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ABSTRACT

The reason for conducting this particular study was to examine the different factors that tend to
influence the expansion of commercial property in Kenya; a case of commercial property in
Kerugoya town, Kirinyaga county. The project was guided by different objectives which include:
To determine ways in which demographic characteristics tend to influence expansion of
commercial property in Kerugoya town; To assess how interest rates influence expansion of
commercial property in Kerugoya town; To find out how market demand influences expansion
of commercial property in Kerugoya town and to establish ways in which Gross Domestic
Product influences expansion of commercial property in Kerugoya town. This particular research
adopted the use of a descriptive survey design. The researcher targeted a population of 112
respondents who consisted of investors/developers, financial consultants, government
departments and property consultants. The researcher used simple random sampling method. The
size of the sample was obtained by using the formula according to Yamane (1967). This is a
simplified formula that is used for the calculation of small sample sizes. The formula was used in
calculating the sample size assuming a 95% confidence level and P = 0.05 so as obtain a sample
size of 88. Two particular sets of data namely primary and secondary were effective in carrying
out of this research. The researcher obtained primary data which is also known as field data
through well-structured questionnaires. These questionnaires were developed from the
preliminary identification of the likely reasons influencing expansion of commercial property in
Kenya; a case of Kerugoya town in Kirinyaga county. Secondary data was obtained from
journals, business newspapers, county government documents and ministry of devolution. The
study used both questionnaires and interviews; The study generated both qualitative and
quantitative data. Quantitative data was coded and entered into Statistical Packages for Social
Scientists (SPSS Version 21.0) and analysed using descriptive statistics. Qualitative data was
analysed based on the content of the responses. The researcher found out demographic
characteristics, market demand, interest rates and GDP were the major determinants of
commercial property investment in Kerugoyatown.GDP growth contributed the most to the
growth in commercial property, followed by market demand, demographic characteristics then
interest rates. Hence these four factors i.e. demographic characteristics, interest rates, market
demand and GDP had a statistically significant positive influence on investment of commercial
property. Despite that, strategic measures directed towards the improvement of the economic
growth as well as curbing of mounting inflation rates and interest rates must be implemented
because they have the ability of increasing the investment levels. Based on the findings of the
study, the researcher recommends the following: That future development of commercial
properties in Kerugoya should be planned strategically bearing in mind that their development
affects the economy of the county. Kenya also needs to bridge the gap between demand for
residential housing units and supply. Hence Kenyan developers, real estate firms, the
government and all other key stakeholders involved in real estate market, should benchmark to
obtain best practices and strategies in order to alleviate or ease the problem of inadequate
housing.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the study

Commercial property refers to property that is used with the sole purpose of making money. This
includes renting spaces and building offices that would be used to run businesses. Commercial
property includes: industrial property, office buildings, medical centers, garages, hotels retail
stores, multifamily housing buildings, warehouses, farm land, and malls. Residential property
that contains more than a specific number of units also tends to qualify as commercial property

for tax purposes and borrowing.

According to (Brown and Matysiak, 2000) and (Syagga, 1987), commercial property is a
principal type of real estate where the latter is defined as comprising land plus everything
perpetually fixed to it. This includes buildings as well as other items that are attached to it. In
addition, real estate also includes other special kinds of properties including petrol stations,
recreational facilities, halls, restaurants, as well as places of assembly and institutional property.
The commercial property industry and market tends to cover land as well as their improvements.
It also tends to cover their rental and selling prices, returns on buildings, the specific economic
rent of land and also the construction industry. Research shows that this is particularly true for
most of the commercial property investors since the investment tends to represent a large portion

of the people’s riches in Kenya.

