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ABSTRACT

This research project is a study on the effectsneéstor psychology on real estate
market prices in Nairobi, Kenya. Chapter one isnéoduction to the study which covers
the background to the study, statement of the problobjectives of the study and
significance of the study. The background to thelgtcovers some brief explanations on
investor psychology, real estate prices, relatignbktween investor psychology and real
estate prices and real estate market in Kenyahdnstatement of the problem, the
controversy between standard or modern financenenhand, and behavioural finance
on the other, is re-visited. Standard/modern fiearscbased on rational utilitarianism
while behavioural finance focuses on psychologfeators which influence people to
deviate from rationality in decision making. Thgeattive of the study is stated as being
the effects of investor psychology on real estatgket prices in Nairobi, Kenya. The
significance of the study is that it will be of lefih to investors and more specifically,
real estate investors; investment advisors anddiess; and academicians and scholars

in the field of behavioural finance.

Chapter two is on literature review. It discussheoties such as prospect theory,
disposition effect theory, efficient markets hypeglts and random walk theory. It also
reviews past literature on psychological factoi ihfluence investment decisions such
as overconfidence, mental accounting, frame dep®megje affect, herding and

representativeness. A review is also done of pasties on real estate investment

markets both in Kenya and other parts of the world.

Chapter three is on research methodology. It des=ithe research design adopted in the
study, which is the descriptive research desigre population of the study is specified,
which is institutional real estate investors who#feces are located within Nairobi CBD,
who were found to be 68 in number. The samplinggtless also specified as simple
random sampling technique. A sample size of 40aredents was arrived at by using

Slovin’s formula. The data collection method isfamm of structured questionnaire to



facilitate ease of data analysis. Appropriate modelve been used in the study to show

the relationships among the variables being studied

Chapter four is on data analysis and presentaliogontains responses to research
guestions, analysis of the responses and the padieenof outcomes through tables and
charts. The tables and charts show frequency hiigtoins, percentages and means
appropriately. Ratings have been used to measugeeitient and importance of

psychological influences on real estate investrdentsions and market prices.

Chapter five is on summary and interpretation ondlifngs. It is found out from the study
that indeed, psychological factors influence resdaie investment decisions and market
prices. Psychological factors cause shifts in suppld demand, which causes changes in
market prices, that deviate from values based oddmentals. Fundamentalists can thus
take advantage of resultant mis-pricings. The stedpmmends that real estate property
dealers be acquainted with the fact that invest®ycipology plays a great role in
determining investment decisions and market pricEdse respondents’ rankings of
psychological factors in order of their importanitem the most important to least
important are overconfidence, frame dependenceeseptativeness, mental accounting,
herding and affect. The chapter ends with the &éitiahs of the study and suggestions for

further research.

Vi
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CHAPTER ONE

INTRODUCTION

1.1 Background To The Study

The background to this study covers investor psipdyy real estate prices, the
relationship between investor psychology and rstdte prices, and the real estate market

in Kenya.

1.1.1 Investor Psychology

According to Ritter (2003), Behavioural Finance,ietthcontrasts Standard Finance and
its assumptions of investor rationality and markétciency, is built upon cognitive
psychology (how people think) and the limits to imdge (when markets will be
inefficient). Rather than using all available infation to evaluate investments, people
filler out some information. Psychological factargluence decision making so that
investors have been found to make irrational decssi The existence of market

anomalies has also proven that markets are noyalefficient.

Many people make investment decisions emotiondlgelings, fantasy, mood and
sentiments have been observed to affect investrdenisions (Statman, Fisher &
Anginer, 2008). Investors have been found to naindeparate mental accounts of every
asset they hold and associate each with its pueghiase. They seem to have a personal
relationship and emotional attachment to each akegthold (Jordan & Miller, 2008).
Psychological studies have shown that investorsnareh more distressed by prospective
losses than they are happy about equivalent géimes; tend to be risk-averse with regard

to gains but risk-seeking when faced with lossesd@h & Miller, 2008).

Investors have the tendency to sell winners to¢ &l hold on to losers too long

(Shefrin & Statman, 1984). This tendency has beened as disposition effect and is an



irrational behavior. Many investors dislike selliagsets at prices lower than purchase
prices so as to avoid the pain and regret of hasoid at a loss. They keep hoping that
the prices will rise in the future (Ritter, 2008)vestors are affected by how investment
problems are presented to them. They often maKereift choices pertaining similar
scenarios depending on how the problem has beemefrgJordan & Miller, 2008). If
presented in form of a choice between a sure gaihaagamble, they choose the sure
gain. But if the choice is between a sure lossagdmble, they choose the gamble, even
if the basic underlying principle is similar in lhotases. This irrational behaviour is

known as frame dependence.

People have been found to be over-confident comggrtheir abilities, which is
manifested through lack of diversification (Jord@nMiller, 2008). Investors tend to
purchase stocks of companies they are familiar waitth as stocks of local companies,
even when it would be more rationally justifiabte huy stocks of distant companies.
Over-confidence has been observed to be reflentbah trading frequency, which leads
to lower returns (Barber & Odean, 2001). Peoplel tengive more importance to recent
experiences than to events that happened furthay awthe past (Ritter, 2003). This
psychological bias is termed as representativen@gben the stock market turns bullish,
investors expect the big gains to continue for rglgeriod, forgetting that bearish
markets also occur (Parikh, 2009).

1.1.2 Real Estate Prices

Many people believe that real estate investmentergdly keep on appreciating in value
over time. Modern/standard finance is built upoe thfficient Markets Hypothesis
(EMH) which states that markets are efficient, iyl that market prices reflect all
relevant information and that any mis-pricings legdto arbitrage opportunities,
disappear as soon as they arise (Ritter, 2003bbEg’ and ‘crashes’, however, point to
inefficiencies in financial markets, referred toraarket anomalies. Bubbles and crashes

have been observed to also exist in real estatkatsar



Fundamental analysts, also called fundamentaliségk to purchase under-priced
securities and sell over-priced securities. Underep securities are those whose market
prices are lower than their intrinsic values. Ogdced securities on the other hand, are
those whose market prices are higher than theingit values. A stock is considered a
value stock if its book value to market value (BWMratio is high (Parikh, 2009).
Technical analysts, also called chartists, do mthdr themselves with finding out the
real intrinsic values of assets. Instead, theytcpast market price movements with a
view to establish patterns which they use to ptefitre prices. Chartists are basically
market timers. According to random walk theory,aim efficient market, price changes
are random and unpredictable. Thus, it would beoofise to chart past price patterns and

use them as a yard-stick to predict future pri@xl{e, Kane & Marcus, 2007).

1.1.3 Relationship Between Investor Psychology Arigeal Estate Prices

According to rational utilitarianism, prices arevgoned by the forces of demand and
supply. When demand exceeds supply, prices go dpaaen supply exceeds demand,
prices fall. This same law of demand and suppbxigected to also prevail in real estates.
But anomalies have been observed to also occueah estate markets just like in
securities markets. The behaviour of investors g&er psychology) influences real
estate prices. For example, herding to buy landské&y to push up prices due to
excessive demand. Purchasing of land for specelagasons may lead to bubbles and

crashes.

Over-confidence can lead active traders in landsh sas real estate agents, to over-
estimate the degree to which their knowledge amtesnce is responsible for their past
successes, and thus make extrapolations into theefuFor every real estate property
acquired in form of lands and buildings, there isoasibility of investors maintaining a

separate mental account. The purchase price bedbmesference point against which

market prices are compared to determine profitosses on each investment. How real
estate investment problems are framed may affectefponse even when the basic facts

remain unchanged.



Real estate investors may buy lands and buildingsed on affect rather than on
fundamental intrinsic values. Fantasies, moods endtions may influence real estate
prices. Even the liking or dislike for the nameadbcation may influence prices without
regard to fundamental factors that determine vaRecent past events are likely to
influence real estate investors’ estimations ofuifeitprices than events that occurred
further away in the past. There is also the podsilaf the disposition to sell real estate
investments that have risen in value (‘winners’yl fnold those that have fallen in value
(‘losers’). Prospective losses are likely to magal estate investors to be more distressed
and thus become risk seeking, as opposed to wheyn dhe faced with equivalent

prospective gains.

1.1.4 Real Estate Market In Kenya

The real estate sector in Kenya has been growirggtagh rate in recent years. It has
attracted many investors, both individuals anditimsbns. The growing demand for
residential and commercial premises is responddriehe booming real estate sector.
Population explosion has been experienced in ugbeas, especially the city of Nairobi
due to rural-urban migration. The demand for hogisestill far lower than its supply.
Vision 2030 estimates that 200,000 housing units raquired per annum, yet only
35,000 are produced (Ruitha, 2010). Home ownergvigl is low, estimated to be 16%
(Ruitha, 2010). In Kenya, real estate markets aeyet well developed in terms of
regulation. The real estate market consists ofviddals and institutions who/which
operate as real estate agents or developers. TpgalCllarkets Authority (CMA) is
currently embarking on enhancing trading on redhtes, on the Nairobi Securities
Exchange (NSE) through establishing Real Estatesimrent Trusts (REITS).

1.2 Statement Of The Problem

A severe battle has been raging between standamibdern finance on one hand, and

behavioural finance on the other. Controversy sxastto which of the two is responsible



for influencing investment decisions and marketgsi Standard finance assumes that
markets are efficient and investors are ratiorfat they will favour investments that
maximize their wealth. Behavioural finance whichbased on psychological factors,
contends with market efficiency and investor radidy. Studies have been done in
various parts of the world whose findings challetige audacity of the EMH. Bubbles
and crashes are market anomalies that have occewed in developed financial
markets, including USA and Japan. In Kenya, cogaipsychological biases have taken

prominence over rational behaviour in various omres

Nyaribo (2010) studied the behavioural factors ueficing the choice of financing
methods by SMEs. She found out that the respondearts influenced by behavioural
factors such as over-confidence, frame dependdaoss, aversion, anchoring, mental
accounting, innumeracy and representativenessheir thoice of financing source.
Ombai (2010) focused on investigating the “herce@ff at the NSE during the global
financial crisis during the period 2006 — 2009. fdend out strong evidence of herding
behaviour at NSE in the subsequent period aftezptien of the global credit crunch.
Kahuthu (2011) studied the effects of herd behavaou trading volume and prices of
securities at NSE. The results of the study shotted herd behaviour has positive
correlation with trade volume and prices of seasitquoted at the NSE. Findings by
Werah (2006) as quoted by Nyaribo (2010) were tleatd behaviour was prevalent
among individual investors at the NSE. Waweru et(2008) also quoted by Nyaribo
(2010) established that behavioural factors aftethie decisions of institutional investors
at the NSE.

