levy on employers
is, in many respects more attractive, and appears to have been quite
successful in some countries. In a private employer context however

a levy per nmumber of employees could have two effects, first that of
‘encouraging more capital intensive production technigues (also applies
to employer housing provision) and second raising the level of the tax
ineidence on employers. - . -

27. In the field of rural housing a considerable source of finance,
in number of advances if not the aggregate amount of capital involved,
is that of suppliers' credit, Thus it is frequently the case that' the
purchase price of corrugated iron roofing, for example, includes an
element of interest since payment will be made over a period of
several months., In a small survey in Uganda it was found that about half
of a group of ocwner—occcupicrs working in a town ~ad obtained some kind
of credit or instalment payment on building materials., This is,

of course, likely to bc mowre important where the builder has regular
paid employment as well as cash income from crops, since there is more
likelihood of full repayment in this case. The major items of expendi-
ture on a housze built in rural or peri-urban areas, other than the
labour element, lend themselves to this type of credit system when the
type of construction iz a mcdification of traditional methodss The
types of materials involved are corrugated iron (asbestos) shesting,
roof and wall poles, doors and windows, cement eto. - :

28, Perhaps the best do~umented scheme which attempted to use -
credit for these supplies was the roof loans schemes in Ghana. 14)
Despite the apparent lack of a final report on the soheme,l the idea
of adapting housing loan institutions to the arca where most signi-
ficant improvements in standards of housing can be made (i.e. low-
income groups in -mral or peri-urban areas) deserves much closer
attention thar. has been the case in the past. '

22 Two other types of '"finance" deserve mention here. They are
personal accumilation of savings and of building materials. The
question of perscnal savings is problematic, since at low levels of
income the capacity to save iz supposedly low. Few comprehensive
income and expenditure surveys have been carried out in Africen
countries, and so thers ig little information on savings behaviour,
particularly ia rurai areas. What is clear from observation is that
rural “savings" in Africa have two especial forms, The first is that
of expenditure ¢n consumer durables and capital goods after the lump
receipt of cash crop earnings.Thic islikely to be important in the

1/ But see document E/CN.14/HOU/32
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_ purchase of building materials, making “the flow of buginess in these
" commodities dlstlnctly unéeven unless credit prov1310n evens it out.

Secondly there is quite substantial savings in "kind" in the form of
stored’ bulldlng materials, and the building of new dwelllngs in
stages as and when finance is available. The notabie cha.racter:l.stic
of this is that it is likely to make constructlon .more expen51ve in

‘real and moriey terms through loss and waste of usterials, and
 through successive hiring of new labour and conétant re-préparing

of “thé ‘site for work. ~ In this second case the problem is sometimes

- apparently exacerbated by the: settlng of too high an ‘original

standard on the part of the constructor, making completion even

more difficult. Apart from this "standard" problem, the availability
of credit could make building ‘quicker and less costly. Examples

of the second case can be found 1n'Uganda, nou only in rural areas

as in other - countries, but also e¢n the Grade ITl/ estates in towna,
However, savings. in "kind™ have been remarked upon in several other

Afrlcan countries.

30, Turning to the returns to investment, it is found that

once again the dual nature of the market for housing is a major
1nf1uence.' So also is the predominance of government and employer
prov1ded housing. The returns to investmeni will clearly be. a
function of costs and revenue. Unfortunately, since "modern"

l"sector hous1ng is such a long—term asset, Trevenue in partlcular-‘
::13 subject to considerable uncertainty.  However some attempt
" has been made to calculate approximate private returns on different

typés of housing. First a division will be made between high, .
medium and low standard housing on the following criterias . .

a) 'hlgh standard — approprlate for dlplomatlc,
higher exescutive and senior ulvl_.servants
level people

"~ b) medium standard ~— appropriatée for middle
- ‘income groups such as executive staff in
private and public sectors

¢) low standard —— appropriate for jumior office .
staff, and lower income skilled and unskllled
manual workers.

