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ABSTRACT

All over the world, how mortgages are financed iooat efficient way has increasingly
concerned banking regulators and policymakers adgange costs have played a very
important role in improving a national economy, lgyaof living and in particular
housing affordability. Home mortgage product pusthg is closely related to the
banking system and its main activity, lending. ldiéion, the housing market has
specific institutional features whereas state ugrtion is crucial, interrelated with social
and economic policy, which radically affects ped&pleecision. In Kenya, the demand
for housing is immense and driven by a growing paimen and urbanization. However,
statistics from WB, indicates that there is low ghasing rate of mortgage products
despite Kenyan mortgage market has the potentigirdav to Sh800 billion, which is
about nine times the current size. The objectivéhisf study was to investigate influence
of bank policy on purchase rate of home mortgageuymt in banking industry where the
variables are interest rate, lending criteria, oo mortgage product and central bank
policy. According to BBK, there are 7 branches iBEC This study employed stratified
sampling technique in coming up with a sample eizZ86 from a total population of 104.
The study relied mostly on primary data sourcesralself-administered questionnaire
was utilized as source of data. Data was collepteely quantitative. Quantitative data
was coded and entered into Statistical PackageSdoial Scientists (SPSS Version 17.0)
and analyzed using descriptive statistics. Theirigpdvas presented inform of frequency
tables, pie charts and bar charts and explanatibrbg presented in prose. The study
found that there has a gradual increase in intestst on home mortgage product as
shown by 64% of the respondents. Variable interatst contributes to slow growth in
residential mortgage market as shown by mean sufode01. Banks have a set lending
procedure followed when issues mortgage loan tdientcas depicted by 69% of
interviewed respondents. Banks finance selectivagage products as shown by 96% of
the respondents. central bank advice financiaitirigin on mortgage loan application as
indicated by 84% of the respondents. CBK providaeeguideline on mortgage products
as illustrated by 94% of the respondents. Pricenoftgage influence purchase rate of
home mortgage as revealed by 96% of the respondemsstudy concludes that there is
positive relation between interest rate and purelrase of home mortgage product. It
was clear from the study that banks impose inteegston mortgage product and there is
gradual increase in interest rate. Banks lend mgdgdoan for the purchase of land for
development and existing buildings; they financestauction projects. Looking forward
toward the realization of the economic pillar ofriga’s Vision 2030 demands that the
financial institution should focus on making highofits in order to eliminate social
problems facing Kenyan citizens today, through e@regmerging and endemic financial
problems. The study recommended that banks shaulsider their lending criteria. The
lending institution need to consider the persoma@umstances and earning capacity of
the prospective borrowers in order to calculaterttaximum amount to be lent over an
agreed period. The lending institution need to mersthe personal circumstances and
earning capacity of the prospective borrowers gteoto calculate the maximum amount
to be lent over an agreed period.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Home mortgage product purchasing is one of the masiplex decisions people
have to make because it associates with the nebdvi® a good standard of living, the
desire to consume and furthermore, it is seen asva@stment in a durable product that
would provide profits in the future (OECD 2011). Mwvhile, this market is closely
related to the banking system and its main actiMgnding. In addition, the housing
market has specific institutional features whestate intervention is crucial, interrelated
with social and economic policy, which radicallyeatts people’s decision. With an ever
increasing urban population, the demand for hoissesatiable. There is a long tradition
that minimum standards of housing should be aviglab all regardless of income,
especially where there are children in the houskehddistinctive feature of the houses is
that their cost is high; it's rare that one caraffto buy one out of personal savings. The
increase in housing demand thereafter translaties demand of mortgages (Lipsey,
1993). Mbote (2006) stated that it is thus a debtrument used to finance the purchase
of a home or other form of real estate when thestyiothg real estate serves as collateral

for the loan.

How mortgages are financed in a cost efficient Wag increasingly concerned
banking regulators and policymakers as mortgagts ¢@s/e played a very important role
in improving a national economy, quality of liviagd in particular housing affordability.
During the Global Financial Crisis of 2007-2008 mpied massive changes in
international mortgage markets. Several countngseenced sharp increases in house
prices. These episodes are usually mentioned artfengauses of the world’s recent
economic and financial turmoil. The dramatic growthbank lending during this period

has been held broadly responsible for these mdsketmics.

In Europe, the growth in house prices has beencpéatly noticeable in some
countries such as Spain, the UK and Ireland whetesén prices have increased by more
than 180% only between 1997 and 2007 the largesttgramong major industrialized

countries. House price modeling has received istngaattention in the economic
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literature in the last thirty years. With regardthe role of lending in this context, it
should be pointed out that explicit consideratibomortgage credit as a central variable
in house-price models is not, in most cases, endowghin theoretical grounds.
Mortgage financing has also been the focus of #immte in Europe although the actual
dynamics of the relationship between mortgage tr@ail house prices are not, so far,
well-known. Europeans have progressively turnedhts form of borrowing: while in
2003 the nominal average mortgage loan per eura mneabitant was just over 8
thousand euro, in the past two years, said figagedurpassed 14 thousand euro, marking
an increase of around 75%1. Between December 20@ZSaptember 2009, the average
compound annual growth rate of nominal mortgagstaatling in the euro area countries
has generally been higher than 10%; only Portugfal)( the Netherlands (4%), Belgium
(3%), and Germany (0.6%) have registered lower troates.

In Australia, restricted institutional access ttemational credit translated into a
contraction in the Australian housing finance sypphile increased uncertainty about
future growth and employment led to a contractiornousing debt (Gorton & Metrick,
2012). During the GFC, the number of short-ternedbrate mortgages (SFRMs) in the
market fell dramatically following a drastic incesain their cost relative to other
mortgage products. This was partly offset by amdase in the number of "honeymoon’
mortgages (HMs) offering a relatively higher disosbwver the standard variable-rate
mortgage (VRM) than prior to the GFC. Accordingthe statistics of Reserve Bank of
Australia (2008), mortgage outstanding by Decen@®$7 reached $916 billion (2008).
That means that a 20-basis point reduction (0.26Bauld lead to nearly $2 billion
mortgage cost savings for the borrower per yearaddition, mortgage is the single
largest asset of Australian major banks. By distisiging two periods a credit expansion’
period prior to September 2008 and the period wtter&sFC impacted in Australia from
September 2008 to May 2009 this show that lendeasted by tightening credit for

housing, and borrowers reacted to the increaseertanaty in economic conditions.

In the U.S.A, the dramatic rise in subprime lendnag been broadly blamed for
these market dynamics. However, recent evidence shasvn that subprime credit

activity does not seem to have had much impact ubrsexjuent house price returns,



although there is strong evidence of a price-bagstiffect as the Government Sponsored
Enterprises such as Fannie Mae and Freddie Macdigpkaced in the market by private
issuers of new mortgage products (Coleman, 2009méd mortgage products have
continually loomed large in the financial situatioh American households. In 1949,
mortgage debt was equal to 20 per-cent of totabéloold income; by 1979, it had risen
to 46% of income; by 2001, 73% of income (Bernsté&oushey & Mishel, 2003).
Similarly, mortgage debt was 15% of household asset1949, but rose to 28% of
household assets by 1979 and 41% of householdsdsg&001. This enormous growth
of American home mortgages, as a percentage of Gi@®,been accompanied by a
transformation in their form such that American tgages are now distinctively different
from mortgages in the rest of the world. In additidhe growth in mortgage debt
outstanding in the United States has closely thdke mortgage markets increased

reliance on securitization (Cho, 2004).

Sub-Saharan Africa (SSA) has not been spared bghthenges facing mortgage
industry, formidable housing problems. Almost withcexception they have poorly
developed housing institutions and markets, stodiish are in poor condition, a huge
backlog of housing need and weak policy resporedact the housing boom of the mid-
eighties eventually led to a collapse in housegsriand misery for thousands of house
owners (Greenlaw, Hatzius, Kashyap & Shin, 2008)isTis even believed to be the
inception of global economic crises which arosethe United States of America
(Morgan, 2009).

The World Bank estimates that the Kenyan mortgageket has the potential to
grow to Sh800 billion, which is about nine timesg tturrent size. The 16,000 mortgages
valued at Sh91.2 billion in 2011 account for 2.5 pent of the GDP, which pales in
comparison with other countries such as South Afudich has a 26.4 per cent ratio.
Kenya'’s ratio also lags behind Namibia 19.6 peit,cBtorocco 16.9 per cent, Mauritius
12.2 per cent, Tunisia 12 per cent (2010), and Issigs 3.94 per cent (Gachiri, 2012).