The studies carried out locally concentrate mamtyherd behaviour at NSE without
focusing on other behavioural factors, and withmeihg focused on the real estate sector.
Studies conducted on real estate investment hayerlgnaoncentrated on housing
challenges and the need for decent housing. Housing basic human need and a
fundamental human right recognized by UN-HABITATheTinfluence of psychological
factors in real estate markets has not been addygusitidied, hence the reason for this

research. To what extent does investor psycholodipence real estate investment



decisions and real estate prices? This is the n@jestion to be answered by this

research.

1.3 Objectives Of The Study

The objective of this research is to study theat$f@f investor psychology on real estate

market prices in Nairobi, Kenya.

1.4  Significance Of The Study

This study will be of importance to investors gellgr and more specifically, to real
estate investors. They will be acquainted with kieolge about psychological factors that
influence investment decisions and market pricégyTwill be able to apply and relate
the psychological influences to investment decisittey have made in the past. They
will be able to learn their own behavioural pattethat deviate from rationality and be

equipped to make better and more rewarding invastaeisions in the future.

Investment advisors and financiers will benefitnfrdhis study by discovering that
investors are not always guided by rationality iheit investment decisions.
Psychological factors play an undeniable role ifluancing individuals’ decisions,

including investment decisions. Equipped with fimgh from this research, investment
advisors and financiers will be able to offer mar®rmed quality advice to investors.
Academicians and scholars in the field of behadbdmance will find this study

enriching to the already growing body of knowledgad be able to identify research

gaps for further study.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter examines past literature on psycholbdactors that influence investment
decisions generally, and real estate investmentifggdly. The first section reviews
theories advanced regarding behavioural financd s prospect theory, disposition
effect theory, efficient markets hypothesis (EMhdaandom walk theory. The second
section is a review of past empirical studies arahegal literature on cognitive
psychological biases (psychological factors), whach the basis of behavioural finance.
The third section deals with a review of past stadin real estate investment markets.

The final section draws the conclusions on lita@review.

2.2 Review Of Theoretical Literature

This section discusses the theories advanced infigksk of behavioural finance. In
particular, a review is done on the prospect thedigposition effect theory, efficient
markets hypothesis (EMH) and random walk theory.

2.2.1 Prospect Theory

The prospect theory was developed by Tversky andn&man in 1979. The theory
contradicts expected utility theory upon which @ finance is based. According to
Jordan and Miller (2008), Prospect theory is aeraltive to classical, rational economic
decision making. Prospect theory emphasizes thesiors tend to behave differently
when they face prospective gains and losses; iorestre much more distressed by
prospective losses than they are happy about dquoivgains, and a typical investor
considers the pain of losing one dollar to be twiee pleasure received from the gain of

one dollar.



Investors have been found to respond in differesngsato identical situations, depending

on whether they are presented in terms of gaims @rms of losses. Investors seem to be
willing to take more risk to avoid loss than theg & make an equivalent profit. The

tendency of investors to be risk-averse regardaigsgbut risk-seeking regarding losses,
is the essence of prospect theory. When an invési®ithe choice between a sure gain
and a gamble that could increase or decrease tbayain, the investor is likely to choose

the sure gain. But when faced with a choice betweeeure loss and a gamble which

could increase or decrease the sure loss, inveatersnore likely to take the gamble

(Jordan & Miller, 2008).

2.2.2 Disposition Effect Theory

The disposition effect theory was developed by ha@ind Statman in 1985. Disposition
effect refers to the tendency that investors hdveetiing assets that have gained value
(‘winners’) and keeping assets that have lost vdllosers’). The disposition effect is
reflected in aggregate stock trading volume. Wheeep fall, investors tend to hold to
assets they already have, to avoid the regret whfasold at a loss, hoping that the
prices will rise in the future. On the other hamdhen prices rise, investors tend to sell

assets too fast to realize gains.

According to Weber and Camerer (1998), disposiéffects can be explained by the two
features of prospect theory: the idea that peopleevgains and losses relative to a
reference point (which is the initial purchase eraf assets), and the tendency to seek
risk when faced with possible losses, and avoikl wken a certain gain is possible.
Shefrin and Statman (1985) found evidence that tduéheir desire to avoid regret,

investors tend to sell winners too early and ragets too long.

Shiller and Case (1988) interviewed home buyers fandd prevalence of disposition
effects; that homeowners were more eager to sell @ofit than at a loss. Real estate

economists and agents widely believe that volurowsl sometimes dramatically, when



prices sag (Weber & Camerer, 1998). Barber and ©d&899) cite studies showing
evidence of the disposition effect in the exeraidecompany stock options (Heath,
Huddart, & Lang, 1999), in the sale of residentialising (Genesove & Mayer, 1999),
among professional futures traders (Locke & Mar99), Israeli investors (Shapira &
Venezia, 1998), and Finnish investors (Grinblatk&oharju, 1999). Barber and Odean
(1999) conclude that the disposition effect basedlass aversion best explains the
tendency for investors to hold losers and sell eienThey even found that investors are
more inclined to purchase additional shares ofrtleaing investments by almost 1.5

times than additional shares of their winning irnkents.

2.2.3 Efficient Markets Hypothesis

Modern finance is built upon the Efficient Markdiypothesis (EMH). EMH is the
notion that securities’ prices already reflectalhilable information. The EMH argues
that competition between investors seeking abnorprafits drives prices to their
“correct” value, so that any arbitrage opportusitidisappear as soon as they arise.
Behavioral finance assumes that, in some circuros@n financial markets are
informationally inefficient (Ritter, 2003). A markes said to be efficient with respect to
some information if that information is not usefal making investors to earn excess
positive return (Jordan & Miller, 2008). The markenot efficient if some investors have
access to insider information leading to insideding and their ability to earn excess

positive returns than other investors.

Statman (1999) states that market efficiency ishat center of the battle of standard
finance versus behavioral finance versus investrpeotessionals. He argues that the
term “market efficiency” has two meanings. One niegnis that investors cannot
systematically beat the market and Statman conwitinsthis. The other meaning is that
security prices are rational implying that theyleef only "fundamental” or "utilitarian”
characteristics, such as risk, but not "psychoklagjior "value-expressive" characteristics,

such as sentiment. Statman strongly disagreestiwglsecond meaning.



According to EMH, it is very difficult for investsrto consistently beat the market (earn
positive excess return) over a long period of tifibe excess return is the difference
between the earnings of a particular investment thedearnings of other investments
with similar risk. A positive excess return meahattan investment has out-performed
other investments of the same risk (Jordan & Mil@008). Odean (1999) states that
excessive trading in retail brokerage accounts ccawsult from either investors'

overconfidence or from the influence from brokenshing to generate commissions.
Excessive institutional trading could also resutini overconfidence or from agency
relationships. He cites a study by Dow and Gortd®9§) which shows that money
managers, who would otherwise not trade, do séhi®mere reason of signaling to their

employers that they are earning their fees anaairésimply doing nothing".

2.2.4 Random Walk Theory

‘Random Walk’ refers to the notion that changesstock prices are random and
unpredictable (Bodie, Kane & Marcus, 2007). Ithsg of no use, to attempt to predict
future stock prices. Past patterns of stock priowements should not be used as a basis
to extrapolate future price trends. According tarBéein (1984), investors consistently
push stock prices to unsustainable levels, bothangsvand downwards.

Parikh (2009) in advocating for ‘value investingiales Benjamin Graham who says,
“price is what you pay, value is what you get”. states that value investors buy stocks
when the market is bearish, when expectationswasitors are low; during bullish times,
the value investors look for good neglected staghsh are out of favour with investors.
He shows that ‘growth stock investing’ on the othand, “is based on dreams, illusions
or popular opinion”. He further argues that “theécept of growth stock is a creation of a
bull market, which dies when the bear market setsand that “bear markets create
values”. A study by Anyumba (2010) concluded th&B\follows a random walk under

the weak form of market efficiency.
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2.3 Review Of Empirical And General Literature OnCognitive Psychological
Biases

In this section, a review is undertaken of empiristadies and general literature on
psychological factors and their effects on investindecisions, including decisions

regarding investment in real estate markets.

2.3.1 Over-confidence

According to Jordan and Miller (2008), overconfidemmanifests itself through lack of
diversification. People tend to invest in local ganies that they are familiar with, as
opposed to distant companies which might even bfonpeing better. Another form of

overconfidence is the tendency for people, inclgdimvestors, to remember their past
successes and disregard their past failures. Babdr Odean (1999) highlight two
common mistakes investors make: excessive tragisglting from overconfidence, and
the tendency to hold on to losing investments whdking winners which is prompted by

the human desire to avoid regret.