. In most caSes in Africa we might expect the first two to be in

the "modern" sector, and the third to be more in the "traditional" -
sector.

) SR
1/ Refers to Bulldlng Regulatlons for Grade II construction,
promilgated in Uganda (and Swaziland).
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31. The high standard accommodation is considerably influenced by the
.high propensity for this group to have their accommodation provided
. at subsidised rents by employers. This is particularly the case

where diplomats and senior c¢ivil servanis form a considerable propor-
tion of the market, and the result in Kenya, Tanzania and Uganda has
been to push rents 1o an extremely high level. This is due to the
very low bargaining power or incentive on the part of employers who

do not wish to build their -+wn houses. The raie of return on this
. type of property is likely to be in the region of 15 per cent per
annum,_/ thus giving a fairly strong incentive for private investment
in a_sector which has seen rapid expansion of d:mand in the post—
independence period. The demand has come largely from the opening

up of diplomatic relations and the increase in economic activity
reflected in large numbers of foreign high level manpower in both
prlvate and public sectors. With the highk rate of return in the
,“hlgh standard" sector, a comparable return would be required in

other sectors of the market which act as zlternative areas of
investment, thus foreing rents up there as well ~— this would be the
cape with the medium standard sector.

32+ The demand for medlum standard housing has been stlmulated by

the relatively rapid rates of zconomic dsvelopment in the post—
independence period, and in particular by the expansion of govern-
ment administration as the expansion of the secondary and university
level educatiom becomes an influence. The provlem has been made more
serious in several countries in the private sector due to the fall in
business confidence in the late 1950s and early 1960s dus to the-
reduction in World market prices of primary producs exports, and
uncertainty surroundlng the pericds preliminary and subeegquent to

the achievement of political independence. The political influence
was especially strong where a major part of the investment was
carried out by sexpatriate minorities as in East Africa. Due to the
shortage of accommodation thus created by demand snd supply factors
the rate of return is again in the region of 15 per cent per annum
for new building, the rate of increase of costs having apparently been
slower than that of rents. This does mean however that the returns
on dwellings built in the period of low building activity are likely
to be higher than this return on new building would indicate. Because
of these high rates of return in the "modern” sector it has usually
been possible for potential investors to find capital in some way

to finance building, particularly for renting. Eowever, the high
rents are likely to have had the erfect of giving renters an incentive
to become owner-occupiers, and in this area tlie acguisition of finance
has been more difficuli, particularly for the middle--income ETOUDS.

1/ See Anmex II for the calculations on which these estimates
of returns in the three sectors are based.
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FoL33e e It is . in. the low standard sezvor that some startling
pesults can.be.found, The rapid rates of growth of urban. popu-
« “Yation in Africa (15), more rapid than' the Tate of growth of
“‘pecorded employment in most countried, have put .a serious strain
‘"on the housing supply in an around the major towns of the
‘sontinent.* As a résult the building of very low standard acco-=
“‘mmodation, unplanned and generally relatively insanitary lG),'iE
*very profitable. In circumstances of ac-te shortage of supplyy
- - 'tenants are prepared to pay relaiively high ‘rents for. very low .
: quallty accommodation. These dwellings cost wery little to
congtruct, and assuming that ths rent is pald regularly the.
private rate of return to the landlord on unplanned mud- and ~
wattle dwellings can be highor than in the other two sectors
distinguished, at over 20 per cent per anrnum. In fact béetter
quality dwellings built from the same basic materials can atill
be a profitable form of investment in planned areas under the
Jurisdiction of municipalities.l/ It is to a large extent to -
-this type ‘of develovment or organized site and service schemes’
“$hat most African governmenis will probsbly have tof look 1n
“order to solvé the problem of shanty towns around- the maaor
urban oentres. i
'34;29‘Tw0’types-of policy measures can bs used: to: reduce the.
private rate of return in the circumstances descrided above., ‘Rent
- gontrol can,.in theory, be used io reduce rents across the whole
“.market. -~ Where housing subsidies or housing allowances are uéed;
they may be removed. The latter policy will have the -effeot of-
~reducing the demand for more expensive accommodation, and. %
increasing the demand for cheaper ascommodation, and thepefore::
oannot be regarded as z vseful policy mezasurs in this regard :
.since'it is likely only wo change the structure of rents betwaen
different sectors {i.e. here to veduce high rents and increase low
rents). The theoretical cffecis of rent conirol have been~
discussed at some length eleevhare:

The features of 112 Lousing marvket .......,i'f~‘-fut{
- Mend to make short-iun equilibrium rents rather ™ .~
“high —== during periods of rapid economic: growth f“f
-and substantial shifts in the intér-ragiomal it

distribution of pcrulaition, with considersble . #ix

income and capital gains by housecwners #§'a P
"result. Undoubtedly. those circumstaneés apd @

often regarded as &wmunents for rent oéritrols’

Moreover, due to the limited availability of land

with good location, prices tend to rise for suth
property when cities are expandln w1th'resultant

capital gains for the owners."”

I
i

17 For example on Grade II arcas in Uganda, and in the laid out
areas of Dar-es—Salaam —- see Leslie (17).
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35. For these types of reasons, particularly the equity argument
of income redistribution between tenants and landlords, the Kenya
Government recently introduced measures of rent control on residen-
tial properties. Legislation in February 1967 established a Rent
Pribunal, and rents were related to their level as at Jamary lst
1965. Tenants of unfurnished dwellings up to K 540 or furnished up
to X £55, in the three main towns of Xenya were able to appeal to
the Tribunal for a reduction in rent. This was intendea to cover
lower and middle income groups. The major problems with this type
of legislation fall into two groups. First tbc:® are the adminis—
trative problems of enforcing the act, and secondly the repercussions
on the behaviour of the market.

36, In an economy operating broadly under conditionsg of free
enterprise, ‘effectively the only countries where rent control
measures would be felt necessary, rent control is likely to hide
rather than eliminate market shortages. Thus the common methods
of using "key-meney" and/or two rent bocks (one for the landlord
and one for the controlling body) may be signs of a housing “black
market"., In situations where there is an acute shortage of housing
it may be in the interests of the tenant to pay highsr than he
needs to legally in order to retain hi:- tenure. It is difficult

t0 imagine that in the peri-urban areas of ..{rican towns there is
any satisfactory record of the rent paid ror a particular dwelling
on a speocific date in the past, even if a satisfactory representa—
tive date can be set. In addition it is difficult to imagine rent
control measures being widely effective when administration is
difficult to ensure in all departments of government, and the level
of literacy and sophistication of tenants in the face of the
administrative machine is liksly +tc¢ render then neffective. The
actual effect of rent control is therefore likely to be extremely
uneven, and in general unsatisfactory in its equity between
different gectors of the market.

7. The second area ig that of renercussions on the market,
particularly in the light of the type ol measurzs that the Kenya
Government introduced. In general the economici's view is that
rent control in a "free enterprise" eccacmy has ths effect of
reducing the attractiveness of investment in housing in the long-
run (new dwellings in any year ave alwsys a small proportion of the
existing stock). However, if the incidence of rent control is
different, either by design or administrative effect, in the
different sectors of the market, tlen those scoiors where it is
effective in reducing rents will Lecowme relatively less attractive
for investment than those where it is not. In the Kenyan context,
one would expect, a priori, that after the introduction of rent control,
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investment in unfurnished accommodation let at over K &40 per

month would become relatively more attractive than that below

K 240, TIf_this is to. be avolded then very complicated regulations
may be necéssary, but it is oléar that the more complicated the
regulations the more diffioult administration may become. . The . |
fadtqthgt}hoﬁgiﬁgjis‘not a_homogeneoys. commodity makes:any snalysis
of,thé:likély“éfféctsfofﬁrént#contgg;‘difficqlt.L‘I¢1§howld;be;f
cIéarfdee#ér‘thét'wﬁeré7fén§;ddqtygl~is-affe@tiye;it~wiil;necﬁsaarily
requce. the return to investment.in new. dwellings, -thus.reducing

the effect of the price mechanism, .and thue possibly: increasing . -
éssure on government $0,enter, into housing investment on a greater
scale itself, .~ e . T -

