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BACKGROUND AND CONTEXT
• Growing financial sector experience and increasingly sophisticated financial
instruments are driving Investor interest in African real estate.
• However, a key barrier to this growth remains the chronic lack of rigorous data
on the breadth and character of financial infrastructure investment.
• Without this data, targeted interventions to stimulate housing sector
investment result in unresponsive housing finance packages.
• The need for more rigorous & nuanced data collection/analysis & interpretation
is key to facilitating evidence-based decision making in the sector.

BACKGROUND AND CONTEXT
Information Asymmetry in EAC Housing Markets
Targeted mortgage market by Bank/Developer
(8% of formal labor force; and accounts for 2%
of urban housing backlog)

Potential Mortgage Market but
products are unaffordable (18% of
formal labor force; and accounts for
about 25% of urban housing backlog)

•

There is a growing
bias in analysis of the
housing finance
markets in the EAC

•

All analysis seems
asymmetrically
inclined on ONLY the
middle and high
income earners - a
symptom of a lack of
enough
AFFORDABLE longterm funds.

BACKGROUND AND CONTEXT
• Information gaps that require urgent address include;
– Market overview data: This includes data on who is investing in which parts of the housing
delivery and financing value chains.
– Market performance data: This needs to be segmented by target market, housing type or
investment intervention, and geography.
– Competitive market horizon: the size, financial capacity, geographic reach and market share
of participants in the housing sector and in the housing finance.

• This report address the above information gaps by profiling investors &
investment instruments, with the greatest impact on the housing.

• Opportunities are presented that would stimulate greater investment in
affordable housing and connecting investors with potential investments.

THE INVESTMENT LANDSCAPE
IN EASTERN AFRICA

PROFILE OF INVESTORS:

Local institutional investors

COMMERCIAL BANKS
•

The commercial banking industry is improving, evidenced by the efficiency in mobilizing
deposits – and high asset conversion rates from customer deposits.
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COMMERCIAL BANKS
•

Presently, commercial bank deposits in EAC are estimated at about US$ 8 billion.

•

A 15% ratio, which by international standards, may safely be considered for long term
lending, translates to about US$ 1.2 billion.

•

However, the region has a funding need of US$ 42.2 billion (estimated from the average
mortgage and the average housing deficit).

•

The core deposits (15%), therefore ONLY COVER 3% of the total funding gap.

•

This funding gap has been addressed with a mix of local and foreign funds (as we discuss
in the next slides).

CAPITAL MARKETS
•

In Eastern Africa, the capital markets, are still underdeveloped, though efforts are
underway to enhance their efficiency (to attract sizeable investments).

•

With the exception of Kenya, the other Partner States have struggled to raise sufficient
long-term funds for housing, as illustrated in Table below;
Capital Market

Investment Tools

Portfolio for Housing Investments

NSE (Nairobi)

Bonds, Shares, Rights Issue and REITS

Over US$ 500 million

USE (Uganda)

Bonds

US$ 20 million

DSE (Tanzania)

REITS

US$ 30 million

RSE (Rwanda)

Bonds

US$ 13 million

CAPITAL MARKETS
•

In Kenya, funds raised from the capital markets have financed over 10,000 housing
development projects, at an average rate of 16.5%.
– A rate of 16.5% is however high, because the proceeds of the bonds, carried a fixed high rate
of 13% to attract a sizeable number of retail and institutional investors

•

Over US$ 100 million has been raised through REITS, for purposes of making a return
through capital gains and rental income on property investments
– A high return (20%) on investment is key in making shares in REITs attractive to investors.
There is therefore a strong impetus for the REIT to invest in luxury rental apartments

•

Overall, there are literally few or no opportunities for the funds raised from the capital
markets to invest in affordable housing, largely because it fetches low returns (5%)

PENSION FUNDS
•

Through medium term loans, pension funds have provided finance (over US$ 100
million) to commercial banks, seeking to extend mortgage lending.

•

However, the cost at which pension funds are loaned to banks is high (above 12%),
because of Government’s internal/ domestic borrowing.
– In order for Governments to raise the necessary funding for their budgets, they must issue
treasury bills and bonds at relatively attractive rates for investors (10 - 12%).
– Making these rates attractive necessarily offers a new investment opportunity for both bank
and non-bank institutional investors.