Access to institutional housing finance has largeailed to improve habitat for
low-income groups since neo-liberalism has spreadral the globe. Low penetration of

mortgage finance in most developing countries stamd. Traditional mortgage finance
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is virtually irrelevant to the majority of houselslin developing countries for many
reasons (Smets, 1997). Even in developed countrsstutional housing finance is in
crisis. Housing plays a huge role in revitalizingbeomic growth in any country, with
shelter being among key indicators of developméeti( 2010). For most people, the
money needed to buy a house is not something teeyrgm their savings. The large
sums involved mean that a loan has to be takerioobtly the property a loan for the

purchase of a property is called a mortgage (Crpwa@00).

The demand for housing in Kenya is immense andedriby a growing
population and urbanization. Growing prosperity ais® increased the demand for larger
and better quality housing. The shortage of suplg of new construction exacerbates
the unmet demand. Kenya has recognized the rigimbuasing in her constitution which is
the supreme law of the land (Section 43(1) (b))KR2010). Every person has the right
to accessible and adequate housing and reasortabldas] of sanitation. Yet, housing
remains a major problem especially in urban amglilions of the citizenry are living in
the sprawling slums and also in other informal Ileetents around Nairobi (UN-
HABITAT, 2008). World Bank report, Kenya is in agitbon to support the future growth
of its mortgage market through the capital markéoild Bank, 2009). The report ranks

Kenya market infrastructure as one of the besuin-Saharan Africa.

To expound on ownership of houses in Kenya, a suoremortgage financing
showed that Kenya’s mortgage had tripled from KighBillion in 2006 to 61 Billion in
May, 2010 (Central Bank and World Bank, 2010). Tdtedy also showed that the
number of new loans over the period was increasatitpough the mortgage market
remained relatively small with only 13,803 outstiagdloans in 2010 amounting to Ksh.
61 Billion, compared to 7,834 loans amounting ta41Billion in 2006 (Central Bank and
World Bank, 2010). Kenya's mortgage debt compacedst GDP is at 2.48 per cent,
better than that of its East African neighbours Zeama and Uganda which are 0.2 and
one per cent respectively. When you compare the t@tother developing countries like
India, Colombia and South Africa, Kenya is stilj¢ang behind.

As per the Central Bank, a primary mortgage isr&kbaan made to an individual

for the purpose of purchasing, renovating or carasing a residential dwelling. The loan
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is secured by a mortgage lien over the propertye TBmding institution will need to

consider the age, personal circumstances and egarapacity of the prospective
borrowers in order to calculate the maximum amdarive lent over an agreed period.
The type of mortgages issued by various mortgagepenies may differ depending on
how mortgage interest is determined and servicedoyorsource of capital/interest
payments (Mbote, 2006).

Commercial banks are custodians of depositor's Susmad operate by receiving
cash deposits from the general public and loangnt out to the needy at statutorily
allowed interest rates. Loans are based on thatqgueticy of the bank that is tightly
coupled with the central bank interest rate poliClyese in effect determine the level of
financial risk in a particular bank (CBK, 2010). Mgage loans in Kenya comprises of
90% of the outstanding loan assets portfolio. Aerage mortgage loan in Kenya is
Sh6.6 million, and demands a monthly repaymentboiua Sh90, 000 for a period of 20
years (CBK, 2011). More so, there is a continuimpyvard surge in the prices of
construction materials hence the selling pricesafses move up too (Bonyo 2010). The
prices in Nairobi for instance up surged by 7.4%ween April and September 2010
(Business Post Statistics, 2010). The largest lemdEenya is now Kenya Commercial
Bank (KCB) following its acquisition of Savings &olans, which remains as a mortgage
subsidiary of KCB. Overall the two largest lendeositrol over half the market and only
9 banks (6 large, 2 medium and 1 small bank) haverigage portfolio exceeding Ksh 1
billion (World Bank, 2011).

1.2 Statement of the Problem

Banks represent a significant and influential sectobusiness worldwide that
plays a crucial role in the global economy. A wadlveloped efficient banking sector is
an important prerequisite for saving and investnugtisions needed for rapid economic
growth. A well-functioning banking sector providasystem by which a country’s most
profitable and efficient projects are systematicalhd continuously funded. The role of
banks in an economy is paramount because they texewonetary policy and provide
means for facilitating payment for goods and s&wvim the domestic and international
trade (GokK, 2009).



Pittman (2008) indicated that obtaining a mortgegeday’s mortgage market is
a complicated process as it involves unfriendlycpdures set by banks and mortgage
financing institutions where they access abilitytioé borrowers to repay the loan which
attracts huge interest rate. This in turn hindersessibility to mortgage funding. This
supported by statistics that show; in May 2011 rtiwtgage holders stood at 15,049, in
December 2011 they were 16,135 mortgage holder&(@B11), while by end of 2012
there were 17,000 holders (Hass Consult, 2013» $hows low uptake of mortgage in
the country. World Bank (2010), attributes thiddot that mortgage is accessible to only
a small majority of the Kenyan population. WB foutfichit only 11 per cent of Kenyans
can afford an average mortgage loan. The World Baplrt on Developing Kenya'’s
Mortgage Market recommends that further review te# products and the regulatory
framework for them should be done to avoid a futtnisis should lenders start losing
their retirement income (World Bank, 2011). Accoglito the Central bank Survey, the
largest lender as at 2010 was Kenya Commercial B&6IB) following its acquisition of

Savings & Loans, followed by HFCK.

Despite significant role played by the mortgageatficing in developing real
estate in Kenya, there is very little that has beéene to address factors affecting
mortgage finance. Local studies done includes, Kargnd Ngugi (2013) did a study on
factors affecting access to mortgage finance inrdWai Kenya. They found that tax
incentives, cost of capital, land registration egs and loan maturation period as very
crucial in enhancing the access to mortgage finalMleanbo (2012) investigated effects
of Monetary Policy on private sector investmenKienya and recommended studies on
mortgage industry that could assist policy makerariderstanding the mortgage market.
This is as a result of the ballooning of this marar sector but driven by scanty
information and increased funding and whose deussiare primarily guided by the
financial sector policy that encourages investmiatungu (2010) conducted a survey on
mortgage financing strategies adopted by in resialeproperty investments in Kenya.
He found that while Kenya’s mortgage market is gnmythe industry is dominated by
the bigger commercial banks indicating barriersemtry or high risks for medium and
smaller banks. However the growth rates indicates$ the small sized banks have the

fastest growth rates of 38% on average, followednegium banks which are growing at
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25% on average with large banks closely followin@4% on average. Mutero (2007)
did a study on access to housing finance in Afreogloring the issues, he found that
Kenya has a well-developed and regulated finarsgisiem and mortgage finance sector
has become competitive and innovative, this sestoves only those households at the
top of the income pyramid. Mutero (2007) recommetindd there is need to assess the
effects of mortgage financing policies on mortgageduct uptake in commercial banks
in Kenya. It is against this realization that therrent study sought to investigate
influence of bank policy on purchase rate of honwtgage product within commercial
banks in Nairobi CBD, Kenya.

1.3 Purpose of the Study

The purpose of the study was to assess the factitwusencing bank policy on purchase
rate of home mortgage product with special focuBB& branches within Nairobi CBD,
Kenya.

1.4 Objectives of the Study
This study was guided by the following objectives;

1. To establish how interest rate charged by the bafksence purchase of home

mortgage product.

2. To examine how lending criteria adopted by bankluémce purchase of home

mortgage product.

3. To assess how central bank policies influence msehof home mortgage

product.

4. To establish how price of a mortgage product infeee purchase of home

mortgage product.

1.5 Research Questions

The research questions for the study are:

1. To what extent does interest rate charged influgnoehase of home mortgage
product?



2. How does lending criteria adopted influence puret@shome mortgage product?
3. To what extent do central bank policies influencechase of home mortgage
product?

4. How does price of a product influence purchaseoofd mortgage product?

1.6 Research Hypothesis
The following hypothesis was used to test the =108 model that was adopted for data

analysis.

Hoilnterest rate charged has no significant effectipase of home mortgage product in
the banking industry in Kenya.

HaiThere is significant relationship between intenede charged and purchase rate of

home mortgage product in the banking industry imy&e

Ho2 Lending criteria adopted have no significant effect purchase rate of home
mortgage product in the banking industry in Kenya.