The rapid growth in real estates in the past few years has been greatly witnessed globally despite
the fact that this period has been marked by worldwide financial crisis. The overall GDP
augmented from 364.5 billion RMB in the year 1978 to approximately 3006.7 billion RMB in
the year 2008. This was 82.5 times to 30 years ago. All industries also expanded continuously in
this period. Research shows that extension of domestic demand would end up being the pivotal
point of imminent economic growth in China. However, although subprime crisis has moved
forward gradually to the end, in which commercial property played an important part. Property
investment of approximately 4044.18 billion is known to have accounted for (23.4%) of the total
fixed asset investment in 2008. (Yearly Book, 2009) As the base industry of national economy, it

tends to promote the boom of other related industries including steel, cement and other building



materials. This particular industry tends to accelerate urbanization as well as improve the
building of urban infrastructure. In addition, the revenue as well as employment rates tend to also
increase during the course.

Commercial property financiers have for a long time been aware of the different challenges of
interpreting the specific returns of property investment into a reliable time- series data (Fisher
&Boltzmann, 2005). Research has shown that this specific challenge has been overcome by the
development of statistical risk as well as returns inputs to the allocation models, construction of
indices that tend to reflect broad trends in varied portfolio of investable properties. The
properties include: time weighted rate of return, time, internal rate of return and simulation
procedure. Hammers & Chen, (2005) argues that real estate performance is measured by
analyzing return on asset. Correspondingly, Fisher, (2005) claims that use of internal rate of
return (IRR) is to stimulate portfolios which comprise of commercial properties, U.S bonds and
U.S stocks. Ooi&Liow, (2004) claims that use of systematic risk integrated in the traditional
Capital Asset Pricing Model (CAPM) tends to explicate commercial property returns. The stock
as well as bond portions of the portfolio are normally re-balanced with the aim of
accommodating the negative and positive cash flows which are required by commercial property
that is investing as observed by Fisher, (2005).

Commercial property investment tends to play a vital role in the provision of employment
opportunities, alleviating poverty, offering accommodation to households and improving income
distribution according toAbraham, (M 2009). Moreover, the commercial property industry
located in Kenya continuously fails to fulfil this important role as a result of a number of
distinctive factors that tend to affect investment in the sector. Kenya has witnessed an upsurge in
commercial property investment in the recent past. This is as a result of a number of factors such
as the quest for all Kenyans to own homes, higher diaspora remittances, and rural urban
migration, among others. Property prices in urban areas are believed to have taken a rising trend
because of the increased demand. The extension of Mombasa road as well as the construction of
Thika super highway has contributed immensely to the increase of property prices in adjacent
areas. It is therefore imperative to evaluate the different factors that often contribute to the
investment growth with the aim of sustaining its growth in future.

Commercial property investing refers to an asset form that has limited liquidity in relation to

other kinds of investment. In addition, it is also regarded as capital intensive. However, capital



may also be gained via mortgage leverage, and is also highly cash flow reliant. Commercial
property becomes a risky investment if the different factors that tend to affect the growth in the
investment are not well understood and managed by an investor. The main cause of investment
failure for commercial property is that the investor tends to go into negative cash flow for a
specific period of time that is not deemed as sustainable. This often forces them to resell their
property at a great loss or eventually go into insolvency.

An analogous practice identified as flipping is another major reason for failure because the
nature of investment is in most cases linked to short term profit with less effort based on
Abraham, M (2009). The commercial property market in many countries is in most cases not as
efficient or organized as other kinds of markets for other kinds of more liquid investment
instruments. The individual’s possessions tend to be unique to themselves and in most cases not
directly interchangeable. This in turn presents a huge challenge to investors seeking to evaluate
investment opportunities and price. Therefore, to locate properties to invest in can involve
considerable amount of work as well as competition among the investors. Moreover, to purchase
individual properties can be highly inconstant depending on the knowledge of accessibility.
Information irregularities tend to be a common place in many of the commercial property
markets. However, this tends to increase transaction risks as well as provides numerous
prospects for investors with the aim of obtaining properties at different bargain prices.
Commercial property investors characteristically use an assortment of different appraisal
techniques with the purpose of determining the value of properties before purchase.

Research shows that investment in many of the commercial properties is normally undertaken
because of its ability to provide different returns inform of income, capital, as well as other
intangible benefits (Baum & Crosby 1988). In addition, when there is full occupancy, total and
prompt rent collection, good physical conditions of the buildings as well as full market rent, is
when returns in commercial property are maximized. Also of importance in this respect are low
rates of tenant turnover and minimal irrecoverable outgoings.