•

To continue lending to the private sector, commercial banks increase the mortgage rate,
since individuals are more risky compared to the government.

PENSION FUNDS
•

Recent provisions in pension regulations for both Kenya (2009) and Uganda (2017) have
paved way for commencement of pension-backed mortgages.
– In Kenya pension scheme savers can use up to 60% (50% for Uganda) of their savings as collateral
guaranteeing a housing loan.

•

However, some of the regulatory provisions, have limited the use of pension funds to
support housing developments.
– In both Kenya and Uganda pension funds can no-longer make direct loans to commercial banks;
implying no access to long term pension assets to finance housing developments (See Next Slide).

•

In addition, Pension schemes (Kenya and Tanzania) have a regulatory limit of 30% for
investments into real estate assets.
–

The impact of this limitation is that fewer housing establishments are realized from pension scheme assets.

PENSION FUNDS
Summary of NSSF’s Long and Short-term Investments
Long-term Investments by NSSF to commercial Banks (2009)
Commercial
Year and purpose
Bank
Housing Finance Funding Agreement with NSSF to finance
Bank (HFB)
HFB’s mortgage business (2011)

DCFU Bank

Funds
(Value)
UGX 25
Billion

Funding Agreement with NSSF to finance
HFB’s mortgage business (2009)

UGX 20
Billion

Funding Agreement with NSSF to finance
DFCU’s mortgage business (2009)

UGX 15
billion

Short-term Investments by NSSF to commercial Banks (2014 onwards)
Commercial Bank
Year and purpose
Funds (Value)
DCFU Bank
Short-term
Investments

Funding Agreement with NSSF to
finance DFCU’s short-term investments
(2014)

NSSF and Bank’s Annual Reports and KII

UGX 28 billion

Terms for Funds










Tenor of 15 years
Grace period – not indicated
11.5% interest rate per annum payable on a quarterly basis
Tenor of 10 years
Grace period of 2 years
13.1% interest rate per annum payable on a quarterly basis
Loan tenure of 10 years, with a 12 months grace period, accruing only
interest
Principal on the loan facility to be repaid in 18 semi-annual instalments
UGX 7.5 billion at a fixed interest rate of 13.5 percent per annum.50% at a
variable rate, based on a recently auctioned 182 days Treasury bill yield,
with a spread of 1.75 percent per annum
Terms for Funds







10 billion at 13% for 3 months
4 billion at 13% for 1 month
178 million at 12% for 1 month
822 million at 12% for 1 month
6 billion at 13.5% for 3 months
7 billion at 13.5% for 3 months

PROFILE OF INVESTORS:

Foreign institutional investors

OVERVIEW – FOREIGN INVESTORS
•

20 foreign investors (in housing), thanks to a generally political and economically
secure common market looking for new affordable investments

•

IFC, EIB, AfDB and AFD have established regional offices in Nairobi for ease of coordination of their activities across the region

•

The majority (99%) of foreign institutional investors are DFIs.

•

DFIs are fully owned or partially owned by the government and private
shareholders (e.g. DUTCH FMO)

•

The structure of ownership of DFIs influences how they are regulated and funded;
– E.g. FMO is treated like a bank and must meet requisite capital requirements

OVERVIEW – FOREIGN INVESTORS
•

DFIs are funded directly by governments and/or access loans from various markets
at competitive rates (as low as 4%, payable between 15 and 25 years).
– EIB uses a mix of shareholder capital and bonds to raise capital for on-lending to financial
institutions, Private Equity Funds and projects in various currencies.

– EIB does not particularly provide funding for residential housing units but finances projects
aimed at offering furnished apartments (flats – for boosting the tourism sector).