Ha2 There is statistical significant relationship beséwd.ending criteria on purchase rate

of home mortgage product in the banking industri{emya.

HosCentral bank policies have no significant effectpumchase rate of home mortgage
product in the banking industry in Kenya.

Has There is positive relationship between central bpalicies and purchase rate of

home mortgage product in the banking industry imy&e

Hos Price of a mortgage product has no significantcipase rate of home mortgage
product in the banking industry in Kenya.

Has There is statistical significant relationshipveeén price of a mortgage product and

purchase rate of home mortgage product in the bgnkidustry in Kenya.



1.7 Significance of the Study

To commercial banks, the findings of the study reagble them and mortgage
companies to understand the reduction in demandnfotgage products by customers.
With this understanding the banks are able to ghe& mortgage products appropriately.
Normally the commercial banks may charge a highterest rate on more risky loans. To
potential home owners, it would also be of importato would be home owners willing
to take a loan with the mortgage institutions. Theguld be more aware on the
implications of their loan on their income and wble able to choose the type of
mortgage that would work for them. Industry regoitatmay benefit from this study in
highlighting the problem areas in mortgage industitye report may assist the industry
regulators to identify mortgage categories thatiregclose monitoring. In addition, this
research may stimulate academics and encouradgeeffigtudies in the area of mortgage

financing and mortgage investment

1.8 Assumption of the Study

The researcher assumes that the respondents whibmest, cooperative, factual
(objectivity) and trustworthy in their responsett® research instruments and will be
available to respond to the research instrumentsnie. It is also the assumption of the
researcher that the authorities in the banking @arant the required permission to
collect data from employees. The study further mgeassumptions that there will be
no serious changes in the composition of the tapggulation that would affect the

effectiveness of the study sample.

1.9 Limitation of the Study

The study is confined only to Barclay’'s banks brewin Nairobi CBD and
therefore its finding may not be applied to all tt@mmercial banks in Kenya. The
finding may only be generalized to commercial bawkkin similar regions in terms of
client base and socio-economic factors. There nisy lzae some element of dishonesty
from some respondents by providing unreliable imi@tion resulting into distortion of
the outcomes. This may restrict generalizationhef finding. Cost implication for the
requirements, resources and travelling expensesdwalso be a challenge to the

researcher undertaking the study.



The respondents targeted may be likely to be raticin giving information
fearing that the information sought would be usedhtimidate them or print a negative
image about them or the bank. The researcher aidle the problem by carrying an
introduction letter from the University and asstivem that the information they will give

will be treated confidentially and it will be uspdrely for academic purposes.

1.10 Delimitation of the Study

The survey concentrated on the influence of baricyon purchase rate of home
mortgage products with special focus to BarclayskBaf Kenya. The study interviewed
management staff in credit and loan departmentl isezen (7) Barclays bank branches
within Nairobi CBD. Questionnaires were used asnian data instrument source where
it was distributed to the sampled respondents. ddia for analysis was collected to the

population of 72 management staff in selected hanks

1.11 Definition of Significant Terms as Used in th&tudy
Bank policy is the macroeconomic terms and conditions laid dowany bank.

Interest rate the proportion of a loan that is charged as inteweghe borrower,
typically expressed as an annual percentage of |ten

outstanding.

Lending criteria policies that are set in place to create univegsalelines within a

financial institution for all potential borrowers.

Mortgage a legal agreement in which a person borrows maieyuy
property (such as a house) and pays back the nwrexya period
of years.

Policy a course or principle of action adopted or propossd a

government, party, business, or individual.

Price the amount of money expected, required, or givepayment for
something
Purchase rate is the interest rate charged on regular purchasesrpa credit.
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1.12 Organization of the Study

The research is organized in three chapters. Chapgintroduces the research
and presents the statement of problem, objectmed,research questions. The chapter
also shows the significance, limitations and ddltnons of the study. Chapter two
encompasses the literature review on the variopecés concerning influences of bank
policy on purchase rate of home mortgage produdtap@r three discusses the
methodology that was be used to collect and anatigta while showing the target
population, the sample population and the dataecttin instrument.Chapter four
discusses the data analysis techniques, the fiadinthe study and presentation of the same
findings. Chapter five introduces the conclusioscdssions of the study, recommendations

of the study and finally suggestions for furtheadig.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter covers contributions from other satsotan influence of bank policy
on purchase rate of home mortgage prodlibe chapter is structured into concept of
bank policies on purchase rate of home mortgagerast rate, lending criteria, and
central bank policies, price of mortgage produdtgotetical review, conceptual

framework and summary gap of the literature review.

2.2 Concept of Bank Policy on Purchase Rate of HonMortgage

The development of the real estate market has teerof the few factors in the
past decade that has sustained economic growthotim developing and developed
countries. In developed countries mortgage finapcwmpanies have gained recognition
as opposed to those in developing countries (Ha&®i0). For example, Europeans
countries have progressively turned to this formbairowing: while in 2003 the nominal
average mortgage loan per euro area inhabitanjusasver 8 thousand euro, in the past
two years, said figure has surpassed 14 thousarg mlarking an increase of around
75%1. Between December 2002 and September 200%véimge compound annual
growth rate of nominal mortgage outstanding in ¢eo area countries has generally
been higher than 10%; only Portugal (8%), the N#dhes (4%), Belgium (3%), and

Germany (0.6%) have registered lower growth rates.

The U.S.A mortgage financing institutions providesny more options to
borrowers than are commonly provided elsewhere: ikdae homebuyers can choose
whether to pay a fixed or floating rate of interabey can lock in their interest rate in
between the time they apply for the mortgage armdtitine they purchase their house;
they can choose the time at which the mortgagerestets; they can choose the term and
the amortization period; they can prepay freely] #mey can generally borrow against
home equity freely. They can also obtain home nageg at attractive terms with very
low down payments. The U.S. government has inteasgem home mortgage markets that

have led to the specific choices available to Ageri homebuyers. The unique
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characteristics of the U.S. mortgage provide sulbsta benefits for American

homeowners and the overall stability of the econgRighard & Susan, 2009).

Majority of Commercial Banks have turned into magg financing. An efficient
housing finance system has significant importara In meeting the housing needs of
individuals and in reinforcing the development bé tconstruction, finance and other
related sectors of an economy. International egpeg suggests that, the widespread
availability of residential mortgages has favoraibipact on poverty alleviation, quality
of housing, infrastructure, and urbanization (Er&a#/alley, 2008). Mortgage loans are
generally structured as long-term loans, the peripdyments for which are similar to an
annuity and calculated according to the time vatienoney formulae. The most basic
arrangement would require a fixed monthly paymesstr @ period of ten to thirty years,
depending on local conditions. Over this period gmcipal component of the loan
would be slowly paid down through amortization (T2007). Changes in mortgage
design do not always lead to fundamentally differemortgage instruments. The
emergence of a fixed rather than a variable ratedgage would be an example of a new

mortgage instrument (Dolde, 2008).

Fang (2008) conducted a study on the relationsatpvéen home mortgage loan
and real estate market in China and their effedtamks financial performance, the study
sought to analyze the correlation between the dewednt of real-estate market and
home finance and their effect on banks financiafggemance. The study revealed that
although residents’ sustainable income, macroecantautors are all the reasons for the
development of the China’s real estate marketthmimortgage cannot be ignored which
is also an important factor for rising home pricasd at different times, different regions
show different characteristics (Fang, 2008). Inghert term, the function of mortgage is
more apparent in promoting house prices. Whilerdad estate market in a region or city
getting gradually mature, the effect of mortgagetioe house prices tends to be less
evident, but it remains an important factor thabre# be ignored. The study further
revealed that both real estate financing and mgetdead positive effects on the banks
profitability. Gerlach and Peng (2008) found a lang relationship linking house prices,
bank credit and GDP in Hong Kong. For house praed credit in the short run, they
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conclude that the relationship is one-way; a changleouse prices causes changes in
bank credit. Collyns and Senhadji (2008) find tlcaédit growth has a significant

contemporaneous effect on residential propertyeprin a number of Asian economies.