Odean (1999) cites studies by psychologists whindwsthat most people generally are
overconfident about their abilities (Frank, 1935)daabout the precision of their
knowledge (Fischhoff et al., 1977; Alpert & Raiffa982; Lichtenstein et al., 1982).
Odean (1999) found out that overconfident investmes more likely to seek jobs as
traders or to actively trade on their own accodmaders’ past successes tend to make
them overestimate the degree to which they wegoresble for their own successes, and
end up taking too much credit for their own sucesghereby becoming overconfident.
The securities that overconfident investors sellehbeen found to mostly out-perform
those they buy, and trading often leads to los€s®rconfident investors engage in
costly trading, even when their expected tradirgfitsr are insufficient to offset the costs
of trading.
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Barber and Odean (1999) observed that overconfelgmreases trading activity because
it causes investors to over-consider their own iops than the opinions of others. They
cite studies that show that people are unrealltiogtimistic about future events and
expect good things to happen to them more often tbaheir peers (Weinstein, 1980;
Kunda, 1987); People are even unrealistically oisti;y about pure chance events
(Marks, 1951; Irwin, 1953; Langer & Roth, 1975) amave unrealistically positive self-
evaluations (Greenwald, 1980); Most individuals $kemselves as better than the
average person and as better than others see thémnate their abilities and their
prospects higher than those of their peers (Ta§l&rown, 1988) . In addition, people
overestimate their contributions to past positiuecomes. When people expect a certain
outcome and the outcome does occur, they ofterestigrate the degree to which they

were instrumental in causing it (Miller & Ross, 537

Barber and Odean (2002) found out that online tigadosters greater overconfidence
which leads to more frequent trading and poor perémce. They further cite studies
which indicate that people tend to ascribe theaceases to their personal abilities and
their failures to bad luck or the actions of oth@ranger & Roth, 1975; Miller & Ross,
1975). Barber and Odean (2000) show that afterwatow for trading costs, individual
investors who trade the most realize, by far, tlmestvperformance. Barber and Odean
(2001) show that men tend to be more overconfitteart women, trade nearly one and a
half times more actively than women and their itvents under-perform those of
women. Graham and Harvey (2009) found that invesidgro feel more confident trade
more often. They also found that male investors iandstors with larger portfolios or
more education, are more likely to perceive thewesehs more competent than female

investors and investors with smaller portfoliodems education.

2.3.2 Mental Accounting

According to Jordan and Miller (2008), investorsimign a separate mental account for
each asset and unknowingly, have a personal rettip with each. As a result, it

becomes difficult to sell one of them. AccordingSbefrin and Statman (1985), the main
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idea underlying mental accounting is that decisiakers tend to segregate the different
types of gambles faced into separate accounts. Vdheew stock is purchased, rather
than evaluating the whole investment, a new meatzlount is opened. The asset
purchase price is used as the reference pointnAimg score is then kept on this account
indicating gains or losses relative to the purchasee. Investors find it difficult to close

mental accounts at a loss, a situation termedhes bteak-even effect’. Investors may
resist the realization of a loss because it stasdproof that their first judgment was

wrong.

While closing a stock account at a loss induceseteglosing at a gain induces pride
(Shefrin & Statman, 1985). The quest for pride, #mel avoidance of regret lead to a
disposition to realize gains and defer losses. &eagrstronger than pride. As a result,
investors may be prone to inaction than action tduthe strong desire to avoid regret.
For example, if an asset’s price rises and thesiovesells it, the pride of gain would
vanish away if the asset’s price rises further. rhvestor would regret for having sold
too quickly. Thus some investors would prefer redlirsg at all (inaction) whether prices

rise or fall.

2.3.3 Frame Dependence

People have been found by researchers to haveetigericy to respond differently to
equivalent situations depending on whether theypaesented (framed) in form of gains
or losses. When presented in form of gains, theyl t® be risk-averse but when
presented in form of losses, they become risk-geeleé an investment problem is
presented in two different but equivalent waysgsters often make inconsistent choices
(Jordan & Miller, 2008).

According to Statman (1999), the role of framedlustrated well in the dividend puzzle.
He cites the example of Consolidated Edison Comp#my New York city's power
company, which eliminated its dividend during threemgy crisis of 1973-1974: “Some
shareholders cried at Con Edison's 1974 annualimgeethers had to be restrained from
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physically harming the chair of the company's bbarE notes that frames are a part of
Kahneman and Tversky's (1979) prospect theory ttlividend dollar is different from

a capital dollar in prospect theory because thestor frames the dollars into two distinct
mental accounts; the decline in the price of Corsd&ds shares is a loss in the capital
mental account, while the elimination of the diwideis a loss in the dividend mental

account.

Besides dividends and capital, there are many otxeamples of mental accounting
frames. People often keep their portfolio monegeparate mental accounts or "pockets”;
“some money is retirement money, some is fun mosemye is college education money,
and some is vacation money” (Statman, 1999). Jowmfah Miller (2008) note that

gamblers at Casinos are more willing to take riskh money they have won than with
money they brought with them from home. Money edrnlerough hard work is

considered more precious than lottery winnings wagraccording to rationality, the
same dollar amount has the same purchasing powardiess of its source. Frame
dependence behaviour as explained by loss avenssrobserved by Nyaribo (2010) on

SMESs entrepreneurs.

2.3.4 Affect

Affect is manifested through sentiments, likes aiglikes of people about something,
including investments. Even the very name of a aimgpan attract or repel prospective
investors without regard to the fundamental valti¢he company’s stock. Moods and
emotions influence people in decision making, ideclg investment decisions. This is
irrational behaviour from an economic point of vie@tatman, Fisher, and Anginer
(2008) argue that investors often admire a stocHisspprove of it when they hear its
name even before they think about its P/E or tlesvtr of its company’s sales, and that
affect is exhibited in stocks, houses, cars, watcaed many other products. They further
define affect as the specific quality of “goodness” “badness”, and cite Slovic,

Finucane, Peters, and MacGregor (2002) who destulfiiect as a feeling that occurs

rapidly and automatically, often without conscioessr Statman et al. (2008) quote
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Zajonc (1980) as having written that; “We do nadtjsee house: We see a handsome
house, an ugly house, or a pretentious house”.likimg and attraction to something is

what mostly drives investment decisions.

Statman (1999) shows the effect of affect by ushganalogy of the watch market. He
cites a Rolex watch and Timex watch whose markateprwere $10,000 and $50
respectively, even though both watches have apmeately the same utilitarian qualities
of displaying the same time. He observes that Rblegers were willing to pay an extra
$9,950 over the price of the Timex because theaéfea Rolex, in terms of prestige and
beauty, is more positive than that of a Timex. i8tat et al. (2008) cite studies by
Cooper, Dimitrov, and Rau (2001) who found that pames that changed their names to
dot-com names during the boom years of the lat®4,9%ad positive abnormal returns of
74 percent in the 10 days surrounding the day achwifne change was announced, even
when nothing about the business had changed; caoegpaith dot-com names, however,
acquired negative affect in the early 2000s, amndiss by Cooper, Khorana, Osobov,
Patel, and Rau (2005) found that companies thanggth from a dot-com name to a

conventional name during that time experiencedtppesabnormal returns.

“Socially responsible” investors display affect éycluding from their portfolios, stocks
of companies engaged in selling tobacco, alcohditany products, or firearms, in the
gaming industry, or in nuclear operations (Statrearal., 2008). They cite Hong and
Kacperczyk (2007) as well as Statman and GlushRO@&) who found that stocks of
companies associated with tobacco, alcohol, ganiregyms, military sales, and nuclear
operations had relatively higher returns than stawkother companies. Affect thus goes

against rational utilitarianism.

2.3.5 Herding

Many investors instead of making their own judgrseldgically, rely on collective
wisdom, which often results in irrationality andsées. This is due to the law of supply

and demand. Herding to buy assets leads to demaree@ing supply thereby causing
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price hikes. When the herd rushes to sell, supptgeds demand leading to fall in prices.
Prechter (2001) argues that herding behavior, th@ppropriate in some primitive life-
threatening situations, is inappropriate and caupteductive to success in financial
situations. People are driven to follow the herdawse they do not have firsthand
knowledge adequate to form an independent conwiciilis makes them seek wisdom
in numbers. People thus assume that “the herd kmdwese it's going” (Prechter, 2001).
A rational investor would have to make investmeatisions that are contrary to the
majority of investors but unfortunately, not mani tbem do so. Even institutional
investors who are expected to be prudent fall wistof herding behaviour by following
the crowd. For example, if a fund manager buyskstaf an obscure company and it
performs badly, he is likely to lose his job; bluhé buys stocks of a blue chip company
and it performs badly, it would be un-punishablar{ih, 2009).

Ombai (2010) found strong evidence of herding b&havat the NSE and agrees with
Christie and Huang (1995) that investors are mikedyi to herd during market stress.
Kahuthu (2011) also found that herd behaviour iddegists at the NSE and that the
volume of shares traded increased during the hestinct period, due to irrational

thinking when a person is in the presence of othéesfurther found that group leaders

(and more specifically treasurers and chairpersat®ngly influenced decisions.

2.3.6 Representativeness

People tend to put too much weight on recent egpeéa and little weight on events that
occurred further away in the past, even when timgdo term past event seems more
rational than the recent experience. This cognitpgychological bias known as
representativeness, is also termed as the ‘recbrag/ and also the ‘law of small
numbers’. “Cognitive psychologists have discovetieat the human mind is a pattern
seeking device even when the events are clearlgorah (Jordan & Miller, 2008).
People tend to become more optimistic when the etag&es up (bull market) and more
pessimistic when the market goes down (bear marRéter (2003) believes that people

underweight long-term averages and tend to puirtooch weight on recent experience.
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2.4 Review Of Past Studies On Real Estate InvestnieMarkets

In Kenya, real estate markets are not yet well bgesl in terms of regulation. A
transformation is taking place in the Kenyan resta® market. The Capital Markets
Authority (CMA) is currently embarking on enhancitigding on real estates, on the
Nairobi Securities Exchange (NSE), through esthbiis Real Estate Investment Trusts
(REITs) and accompanying regulations. This movd sgle investors including small
investors who could not afford to buy whole projgertin form of lands and buildings,
begin to own portions of such properties in formsbare-holdings. High interest rates
have made many people to keep off the acquisitibproperties through mortgage

facilities.

Affordable decent housing is of global concern @aane of the fundamental human
rights according to UN-HABITAT. Decent housing pois have been embarked on in
various slum areas by the Ministry of Housing tlglouhe Kenya Slum Upgrading

Programme (KENSUP), a joint initiative between tim/ernment of Kenya and UN-

HABITAT with the aim of upgrading slums to make tihéabitable.