•

DFIs also mobilize (or leverage) additional capital for the projects they invest in
from private sector sources.
– In 2010, AFDB issued a corporate bond, listed it on Uganda Securities Exchange, to raise funds
for HFBU to extend its mortgage business/lending

INVESTOR, ASSETS & LOCATION
Institutional Investor, Location and Total Asset Allocation to EAC Region (2000 - 2017)
China (Exim Bank)

16650

USA (USAID, WB, IFC and HFH)

9619

United Kingdom (CDC)

3300

Tunisa (AfDB)

2539

France (AFD and PROPACO)

2147

Luxemborg (EIB)

1869

Netherlands (FMO)

1120

Germany (KFW)

1107

Norway (NORFUND)

557

Austria (OPEC)

247

Kenya (Shelter Afrique)

178

Finland (FinnFund)

58

Sweden (Swedfund)

35

Saudi Arabia (Islamic Bank for Africa)

25

Denmark (EKF)
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ASSETS ALLOCATED TO HOUSING
•

DFIs have traditionally viewed real estate as a risk reducer - as a source of
diversification from infrastructural projects & projects in the social sector

•

In real estate, the management of the funds (or the performance of funder
investments) is largely divorced from the beneficiary projects

•

The financial intermediary (commercial banks) insulates the DFI from the risk of
default posed by the borrowing customer

•

Though DFIs “monitor” the sub-projects funded by their lines of credit, the ultimate
risk of default is borne by the borrowing Institution (bank)

•

This ensures that the investments perform at anticipated levels, unless there is a
surprising shock closure or run on the bank.

ASSETS ALLOCATED TO HOUSING
Total Asset vs. Assets Allocated to Housing Investments in the EAC Region (2000 - 2017)
18000

16000

In the period 2000 to
2017, 10% of the total
asset portfolio (US$ 4
billion out of the 40
billion) was allocated
to investments that
have a direct impact on
the housing and
housing finance sector
in the EAC
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Source: Institutional Investors’ Annual Reports (2000 – 2020) and Consultant’s Estimation

ASSETS ALLOCATED TO HOUSING
Assets Allocated to Housing Investments by Country in the EAC Region (US millions)

Burundi and South
Sudan, 200
Rwanda, 470

Kenya, 1700

Uganda, 715

Tanzania, 915

Kenya

Tanzania

Uganda

Rwanda

Burundi and South Sudan

Source: Institutional Investors’ Annual Reports (2000 – 2020) and Consultant’s Estimation

INVESTMENT ACTIVITY IN
HOUSING

TOP INVESTMENT TOOLS (HOUSING)
•

•

•

DFIs are demand driven in that each
investment stems from a request made
by a partner that offers the prospect of
positive financial returns
PROPACO, avails funds that are largely
business oriented at rates
commensurate with market conditions

Top Investment Tools for Housing

Equity and
quasi equity,
3%
Agency
Lines, 8.5%

Guarantees,
2%

Technical
Assistance,
0.5%

Loans and
Lines of
Credit, 86%

86% of the investment tools are loans
and lines of credit, because of a fixation
of DFIS on generating profits
Source: Institutional Investors’ Annual Reports

TOP INVESTMENT TOOLS (HOUSING)
• Credit guarantees constitute 2%, pioneered by USAID, under its DCA program.
– USAID’s strategy is to support credit taken with a partial guarantee called on in case of
repayment failure. Also to relax requirements for accessing housing loans.

• Equity or quasi equity deals were few (3%).
– In 2007, Proparco acquired US$ 10 million stake in I&M Bank Kenya as equity and USD 20M as a
loan.
– CDC has equity worth US& 15.1 million with DFCU Bank to finance long term projects and
added an additional US$ 10 million as a subordinated loan to deepen long term financing.

• Social housing has not featured in EAC, except South Sudan
– UN-Habitat, though a keen social investor, has since 2006, only managed to construct about 5
000 houses, for returnees and refugees in South Sudan

INVESTMENT HORIZON & PERIOD
Investor
EIB

Housing Asset
(M)
179.4

AFD
CDC

245.3
396.0

HFHI

27.0

PROPARCO
FMO

225.2
255.4

IFC

385.5

AFDB
USAID
OPEC

868.3
420.8
19.4

NORFUND

180.5

Investment Tool and Activity
Lines of credit to Commercial Banks for on-lending to SMEs including
those in Housing Industry. Includes TA
Funding for residential real estate mortgages.
Funding across business sectors including residential real estate
mortgages
Loans though established microfinance institutions targeting home
loan development funding. Includes TA
Equity investments in financial institutions and a few lines credit lines
Credit lines for financing home loans and trade through intermediary
financial institutions
Long term funding, boosting the lending ability of several banks to the
housing sector (A mix of debt (senior loans and subordinated loans),
guarantees and equity holdings
Mortgage and other term loans to developer companies. Includes TA
Credit guarantee for the housing sector. Includes some TA
Extend long-term finance and leasing products to SMEs (some in
housing)
Mortgage loan book support and infrastructural developments