Fang (2008) conducted a study on the relationsbtprden home mortgage loan
and real estate market in China and their effedtamks financial performance, the study
sought to analyze the correlation between the deweént of real-estate market and
home finance and their effect on banks financiafggeance. The study revealed that
although residents’ sustainable income, macroecantautors are all the reasons for the
development of the China’s real estate markettimimortgage cannot be ignored which
is also an important factor for rising home pricasd at different times, different regions
show different characteristics, (Fang, 2004). mdhort term, the function of mortgage is
more apparent in promoting house prices. Whiler¢lad estate market in a region or city
getting gradually mature, the effect of mortgagetioe house prices tends to be less
evident, but it remains an important factor thatre# be ignored. The study further
revealed that both real estate financing and mgetdead positive effects on the banks
profitability, (Fang, 2004).

Vuyisani (2008) pointed that there is inadequacthashelter delivery system in
Tanzania to cater for the urban population. This led to an extensive development of
squatter or unplanned settlements. Studies cordluatel995 under the Urban and
Housing Indicators Programme indicated that ab®@% ©f urban population lived in
unplanned settlements and that about 60% of thanunbusing stock is to be found in
these settlements. The gap between the supply anthrd for housing has been
widening with time. It is now estimated that thdidé in Tanzanian urban centers is
about 1.2 million housing units. Lack of appropegigtolicies on housing development
have contributed to overcrowding in housing andrgeusing conditions. Among them
are those, which concern the acquisition of buddplots, land title, building permit,
housing credit facilities and the operation of thein stakeholders in housing
development. Housing shortage in Tanzania is furtbhelled by the lack of formal

housing credit facilities.
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Under the shelter policy, financial institutionsding for housing were to be
responsive to the needs of low-income groups irh bbatal and urban areas. It was
envisaged that new financial institutions be créateincrease lending opportunities. The
Tanzania Housing Bank (THB) was created in 1973km@whme the sole source of formal
housing finance. It was only marginally able toden low-income groups and over the
years, lending declined in real terms as both mgldosts and interest rates increased.
There is currently no formal source of financing $belter development in Tanzania. The
main problems associated with housing finance inz&aia are, there is a near complete
lack of formal mortgage housing finance facilitinghe country and this has made house
construction a difficult process for many housebagpecially those in the low income
categories. Government allocation of the nationalget to housing has been generally
low and is declining and there is lack of capadiy housing development both at

national and local levels.

In Kenya, mortgage lending is predominantly done dmymmercial banks.
Mortgage loans have become an important aspedaaof portfolio among commercial
banks in Kenya, earning commercial banks profike bther type of loans. There are 43
banks and one Mortgage Finance Company in the Kebgaking system, 25 of them
have mortgage portfolios of differing sizes. Whdeme of the banks offer mortgage
facilities to their members of staff. Central Baok Kenya authorizes two types of
lenders, the ordinary banks and the mortgage comegafimilar regulations with regards
to mortgage financing apply to the two types oftliens.

According to the World Bank report on developinga's Mortgage market, the
demand for housing in Kenya has grown rapidly icer¢ years, in both value of loans
and number of loans (World Bank, 2011). Kenya’s tigege market has grown from
kshs.19 billion in 2006 to just over kshs.61 biliby may 2010 (nominal growth).This
translates to an annual average growth of 34% atidig an exponential increase in
mortgage loans. The number of new loans has aleo tapidly increasing. Since 2006
there has been a steady growth in new loans fukthkdating the growing mortgage
market. In 2006 new loans were approximately 12#4&reas by 2009 new loans

portfolio has grown to over 6,000. By May 2010 tihember of new loans was 2,966
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which is in line with the steady growth seen in frevious years. But the mortgage
market is still relatively small now standing ata4® loans, even though it has more than
doubled since 2006. While the growth rate in mag&ggbbans has been rapid at just under
50% since 2006 and has been growing steadily at adA%wally ,the loan portfolio
remains small (CBK,2010).

The increase of mortgage financing in Kenya mayehaeen influenced by
factors changing mortgage climate, sustained ecangnowth, cross-selling potential,
profitability and market penetration and liberalisas of market. Kenya's mortgage
market has more than tripled in the past five yeBine mortgage market has grown from
Kshs.19 billion in 2006 to just over Kshs.61 bifliby May-2010 year. This translates to
an annual average growth of 34%, indicating an egptal increase in mortgage loans
(Government of Kenya, 2007). The mortgage mark#testhird most developed in Sub-
Saharan Africa with mortgage assets equivalentGg@@r cent of Kenya’'s GDP.

2.3 Interest Rate on Purchase Rate of Home Mortgage

Interest rates are the single critical factor thiaves the mortgage market and
access to more middle income housing. With thefoalihe enlargement of the Mortgage
Market so as to help more people qualify for maygadoans in Kenya, many
Commercial banks have always based their Mortgates ron the volatility of the CBR
just as their lending rates. An increase (decreabk@)terest policy rate determines an
increase (decrease) in the banks’ cost of borrowimgich generally produces an
adjustment in all their interest rates, includingrtgage rates, to pass this higher (lower)
cost onto their customers. This mechanism considise so-called credit channel in the
transmission of monetary policy (Bernanke & Gertk10).

The mortgage market in Kenya is not growing sigaifitly and this provokes
analysis to come up with ways to improve its groatid in a report central bank state,
the high interest rates in the first half of 20X2pacted negatively on the mortgage
market with NPLs increasing from Ksh. 3.6 billionDecember 2011 to Ksh. 6.9 billion
in December 2012, it also states that the tenddorcyfinancial institutions to grant

mortgage loans on variable interest rate basis beaygontributing to slow growth in
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residential mortgage market in Kenya (C.B.K, 20I)e above statements show that

interest rates have considerable effect on growthastgage market in Kenya.

The expected impact on interest rates can work katis: on the one hand,
higher house prices reduce the risk premium thromghncrease in the value of the
guarantees given; on the other hand, higher hotsespcould increase the demand for
lending. Depending on the prevalence of one owepther, interest rates may rise or fall.
Avery (2006) indicated that low interest rate schema®mmercial banks made between
2001 to 2004 made a positive impact on the credivth of mortgage finance loans from
loan takeovers from existing lenders. Affinito alRdrabullini (2008) studied at a broad
spectrum of interest rates applied to various hq@oklucts in the different markets of the
euro area; find that differences among Europeamtces can be explained by the
domestic characteristics of each market, as webyathe specific features of different
products. Sorensen and Lichtenberger (2007) amajythe process of convergence of
mortgage interest rates for the house purchasédnetro area, find that supply and
demand factors only partially explain interest satghile a fundamental role is played by

institutional factors specific to each country.

Standard economic theory suggests that the inteastetting behavior of banks
can be influenced by a large number of other facteuch as the degree of competition
between banks, market contestability, competitioomf market-based financing and
investment possibilities, perceived credit andriggérate risk, the cost of refinancing, the
cost of switching banks, the existence of informmatasymmetries between MFIs and
their customers and the strength of the bank custoetationship. Significant differences
across countries in these factors may give risdifferences in national MFI interest
rates, just as they may also explain differencekimicountries. Finally, some influence
may also be expected from differences in the ecanaytle (ECB, 2009). According to
Merriam (2008) interest-rate movements are baseth@rsimple concept of supply and
demand. A major factor driving interest rates ifaion (Dennis & Pennington, 2008).
Higher inflation is associated with a growing ecanyo When the economy grows too

strongly, increases interest rates to slow the @ogndown and reduce inflation. A
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strong economy therefore results in higher reatesprices, higher rents on apartments

and higher mortgage rates.

The increased demand for housing in both the amdlurban areas has created a
hyper competition amongst the financial and bankmnsgitutions. The problem has been
created in that there has been confusion amonguktomers on choosing the best
mortgage institution to deal with and also the mage institutions have had to lower
their lending rates to be able to cope with the petition. Commercial banks have
continued financing mortgages with a potential sifehe mortgage market which is
currently around Ksh.800 billion (CBK, 2011). Thssfar below expectation of bridging
the housing gap of 156,000 units per annum (UNHRP0) bearing in mind the large
unexploited urban and rural market due to low inedevel earnings by individuals in

the country.

Central Bank and World Bank (2010) survey showeat the weighted average
mortgage interest rate reported by the institutas 14.07% in 2010. Results obtained
from one of the mortgage financing companies shotheatl the interest rate was 18%.
According to Crowley (2008), prior to the 1980s,rtgages were supplied primarily by
building societies. By the fact that the interestes oscillate between certain ranges
(14%-17% in Kenya) these firms can give varyingesator similar levels of loans
depending on the market forces of demand and sugpplyalso depending on the level of
market risk at that particular time. Crowley (20@4yued that it is not by surprise that
one can negotiate for a two million loan at a sdized rate, and another person gets the
same amount of loan from the same firm at a hightr but at different times. This
makes planning for mortgages hard due to variogsranties.