Numerous studies have revealed that the larger volatility in return in a commercial property is
often not an appraisal problem rather a problem of the commercial property and property markets
as an investment vehicle. Henceforward, commercial property agents, the market listing,
wholesale, private sales and public auction are regarded as the most available sources of real

estate.



1.2 Statement of the problem

In Kenya, commercial property has seen a boom that began somewhere in the mid to late 2000s
as the property market responded to the demand. The commercial property sector has remained
as the focus of investment interest. Favourable government policies, growing number of urban
population, adequate resources and unprecedented shifts have driven different changes in the
demand for different real estates. Studies reveal that the middle-class residents in Kenya are
demanding spaces that are far more commercial. Expansions in cities are resulting in rapid
expansion of commercial property projects.

The study location, Kerugoya town, strategically placed in Kirinyaga County has for long been
the District administrative headquarters. The town has experienced population growth in the last
few years. The Kenya Population and Housing census report of 2009, it stated that Kirinyaga
County has a population of 528,054 growing at a yearly rate of 1.5%. Kerugoya town has an
urban population of 17,122 (Census, 2009). This growth has resulted in expansion of commercial
properties in the town with properties coming up to house banks, supermarkets and businesses.
This is indicated by the increased number of building plans approved for new commercial
property developments or construction and business permits issued for new businesses in the last
four years 1.e.2012-2015. (Kirinyaga County Physical Planning and Revenue Departments,
2015).

The establishment of the devolved system of government created 47 counties, which are now
operational and enjoy considerable independence from the central government. The counties are
making the difference in the growth of the commercial property sector. Devolution is assisting
commercial property development as it is placing the onus on county governments to improve
the commercial property landscape, which has led to reduced bureaucracy and investment in
infrastructure. The devolved governments have also created different prospects in the counties.
However, it is the responsibility for each county to fund their local development. The prevailing
political stability in Kenya has generated a safe environment for its foreign and local investors.
Therefore, equally significant is the fact that the global financial and economic circumstances
have favoured the growth of the emerging markets. Growth and emergence of new commercial
property players and new asset managers has resulted in mounting competition for commercial
property assets and growing competition within commercial property asset management. A wide

range of financing possibilities has also massively contributed to the growing commercial
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property sector. The scale and size of commercial properties market tends to make it lucrative
and attractive sector for many investors.

Despite the foregoing, commercial property in Kenya has been faced with shrinking occupation
demand with disparities existing between expected and actual income. The Vision 2030 now
tends to estimate that Kenya requires approximately 200,000 new units of housing. However,
only about 35,000 units have been built to date according to Shleifern&AVishny, R (2002).
Therefore, there is a deficit of approximately 165,000 housing units. This is despite the fact that
commercial property investment contributes enormously to the GDP of the country.

This study will look to investigate in detail factors influencing the expansion of commercial real

estate property in Kenya, a case of Kerugoya town, KirinyagaCounty.

1.3 Purpose of the study
The main reason for conducting this particular research study was to investigatedifferent factors
influencing expansion of commercial property in Kenya; a case of Kerugoya town,

KirinyagaCounty.

1.4 Objectives of the study
The research project was guided by different objectives which include;
1. To assess ways in which demographic characteristics influence expansion of commercial
property in Kerugoya town.
ii. To investigate how interest rates influence expansion of commercial property in
Kerugoya town.
iii.  To determine how market demand influences expansion of commercial property in
Kerugoya town.
iv.  To find out how Gross domestic product (GDP) influences expansion of commercial

property in Kenya.

1.5 Research Questions
The research was guided by the following research questions;
1.  How do demographic characteristics influence expansion of commercial property in
Kerugoya town?

ii.  How do interest rates influence expansion of commercial property in Kerugoyatown.



iii.  To what extent does market demand influence expansion of commercial property in
Kerugoya town?
iv.  To what extent does Gross Domestic Product (GDP) influence expansion of commercial

property in Kenya?