Demand for housing is by far greater than its spugMwangi, 1997). According to

Sessional Paper No. 5 of 1966/67 on National Hgu$tolicy, the annual housing

requirement was 7,600 and 38,000 new units in ugsahrural areas respectively, and
the Kenyan population was 9 million then. Sessidteer No. 3 of 2004 estimates the
annual housing demand to be 150,000 and 300,008 imiurban and rural areas
respectively. The annual supply of urban housing waly between 20,000 — 30,000
units meaning a short-fall of over 120,000 uniesnde rapidity of squatter and informal

settlements.

Home ownership is considered a valuable investriteely, Ark, Levanon & Burbank,

2012). Land is highly regarded for economic andaaeasons. It is considered a great
asset for inheritance. Major political crises innga are centered around land ownership.
Lands and buildings are a readily acceptable evlhtagainst loans. Desire for home
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ownership has led to thriving of mortgage compankiyosaki and Lechter (2000)
emphasize on ‘owning the roof under which you lifgdme ownership) which according

to Clason (1926) was one of the great wisdoms cikats.

According to 2009 Population and Housing CensusiReKenya’s population has been
growing at a high rate; 10.9 million in 1969, 15adlion in 1979, 21.4 million in 1989,

28.7 million in 1999 and 38.6 million in 2009. Wsi 2030 estimates that 200,000
housing units are required per annum, yet only (85,8re produced (Ruitha, 2010).
Home ownership level is low, estimated to be 16%itfid, 2010). Majority of urban

population relies on rental housing due to low Ievef income, even though the
government encourages home ownership through scheomeh as Home Ownership
Savings Plan (HOSP) and Owner Occupier Interestchwbffer tax advantages. The
growing demand for residential and commercial bogd is a challenge to the
government and presents an opportunity to realteest@estors, both individuals and
institutions. The investment in housing requiresnaach capital outlay that developers
have to engage in some form of borrowing, beggimgven stealing! (Nabutola, 2004).

It is widely believed that investment in lands dndldings is worthwhile because prices
and rental incomes keep on increasing. Land méayobght for speculative reasons with
the expectation of fetching high future prices amdking lucrative profits, or for
development purposes where buildings are consttueither for sale or renting.
Speculative buying is likely to lead to soaringcps and eventually result in bubbles and
possibly, crashes. According to Keely, Ark, Levarasmd Burbank (2012), house prices
in America fell by over 30% representing a declim¢he value of housing assets of $ 7
trillion during the housing crash of 2006 — 201hey, however, state that the worst is
over and predict a recovery from year 2012 onwadkdsitt and Syverson (2008) found
out that agents sell their own houses for prices #ne more (3.7%, which is roughly $
7,600) than those of houses belonging to theintdieAgents are also willing to wait for
longer periods of time in the market (10%, whichrasighly 10 days) to fetch higher
returns on their own houses, yet they strongly ysats their clients to sell their houses

more quickly and at lower prices.
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In Kenya, prices of lands and buildings are likigljkeep on rising owing to high demand
and gross under-supply. According to Ruitha (20p@es of housing and prime land
have skyrocketed, increasing at an annual ratel@# for apartments/flats, 28% for
maisonettes and annual rents for selected marketgasing at the rate of 10% per
annum. Excessive speculation especially around maijies and county headquarters,

may however, push prices to high unsustainabldddeading to bubbles and bursts.

25 Conclusion From Literature Review

Empirical studies challenge the validity and retes& of standard finance and its
underlying assumptions. Many behavioural financkokrs have carried out studies
which show that people, and specifically investars, not always governed by rationality
when making decisions, including investment deasioFurthermore, markets are not
always efficient especially in terms of asset mgciMis-pricings and market anomalies
have been observed to exist in financial marketshbiles and crashes have also been
observed to exist in real estate markets. Cognipgsgchological biases which are a
manifestation of people’s deviation from rationglitarianism, have been observed by

behaviourists to influence investment decisioregdlileg to sub-optimization.

Real estate markets in Kenya are not well develapeterms of regulation. But a
transformation is taking place, with CMA’s introdiomm of REITs and on-going
establishment of regulations that will enhance @pening up of trading in real estate
properties (lands and buildings) at the NSE. Trethsas in real estate properties have
been taking place in Kenya among individual anditinsonal investors, without being
undertaken via organized markets such as NSE. Hommership in Kenya is very low
and housing demand is by far greater than its sugpiis wide gap which is further
escalated by rural-urban migration and populatilasion, presents a great opportunity
for real estate investors due to high demand fidemtial and commercial premises.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter describes the research design usisistudy, the population of the study,
sampling design (sample size and sampling techpiciega collection methods, data

analysis tools and techniques, and finally dataitgland reliability.

3.2 Research Design

This study used the descriptive research desigdegcriptive study is concerned with
finding out who, what, where, when, or how much ¢@er & Schindler, 2006). This

research is descriptive because it is concernel dviicussing investor psychology (the
‘what’) and its influence on decisions by invest@iise ‘who”) in real estate markets.
Both primary and secondary sources of data have leed in this research.

3.3 Population Of The Study

According to Mugenda and Mugenda (2003), a popaatefers to a complete set of
individuals, cases or objects with some common mbdde characteristics, which
differentiate it from other populations. The targepulation of this study is real estate
investors in Kenya. The accessible population of gudy consists of institutional real
estate investors whose offices are located withardbi CBD. This population consists

of 68 institutional real estate investors.

The accessible population of this study was obthinem information contained in the
latest (2012) Nairobi edition of the Kenya TelepdoBirectory, which enlists 80
institutional real estate investors whose offices lacated within Nairobi CBD. This

was expected to facilitate ease of access sinoenmaition contained in the records of the
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City Council of Nairobi (CCN) and other relevantdies may have out-dated physical
addresses and telephone contacts. CMA records lspe n@t currently expected to
generate reliable and comprehensive informationreat estate market players since
REITs and real estate property trading at the NSEerely at its conception stages.
Upon commencement of data collection, the reseancbticed that some institutional
real estate investors were no longer located witha buildings shown in the latest
(2012) Nairobi edition of the Kenya Telephone Diogg. Some were even no longer
within Nairobi CBD. This prompted an actual physieestablishment of those that are
currently within Nairobi CBD, and were found to B68. The study covered the whole
area enclosed by Tom Mboya Street, University WHwru Highway and Haile Selassie

Avenue.

3.4  Sampling Design

A sample is a sub-set of a particular populatiaamfling design encompasses sampling
technigue and sample size. This study used sinapi@éom sampling technique. This was
considered appropriate because the population efstidy was considered highly
homogeneous. The Slovin’'s formula (cited by Ellemas used to determine the
appropriate sample size of 40 respondents fromatizessible population of 68. The

formula is stated as follows:
n=N/(1+ Ne2)
wheren = Number of sample$y = Total population, and = Error tolerance

Source: Ellen, S. (http://www.ehow.com)

Slovin's formula allows a researcher to samplepibjigulation with a desired degree of

accuracy, and gives the researcher an idea of hoye Ihis sample size needs to be to
ensure a reasonable accuracy of results (Elleng ddnfidence level used by the

researcher was 90% implying 0.1 margin error. Thysapplying the formula with

population of 68, the sample size was obtainedi®As:

n=68/(1+68*0.1*0.1)=40
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35 Data Collection Methods

Data collection methods refer to the instrumenisdu® gather the required data from
respondents. In this research, data were colleagdg structured questionnaires to
facilitate ease of analysis. The questionnairesevaeiministered to respondents by the
researcher. The researcher endeavoured to booknéppats with senior managers to be
granted opportunity to administer the questionsaifEhe researcher was available to
clarify any issues on demand by respondents. Seades used in questionnaires to help
in facilitating the analysis of results obtainedttlare in form of measurements. Both

gualitative and quantitative data were gathereolutin questionnaires.

3.6 Data Analysis Tools And Techniques

Collected data were analyzed using statisticalst@mid have been presented by use of
tables and charts. Ms-Excel has been used to gertbeatables and charts. Frequencies

and percentages have been used to display resftiltsliogs.

An appropriate real estate investment model is tdbfsom Levitt and Syverson (2008).
The model was used in studying market distortiohemagents are better informed. Real
estate agents serve home-owners by selling prepeoin their behalf. But real estate
agents also own properties which they sell for thelmes. Being experts in the real estate
market, agents possess more superior informatian the property owners they serve,
and have been found to exploit their knowledgehrtown advantage rather than fully
benefiting home-owners. Agents strongly persuadadiowners to accept sales prices
which are much lower than what they themselves @vaglcept for their own properties

of equivalent value. The model is as follows:

Yhic = ﬂ*AGENT_OV\NEDht + Xhty+ KCt + ib"‘ €nt,

whereh, t, ¢, andb correspond respectively to house, year, city, ety block. The
dependent variablgis either a house’s logged sales price or dayw@marketXis the

full set of housing characteristics which includembers of rooms of different types,
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numbers of garage stalls and fire places, presehamenities like master baths, style of
the house, the home’s exterior, and written desonp of the homeK is city-specific
variation in annual pricegy is the fixed effects for each city block.

Source: Levitt & Syverson (2008)

Another model was developed by Case and Quigle91()l® determine the sale price of
real estate properties or rent per square fod.dkpressed as follows:
VE=f(xt)

where Vt represents the sale price of real estate propeftierent per square footy;
represents the physical and locational charadesistf the properties; and is a
representation of time. Thus according to the mashdes prices of real estate properties
(or rent per square foot) depend on the physicdl lanational characteristics of the
properties and time.

Source: Case and Quigley (1991)

A model can be developed showing that real estatkeh prices depend on investor
psychology as follows:
MPre= a OC+ fMA+ yFD +  AF + e HE+ ¢ RE + k

where MPre represents real estate market pric€€;, MA, FD, AF, HE and RE
correspond to Over-confidence, Mental Accountingnire Dependence, Affect, Herding
Effect and Representativeness respectively, whioh psychological factors that
influence investors in decision making, S, x, 6, ¢ and ¢ are the coefficients of the
various psychological factors which will be detemed in terms of the relative degree to
which they influence real estate investment deosiand market price&;is a constant
which is introduced into the model to hold constalhtother factors that determine real
estate investment decisions and market prices.