2.4 Lending Criteria on Purchase Rate of Home Mortgge

Banks play a crucial role in the financing of resdtate through mortgage
financing. They lend for the purchase of land fevelopment and existing buildings;
they finance construction projects; they lend ta-bank and they finance companies that
may finance real estate; and they lend to non-Gi@nfirms based on real estate
collateral (David & Zhu, 2004). Lender credit criteare traditionally regarded as the

most important factor in assessing the loan apdicaA large number of studies address
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the importance of the design of lending contraa thuinformation asymmetry between
the lender and the borrower. Literature that exasiithe relation between loan spreads
and risk characteristics of loans and borrowersegsly follows two paradigms with
different assumptions about a lender’s ability twess the information of borrower’s
individual risk. The first paradigm assumes thatrtwer’s risk can be observed, referred

to as the “sorting-by-observed risk paradigm.

According to Berger and Udell (2010) when they tdst relation between
collateral and credit risk in commercial and indydbans, risky borrowers are required
to pledge collateral while observably safe borr@svare not. In contrast, if borrowers’
risk is not observable a contract has to be dedigna way by which credit sorting with
interest rate and/or non interest rate would becgffe, referred to as “the sorting-by-
private information paradigm. Bester (2005) finaittlcollateral can play a sorting role
across borrower types when collateralization ise&spve. Ben-Shahar (2006) predict that
both the loan spread and other non-rate terms doilotnportant screening devices for
both credit sorting and credit rationing. Besankd dhakor (2007) note that loan size,
collateral and interest rates would be used in ¢oation if the wealth constraints of

debtors become binding.

According to Central Bank and World Bank (2010) rygping constraints of
low level of incomes/informality and credit risk meelisted as a major constraint on
uptake of mortgage. There is a risk of membersntiaiéy losing their pensions when
they are unable to pay up their mortgage. Variotsnemies across the globe have
provided the required long-term funding for housihgpugh the capital markets, pension
and insurance. The pension and insurance induatrg long-term liabilities which form
an important source for funding housing becausiaf ability to manage liquidity risk
in comparison to short-term liabilities from degosy institutions. The mortgage uptake
is a stock market based investment that has taxagoefits. However, despite the pros,
the mortgage debt remains constant throughout tbetgage period. There is no
guarantee that one will have sufficient funds tg p# the mortgage at the end of the
repayment period, as the pension fund could perfoelow expectations. This implies
that the lump sum benefit at retirement cannotdssldor other purposes.
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2.5 Central Bank Policies on Purchase Rate of Homdortgage

In the framework the Central Bank rate affects thertgage uptake since
mortgage rates are pegged towards the Central Bdak Increase in the Central Bank
rate leads to a consistent increase in the mortgatge which tends to slow down
mortgage uptake since the Central bank rate a@ signal for commercial banks to
tighten their lending. This subsequently leads noirecrease in the Commercial bank
lending rates which is consistent with the mortgeagfes (Central Bank Survey report,
2010). A higher mortgage rate leads to an increasstlof borrowing from both surplus
income side of the demand of housing which furteads to defaults and foreclosures to
the extreme cases. However, higher mortgage radégsaiso be seen as an opportunity
for investment by mortgage investors and theretondld assess the risk return tradeoff
and evaluate other competing investment in ordetHem to make a business out of it
(William, 2008).

According to Livingstone (2008) the governmentlo UK was more concerned
with the effects of the financial crisis of 2007080 One of the most affected parts of the
economy was the mortgage industry. In order to supiie Industry, the government
implemented the following: more technical spectaliso the players will more often be
able to have their queries and questions resolwvefirst call. This involved improving
communication channels between the two and thergownt put more emphasis on
helping the Industry with principles-based regaatguestions. In line with this it piloted
this approach with questions about the new higeHl&&OBS rules for general insurance

intermediaries and they have done well.

According to development analyst Simons (2006) gowent owned or
sponsored mutual fund driven housing schemes amghtbudo-mortgage arrangements
that allow public sector employees to own their gwoperty have proven to be relevant.
Housing schemes and mortgages tend to be insepairabAfrica, particularly as the
secondary market is effectively vacant. Centralkbamanage monetary policy may
target the rate of inflation. They have some authaver commercial banks and other
financial institutions. They are less concernechvaivoiding asset price bubbles, such as
the housing bubble and dot-com bubble. Central $drdve generally chosen to react
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after such bubbles burst so as to minimize cobdtgamage to the economy, rather than
trying to prevent or stop the bubble itself. TlEdecause identifying an asset bubble and
determining the proper monetary policy to deflateaie matters of debate among
economists (Fisher, 2006).

All Kenyans earning a verifiable income are qualtifto acquire property through
a mortgage loan. However, just how eligible a pernsoto acquire one depends on their
repayment ability. Different financiers will reqairthat a person is left with a certain
percentage of their income. Central Bank rulesireghat a borrower be left with at least
33% of their net income, which some financiers abide by. However, most financiers
will only allow borrowers to spend up to 50% ofitheet income on mortgage loans, thus

drastically reducing the repayment ability of miostrowers.

2.6 Price of Mortgage Product on Purchase Rate of déine Mortgage

Given the fact that most bank loans are collateedliwith houses or real estate,
the price of housing essentially influences thasidex making for lending and the overall
banking activity (Mayer, 2011). Mortgage loan aftetiousing prices through the so-
called “financial accelerator” mechanism. Accordittg Bernanke and Gertler (2009)
loans given by banks stimulate the demand for mgusurchase. In response to increased
demand the housing prices will rise and meanwlhée dledged collateral for obtaining
credit will be higher, allowing an additional maatge loan and thus stimulating further
demand for loans and speed up the whole procesgeVdw, the boom periods in lending
and house prices would end up. A lower value ofatedal and increased uncertainty
would reduce banks’ initiative to lend. Furthermohigher costs of mortgage credit
service will bring some households to potentialksaptcy, especially in the case of the
‘not that good quality’ borrowers. Experiences frtime past have shown that, in periods
of boom, banks have a tendency to be more comyeetitid they incline to address more
those segments of the households which take hsgl.ri

Egert and Mihaljek (2007) make a comparative amslpetween countries of
Central East Europe (CEE) and OECD countries. Tiwg that the price dynamics in

the CEE countries, aside from disposable incomeaadit, is strongly influenced by
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specific factors, such as the lack of institutigretion of the housing market; the limited
supply of new homes on the market immediately aftes market liberalization;
improvement in the quality of housing; and, incezhglemand from non-residents. In
these countries, a factor of particular importaigéhe underestimated initial level of
house prices in the transition period. Egert antdfek have estimated that this factor
has influenced the dynamics of housing prices duttie economic convergence of these

countries.

Cycles of boom and busts of the housing pricesaarénherent feature of the
housing market. This is because housing pricesatethe supply delay in responding to
demand shocks and in turn, reflect the slow paadebhing the price, due to the lack of
transparency and relatively rare trading of houséshe same time, the price of housing
reflects the high cost and illiquid nature of tractsons and the impossibility of selling
the house in a short period of time. In other wpmésl estate prices and economic
activity in the construction sector are expectedhow large fluctuations over long time
periods. This is due to the institutional charastes of real estate financing and the
effects of regulatory measures taken by the authofia country (Igan and Loungani,
2011). Many observers and scholars of the receanéial crisis have suggested that easy
access to credit and low lending interest ratess Hasen the main factors that have
supported both the accelerated increase of theingppsices and the immediate change

of the housing prices when credit dried up (Favguk010).

2.7 Theoretical Framework

This study is grounded on the title theory and tieeory of mortgage. In the title
theory, the property-law doctrine states that atgawe transfers title to a property to the
mortgagee, who holds it until the mortgage has Ipaéah off, at which time title passes to
the mortgagor. In title theory, the banks retaia title since the mortgage is said to hold
a title interest, she has the right to possessimteuthis theory. In a title theory, the
mortgage is treated as having transferred titlette mortgagee, subject to the

mortgagee’s duty to recovery if payment is made.