1.6 Significance of the Study

The different findings and results obtained from this particular study formed the basis for
formulating policies on ways of regulating the various determinants of commercial property with
the aim of sustaining the investment growth in future. The study is also significant to ensure
controlled and orderly commercial development in counties in keeping with laid down
regulations. This also guards against informal developments which plague developing

economies.

1.7 Basic assumptions of the study

The project was based on the below assumptions;

It is presumed that all the research respondents will be answering all the questions as asked and
honestly. In addition, it is assumed that the relevant concerned authorities will give their full
cooperation. It is also assumed that the gaps and challenges to be highlighted will be a cause for

review on plans and policies as well as the implementation process.

1.8 Limitations of the study.

The questionnaires may not be submitted back to the researcher on time. To break secrecy and/or
lack of openness due to the confidentiality and secrecy policy in most government institutions
that restrict some of the respondents from releasing vital information, the researcher will re-

assure the respondents that the information collected thereof is purely for academic reasons.

1.9 Delimitations of the Study.

The study seeks to investigate factors influencing expansion of commercial property in Kenya; a
case of Kerugoya town, Kirinyaga County, with stress on the assessment of the different
contributions of elements such as demographic factors, interest rates, market demand and GDP

growth.



1.10Definition of terms

Commercial property-land or building that is intended to generate profit from either rental
income or capital gain.

Demographic characteristics-a particular sector of a population.

Interest rate- This refers to the amount of charges that are expressed as a percentage of a
specific principal by a lender for a borrower for the use of particular assets.

Market demand-this is the sum of individual demand for a specific product from different
buyers in a market.

Gross domestic product- This refers to the total amount of goods that are produced as well as

services provided in a country on an annual basis.

1.11 Organization of the study

This research project will have a total of five different chapters. Chapter One will cover the
background of the study, a statement of the problem as well as the main purpose of conducting
the study. This is followed by the research objectives, research questions, limitations of the
research, and delimitations of the research, significance of the study and definition of crucial

terms and concludes with the organization of the research study.

Chapter Two covers the literature review from various sources to establish work done by other
researchers, their findings, conclusions and identification of knowledge gaps which forms the
basis of setting objectives as well as research questions of the research study. The theoretical and

conceptual frameworks are also explained.

Chapter Three covers the research design, target population of the study, sample size and
sampling procedures. This is followed by data collection procedures, data collection instruments,
validity of the instruments, reliability of instruments, data analysis techniques, ethical

considerations and concludes with operational definition of variables.

Chapter four will cover the findings from data analysis, presentation of findings and
interpretation of findings. It will be concluded with the summary of the chapter. Chapter five will
cover the summary of findings, discussions, conclusions and recommendations of the study. It
will be concluded with suggested areas for further research and contribution to the body of

knowledge.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction
This particular chapter covers all relevant literature on different factors that tend to influence
expansion of commercial property in Kenya. The chapter also offers theoretical review,

empirical review, theoretical framework and conceptual frameworks on which the study is based.

2.2 Expansion of Commercial property on a global and regional perspective

In accordance to the most recent forecasts from one of the United Nations report (2012), the
world population is expected to rise from approximately 7 billion in 2010 to around 10 billion by
the time the century ends. However, a large number of this increase is expected to take place in
Africa, which is expected to see a population growth approximately 2.5 billion in the next 90
years. In addition, by 2025, above 60% of all the construction activities are predicted to take
place in different emerging markets. This is up from only 35% in the year 2005.

Commercial real estate is a fundamental part of emerging markets’ development phenomenon
and is believed to have played a huge part in steering the country’s economic growth (PWC Real
Estate, 2010) in India. With even the normal growth patterns being experienced in numerous
emerging markets, the speed of construction activities tends to remain rapid, therefore increasing
venture opportunities. Subsequently, the growth of emergent economies is also increasing
competition among commercial property managers and the investment community.