SR

“%ﬁhgjﬁﬁbiiC'Sectbr';f'”""

38." "Government involvement in housing generally takesiboth & v .-
direct and indirect forms. Where Government is involved in the
construction and sdministration it deals with both capital”and
réﬁurﬁéht_figéhqiai elements. . However, Government may aled: be -
involved indirectly. . One indirect effect is through the control
of the economy, including the -overall level 'of economio ‘activity,
the ease of obtaining credit, and the level of interest rates,
Government regulations and statites will include  stipulations on
structural standards, health provisions and town planning procedures.
In addition fhere may be taxes on materials and/or property taxes
which indirectly affect construction and running costs of dwéllings,
So ify for example, land is available in. towns. with a high initial
premium, high stipulation of the minimum standards and total value
of development, then the total capital sum to be financed is

likely to be prohibitive for all but the higher income groups, -

39, ::0Here we.shall be concerhed mainly with the Government's direct
role.in housing thréughoperations at Central and Looal . authority ..
level, -and thirough public corporations, _Public corporations -
invélved are:freqiently known as Naﬁibﬁal,Hpusiﬂg'Corpofaﬁions. e

40. Earlier in this paper it was made clear that as a legacy

from the colonial périod many Kfrican Governments may have a . .. -
commi ttment: to provide’ housing where it is available for publie . - ..
officers, in‘some cases only those over a certain rank or | .-
salary séale#“This{haé“invdlﬁéd‘Govérnmanys in considerable capital
expenditure, estimated in Uganda tb have been about. 12,750,000 for. -
3150 units up t611962L(ﬂ3)“3Iﬁ:is;qgéﬁﬁlﬂtdfsepafgté this type of
housing committment in'té three categoriés. In urban areas Government
may provide housing for some employecs as part of their: conditiona..

Gdee
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of service. In other aréas, and especially remote rural and small
towns the housing market may be so small that Government is
virtually forcéd to provide accommodation for officers posted to
these stations. The third category is that of housing tied %o
Lospitals, schoolg and other such institutions where provision of
accommodation close to the place of work is either considered
essential or advisable - housing for expatriates may be included
under this category. The provision of capital for house construciion
in this third category is frequently included in the expendi ture
plans for the instftutions, so may be part of aid agreements, or at
least has been budgetted for. The remote housing, and urban housing,
is likely to pose more of a problem since they are seen ag less.
essential, even though the former may be tied to such gervices as
agricultural extension.

41. A difficulty in- the financing of some Government housing has
arisen from a practice that was common at least in ex-British
colonies. This is the lack of proper accounting procedures with
regard to the capital element of housing finances

"Generally speaking, no attempt is made to repay

capital invested in Government housing; it is in

fact initially written off (when provided from

surplus revenues), or becomes a charge against (20)
general revenue (when provided under a loan scheme)s ™ ’"

In Uganda at least, the high tax revenues of the early 1950s, when
_cotton and coffee prices were high, were used in part for building
"Government houses. In these circumstances, not only is the full

extent of subsidies never revealed, but a major item of capital

expenditure was charged to current account. This practice has also
been followed in some local government housing schemes.

42. The capital finance for some local authority building has )
come from private sources such as inaurance companies, and from
public loans floated by the authorities (examples of both in
Wairobi). Some countries have received capital from external
sources in this respect, but in general capital finance has to be
allocated from the capital budget of the local authorities, just
as would be the case for the Gentral Government.