The title is said to remain in the mortgagee uii@ mortgage has been satisfied

and foreclosed. Although the mortgagee has the afjpossession to the property, there
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is generally an express agreement giving the rghiossession to the mortgagor. The
mortgagee is said to hold the title for securitygmses only. The mortgagor is given the

right of possession (Buckley & Kalarickal, 2004).

Some banks apply a lien theory. This theory onlegithe mortgagee a lien
interest in the property. Lien theory provides thanortgagee of property holds only a
lien, not title, to the property until such timetag mortgage is fully paid, at which time
the lien is removed. In a lien theory bank, the tiggor retains legal and equitable title
to the property, but conveys an interest that tlwetgagee can only foreclose upon to
satisfy the obligation of the mortgagor. This isuglent to a future interest in the
property which allows the mortgagee to use the gg9of foreclosure. The interest is a

security interest or mortgage, which forms a liertlee property.

In this theory the right to possession arises upatefault. The mortgagor has a
right to sue the mortgagee for any interferencda Wit right of possession (Buckley &
Kalarickal, 2005). For practical applications thexeisually very little difference between
a lien theory and a title theory. The principlefeliénce arising in the title theory bank is

that the mortgagee is given the right to possedsedore the foreclosure is complete.

2.8 Conceptual Framework

Framework refers to the main structure or skeléb@t not only gives form and
shape to the whole system, but also supports aldd tagether all the other elements in a
logical configuration. In this research, the cortaep framework is the concise
description of the phenomenon under study accorepaby visual depiction of the
variables under study (Mugenda, 2008). The indepeindariables include interest rate,
lending criteria, central bank policies and mor&gagoduct price while the dependent
variable is Mortgage product Purchase rate.
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2.9 Research Gap
Banks have seized the opportunity to bridge the lpafwveen the financially

surplus and the financially deficit through loansdaoverdrafts (bank credits). Since
banks are actually businesses with a profit motililey charge interest on the credit,
calculated on a compound interest basis. By itareahousing represents a major
investment requiring a substantial capital outl@iie financial set up in the housing
market in Kenya as indeed elsewhere is such tlaetbffering funding seek to make a
profit and declare dividends for the shareholdesahbse that is what they are in business

for. The money market is expensive due to relagitedher risks that raise interest rates.

Some factors that exclude the lower and middle me®@arners from accessing
credit and mortgage include the high eligibilitytena, proof of adequate and dependable
income, provision of marketable satisfactory celtat with proof of ownership, general
level of apparent creditworthiness making them waetive prospective tenants when
pitted against more credible seekers of the sanaadies, predetermined payment periods
and amounts whereas some of these people do netéhaonstant or regular income,
inability to raise the down payment. Where the gainerientation is to extend loans for
complete units, the ratio of down payment is usudlsproportionately higher for the
low-income groups. Existing housing finance ingtdns require lengthy and
complicated loan procedures, which impose demandfi® poor who can neither spare
the time nor comprehend some of the issues. Lydaels of the majority, means that
they are unable to comprehend and go through thresedures.

When purchasing for mortgage product the clienteguired to show proof of
ability to service the mortgage and the simple €rof thumb” requires that the loan
amount should not exceed three times the annuainamf the borrower. Borrowers are
expected to meet stamp duty, legal fees and othresotidated fees bringing the costs in
the order of 5% of the sum borrowed. The applicamequired to produce documentary
evidence of age, which may not be on record, aooust/ client is required to make a
deposit or equity contribution of 10-30% of the ¢ghase or sale price on the value of the
property (whichever is less), there must be a vsdild or purchase agreement between

the seller and the buyer in the case of existiog@ities.
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A nationwide survey conducted by Financial Secteejening and Central Bank
of Kenya on financial access, (2009) showed tha®%8of people sampled owned the
houses they lived in. However, when this is segeshéurther, only 17.7% own housing
in the urban area while 82.2% own housing in thalrarea. The survey also established
that 1/3 of the house owners acquired their hotlgesigh inheritance; only 1.5% of the
respondents acquired their houses through formatess or other credit facilities
available. Further, it was established that only723 of the respondents were willing to
use their house as a security to borrow money tlitips set by the banks and financing
institution hinder them (Financial Sector Deepenidgntral Bank of Kenya, 2009). Even
if the correlation between house prices and modgagdit can be observed in most
countries experiencing sharp increases in housegrihe direction of causality is not
that clear. However, the empirical relationshipnestn mortgage credit and house prices
remains largely unexplained. It is against thidization that the current study aims to
bridge the knowledge gap by investigating the ifice of bank policy on purchase of
rate of mortgage product with focus to Barclay BahKenya.

2.10 Summary of Literature Review

This chapter looked at in the literature review ethincluded the discussion of
previous studies done by other scholars in relatmnnfluence of bank policy on
purchase rate of home mortgage product. Policiesbgethe banks and mortgage
financing institutions normally centers around tspecific goals (Dolde, 2008). First, the
extension of mortgages allows qualified individuasd business entities to secure
properties that can be repaid in terms that areinvihe ability of the recipient of the loan
to pay off in a timely manner (Okwir, 2009). Seclyndhe financing seeks to create
revenue for the lender and borrowers. Mortgagedaae secured by the real property,
and provide a schedule of payments of interestrapdyment of the principal to a bank.
Most mortgage contracts arrange for loans to dg &mortized with adjustable mortgage
interest rates and either payment or maturityxsdifor the term of the loan (Mehdian,
2010).

From the available literature, today developed twes have advanced housing

finance systems in which funds flow from peoplehafiind surpluses to the ones that are
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in need of them through purchasing mortgage prodDat the other hand, despite its
recognized economic and social importance, housimtance often remains
underdeveloped in developing countries mainly doepblicies set by banks and
mortgage financing institutions, lack of stablelatibn and employment (Ho Hahm,
2004). The role of bank loans for house purchase glayed a key function in the
expansion of the real estate sector, and the sumpduch kind of funds has become

increasingly abundant. Most banks pursue polidiasfavor owner-occupied housing.

The chapter also presented theoretical review;stindy is grounded on title
theory and lien theory of mortgage. These thear@svincingly explains the property-
law doctrine that states that a mortgage transgifibeso a property to the mortgagee, who
holds it until the mortgage has been paid off, hicl time title passes to the mortgagor.
The banks retain the title since the mortgage id ®ahold a title interest, she has the
right to possession under this theory. Furthedigretheory provides that a mortgagee of
property holds only a lien, not title, to the prdgeuntil such time as the mortgage is
fully paid, at which time the lien is removed. Tsiidy also represents the conceptual
framework by explain relationship between independeariables and dependent
variable. Finally, the study shows gap that thelgtintends to bridge, most of these
studies conclude that mortgage financing instinginormally seeks to create revenue for
the lender and borrowers and that the extensionasfgages allows qualified individuals
and business entities to secure properties thabeaepaid in terms that are within the
ability of the recipient of the loan to pay off antimely manner. However, the relations
between bank’s policies and the terms of mortgagehasing and financing are not
constant across countries or different periodsiwithe same country. Therefore, further
research is required to investigate influence ofikb@olicy on purchase of rate of

mortgage product.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter provides an overview of the resear@thodology. It includes
research design, research location, the popul&titre studied, details of the sample size
and sampling procedure, instruments to be usedessef validity and reliability, data

collection and data analysis procedures.

3.2 Research Design

Research design is the scheme, outline or plangheged to generate answers to
research problems. This research problem will bdistl through the use of descriptive
research design. According to Kothari (2007) desiee survey research design is a type
of research used to obtain data that can helprdeterspecific characteristics of a group.
The main advantage of descriptive survey researthat it has the potential to provide
us with a lot of information obtained from quitelarge sample of individuals. By
employing this study design, this study focusedotmaining quantitative data from

respondents targeted.

3.3 Target Population

Target population as described by Borg and Grd092 is a universal set of
study of all members of real or hypothetical sepebple, events or objects to which an
investigator wishes to generalize the result. T&leshows Barclay Bank branches that
the study targeted and the total population from specific department that the study
targets. The target population of this study wascBg Bank of Kenya branches within
Nairobi CBD while the study populations were stafirking in the bank’s branches in
the following specific departments, that is, Moggalepartment, finance department and
Credit department and the customers who have tal@tgage loan/products. According
to the BBK (2014) there were 104 staff working iromgage, finance and credit
department in the seven (7) Barclays bank withimdta CBD.