China, India, Indonesia, United States, Canada, Russia, and Mexico are expected to account for
approximately 72% of the expected building activities according to Johnson (2013), executive
director UBS Global Asset Management. In addition, developing Asia is anticipated to be one of
the fastest growing regions for construction. This is between now and the year 2025, which will
then be followed by the sub-Saharan Africa. Research shows that Nigeria alone will require
approximately 20 million new households in comparison to data collected in 2012. In addition,
the growth of developing countries is quickly creating dominant new commercial property
players as well as new asset managers. Thus, there is mounting competition for commercial
property assets. Research by Preqin revealed that about 54% of all (SWFs) sovereign wealth
funds tend to invest in the real estate industry, with many SWFs from North Africa, Asia, the
Middle East and North Africa. The SWFs are known to be competing for different prime assets
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with the survey showing that 57% of them investing in commercial property prefer core estate.
This has powerfully driven the expansion of commercial property sector globally.

Nevertheless, as emerging markets mature, there is a boom in the number of local and regional
(AM) asset management organizations with commercial property arms. All these are offering
customized commercial property solutions for the growing number of clients. These emerging
companies, especially the home-grown ones, with a good connection with the local developers as
well as links with different regional institutional investors, are in a strong position when
compared to other western asset managers who often take advantage of development in their
home regions.

In tandem with the strong financial growth rates that were registered in the previous decades,
experiential evidence has revealed that the African middle class has also been growing too. The
market size of the commercial property investment in Japan is the second largest in the world.
However, research reveals that there is room for further extension of the market. Also, in the
period following the Great Depression, research shows the income obtained from Japanese
commercial property was stable. Correspondingly, the African continent is booming. According
to research carried out by the African Development Bank (2013), the region’s middle class has
extended t034.3% of the African population in the year 2010.This is from 26.2% which was
recorded in 1980 (ADB 2013). The demand for housing has changed. In addition, as the middle
class grows in numbers, so does the cities which today tend to host one individual out of every
four Africans. Reports from UN-Habitat tend to estimate that African cities grow into homes to
approximately 40,000 people on a daily basis (UN-Habitat 2011). Moreover, many of the globe’s
largest cities with a population growth rate of over 5% are located in Africa. These kinds of
trends foresee massive strains on reasonably priced urban housing, as well as exert a solid push
on the demand for it.

A trend is that greatest levels of baby boomers and millennials are making different housing
decisions. As a result, this may have a large positive effect on housing. Research shows that
millennials are currently buying their first homes while baby boomers are either retiring or
downsizing to new homes or perhaps acquiring a second home thus expanding the commercial
property sector, Hoskin and Cardew (2004). Hence a motivating element that is behind the
developed outlook for different markets is the housing market. Therefore, housing has certainly

stabilized and is poised to start a continued upward trajectory.



2.3 Expansion of commercial property in Kenya

The rising middle class in Kenya has encompassed 44.9% of the whole population and this
specific phenomenon is alleged to be accompanied by rapid urbanization and a strong growth in
terms of consumption and demand expenditure for commercial all property products. Research
shows that in Kenya, just as the case with numerous other nations in Africa, there tends to be a
massive demand and protracted scarcity of formal housing. Different factors that tend to
contribute to this phenomenon include building costs as a result of market expectations relating
to building solutions which are crucial, and also have the capability of driving costs upwards.
The different market shareholder structures that are mainly categorized by only a small number
of private developers in Kenya can afford to capitalise into medium as well as large scale
developments. Research reveals that the Kenyan population growth was projected at 4.2% per
annum as of year 2012. Reports by the Ministry of Housing in 2011, based on this particular
growth as well as the rate of urban migration, the yearly increase in terms of demand for housing
within the country is approximately 206 000 units of which 82 000 of these units are located in
urban areas. In addition, the ministry of housing projected that the official supply of houses to
the Kenyan market extended to 50 000 hence creating a shortfall of 156 000 units. This in turn
added up to the total sum of 2 million units prevailing backlog in 2011. In addition, it is also
approximated that additional 85 000 units were also added to the backlog in the year 2012. In
Kenya, research shows that the housing demand has continuously surpassed supply, particularly
in the lower section of the market. Moreover, developers have over the past years bridged the
gap between the middle and upper reaches of the housing sector that are viewed as more
profitable. In accordance with the country’s 2009 population census, above 30% of the nation’s
population tends to live within the slums. For instance, in Nairobi, it was projected that over 1
million individuals out of a city 3.2 million city population resided in slums. In addition, only
3% of these individuals were living in a household that had permanent walls, electricity and
water (World Bank 2011).