Source: Author (2012)
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The mean rating and regression for each psychabdgctor are calculated using the

formulae:

Xfx Ix
Mean= L = 2

zf zy
nixy - Xxxy

V{(nzx? -(2x)2) (nZy? - (Zy)2)}

Correlation coefficient (r) =

The regression equation is given gs: a + bx, wherey represents the market price of
real estate propertieg, represents the psychological factor under conaiaber, a is a

constant, whild is a coefficient of the psychological factor undensideration.

3.7 Data Validity And Reliability

Validity is the degree to which results obtainednir the analysis of data actually
represent the phenomenon under study, or in othledsy how accurately the data
obtained in the study represents the variableeektudy (Mugenda & Mugenda, 2003).
External validity of research findings refer to tth@ta’s ability to be generalized across
persons, settings and times while internal validifers to the ability of a research
instrument to measure what it is purported to meaglooper & Schindler, 2006). Pre-
testing of questionnaires was undertaken and it @ggblished that responses indeed

would generate accurate results as per the vasiatblhis study.

Reliability is a measure of the degree to whiclesearch instrument yields consistent
results or data after repeated trials (Mugenda &éhaa, 2003). Reliability is the degree
to which a measure supplies consistent resultsjsaachecessary contributor to validity,

though not a sufficient condition for validity (Coer & Schindler, 2006). The test-retest
technique of assessing reliability was used ingtusly. This involved verbally asking the

respondents some of the same questions adminigtetedm through the questionnaire,
SO as to receive verbal replies and compare thetn guestionnaire responses. The

verbal responses were found to be similar to thestjpnnaire responses.
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CHAPTER FOUR

DATA ANALYSIS AND PRESENTATION

4.1 Introduction

This chapter presents data on the findings ofrégsarch. Collected data are presented in
form of tables and figures to facilitate comparsomhe figures are in form of
charts/graphs. Explanations are also given on tmeats of tables and figures. The
accessible population of study was institutional restate investors whose offices are
located within Nairobi CBD, totaling 68. A samplee of 40 was selected through
simple random sampling. Out of these, 35 response® received representing a
response rate of 87.5%. It is the data obtainau fieese respondents that is analysed and

presented.

4.2 Overconfidence In Real Estate Investment Deoims And Market Prices

Indeed, overconfidence has been established frasnsthdy to be the greatest factor
influencing real estate investment decisions andketgprices. Confidence, knowledge
and experience was the highest rated factor reggerfer real estate investors’ success

in making investment decisions, scoring a meamgadf 4.3143 from a scale of 1 to 5.

Table 1: Factors Responsible For Respondents’ Invesent Success

Mean of . :
Factor respondents’ RENLATE (s
: to lowest)
ratings
Your confidence, knowledge & experience 4.3143 1
Right advice from friends and relatives 2.7714 4
Professional advice from investment expert 3.9429 2
Good market performance 3.8857 3
Adequate government support 1.8000 5

Source: Author (2012)
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Concerning the factors responsible for their wrongestment decisions, respondents did
not readily attribute it to their own mistakes bather blamed it on external factors such
as poor market performance (ranked highest witreamof 3.0857) followed by lack of

government support (mean of 3.0571). The investngi mistakes came third (mean of

2.9429), followed by inadequate information/advicam experts (mean of 2.7714) and

lastly, incorrect advice from friends and relatiyesean of 2.3429).

Table 2: Factors Responsible For Respondents’ Wronigvestment Decisions

Mean of . :
Factor respi?]dgnts’ RENLIUY (g s

ratings to lowest)

Your own mistakes 2.9429 3

Incorrect advice from friends and relatives 2.3429 5

Inadequate information/advice from experts 2.7714 4

Poor market performance 3.0857 1

Lack of government support 3.0571 2

Source: Author (2012)

What is more interesting is that respondents gatengs of opinions on factors

responsible for wrong investment decisions of mgjaf real estate investors that were
quite different from the factors they themselved hiied. Own mistakes of the majority
of real estate investors ranked highest (with amuda3.4571), followed by inadequate
information/advice from experts (mean of 3.2571)pmpmarket performance (mean of
3.2286), lack of government support (mean of 3.2008ile incorrect advice from

friends and relatives ranked lowest (mean of 2.8008is comparison shows that the
respondents were highly overconfident about thewestment prudence and that they

make better investment decisions than their peers.
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Table 3: Factors Responsible For Wrong Investment Ecisions Of Majority Of

Real Estate Investors

Mean of . :
respondents’ Ranking (highest
: to lowest)
ratings
Their own mistakes 3.4571 1
Incorrect advice from friends and relatives 2.8000 5
Inadequate information/advice from experts 3.2571 2
Poor market performance 3.2286 3
Lack of government support 3.2000 4

Source: Author (2012)

Respondents also manifested overconfidence abdwttter future by showing their
willingness to continue investing in lands and dmgs even when it is unprofitable with
the hope of future improvements in profits. Thoskirg to do so were 28 (80%) against
7 (20%) who would be unwilling.

Table 4: Influence Of The Hope For a Better Future

Choice \ Frequency Percentage \
YES 28 80%
NO 7 20%
TOTAL 35 100%

Source: Author (2012)
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Figure 1: Influence Of The Hope For a Better Future
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Source: Author (2012)

In terms of importance, overconfidence (shown imfaf confidence, knowledge al
experience) ranked highest according to respondextiisgs with a mean of 4.4857 or
scale of 1 to 5, with 1 being least importance &ntbeing very great importar.
Overconfidence about future expectations of reshtesproperties price hikes wot
propel investors to buy and hold the propertieasado sell them later at high prices
many investors seek to buy the properties, thi lkligmand would push mar prices
upwards even beyond their real values. This woeddl Ito possible crashes and bub

in the future.

Table 5: Importance Of Overconfidence In Real Estate

Rating Frequency Percentage
1 0 0%
2 1 3%
3 3 9%
4 9 26%
5 22 63%
15 35 100%

Source: Author (2012)
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Figure 2: Importance Of Overconfidence In Real Estate
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Source: Author (2012)

The mean ratingor overconfidence is 4.4857 from a scale ratingloto 5. The
regression coefficient is 0.9052, plying that real estate market prices are posii
correlated with overconfidence. Upon computatidre tegression equation is found
be: y = 8.6 + 5.2x, where y represents real estate markiee @nd x represen

overconfidence.

Table 6: Mean AndRegressiol Of Overconfidence In Real Estate

X y x"2 yN2 Xy
1 0 1 0 0
2 1 4 1 2
3 3 9 9 9
4 9 16 81 36
5 22 25 484 110
15 35 55 575 157

Mean rating  4.485"

a -8.6

b 5.2

r 0.905:

y =-8.6 + 5.2x



Source: Author (2012)

4.3 Mental Accounting In Real Estate Investment Dasions And Market
Prices

The influence of mental accounting on respondemri’ estate investment decisions was
displayed through only 6 (17%) of the respondehtssing the option of accounting for
losses and profits accruing from buildings togetepone combination while the majority
(29 respondents, comprising 83%) chose the optioacoounting for each building
separately. This confirms that the investors maingaseparate mental account for each
real estate property they acquire, and use thehpsec price as the yardstick against

which to measure gains or losses on the property.

Table 7: Influence Of Mental Accounting In Real Esate Market

Decision Frequency \ Percentage

(a) Account for both buildings together as one coraion 6 17%
(b) Account for each building separately 29 83%
Total 35 100%

Source: Author (2012)

In terms of importance, mental accounting rankedtfoout of six with a mean rating of
4.0571 based on a scale of 1 (least importancé) ¢eery great importance). Mental
accounting would make investors to have the disioosio sell the properties which have
risen in price and hold on to those that have failtevalue. Real estate properties whose
market prices have risen in value could rise furthehe future. This would cause regret
on investors who sold them for having sold too KlyicLikewise, there is a possibility
that properties whose market prices have fallemaine could fall further in the future.
This would cause regret on investors who have &egtolding such properties.
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Table 8: Importance Of Mental Accounting In Real Estate

Rating Frequency Percentage
1 2 6%
2 0 0%
3 6 17%
4 13 37%
5 14 40%
15 35 100%

Source: Author (2012)

Figure 3: Importance Of Mental Accounting In Real Estat
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The mean rating for mental accounting is 4.057Infra scale rating of 1 to 5. TI
regression coefficient is 0.90, implying that real estate arket prices are positive
correlated with mental accounting. Upon computatiba regression equation is founc
be: y = 4.1 + 3.7x, where y represents real estate markst pnd x represents men

accounting.
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Table 9: Mean And Regression Of Mental Accountingnl Real Estate

X y X2 yn2 Xy
1 2 1 4 2
2 0 4 0 0
3 6 9 36 18
4 13 16 169 52
5 14 25 196 70
15 35 55 405 142

Mean rating 4.0571

a 4.1

b 3.7

r 0.9250

y=-4.1+ 3.7X

Source: Author (2012)

4.4 Frame Dependence In Real Estate Investment Dgions And Market Prices

The influence of frame dependence based on losssiasewas prevalent among the
respondents. Only 4 respondents, representing hib¥ewption 1, of acquiring property
that has a 20% possibility of making loss while thejority (31 respondents,
representing 89%) chose option 2, of acquiring ergpthat has a 40% possibility of
making profit. Rationality would require the chad® be the reverse. This is because the
property with 20% possibility of making loss actyahas 80% possibility of profit
assuming 0.5 chance of profit and 0.5 chance . |ddso, the property with 40%
possibility of making profit actually has 60% pdsbiy of loss assuming 0.5 chance of
profit and 0.5 chance of loss. Clearly, 80% pos$isybof profit (option 1) is rationally
better than 40% possibility of making profit (opti@). Also, 20% possibility of loss
(option 1) is rationally better than 60% possikilif loss (option 2).
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Table 10: Influence Of Framing Effects On Purchas®ecision

Decision

Frequency \ Percentage\

(a) Acquiring Property that has a 20% possibilitynaking
Loss 4 11%
(b) Acquiring Property that has a 40% possibilityraking
Profit 31 89%
Total 35 100%

Source: Author (2012)

Frame dependence ranked second out of six in tefingportance with a mean rating of
4.3429 on a scale of 1 to 5 (least importance tatgst importance). Real estate
properties whose advertisements have been framiedns of gains even though chances
of loss are higher, would attract many investor® wdould end up losing if the features
and prices have been exaggerated. Loss aversiold weuin if framing is done in terms
of loss, possibly because some parties with vestedests would want to discourage

prospective buyers intending to be the ones toh@s® prime properties at low prices.