The bank was chosen due its strategies adoptettieasing purchase rate of the

mortgage product. Mugenda and Mugenda (2003) enguathat the target population
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should have observable characteristics to whichsthdy intents to generalize the result

of the study. This definition assumes that the petpan is not homogeneous.

Table 3.1 Target Population

Branches Departments Total

Mortgage Finance Credit Customers

Barclays Bank  Market 3 6 6 58 73
Branch

Barclays Bank Queensway 3 5 7 53 68
Development House Branch 5 6 7 61 79
Haile Selassie Branch 2 4 5 59 70
Harambee Premier Life 5 5 6 51 67
Branch

Moi Avenue Branch 4 5 7 57 73
Nairobi University Branch 3 4 6 48 61
Total 25 35 44 387 491

From the 7 Barclays bank branches, the possiblebrurof banks staff is 104
from the mortgage department, finance departmedt @edit department. Based on
Krejcie and Morgan’s (1970) table for determiniragrgle size, for a given population of
104, a sample size of 86 respondents was apprefdnaadequately represent a cross-
section of the population at 95% confidence level.

3.4 Sample Size and Sampling Procedures
This section presented the methods and technigsed ¢or sampling, the
procedure of sampling and eventually how the fstaldy sample is reached from the

target population. The details of how data is atgdiprocessed and analysed.

3.4.1 Sample Size
Sample size is finite part of a statistical popolatwvhose properties are studied to
gain information about the whole. Sampling is sihgca given number of subjects from

a defined population as representative of that [adiom. Any statements made about the
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sample should also be true of the population. Ihasvever agreed that the larger the
sample the smaller the sampling error. Where eateralidity is important, one need to

carry out purposive sampling from properly definpdpulation. From the target

population of 104 respondnets, the researcher piwgly interviewed 86 respondnets
from the banks staff and sampled 116 customers fr@v/ branches as shown in table
3.2. These respondents having in bank industrielsdarectly working in departments

perceived to be oriented to mortgage products whieh align to the study research
objectives.

3.4.2 Sampling Procedure
The sampling procedure describes the list of gtiybation units from which the

sample will be selected (Cooper & Schindler, 2003)e technique is applied so as to
obtain a representative sample when the populaloms not constitute a homogeneous
group. The population is made up of strata of diffé departments in bank. Sample of
responding staff will be drawn from all the sevéRsbanks in Nairobi where purposive
sampling technique was used. Stratified sampliogrtgue was used to sample a sample
size of 116 customers from a total of 387 respotslefhe study employed 30% in
sampling customers, according to Mugenda and MugéP@03) a sample of 10 - 30% is
representative. Purposive sampling technique pmdestimates of overall population
parameters with greater precision and ensures & nepresentative sample is derived
from a relatively homogeneous population. Stradifilendom sampling is unbiased
sampling method of grouping heterogeneous popul&atito homogenous subsets then
making a selection within the individual subsettsure representativeness. The goal of
stratified random sampling is to achieve the désm&presentation from various sub-

groups in the population.
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Table 3.2 Sample Size and Sampling Procedures

Branches Departments Total
Mortgage Finance Credit Customer
Barclays Bank Market Branch 2 5 5 17 29
Barclays Bank Queensway 2 4 6 16 28
Development House Branch 4 5 6 18 33
Haile Selassie Branch 2 3 4 18 27
Harambee Premier Life Branch 4 4 5 15 28
Moi Avenue Branch 3 4 6 17 39
Nairobi University Branch 2 3 5 14 24
Total 21 29 36 116 202

3.5 Research Instruments

The study employed a questionnaire to collect pyyngata. The questionnaire
was used to collect data from the selected statfimthe banks selected. Questionnaires
are appropriate for studies since they collectrmition that is not directly observable as
they inquire about feelings, motivations, attitudesccomplishments as well as
experiences of individuals (Mellenbergh, 2008). Tqeestionnaire comprised of both
open and close-ended questions. Saunders (20@8) skeat a questionnaire is useful in
obtaining objective data because participants atenmanipulated in any way by the
study. According to Saunders (2003) questionndiege the added advantage of being
less costly and using less time as instrumentsatd dollection. The data instrument
addressed the four research objectives while it sudsdivided into two sections. The
first section of the questionnaire enquired genaredrmation about the respondents,
while the second section answers the four objextivEhe questionnaires were
administered through drop and pick later methode Tuantitative section of the
instrument to be employed will use both a nominadl a Likert type scale format to
determine each of the variables. A 5 point Likesls ranging from 1 to 5 was used as
answers to statement like questions. The Likeype tformat is selected as the format
yields equal-interval data, a fact that allowstfog use of more powerful statistical to be

used to test hypotheses.
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3.5.1 Piloting of the Instruments

The questionnaires was reviewed by the researcpesfessional peers and the
research supervisor and then tested on a smatl galmple of respondents with similar
characteristics as the study respondents. The gdotple consisted of 8 management
staff from the same selected banks. The pilot gnwap done through random sampling.
Mugenda and Mugenda (2003) suggest that the pjatample should be 1 to 10% of
study sample depending on the study sample sik#irgi helped in revealing questions
that could be vague which allows for their reviemtilthey convey the same meaning to
all the subjects (Mugenda & Mugenda, 2003).

3.5.2 Validity of the Research Instrument
Validity is the quality of a data gathering instremt that enables it to measure

what it is supposed to measure. Creswell (200&sthtat validity is about whether one

can draw meaningful and useful inferences from esan the instrument. To ensure

content validity, the instruments will be reviewley the research supervisors and other
research experts. Content validity yields a logjudgment as to whether the instrument
covers what it is supposed to cover. Content ugliginsures that all respondents

understand the items on the questionnaire simitarigvoid misunderstanding. Response
options will be provided for most of the questidasensure that the answers given are in

line with the research questions they are meameasure.

3.5.3 Reliability of Research Instrument

Reliability is a measure of the degree to whicheaearch instrument yields
consistent results or data after repeated tridiaRéty answers the question “are scores
stable over time when the instrument is administ@rsecond time” (Creswell, 2003). To
ensure reliability, the researcher will use spétfthtechnique to calculate reliability
coefficient (Spearman-Brown coefficient formuladdv® which should be within the
recommended reliability coefficient of 0.7-1 (Nadas & Nachmias 1996). This
involved scoring two-halves of the tests separdtalyeach person and then calculating a
correlation coefficient for the two sets of scoréke responses were split into the odd

numbers for one set and the even numbers for tier et of items.
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3.6 Data Collection Procedure

After consent is given by the University of Nairdbicollect data, the researcher
coordinated data collection process after seekergngsion from local authorities. The
researcher employed drop and pick method. The nmdsma administered the
guestionnaire personally to the respondents arldatetl later once the respondents filled

the questionnaire.

3.7 Data Analysis Techniques

Data was cleaned, coded, entered and analyzed &atgstical Package for
Social Science (SPSS, Version 21.0). SPSS washesslise it is fast and flexible and
provides more accurate analysis resulting in deplelled conclusions. Technically
speaking, data processing implies editing, classifin, coding, and tabulation of
collected data so that they are amenable to asalysthari, 2007). Data analysis
involves computation of certain measures along wsemarching for patterns of
relationships that exist between the dependenablriand independent variables. The
data was analyzed according to variables and obgsctof the study. Descriptive
statistics was used to analyze, present and imtiedata. Descriptive analysis involved
use of frequency distribution tables and cross lalmn which was used to generate
values between dependent and independent variabéesin the study. Content analysis
was used for the qualitative data from the intew@ide and the open ended questions
in the questionnaire. In addition, the researchedumultiple regression analysis to
establish the strength of the relationship betwéem dependent and independent

variables.
The regression equation is:
Y= B0+ BLX1+B2X2+ B3X3+ p4X4 +a.

Where: Y is the dependent variable (home mortgage produchpse rate),
B0 is the regression coefficient/constanthtercept,
B1, B2, B3 andp, are the slopes of the regression equation,

X1 is the interest rate
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X, is the lending criteria,

X3z is the state of central bank policies,

X4 is the mortgage product price,

a is an error term normally distributed about a mef@ and for purpose of computation,

thea is assumed to be 0.