43. The National Housing Corporations in East Africa are an
interesting contrast, and as exercises in obtaining capital funds
for building a fairly full discussion follows. The National
Housing Corporation of Kenya took over from the well-established
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Central Houeing Board in mid-1967 in order to act as a slightly
more independent body than previously.(2l) The Central Housing
" Board had largely been involved in channelling funds to local
authorities from the Ministry of Housing. The capital structure
‘of the Corporation at the beginning of 1967 consisted predominantly
on loans from the Kenya Government and the Commonwealth Development
Corporation (£3.9 million together out of total liabilities of
£5.0 million). After a year of operation it is not yet clear what
operational innovations will accompany the change of name.

44. The N.H.C. of Uganda was established in 1954, and it was
initially hoped thatisome of the Government's stock of houses
could be used as mortgage security for a large loan. Due to the.
inadequate marketability of the collateral offered, this hope
proved to be ill-founded. Subsequently the Corporation has had.
congiderable difficulty in obtaining capital, and the sources ' -
have been as followss

a) .5300,000 from Government for "low-cost"
houses costing approximately &1,100
eaoh. o

b) #500,000 from Government for erection- of
Government Staff Querters.

¢) Government guaranteed loan from a commercial
bank of £150,000 as deposit on a contractor
finance agreement. T :

d) %1,500,000 external contractor finance for
construction of a Government/N.H.C. office
hlock.

d) #&1,500,000 external contractor finance
. for construction of a Government/N.H,C.
office block

@) ‘51,050,000 external contractor finance for
-construction of residential flats.

f) %100,000, loan from the National Life
Insurance Corporation of India for
residential tuildings. :

Thus it can be seen that the major part of capital finance has
been from private sources external to Uganda. Whereas N.H.C.
houses built using internal finance have annual rents assessed at
approximately 12% per cent of the original capital ‘cost (to cover
all costs), the contractor finance dwellings have rents assessed
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at 15-18 per cent due to the short-period over which the loans have
to be repaid, and the higher costs of interest. Bxternal loams

also oreate a foreign exchange problem when it comes to repaymert.
‘Recently another contractor finance scheme of L6 million has been
entered into, so0 it is not clear to what extent this type of finance
is regarded as a long-or short-term solution to the shoriage of
capital. The level of rents in relation to the repayment will depend
to what extent the schemes involve owner—occupation, and this is
limited by the availability of long—term personal housing loans

(see Private Sector discussion).

45. ' The National Housing Corporation of Tanzania was established

in 1963, and has concentrated on housing for lower and middle .
income groups. A considerable amount of its finance has come from
external sources through aid agreements, and this has.involved some
equipment from the mamufacture of, for example, doors, window-frames
and conorete blocks in Dar-es-Salaam. Perhaps the most interesting
element is the sum of approximately 900,000 in the form of an
external grant which is used as a revolving fund for the construction
of tenent-purchase dwellings. A problem in the type of programme that
the N.H.C. in Tanzania is involved in is that of sub-letting. This
phenomenon ,of itself, is not a problem, but difficulties arise when
the cost-based economic rent charged by the Corporation is below

the market rent for this type of property. I+ is then poseible for
the Corporation’s tenants to act as profit-taking intermediaries,
which is, of course, even more of a problem if the Corporation
charges a public-supported subsidised rent., In this latter case the
intermediary is, in effect, receiving an unintended transfer payment
since he is not using the whole ¢f +the building himself. This kas
arisen in Tanzania where a six-rocm dwelling is let on a tenant-purchase
agreement for Shs. 160 per mon*h, where this amount can be recovered
by sub-letting three or four rooms, so that the Corporation's tenant
obtains virtually cost-free accommodation. N. Jorgensen has also
touched upon this problenm in relation %o experience in Kenya.