Table 11: Importance Of Frame Dependence In Real Este

Rating Frequency Percentage
1 0 0%
2 0 0%
3 6 17%
4 11 31%
5 18 51%
15 35 100%

Source: Author (2012)
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Figure 4: Importance Of Frame Dependence In RecEstate
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The mean rating for frame dependence is 4.3429 faostale rating of 1 to 5. Tl
regression coefficient is 0.9675, ilying that real estate market prices are positi
correlated with frame dependence. Upon computatienregression equation is founc
be: y = 7.1 + 4.7x, where y represents real estate market pnd x represents frar

dependence.

Table 12: MeanAnd Regressiol Of Frame Dependencédn Real Estate

X y x"2 yN2 Xy
1 0 1 0 0
2 0 4 0 0
3 6 9 36 18
4 11 16 121 44
5 18 25 324 90
15 35 55 481 152

Mean rating  4.342¢

a -7.1

b 4.7

r 0.967¢

y=-71+4.7x



Source: Author (2012)

45 Affect In Real Estate Investment Decisions Aniarket Prices

The influence of affect was displayed by respongl@mtvarious ways such as degree of
willingness to sell land depending on how it waguaed, purchasing on the basis of
attractiveness of site, shape and features, amdylde dislike of the location’s name. The
respondents’ willingness to sell land won througbnpotional lotteries ranked highest
(with a mean of 3.4286) followed by willingnessgell land personally bought by them
(mean of 3.3429). Willingness to sell inheriteddaanked lowest (mean of 1.6286). This
shows that how property was acquired determinesléigeee of willingness to sell. Very
few people showed a willingness to sell inheritaddl. Investors who have acquired
lands/buildings through promotional lottery winngngvould most likely sell them at
throw away prices since they did not sweat to obtiaém. Unwillingness to sell inherited
lands/buildings would require prospective buyerpay substantial amounts to convince

their owners to soften their stand and agree to sel

Table 13: Willingness To Sell Land On The Basis Gflow It Was Acquired

Mean of . .
Decision respo_ndents’ Rarllélrllgv\fgg)h est
ratings
Sell inherited land 1.6286 3
Sell land you have personally bought 3.3429 2
Sell land won through promotional lotteries 3.4286 1

Source: Author (2012)
A great majority of respondents (32, representiagoP agreed that they would make

decision on buying of lands and buildings basedatiractiveness of site, shape and

features. Only 3, representing 9% were of the eoyptopinion.
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Table 14:Influence Of Attractiveness Of Site, Shape And Feates On Purchas:

Decision
Choice Frequency Percentage \
YES 32 91%
NO 3 9%
TOTAL 35 100%

Source: Author (2012)

Figure 5: Influence Of Attractiveness Of Site, Shape And Feates On Purchas:
Decision
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Source: Author (2012)

Regarding location’s name, 17 respondents who itotest49% preferre buying
land/buildng at a location with a name they | while none would be willing to bt
land/building at a location with a name they ddike. The other 18 responden
constituting 51% would give the two options equalght. Affect in the form of liking ol
a locaton’s name would push up prices of lands and bugklineyond their real value
while dislike for a location’s name would lead tectine in prices below their real valu
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Table 15: Influence Of Location’s Name On Purchas®ecision

Decision Frequency Percentage

(a) Buying Land/building at a location with a nayw like 17 49%
(b) Buying Land/building at a location with a nage don't

like 0 0%
(c) Giving the two options (a) and (b) equal weight 18 51%

Total 35 100%

Source: Author (2012)

Importance of affect as a factor in determiningl restate investment decisions and
market prices was the least rated by the resposdposition 6) with a mean rating of
3.0000 on a scale of 1 (least importance) to 5atgst importance).

Table 16: Importance Of Affect In Real Estate

Rating Frequency Percentage
1 8 23%
2 6 17%
3 6 17%
4 8 23%
5 7 20%
15 35 100%

Source: Author (2012)



Figure 6: Importance Of Affect In Real Estate
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The mean rating for affect is 3.0000 from a scatng of 1 to 5. The regressi
coefficient is 0, implying that real estate margates arenot correlated with affe from

the findings of the responses of this si. Upon computatiorthe regression equation

found to be: y = 7, where y represents real estatiéxet price

Table 17:Mean And Regression O Affect In Real Estate

X y x"2 yh2
1 8 1 64 8
2 6 4 36 12
3 6 9 36 18
4 8 16 64 32
5 7 25 49 35
15 35 55 249 105

Mean rating  3.000(

a 7

b 0

r 0

y=7

Source: Author (2012)
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4.6 Herding In Real Estate Investment Decisions And Market Price

The influence of herding in real estate was demmatest by a greater number
respondents (23 representing €) agreeing that indeed even institutional real te:
investors follow popular majority opinions when rirakdecisions on buying and selli
of lands while only 12, representing 34% disagrétztding to buy real estate propert
would increase demand is leading to escalation in prices. Herding to ealithe othe
hand, would reduce demand thus leading to falficeg

Table 18:Influence of Popular Majority Opinions On Instituti onal Real Estatt

Investors
Choice Frequency Percentage
YES 23 66%
NO 12 34%
TOTAL 35 100%

Source: Author (2012)

Figure 7: Influence of Popular Majority Opinions on Instituti onal Real Estatt
Investors
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Source: Author (2012)



In terms of importance in determining realtate investment decisions and pric
herding occupied the second last position (posifioout of 6), with a mean rating
3.8286 on a scale of 1 tc

Table 19:Importance Of Herding In Real Estate

Rating Frequency Percentage
1 2 6%
2 3 9%
3 8 23%
4 8 23%
5 14 40%
15 35 100%

Source: Author (2012)

Figure 8: Importance Of Herding In Real Estate
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The mean rating for herding is 3.8286 from a scaleng of 1 to 5. The regressi
coefficient is 0.9561, implyinchat real estate market prices are positively cateel with



herding. Upon computation, the regression equasidound to be: y = -1.7 + 2.9x, where

y represents real estate market price and x repiebkerding.

Table 20: Mean And Regression Of Herding In Real Hate

X y
1 2 1 4 2
2 3 4 9 6
3 8 9 64 24
4 8 16 64 32
5 14 25 196 70
15 35 55 337 134
Mean rating 3.8286
a -1.7
b 2.9
r 0.9561
y=-1.7 + 2.9x

Source: Author (2012)

4.7 Representativeness In Real Estate InvestmeneBisions And Market

Prices

Representativeness was demonstrated in various. wagsigh influence of current and
past events on future prices of real estate prgserthe level of safety of bank deposits
depending on the popularity of bank managers; #grek of willingness to purchase
properties based on familiarity with the sellerddhe proximity of real estate properties
to the buyer’s locality. An analysis of the respents answers showed that events
happening currently have the greatest chance efrrdéeting future prices of lands and
buildings (with a mean of 4.3143) followed by ewetitat happened 10 years ago (mean
of 2.6000) and finally by events that happened 28ry ago (mean of 2.1429). Thus
current events were considered more relevant tlzt @vents, in determining future

prices of real estate properties.
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Table 21: Influence OfCurrent and Past Events on Future Prices

Mean of . :
Decisior respondents’ RENLIY () s
: to lowest)
ratings
Events happening curren 4.3143 1
Events that happened 10 years 2.6000 2
Events that happened 20 years 2.1429 3

Source: Author (2012)

On their opinions of whether banks with well knowmanagers are safer to ke
investment money in, 20 respondents equivalent 4% Sgreed wile the rest (15,

equivalent to 43%) disagree

Table 22: Influence Of Popularity Of Bank Managers

Choice Frequency Percentage
YES 20 57%
NO 15 43%
TOTAL 35 100%

Source: Author (2012)

Figure 9: Influence Of Popularity Of Bank Managers
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Source: Author (2012)

Most respondents chose the option of buying lanfdfimg from a person/firm they are
familiar with (19 respondents, constituting 54%\il only 1 respondent, constituting
3% preferred buying land/building from a personfifinew to them. The remaining 15

respondents, constituting 43% would give the twboms equal weight.

Table 23: Influence Of Familiarity Of Seller On Purchase Decision

Decision Frequency Percentage\
(a) Buying Land/building from a person/firm you daeniliar
with 19 54%
(b) Buying Land/building from a person/firm newytou 1 3%
(c) Giving the two options (a) and (b) equal weight 15 43%
Total 35  100% |

Source: Author (2012)

Ten respondents (constituting 29%) gave prefereéndeuying land/building near their
home town, 6 respondents (constituting 17%) optedbtiying land/building in a town
far away from their home town while the majority9(tespondents, constituting 54%)
gave the two options equal weight. In terms of ingnace, representativeness was ranked
third out of six with a mean rating of 4.3143 basad scale of 1 to 5.

Table 24: Influence Of Proximity Of Property On Purchase Decision

Decision Frequency Percentage\
(a) Buying Land/building near your home town 10 29%
(b) Buying Land/building in a town far away fromuwmo
home town 6 17%
(c) Giving the two options (a) and (b) equal weight 19 54%
Total 35  100% |

Source: Author (2012)



Rationally, current and past events may merelyamelam implying that projection of
their effect on future prices could be highly ina@te. Future events could be totally
different from current and past events, thus infaieg real estate property prices in an
unpredictable manner. Keeping money in banks whtemsagers are popular is irrational.
Rationally, purchasing lands/buildings near onemmb town or far is irrelevant.
However, the place preferred by many investors woulcrease demand and
consequently, market prices while neglected plagesld have low demand and thus
fetch lower prices, even though fundamentals waeldh favour of the contrary.