Horizon
(Years)
10

Period
2005 - 2017

7
12

2000 - 2016
2000 - 2017

5

2000 - 2017

10
7

2010 - 2017
2005 to 2017

7
2008 - 2016
12
7
8

2002 to 2017

7

2012 - 2016

2011 - 2016

INVESTMENT HORIZON & PERIOD
Investor

Housing Asset
(M)

KFW

219.2

Shelter Afrique

178.0

China Exim
World Bank

419.8
517.6

Swedfund

21.0

Islamic Bank for
Africa
FinnFund

5.0
14.5

Afriexim
EKF
Development
Banks
Pension Funds
Securities Markets

123.0
0.5
300

Mortgage Liquidity
Facility (Tanzania)

50

100
150

Investment Tool and Activity
Funds to commercial banks engaged in microfinance and SMEs, including those in
housing. Includes TA
Lines of credit, corporate loans and credit guarantees to financial institutions and
specialized housing institutions for on-lending
Infrastructure projects that have a direct impact on housing
Grants to address market failures and Institutional weaknesses to long-term
financing; Technical Assistance and Studies for Housing Industry
Syndicated loan with other partners like FMO and PROPACO, to banks to fund SMEs
in housing related activities
Lines of credit to support the development of affordable housing and real estate
sector
Credit Information Bureaus and Infrastructure projects (solar power for homes) that
have a direct impact on housing
Lines of credit to financial institutions (multi-sectoral, including housing)
Provision of working capital guarantee to SMEs
Provision of mortgage finance and production of bankable housing
Term loans of up to 10 years to finance the mortgage loan book
Through equity or debt, investors are able to obtain financing for their construction
projects
supporting banks to do mortgage lending by refinancing banks' mortgage portfolios

Horizon
(Years)

Period

7

2011 - 2016

10

2000 - 2016

10+
10+

2012 - 2017

5

2010 - 2017

5

2002 - 2017

5

2012 - 2017

5
2
5-20

2002 - 2017
2010 – 2017
2000 – 2017

3-10
10

2005 – 2017
2002 - 2017

10+

2012 - 2016

IMPACT OF INVESTMENTS
ON HOUSING INDUSTRY

BREADTH & DEPTH – MORTGAGES
Characteristics of the Housing Finance Market (Estimates from Main Mortgage Lenders)

Component
HF Product
Total Portfolio Size (‘000) USD
Number of HF Loans
Average Loan Size (USD)
Max Loan Size (M)
Loan Term
Pricing
Implied Monthly Income

Kenya
P, CO, HL
330,000
18,240
47,170
Up to US $10
20 years
16%
US$ 1,640

Uganda
P, CO, HL
198,700
5,000
52,500
Up to US $1.5
20 years
20%
US$ 2,300

Tanzania
P, CO, HL
154,700
7,000
54,790
Up to US $1.5
20 years
21%
US$ 2,400

Rwanda
P, CO, HL
23,300
3,700
73,000
Up to US $1.5
20 years
18%
US$ 2,900

Burundi
P, CO, HL
2,900
1500
24,627
US$ 0.4
20 years
19%
US$ 1,000

South Sudan
P, CO, HL
1,670
800
5,000
US$ 0.04
5 years
24%
US$ 400

Source: Compiled by Consultant from the main providers of mortgage finance. Key HF – Housing Finance, P - Purchase, CO – Construction, HL – Home Loans

• The total portfolio that has been directly invested in the residential housing and housing
finance sector, was estimated at US$ 700 million, by the end of Q4 of 2016.
• The number of housing finance loans generated was estimated at slightly less than 32,830 in
the same period.
• This represents ONLY 0.76% of individuals in formal employment in the EAC