46.  As disoussed under Introduction, wubsidies are used where it
is oonsidered that pcople are unadle to afford a fit standard of
acoommodation from their rogular income. They are, thérefore,
involved in income redistribution poiicy. Broadly, subsidies may
be said to have four typss of effestar S -

a) they form a conmmitment which has to be met
from currcnt Government expendiiures,

..B) they affeect the consumption patterns in relation
- . %o housing expenditure; and if given only on-
rental accommodation weuld tend to deorease the
incentive %o ocwner—occupation, ‘ '
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¢) the structure of the housing stock in terms - -
of construction cost will, in the long run, differ
from the 'free market' system depending on
expenditure patterns,

d) in the long run the subsidy system may lead
to a change in peoples! attitudes to their
housing, so that subsidies cease to be an
expedient for raising standards, but are taken
fer granted by the recipients — thus other types
of income redistribution policies may be -
preferable,

47+ 1In Africa, the proportion of the population that receives the
benefit of subsidies is very small, @Quite apart from the higher
income group subsidies already mentioned, the remainder of the .
subsidised groups would usuelly be in the urban pomulation, or if
not then accommodated in employers' housing. Subsidies are -
therefore only likely to affest that part of the population

that is in regular employment. The types of accounting systems
used, including no allowance for capital costs, of the payment

of housing allowances in addition to basic salaries, often do

not allow an accurate assesement of tine extent of housing subsidieg.
Additional forms of subsidies, apart from those on rents, may be

-preferential taxation measures, the provision of serviaced plots

and other services at less than cost, interest charged on loans
at less than commercial rates ote. This means that the
assessment of any one country's housing market in terms of the
impact of subsidies may be very difficult.

48. In general, external capital sources are not likely to be
interested in housing projects per se., In Latin America some aig
programmes have had considerable interest in owner—occupier schemes,
but largely as an important determinant of political stability.
1t is often one of the principles of projects using external -
capital funds that they should generate foreign exchange to help
with the repayment of the loan. Housing sohemes arc unlikely

to fall into this category. The types of projects that are moast
likely ‘to succeed in attracting aid from external sources are
'pilot! projects connected with ncw strategies or policies
towards urban or rural development. Bxamples also oxist of aid
programmes tied to the research and planning aspects of housing
and/or urben development through teechnical assistance, rather
than in aid for physical construction Programmcs,
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Conclusion 'lﬂfiTtn ;» T S T N

49, We havé‘carriéd t most of .this survey of -aspécts of housing
finance in somewhat general terms, with the pocasional introduction

-2 rolevant examplos. -These.examples, of necéssity, came from within

the writer's -experisnce, and are notﬁneoessarily'relevgnt for the
whole of the African continent. Unfortunately, most published

sources of information are¢:usuially out of daté‘by'tne_time that they
become available. It remains to express a few comments on the role of
housing in development planning. = = o

50, Experiences over Africa are likely to differ considerably -

in the extent to whioh-availeble resources are allotted to urban .

as opposed to rural housing; add high as opposed to . loy income .
groups. 'In geheral it ocan be said that Urban housing presents

& greater long-term problem becaise of the rapid rates of urhanisa~
tion involving sub-standard construction end great concentrations

of population ih relatively emzll areas. The balance in resource
commi tment between the various parts of 'an ecconomy will ultimately be