Despite the positive viewpoint by the local industry players, fiscal downturns in China and
America the two leading global economies may jeopardize this particular outlook. According to
a report written by the international consultancy company Knight Frank, the various
undercurrents inside the American and Chinese economies tend to threaten the progression of the

property sector in many developing nations such as Kenya for the next one and a half years.
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Also, a 2016 Prime Cities Forecast Report 2016 reveals a slowdown in China’s property market
that had initially profited from China’s financial boom.

Moreover, upcoming commercial properties in Kenya are mostly targeting the middle end of the
sector, with lower ends experiencing massive supply constrictions that tend to arise particularly
from the predisposition by developers concerning renting. A specific report with the title of Hot
Spots 2025: Benchmarking for Future Competitiveness of Cities is known to have ranked Nairobi
— Kenya as the fifth out of a total of seven African Capitals that have made it to a specific list of
about 120 most competitive towns in the world. Therefore, this tends to highlight the appeal for
business and capital that Kenya has. With the federalized government, the demand for
commercial properties in real estate industry in Kenya can only keep expanding. The optimistic
economic outlook as well as the huge desire for investment is sufficient to sustain a dynamic

property sector.

Local developers and financial analysts have been quick to state that China’s economic downturn
may not have noticeable effects able to scuttle any gains in the commercial property sector in
Kenya. A report by the Kenya Property Developers Association, says we should not be fixated
with the Chinese effect as Kenya’s commercial property industry is not overly reliant on the
Asian giant for capital inflows. Kenya’s economy grew by 5.6% last year and is expected to
expand by more than 6% this year and in 2017, according to the International Monetary Fund
(IMF), making the country one of the fastest-growing economies in Sub-Saharan Africa.
Research shows that central bank cut its major interest rate by 50 base points to approximately
10% in September 2016, to buoy economic growth. In addition, foreigners can freely buy
commercial class land in Kenya. This further pushes the expansion of commercial property in

Kenya.

2.4 Demographic characteristics and commercial property expansion

Data that tends to describe the main composition of a particular population, such as race, age,
gender, migration patterns, income and population growth is referred to as demographic data.
These statistics are an important factor affecting ways in which commercial property is priced as
well as the kinds of properties that are in demand. In addition, huge shifts in terms of
demographics of a country may have a huge impact on commercial property trends for some

decades. A report by PWC-Real Estate (2010) stated that demographic swings will end up
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affecting demand for real estate primarily. The mushrooming middle-class metropolitan
populations in Africa, South America and Asia will require far more housing options. In the
meantime, the advanced markets’ ageing people will end up demanding for specialist kinds of

real estate, although their desires for family homes is expected to moderate.

The universe is estimated to undergo large demographic shifts over the upcoming years.
Demographic shifts have major implications for real estate, in that they drive demand and
influence the functionality, location and type of real estate supplies. Moreover, various changes
in configuration and population size will end up having huge implications for political and
economic power, aggregate demand and resource distribution. This includes the demand for
property. Reports reveal that the latest estimates collected by United Nations, world-wide
population will increase from about 7 billion individuals in 2010 to above 10 billion by the finish
of the century. Furthermore, wage gains are just starting to pick-up, and might improve the GDP
growth beyond present expectations. In addition, even with uncertain wage growth as well as
tepid GDP growth, the commercial property performance seems to have profited from
constrained construction activity and job growth.

Unemployment is a global problem in both developed and developing countries. When
unemployment keeps rising, a few individuals will have the ability of affording a house (Fortin,
2000). Besides, even the slightest fear of joblessness may end up discouraging individuals from
venturing into the property market. Kenya has a high level of unemployment, with the level of
unemployment particularly among the youth continuing to soar every year (KEBS, 2011). As
unemployment escalates, organizations do not intensify their necessity for office space. As a
result, they may end up shedding extra space adding to the availability and vacancy rates. Thus,

the basics of commercial property are often stressed when joblessness tends to reach its peak.