The rating by respondents, of the importance ofltbkef that current and recent past
events have a greater chance of determining fyitices of real estate properties, than
events that happened long time ago resulted inanmeaging of 4.3143 based on a scale
of 1to 5.

Table 25: Importance Of Representativeness In Redlstate

Rating Frequency Percentage
1 1 3%
2 0 0%
3 5 14%
4 10 29%
5 19 54%
15 35 100%

Source: Author (2012)
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Figure 10: Importance Of Representativeness In Real Esta
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The mean rating for representativeness is 4.31d8) fa scale rating of 1 to 5. T
regression coefficient is 0.9351, implying thatlreatde market prices are positive
correlated with representativeness. Upon computatiee regression equation is founc
be: y = -6.8 + 4.6xwhere y represents real estate market price amdpresent

representativeness.
Table 26: Mean And Regressiol Of Representativeness In Real Esta
X y x"2 yh2
1 1 1 1 1
2 0 4 0 0
3 5 9 25 15
4 10 16 100 40
5 19 25 361 95
15 35 55 487 151
Mean rating  4.314:
a -6.8
b 4.6
r 0.935:

45




y =-6.8 + 4.6x

Source: Author (2012)

4.8 Prospect Theory And Disposition Effect Theoryn Real Estate Markets

The prospect of making loss seems to be avoide@dlyestate investors at all cost. The
mention of the word loss made investors avoid afoonpvhich was framed in form of
loss even though it actually had a greater podyibdf profits. Majority of the
respondents instead chose the option which wasefitamform of profits even though it
actually had a greater possibility of loss. Onlye4épondents, representing 11% chose
option 1, of acquiring property that has a 20% sy of making loss while the
majority (31 respondents, representing 89%) chgamm 2, of acquiring property that

has a 40% possibility of making profit. This ismgesy of irrational behaviour.

The disposition to sell real estate properties atdit and avoid selling at a loss was
prevalent among respondents. The majority of redpots (26 representing 74%)
expressed their willingness to sell land whose migokice has risen by 30% while only 9
respondents (equivalent to 26%) would be willings&dl land whose market price has
fallen by 20%. Fear of selling at a loss couldgegreal estate investors to hold on to
their properties whose prices could even fall fertthus causing more pain. Disposition
to sell real estate properties that have risenainescould also lead to unpleasantness if

after selling, the prices rise further. Investormd regret for having sold too fast.

Table 27: Influence Of Market Price Changes On Wilingness To Sell

Decision Frequency \ Percentage

(a) Land whose market price has risen by 30% 26 74%
(b) Land whose market price has fallen by 20% 9 26%
Total 35 100%

Source: Author (2012)
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4.9 Rankings Of Importance Of Psychological Factors

Investor psychology, which manifests through inwesit behaviour that deviates from
rationality, is evident among real estate investm$ias been established in this study. In
terms of the order of their importance in determgnieal estate investment decisions and
prices from most important to least important, gsychological factors are ranked as
follows: overconfidence (mean of 4.4857), frame afgfence (mean of 4.3429),
representativeness (mean of 4.3143), mental adogufmean of 4.0571), herding (mean
of 3.8286) and affect (mean of 3.0000).

Table 28: Rankings Of Importance Of Psychological &ctors

Factor ‘ Mean Ranking
Overconfidence 4.4857 1
Mental accounting 4.0571 4
Frame dependence 4.3429 2
Affect 3.0000 6
Herding 3.8286 5
Representativeness 4.3143 3

Source: Author (2012)
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Figure 11: Rankings Of Importance Of Psychological Factor
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CHAPTER FIVE

SUMMARY AND INTERPRETATION OF FINDINGS

5.1 Summary

This section is a summary of the influence of iteegsychology on real estate
investment decisions and market prices, based enctiiected data as analysed and
presented in chapter 4 of this research. In sumrwany, investor psychology has been
indeed established in this study, to play a mayte m influencing real estate investors in
their investment decisions, and consequently alflaancing real estate market prices.
Psychological factors such as overconfidence, raadeounting, frame dependence,
affect, herding and representativeness, all infteereal estate investment decisions and
market prices but in varying degrees. Ranked imgeof the extent of their influence
from the most important to the least important as the findings of this research, the
order is as follows: overconfidence, frame dependgrrepresentativeness, mental

accounting, herding and affect.

Respondents were also found to possess loss avdrgiavoiding prospects that were
framed in form of losses even though such opticrss@ssed greater chances of making
gains, and instead choosing options which were dchim form of profit even though
greater chances of losses were possible in susbnsptThus, the prospect theory was
prevalent. The disposition to sell winners and riolgers (disposition effect) was also
evident among respondents. Respondents displageeias willingness to sell real estate
properties that had risen in value, while holdimg@ those whose prices had fallen.

5.2 Conclusion

Investor psychology, which manifests through inresit behaviour that deviates from

rationality, is evident among real estate investgshas been established in this study.
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The effect of psychological influences is that resfate investors would not always be
guided by rationality in making investment decisiand that market prices would not
always be governed by the real intrinsic valueseal estate properties. Psychological
factors would lead to shifts in supply and demad] thus lead to market price changes
that deviate from fundamental values. Mis-pricifigsth over-pricing and under-pricing)

of real estate properties would result from psyopigial influences.

The findings of this study are in agreement witbsth of Nyaribo (2010) who found out
that psychological influences were prevalent am8MEs entrepreneurs. The study also
agrees with Odean (1999) that investors are oftemconfident about their abilities and
the precision of their knowledge. Real estate itorgswere found in this study to portray
frame dependence based on loss aversion by shanong willingness to sell land won
through promotional lotteries than personally pasgd land, and than inherited land.
This finding concurs with Jordan and Miller (20QBat people are more willing to take
risks with money won through lottery than with mgribey have personally come with

from home.

This research showed evidence of mental accoumtingal estate, through investors

wishing to account for gains and losses on eacpeautp separately instead of accounting
for them as one combination. This confirms findilbysShefrin and Statman (1985) that
investors separate decisions that should pringifedicombined. Shiller and Case (1988)
found prevalence of disposition effect among homngebs, that they were more eager to
sell at a profit than at a loss. This study has alsme up with similar findings that real

estate investors would be more willing to sell @ies that have risen in value and keep
those whose prices have fallen expecting theireprim improve in future when they

would sell them at a profit. This finding is also ¢concord with the disposition effect

theory by Shefrin and Statman (1984), and prosphesdry by Tversky and Kahneman

(1979). Affect was relatively less prevalent amoegl estate investors according to the
findings of this study.
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5.3 Policy Recommendations

From the findings of this study, it is recommendbdt psychological factors be taken
into consideration when setting prices of real tespaoperties. Apart from considering
only the fundamentals, real estate property deabmuld endeavour to find out the
perceptions of prospective clients and the padicpkychological factors that are likely
to strongly influence the clients’ decisions to baynd/or sell their properties.
Fundamentalists can take advantage of any misAgsciPolicy makers need to be aware
that it is not only fundamentals such as locatidnreal estate properties, type of
construction materials, type of building designget of surrounding neighbourhood,
accessibility to amenities and services etc. thiiience decision to invest in lands and
buildings, and that influence market prices of resthte properties. Real estate investors
are also influenced by their psychological composg in their perceptions and
investment decisions, which in turn impacts on reakices. Psychological influences

make real estate investors to at times make desisiat contradict rationality.

5.4 Limitations Of The Study

A major challenge encountered during this researa$ that some respondents were not
co-operative while others had tight work scheduldge researcher took time to explain
the importance of the research and assured theorrdepts that it was purely for
academic purposes, and information provided woulel teated with utmost
confidentiality. The researcher distributed the sgiomnaires to respondents and gave
them sufficient time to fill, making some agreemeuth them on when to collect the

filled questionnaires.

Another limitation that was faced by the researchas that some real estate agents,
valuers and developers whose offices were locaiddnaNairobi CBD according to the
latest (2012) official Nairobi edition of the Kenyelephone Directory, could not be
physically traced. Also, other real estate agerdkjers and developers not appearing in

the 2012 official Nairobi edition of the Kenya Tplone Directory were physically
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identified within Nairobi CBD. The researcher reastituted a new list of real estate
agents, valuers and developers based on thosecpltysdentified within Nairobi CBD,

from which a sample was obtained.

5.5 Suggestions For Further Studies

A similar study is recommended to be undertakea dhifferent locality in Kenya or even
in another country so as to compare the findingh wiose of this research. As noted in
this study, the Kenyan Capital Markets AuthorityM&) is in the process of establishing
Real Estate Investment Trusts (REITS). This wikilge real estate investors who cannot
afford whole complete lands and buildings to owmtipas through shareholding. Also,
trading in real estate properties at the NSE wié bnhanced through REITs.
Establishment of REITs is currently at the conamptstage. The legal framework is
being developed before REITs become operationag fEsearcher recommends that
future researchers conduct similar studies with estéate investors operating through
REITs as the respondents.
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APPENDIX Il

LIST OF INSTITUTIONAL REAL ESTATE INVESTORS WITHIN
NAIROBI CBD

Adasca Agencies

Rehema Hse, 3rd FIr, Kaunda St, Nairobi
Archvillas Agencies

Lakhamshi Hse, 4th Flir, Biashara St, Nairobi
Afriland Agencies

Nanak Hse, 3rd FlIr, 305 Kimathi St, Nairobi
Ardhiworth (Real Estate) Ltd

Maendeleo Hse, 3rd Flr, Monrovia St, Nairobi
Breakthrough Services Ltd

Agip Hse, 5th FIr, Haile Selassie Ave, Nairobi
Capital Valuers

Bruce Hse, 8th FIr, Standard St, Nairobi

Casas Ltd

| & M Building, 1st Flr, Kenyatta Ave, Nairobi
Claytown Valuers

Consolidated Bank Hse, 2nd FlIr, 202 Koinange Sirdida
Cornerstone Real Estate Ltd