& matter.of political judgement. However, it should be emphasized

that within a given housing allooation, a greater proportion of -

- 7§8OUrces t0.-one part of the economy nccessitatos a. reduction -

-

 investmbnts' ‘whioh have 4 ro

in.therdevotion of resourccs to anothér part of. the economy. Thus,
to inorease the améunt of building for high-incomo groups, will - -
mean s reduction of the resources that might have beon available
for low-income groups. A e ‘
5. If it is desirable ‘that investment in housing be inoreased
within any given country, then there are two alternative ways of. .
doing thisg. --Either transfer inveéstment refources cut of one . -
activity into housing, or ino¥gass -the available investment,
ggsourceszbyrehpo&féging'aavihg_sbecifiqalljufo; housing.
Despite the intangible benefits which arise from better housing
conditions, such as better health and’ standards. of living, it is
usually the'aase‘that'hdqéini'isfiﬁélqﬂed among 'infrastructure : -
étively"lbng;lige, and-a high _:

ratio. of capital to output.’ Thé ‘proportion. of national savings
which is devetsd to housing in development plans is, therefore, -
often low, reflecting the neod for rapid returns, to investment in-.
countries aiming at high rates of growth of por capita income.
Thusif a gréater proportion of national resources are to he devoted
to. beusing, then it would "seem that the mos} likely expedient is the
oreating of new savings (i.e. the raising of the national savings
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to income ratid), At present the measure of success in achieving
this is relatively low, and when new savings are forthooming through
insurance companies or housing loan bodies they are devoted to

loans to the urban, rclatively high income groups: The need

would, thereforo, appear to be for the creation of new types of
institations to mobilize saviigs for lower and middle income

groups in both urban and rural areas, along with a change of

lending policy by management of existing institutions whereby
security of mortgage end status of borrower can be brought together
to satisefy lower income mortgage applicants.




—{ 2)—On—dwellings to be built for -owner—ocoupation when the

Annex I
ANNEX I

BOUSING FINANCE COMPANY OF UGANDA LIMITED
LOANS FOR HUUSE FURCHASE

Scope_of 0perat10ns '*“j"

The' price,‘cost 1ncludlng 1and, or valuatxon rgnge of houses
acceptable as sedurities must be not. less than She.! 30, OOO/L.

Title ‘ | _

The tltle mst behunennumbered Laagahnld~wvﬂxjtJuLQMRMﬂnunqﬁJxﬁL

term of thirty (30) years at the end of the agreed period of repay-

ment; or Freshold without encumbranceg In gach ‘case the property :
'1mxa$«heuin_aunasldential_area. o Co e

. Types of 1oans

(1) On dwellings to be built for occupation by the applicant and
where advances are required by .instalments during -construdiiomy..
provided no-work has-commenced at the time of applloatlon.
Normally, (unless otherwise agreed) -advences will be made:

'in three payments, the first when the roof is on. Fupther--i» i

details will be given on application.

purchase-will—take place-wher the dwelling is completed, .: z.:.:0
if appllcatlon 1s made for a lcua before bulldlng commences.

(3) Applloatlons may bée considered in respect of private dwelllngg”

R '"*for_owner—acnupamlpn Wthh—&Té“lHMGOurserf oanstrunilon~ N

provideds

(a) The Plans and Speciation of Works and Materials e
have been prepared by a qualified Architect; and —— -5

(v) The Arohltect .can certlfy that the work has been
adeguately supervised by a quallfled person
throughout the bulldlng perlod..,,

(4) W1thin ths llmlts °f the flnance avallable, assistgnde may be
given for the purohase of existing houses for owner~occupation. -
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Agplications

Applications must be in the form prescribed by the Company
and must be accompanied by the correct fee gstated thereon. The
application fee is not returnable, Plans and Specification of-
Works and Materials for the proposed building must be submitted,
prepared by an Architect who is approved by the Company. N

Amount of advance

For Uganda citizens the normal advance will be 75 per cent

‘of the price, cost including land, or valuation (whichever ‘is
the lower), and. this may be increased to 90 per cent when
collateral security or a guarantee by a third party supported
by a cash deposit is given. For non-citizens advances are
limited to 60 per cent. The maximum advance available is

she. 140,000/— and the minimim Shs. 20,000/-. Further details
are available on application.