Demographic changes and rapid urbanization, particularly within emerging markets are expected
to result to considerable growth in the commercial property sector according to National
Association of Realtors (2010). Changing demographic trends as well as changes in terms of
consumer behaviour are most likely to generate a great demand for different as well as new
commercial property from 2020 onwards. The commercial property market is also highly
geographical, especially the housing market, where nation-wide house prices could be falling.

However, some cities like London might still see mounting prices (Greenblatt, 2011). Desired
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areas may buck market trends because supply is limited and demand is high. For instance, houses
located near good transport networks or a good school may have an important premium in

comparison to other areas.

2.4.1 Interest rates and commercial property expansion

The various rates on treasury bills and interbank exchanges have a profound effect on the
specific value of income-generating commercial property as well as on other investment vehicles
as stated by Kochhar (2014). Moreover, the effect of interest rates on a person’s ability in
purchasing residential houses (by decreasing or increasing the specific cost of mortgage capital)
is so intense that most individuals inaccurately assume that the single deciding element in
commercial property evaluation is the mortgage rates (Christopher 2001). Nevertheless, on the
contrary, mortgage rates tend to be only a single interest-related factor that usually influences
property values.

In addition, the interest rates tend to affect the cost of monthly mortgage payments. They
similarly affect the supply, demand and capital flows for investors and capitals’ required rates of
return on investment purposes. Research shows that Interest rates could drive property prices in
different ways (Andrew, 2004). An era of high interest rates will end up increasing the cost of
mortgage expenses hence lowering the demand for property acquisition. Moreover, increased
interest rates tend to make renting more attractive when compared to purchasing.

Commercial property investors often fear that mounting interest rates will end up causing
property values to plummet and total returns to end up weakening. However, historic data tends
to show that greater interest rates have not essentially derailed the overall return performance of
commercial property. Property performance has in most cases remained resistant in the facade of
increasing rates. The effect of mounting interest rates on commercial property performance has
proved difficult to forecast. Certainly, the viewpoint for commercial property in a growing rate
environment is dependent on a range of factors that tend to be definite to the current as well as
expected property and economic market environment.

However, when the specific interest rates are very low, it tends to encourage potential customers
to venture into the property market but when interest rates rise, buyers may be increasingly
reluctant to take out specific loans they need so as to venture into the property market. With less
individuals considering to buy, the specific worth of commercial property tends to decline or

stagnate. Interest rates are regarded as a huge factor when it comes to property cycles. Therefore,
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for that particular reason it is imperative for the potential home purchasers to keep a keen eye on
the specific location of interest rates, and the direction of where they may be heading to.
Generally, stronger economies often have high interest rates, with the lower interest rates being
used as a method of increasing investment as well as eliminating an economic slowdown. The
sharp rise in terms of interest rates resulted in a very sharp fall in the United Kingdom house
prices because many homeowners could not meet the expenses of the increase in interest rates.
On the commercial property markets, interest tariffs have a huge impact. Research reveals that
variations in interest rates significantly influence an individual’s ability to rent or purchase
property. Also, as the interest rate escalates, the cost of obtaining a mortgage tends to increase.
Therefore, it lowers the prices and demand for real estate. Nevertheless, when considering the
effect of interest rates on equity investment including a real (REIT), instead of impact on
residential real estate, the specific link can be assumed to be similar to a bond's relationship with
interest rates. When interest rates decline, then the value of a bond goes up because its coupon
rate becomes more desirable, and when interest rates increase, the specific value of bonds tends
to decrease. Equally, when the interest rate decline in the market, REITs' great yields end up
becoming more attractive. In addition, their value also goes up. Research shows that when the
interest rates rise, the particular yield on the REIT tends to become less attractive. As a result, it
ends up pushing their value down.