View Park Tws, 10th Flr, University Way, Nairobi
Crystal Valuers Ltd

Bruce Hse, 4th FIr, Standard St, Nairobi

Daykio Plantations Ltd

Hughes Bldg, 4th FIr Muindi St, Nairobi

Derby Registrars Ltd

Laptrust Hse, 3rd Flr, Haile Selassie Ave, Nairobi
Ebony Estates Ltd

Hughes Bldg, 2nd Flr, Kenyatta Ave, Nairobi



Exotic Homes Properties Ltd

Ukulima Co-operative, 10th Flr, Parliament Rd, air
Flash Development Planners Ltd

Bruce Hse, 10th Flr, Standard St, Nairobi
Gembug Commercial Agencies

Kimathi Hse, 5th Flr, Kimathi St, Nairobi
Gemini Shelters Properties

Maendeleo Hse, 3rd FIr, Monrovia St, Nairobi
Greenplots Properties

Maendeleo Hse, 2nd Flr, Monrovia St, Nairobi
Habitat Realtors International Ltd

Rehema Hse, 5th FIr, Standard St, Nairobi
Hectares and Associates

Hughes Bldg, 5th Flr, Kenyatta Ave, Nairobi
Homexperts Ltd

Stanbank Hse, 2nd Flr, Moi Ave, Nairobi
Horeria & Co

Standard Bldg, 4th Flr, Standard St, Nairobi
Joyland Estate Agent

Olympic Hse, 3rd FIr, Koinange St, Nairobi
Kaiwi Agencies Ltd

Caxtin Hse, Koinange St, Nairobi

Kinyua Koech Ltd

Kencom Hse, 1st Flr, Moi Ave, Nairobi
Lamka Properties Ltd

Nanak Hse, Kimathi St, Nairobi

Le Buneei Diversity Ltd

Maendeleo Hse, 3rd FIr, Monrovia St, Nairobi
Lifestyle Apartments Ltd

Chai Hse, 3rd FlIr, Koinange St, Nairobi



Maestro Properties Limited

Maendeleo Hse, 8th FIr, Monrovia St, Nairobi
Mamuka Valuers Management Ltd

Ruprani Hse, 3 Fir, Moktar Daddah Street
Manclen Management Ltd

Hughes Bldg, 4th Flr, Kenyatta Ave, Nairobi
Masterways Properties Ltd

Old Mutual BId, 2nd Flr, Kimathi St, Nairobi
Metrocosmo Ltd

Hughes Bldg, 7th Flr, Kenyatta Ave, Nairobi
Mosica Properties Ltd

Electricity Hse, Harambee Ave, Nairobi
Muigai Commercial Agencies Ltd

Posta Sacco Plaza, University Way, Nairobi
Muntana Estate Agents

Prudential Bldg, 7th FIr, Wabera St, Nairobi
Mutirithia Wa Andu Co Ltd

Kimathi Hse, 2nd FlIr, Kimathi St, Nairobi

N W Realite Ltd

Lonrho Hse, 9th FIr, Standard St, Nairobi
Ndatani Enterprises Co Ltd

Afya Centre, 10th Flr, Tom Mboya St, Nairobi
Neat Properties Ltd

Travel Hse,Opp City Hall, 5th FIr, Nairobi
Ngarish Homes Properties Ltd

Kimathi Hse, &' Flr, 505, Kimathi Street
Ninjah Enterprises

Kenya Hse, 2nd Flr, Koinange St, Nairobi
Njihia Muoka Rashid Co. Ltd

Hughes Bldg, 7th FIr, Kenyatta Ave, Nairobi



Noskcid (Africa) Asset Management Ltd

Bruce Hse,South Wing, 8th Flr, Standard St, Nairobi
Nouvetti Realtors Ltd

Agip Hse, 4th Flr, B444/446, Haile Selassie Aveirblai
Nyumba-Link Ltd

Trans National Plaza, 5th Flr, Mama Ngina St, Nairo
Omega Commercial Services Ltd

City Hall Annexe, 8th Fir, 3 Muindi Mbingu St, Naibi
Pelly Properties & General Services

Badru Hse, 1st FIr, Moi Ave, Nairobi

Propensity Properties & Consultants

N H C Hse, 2nd FIr, Harambee Ave, Nairobi
Property Express Ltd

Mercantile Hse, 2nd FlIr, 210 Koinange St, Nairobi
Proxima Limited

Hughes Bldg, 5th FIr, Kenyatta Ave, Nairobi
Prudential Valuers Ltd

Maendeleo Hse, 2nd Flr, 11B Monrovia St, Nairobi
Real Appraisal Limited

Transnational Plaza, 3rd Flr, 331 Mama Ngina Strdtia
Realtor Guru Ltd

Electricity Hse, 9th FlIr, Harambee Ave, Nairobi
Receng Agencies Ltd

Town Hse, 9th Flr, Kaunda St, Nairobi

Samro Properties Ltd

Kenbanco Hse, 4th, Ext 2 Flr, Haile Selassie Avaiydbi
Scheme Developers Limited

Electricity Hse, 13th FlIr, Harambee Ave, Nairobi
Seb Estates Ltd

Anniversary Towers, 14th Flr, University Way, Ndiro

Vi



Sedco Consultants Ltd

Maendeleo Hse, 9th Flir, Loita St, Nairobi

Shelter Point Developments Limited

Nacico Chambers, 3rd Flr, Moi Ave, Nairobi
Stanbic Enterprices Co Ltd

Development Hse, 2nd FlIr, Moi Ave, Nairobi
Sunland Real Estates

Salama Hse, 1st Flr, Mama Ngina St, Nairobi
Teeline Properties Ltd

Mercantile Hse, 1st Flr, 120 Koinange St, Nairobi
Toco Properties

Kimathi Hse, & Flr, Kimathi Street

Toprank Holdings Ltd

Caxton Hse, 3rd FIr, Rm 3B Koinange St, Nairobi
Traca Management Services Ltd

Rattansi Educational Trust Bldg, 2nd FiIr, Rm D28riamge/Monrovia St, Nairobi
Urban Properties Consultants & Developers Ltd
Kimathi Hse, 2 FIr, Kimathi Street

Wainaina Real Estates Ltd

Hughes Bldg, 1st Fir, Kenyatta Ave, Nairobi

TOTAL =68
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APPENDIX IV

QUESTIONNAIRE

Kindly take a few minutes to respond to this questinnaire. Information supplied is
purely for academic research purposes and will be reéated with utmost

confidentiality.

For question 1 to 5, indicate your opinion by ratirg the factors shown using a scale

of 1 to 5 whereby 1 represents very small extent drb represents very great extent.

1 Indicate your opinion by ticking the extent to whithe factors listed below have

been responsible for your success in making investrecisions

11 2| 3] 4] 5

Your confidence, knowledge &
experience

Right advice from friends and
relatives

Professional advice from investment
experts

Good market performance
Adequate government support

2 Indicate your opinion by ticking the extent to whithe factors listed below have

been responsible for your past wrong investmensaets

11 23] 4] 5

Your own mistakes

Incorrect advice from friends and
relatives

Inadequate information/advice
from experts

Poor market performance
Lack of government support
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Indicate your opinion by ticking the extent to whithe factors listed below have
been responsible for past wrong investment degsiémajority of the real estate

investors you know about

Their own mistakes

Incorrect advice from friends and
relatives

Inadequate information/advice
from experts

Poor market performance

Lack of government support

Indicate your opinion by ticking the extent to whiigou would be willing to do

the following

Sell inherited land

Sell land you have personally
bought

=2

Sell land won through promotion
lotteries

Indicate your opinion by ticking the extent to whigou think the following

events would affect future prices of lands anddings

1 /2] 3] 4] 5

Events happening currently

Events that happened 10 years ago

Events that happened 20 years ago

In your opinion, do institutional real estate inwes follow popular majority
opinions when making decisions to buy or sell laadd buildings? (Tick one

option)

YES No [ ]




7 Indicate your opinion by ticking Yes or No, agaireach of the following

statements regarding your real estate investments

Decision YES NO

Will continue investing in lands & buildings evernan
it is unprofitable with the hope of future improvents
in profits

Will buy lands and buildings based on attractivenas
site, shape & features

Banks with well known managers are safer to keep
investment money in than banks whose managers are
not well known

8 Which option would you choose from the following2ak one option)

(a) Buying Land/building from a person/firm you daeniliar with
(b) Buying Land/building from a person/firm newytou
(c) Giving the two options (a) and (b) equal weight

9 Which option would you choose from the following2ck one option)

(a) Buying Land/building near your home town
(b) Buying Land/building in a town far away fromwohome town
(c) Giving the two options (a) and (b) equal weight

10 Which option would you choose from the followind2dk one option)

(a) Buying Land/building at a location with a nagywa like
(b) Buying Land/building at a location with a nagau don't like
(c) Giving the two options (a) and (b) equal weight

11 Which option would you choose from the following?dk one option)

(a) Acquiring Property that has a 20% possibilitynaking Loss
(b) Acquiring Property that has a 40% possibilityraking Profit




12 You have purchased two pieces of land. The manket pf one has risen by 30%
while the other has fallen by 20%. Which of the twauld you be willing to sell?
(Tick one option)

(a) Land whose market price has risen by 30%
(b) Land whose market price has fallen by 20%

13 You have purchased two buildings. The market pat®ne has risen by 40%
while the other has fallen by 30%. Which of the tways would you account for

them? (Tick one option)

(a) Account for both buildings together as one coraton
(b) Account for each building separately

For question 14 to 19, indicate your opinion by rahg the importance of the
factors shown using a scale of 1 to 5 whereby 1 negsents least importance and 5

represents very great importance.

14 Importance of high level of confidence, knowledgel &xperience in real estate

investment business

1 2 3 4 5

15 Importance of accounting for profits or losses verg land or building separately

rather than accounting for all real estate investsias one combination

1 2 3 4 5

16 Importance of avoiding to sell real estate propertit a loss but instead holding
them expecting to sell in future at a profit

1 2 3 4 5
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17 Importance of purchasing lands and buildings onkasis of attractiveness and

liking of location's name

1 2 3 4 5

18 Importance of buying lands and buildings in plaéagoured by majority of

persons

1 2 3 4 5

19 Importance of current and recent past events hawangreater chance of
determining future prices of real estate propertiezn events that happened long
time ago

1 2 3 4 5
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