Rate of interest

The rate of interest is 8% per cent per annum charged on the
balance due to the Company on the 3lst TDecember every year. At the
commencement, interest will be charged from the date of advance
up to 31 Décember. o

Terms of repayment

The maximim period of repayment will normally be fifteen
years with repayments of a fixed amount every monthk to include
principal and interest. For example, the monthly repayment
where shs. 20,000/- is borrowed over fifteen years is shs. 200/75.

Disclaimer

The foregoing is for information only and does §oT
constitute the basis of an agreement to advance money. A
decision whether or not to advance money and the terms on
which such money will be advanced will be made by the Board of
Pirectors of the Housing Finance Company of Uganda Limited-and
will be subject to conditions stated in the offer to advance

monEy .
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Annex IT
RELATIVE YIELDS ON NEW BUILDING

This emnex  takes some calculations.made by.the writer for
uge elsewhere. They relate to building in Kampsla, Ugenda in 1967.
It should be emphasized that the ‘basic data came from interested
investors who were in close contact with the market. The results
should he taken only as representative examples. In all cases the
ylelds are rre—tax, and it has been aszsumed that the opportunity cost
of management services is wero. This makes the yield arrived at
comparable with interest received regularly from a bhank deposit or
similar investment. - :

In using the ‘'yield' method of project appraisal, where the
rate of return is the unknown 'r', the data to fulfil the squation

A A
"“—1—_*‘ —n--—-zt-—. so.:-o.+-——£n———
(1+7) (141 )~ (14r)n

are C, ths capital ocost of the project; - A, the net cash flows in
each year of the project; and n, the number of years of 1ljife.that the
investment is expected to have, Using Merrett and Sykes 23) it is
prossible to look up r for-x given the life of the dwelling.

(a) Higher executivq/diplomatic style housing

The example taken hers would consist of 4-5 bedrooms, 2
bathrooms, lounge area, balcony, large dining area, of about
3000 square feet in all, The cogt of the building would be about
Shs. 150,000, with a land premium of Shse 30,000, giving a value
for C of She,180,000. The gross rent would be in the region of
Shs. 2500 per month at the least, which gives Shs.30,000 per
annum. After the land rent - Shs.4,800, maintenance — Shs. 1440,
and rates - Shs.2363 have been deducted, this gives a net rent
of Bhs.21,397, and this is the A term, which is assumed 1o be
constant. From this O is equal to 8.412. If we assume that the
life of the building frere to be only 30 years, a very conserva—
tive figure, then r would be between 11 and 12 per cent per
annum. The longer the life of the dwelling the higher would r
be, if the other figures remain the same.

(v) Middle—income Flats

In this example the minimum investment in land required was
Shs. 100,000, representing 1.35 acres, and the minimum invest--
ment in terms of development value was Shs.? million, giving a
value of C equal to Shs.2.1 million. This site would represent
about 50 flats with two bedrcoms each. which could be let out
at Shs.600 sach. This gives = gross rent psr annum of
Shs. 360,000 for the whole building. If a maintenance cost of
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She.60,000 per annum is asguned, and land rent Shs. 14,400, wit:
rates at Shs.21,000, then the net rent would be Shs, 264,000,

In this case is equal to T7+937, s0 again assuming a life of
30 years the }leld would be between 12 afd 13‘per_cent per
annum, ‘ : :

(e} Peri-urban Housing.

In this case we shall assume a Shs.4,000 construction -~-+
for a four-roomed dwelling, each room let out gseparately a
Sh8.40 per month, giving an annual gross rent df Shs.192C,
The only recurrent cogts are assumed to be a Shs.20 ground rent
and Sha.100 m intenance, giving s net rent of Shs. 1,800 per
anhum. Here < comes to 2.222, and the yield would be 44 to 45
Per cent per dnnum if the life wera 15 years. Even if a high
¢apital oost of Shs.6,000 is taken, and the annual net income
cut to Shs.1,500, then the yield is still 24 per cent for g
15 year life, or 21 per cent with a life of 10 years.
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