Research reveals that inflation is likely to affect the interest rates. The greater the inflation rate,
the higher the likelihood of interest rates rising. This often occurs since lenders will end up
demanding greater interest rates as part of compensation for the decline in the purchasing power
of the amount of money that they will be refunded in future. (James, 2001). Because interest
rates similarly affect capital flows, the demand and supply for investors and capital’s needed
rates of return on investment, the interest rate will end up driving property prices in different
ways (Andrew, 2004). However, the most obvious effect of interest rates on commercial property
values may be seen when deriving capitalization or discount rates. Therefore, the capitalization
rate may be regarded as an investor's requisite dividend rate. On the other hand, a discount rate

tends to equal an investor's overall return requirements.

2.4.2 Market Demand and Commercial Property Expansion
The commercial property sector is cyclical, that it bursts and booms, and dips and rises as years

pass by according to Geoffrey (2011). The housing supply is constantly changing. An increase in
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population increases the demand for housing and thus increases prices. As a result, the demand
creates a supply increase which affects the price of a property. Commercial property expansion is
characterized by new building activities which are deemed as a great way of measuring the

specific state of affairs in the commercial property sector.

By the end of 2007, prices of commercial property began to slightly decrease and sales also
decreased in Spain. Adjustments were made in the quantities of property rather than the prices.
Following the first signs of significant adjustment, progressive reduction of prices was done.
Falling prices were attributed to declining employment levels, increasing costs of capital,
increase in housing and credit rationing. Cycles of commercial property are defined by major
fluctuations of economic variables across various markets according to Goetzman and
Rouwenhorst (1999). Hence, the housing market is affected by a mix of global and local

economic factors.

One specific factor that tends to determine the market demand is the inhabitants of a country or a
city. Demand refers to a strong determining factor of commercial property pricing (Djankov,
2002). Whenever there is an inadequate amount of real estate whenever the population grows,
the specific supply is normally diminished, and the housing prices tend to go up. In addition,
demand is also contingent upon the purchasing power of potential homeowners (Golland, 1996).
If the buyers do not have the purchasing power, supply will not be met, and demand is going to
be weaker. Therefore, to measure the purchasing power of real estate; determinants include
inflation, jobs reports, Gross Domestic Product, Consumer Price Index, disposable income and

wage levels.

Once you have a great supply of things like housing, the prices for things in most cases decline
that is according to Knight Frank Kenya (1998). On the other hand, if supply of things such as
housing becomes limited, then prices for that particular housing in most cases increases.
However, one could have a huge supply of housing, and if it is also in great demand then the
prices might also end up rising. If there are huge supplies in the number of homes that are
exceedingly desirable, they end up attracting buyers to the market who are enthusiastic to pay
premium prices. In addition, studies have revealed that housing demand has been stimulated by
several factors including strong economic expansion in this period, low interest rates on housing

financing, demographic trends and the demand for second homes.
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In accordance with (Han, 1996) the location of a property influences its demand. Property set up
in an undesirable location may not sell well compared to property in a desirable location where
potential clients are in favour of. Hence, location creates demand for commercial property.
However, surplus in most cases generate inferior prices for housing. Having a wide variety of
property to select from, as a result of an excess in terms of property inventories, a buyer’s market
ensues where available buyers pick out and choose from amongst the property vendors’
offerings, in most cases dictating prices. The result of a buyers’ market situation is that property

sellers tend to compete with one another for the existing buyers which results in deceased prices.

A sellers’ market ensues when the buyers in the commercial property market have fewer
alternatives. Here, there are few viable alternatives. The result is that builders cannot keep up
with the demand and the sellers hike up the prices of the available property. With buyers chasing
the available housing, the commercial property sector experiences significant growth (Kibirigr,
2006). However, this depends on demand for prices and houses. In a boom, research shows that
builders are normally keener on building more. This was evidenced by Hassanein and Barkouky
(2008) who stated that falling house prices can lead to a restriction in supply. The supply of
commercial property is affected by a number of factors including: the number of new houses
being constructed; planning constraints on use of land; local resistance to building new homes as
well as profitability of constructing new properties. The main determinants of housing demand
are demographics, income levels, pricing, costs, consumer preferences and the availability of
credit. The main demographic variables are the size of population as well as population growth.
The more individuals within the economy, the higher the demand for housing. The supply of
commercial property is produced using available la