BREADTH & DEPTH – PROPERTY
Output vs. Annual Housing Requirement in the EAC Region
1,500,000

16,375
8,256
1,000,000

15,617

Housing Units

1,125,004
500,000

944,383
800,000

2014
Annual Region Housing Requirement

Source: Mini-survey of Property Developers in the EAC Region

2015
Annual Output (Property Developers financed by DFIs)

2016

CHALLENGES TO BROADENING INVESTMENTS
High Cost of Funds from DFIs Raises Interest Rates on Mortgages
• The high interest rates at which mortgages are priced, by commercial banks are borne
from the high cost at which the banks source long-term funds from the DFIs
• To safeguard risk in pricing, all DFI (foreign) investments are benchmarked on Libor
• US$ funds are normally obtained from international funders who need to compare the
rate of return to what is being given/quoted at the LIBOR
• Since alternative investments (US and London) would fetch only up to the LIBOR rate,
justification for investing in volatile East Africa has to be above LIBOR by a given margin

CHALLENGES TO BROADENING INVESTMENTS
Benchmarking International Funds
Credit Lines Available
Benchmarking
ICD
Fixed
USAID DCA
LIBOR+2.25%
NORFUND
LIBOR+2.25%
World Bank
LIBOR+
KFW
LIBOR+3.1%
IFC
LIBOR+2.25%
AFDB
LIBOR+3.65%
OPEC II
LIBOR+2.25%
CDC
LIBOR+3.8%
EIB
Fixed
OPEC I
LIBOR+2.25%
PROPARCO I
LIBOR+2.25%
FMO
LIBOR+3.50%
Norfund
LIBOR+2.50%
PROPARCO II
LIBOR+2.25%
Shelter Afrique
LIBOR+3.50%
DANIDA Investments
Fixed
Compiled by Consultant using several on-line sources

Cost
4.12
4.21%
4.23%
4.25%
4.51%
4.57%
4.65%
4.87%
4.89%
5.21%
5.33%
5.77%
5.82%
5.89%
6.13%
6.2%
8% on Local Currencies

Tenor (Years)
7
5
7
10+
7
10+
12
8
10
6-10
8
8
7
8
8
10
4

CHALLENGES TO BROADENING INVESTMENTS
High Cost of Funds from DFIs Raises Interest Rate on Mortgages
• Once converted into local currency, the funds are benchmarked on the yield of the 182
day Treasury bill rate because it is most liquid on the market.

• However, because Partner States suffers twin deficits (national budget and the Balance
of Payment) borrowing rates (for Treasury bill) are high (>10%) leading to steep pricing of
all loans tagged to treasury security pricing.
• Closely related to the above is the fact that these loans are re-priced every 6 to 18
months based on movements on the treasury securities rates.
• This creates a re-pricing risk for banks as they are faced with new prices on the loans
which may not easily be passed on to the final bank customer.

INVESTMENT OPPORTUNITIES
IN HOUSING

INVESTMENT OPPORTUNITIES
•

Sourcing low-cost fund locally, through structuring corporate bonds at lower
interest rates (less than 10%) to support the housing sector.
– A subsidy could help bring down the interest from 13% to less than 10%.

•

Foreign funding need to incorporate a conversion mechanism into the local currency
without necessarily exposing the financial intermediary to exchange risks.
– For this to materialize, low-cost currency hedges must be identified to shoulder the exchange
risk.

•

From the underwriting perspective, financial intermediaries need to develop
capacity to credit-evaluate those in less formal employment

•

Provision of concessional funding will go a long way in boosting delivery of housing
solutions for the affordable segment.

INVESTMENT OPPORTUNITIES
• Credit guarantee schemes for the housing sector will increase affordability for
low income earners – relaxing the 30% down payment on a new house.
• There is need for the investors to understand the unique operations of these
SACCOs.
– At the very first level, it is important to appreciate the working relationships with their
umbrella bodies. This could then provide an entry point for lending through the umbrella body

• To cater for affordability in the housing sector, a social REIT could be issued
targeting institutional investors with social investment objectives rather than
profit motives.