3.8 Ethical Considerations

While conducting the study, the researcher enstimatl research ethics are observed.
Participation in the study was voluntary. Privagyd aconfidentiality will be observed.
The objectives of the study will be explained te tespondents with an assurance that

the data provided will be used for academic purmrde.
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3.9 Operational Definition of Variables

The operationalization of variables is as showtabie 3 below;

Table 3. 3 Operationalization of Variables

Objectives Independent Indicators Measure Measurement Type of Tools of
Variables Scale analysis analysis

To establish how Risk premium % Composition Nominal Descriptive  Frequency
interest rate Regression  distribution
charged by thelnterest Rate Demand and supply % ownership Nominal tables,
banks influence Tabulation &
purchase of home Cost of borrowing Number Nominal percentages
mortgage product Mortgage product price Buy or Lease Ordinal
in the banking gage p p y )
industry in Kenya Market contestability Kshs Nominal

Investment possibilities Number Nominal

Information asymmetries % Control Nominal
Objectives Independent Indicators Measure Measurement Type of Tools of

Variables Scale analysis analysis

To examine how Based on projects Number Nominal Regression Freyue
lending  criteria Lending Collateral pledged Ksh Nominal distribution
adopted by banksCriteria B s inf i I?I S Nominal tables,
influence orrower’s information ours omina Tabulation &
purchase of home Loan size % Share Nominal percentages
mortgage product . .
in the banking Level.oflncomes Kshs Nomln.al

Location of the real estate % Growth Nominal

industry in Kenya
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Objectives Independent Indicators

Variables

Central Bank rate
Mortgage arrangements

To assess how
government

policies influence
purchase of homeCentral
mortgage productPolicies
in the banking
industry in Kenya
Objectives

Bank Rate of inflation
Repayment ability

Independent Indicators
Variables

To establish how

price of a product Price

influence Mortgage

purchase of homeProduct

mortgage product

in the banking

industry in Kenya

Collateral
of Economic uncertainty

Market liberalization
Demand and supply level

Objectives dependent Indicators
Variable
Mortgage Number of borrowers
product

Purchase rate Amount borrowed

Repayment period

Measure

Quality
Time

Complexity
Quality

Measure

Days
Number
Quality

Measure

Kshs
Kshs
Kshs

Measurement Type of

Scale analysis
Ordinal
Nominal Regression
Ordinal

Ordinal

Measurement Type of

Scale analysis
Nominal Regression
Nominal

Ordinal

Measurement Type of

Scale analysis
Nominal
Nominal Regression
Nominal

Tools of
analysis

Frequency
distribution
tables &
percentages

Tools of
analysis
Frequency
distribution
tables,
Tabulation &
percentages

Tools of
analysis
Frequency
distribution
tables,
Tabulation &
percentages
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CHAPTER FOUR
DATA ANALYSIS, PRESENTATION AND INTERPRETATION

4.1 Introduction

This chapter focused on the data analysis, int&fpoa and presentation of the findings.
The main purpose of this research was to examiigeimce of bank policy on purchase
rate of home mortgage product with focus to BaIBank of KenyaThe study also
sought to establish whether interest rate, lendmnitgria, central bank policies and price
of a mortgage product influence purchase of hometgage product in the banking
industry in Kenya. The researcher made use of &eqgy tables, percentages, mean and

standard deviation to present data.

4.2 Questionnaire Return Rate

The study targeted a sample of 202 respondentsltaciting data on influence of
influence of bank policy on purchase rate of homertgage product in BBK. The
questionnaire return rate results are shown inédbl. From the study, out of 202
guestionnaires distributed 143 respondents conipldiided in and returned the
guestionnaires, this represented a 71% responseTiais is a reliable response rate for
data analysis. Mugenda and Mugenda (2003) poirtatifor generalization a response
rate of 50% is adequate for analysis and repor®®§p is good and a response rate of
70% and over is excellent. . However, 29% of trspoadent were reluctant to responded
to fill the questionnaire this was due to reasdkes lthe respondent were not available to
fill them in at the required time and even aftersggence follow-ups there were no

positive responses from them.

Table 4.1 Response Rate

Frequency Percentage
Responded 143 71
Non response 59 29
Total 202 100
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4.3 Demographic Characterization of the Respondents

As part of the general information, the researcjuested the respondents to indicate the
department of working, position held, duration abriing in the organization, highest
level of education qualification, existence of riskanagement strategies within the
organization, duration that the organizations hastged risk management strategy and
expectations of risk management strategies addpteatganization. The study found it
crucial to ascertain the said information sinceanfigured the charitable trust under
which the study can fairly entrance the applicablermation. The analysis relied on this
information of the respondents so as to categahedlifferent results according to their

acquaintance and responses.

4.3.1 Category of the Respondents

Table 4.2 indicates the category of the interviewespondents. From the findings most
(57%) of the respondents were customers who haghteunortgage products, 17% were
staff were working in the credit department, 15%eaveerving at mortgage department
while 12% of the respondents were serving at firasepartment. This implies that all
departments that were targeted by the study wera@vied and that the findings are not
biased.

Table 4.2 Category of the Respondents

Frequency Percentage
Mortgage 21 15
Finance 17 12
Credit 24 17
Customer 81 57
Total 143 100

4.3.2 Position Held by the respondents

The study aimed to investigate position held by tbspondents within their
department. From the findings (24%) of the respatsglevere supervisors, 23% were
departmental heads, 21% were unit heads offic&% Were technical personnel while
15% were Manager. This depicts that all participzainthe study were under the level at
which the study targeted as stipulated in previchapter.
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Table 4.3 Position Held by the respondents

Frequency Percentage
Manager 9 15
Departmental Head 14 23
Technical personnel 11 18
Unit Head officer 13 21
Supervisor 15 24
Total 62 100

4.3.3 Respondents working Duration in Years

Table 4.4 illustrates working period in years o tespondents in their respective
organization. From the findings majority (53%) tketrespondents had worked in the
organization for a period of 6-10 years, 36% hadkeo for a period of 1-5 years, 7%
had worked for a more than 16 years while the (&%{) had served in the organization
for a period of 10-15 years. This implies that moflsthe respondents of this study had
worked for a longer period within the organizatidmus conversant enough of the
information that the study sought pertaining to thenk policies on home mortgage

products.

Table 4.4 Respondents working Duration in Years

Period of Service Frequency Percentage
1- 5 Years 22 35.5

6 — 10 Years 33 53.2

10 — 15 Years 3 4.8
Above 16 Years 4 6.5
Total 62 100.0

4.3.4 Education Level of the Respondents

The study was also inquisitive to determine thehésgy level of the academic
gualification that the respondent held. Table hbwss the findings of the result, most
(47%) of the respondents were graduate, 30% wesegraduate (masters holder) while
the rest (23%) had diploma as their highest le¥@dncation. This depicted that most of
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the respondents interviewed were well knowledgetblenderstand and able to respond

to the questionnaire in the manner intended.

Table 4.5 Education Level of the Respondents

Level Frequency Percentage
Diploma 33 23
Graduate 67 a7
Post graduate 43 30
Total 143 100

4.3.5 Mortgage Loan Servicing

Table 4.6 illustrates the summary of the findingswehether there are loan they
are servicing. Majority (72%) of the respondenticatked that they have a mortgage loan
they are servicing while the rest (28%) of the oegfent indicated that they have already

finished servicing the loan.

Table 4.6 Mortgage Loan Servicing

Frequency Percentage
Yes
58 72
No 23 28
Total 81 100

4.4 Interest Rate
4.4.1 Interest on Mortgage Loans

Further the study requested the respondents toatedwhether there is interest
rate charged in mortgage products. From the firgJinggjority (79%) of the respondents
were of the opinion that banks impose interest oatanortgage product while the rest

(21%) of the respondents opined that no interestinaposed in mortgage.
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Table 4.7 Interest on Mortgage Loans

Frequency Percent
Yes 113 79
No 30 21
Total 143 100

4.4.2 Charges on Interest Rate

Table 4.8 summarizes the study finding on changeshe interest rate as
compared to the initial interest rate charged dutite engage on home mortgage product
by the bank. Majority (64%) of the respondent iatiel that there has a gradual increase
in interest rate on home mortgage product while bt (36%) of the respondents

indicated that the interest rate is decreasing.

Table 4.8 Charges on Interest Rate

Frequency Percentage
Increased 91 64
decreased 52 36
Total 143 100

4.4.3 Influence of Interest Rate on Purchase Ratd Blome Mortgage

Table 4.9 illustrates the finding of the study be tespondent level of agreement
on aspects related to interest rate on purchaseofdtome mortgage. From the findings,
most of the respondents agreed that mortgage twamariable interest rate contributes to
slow growth in residential mortgage market as sholyn mean score of 4.01.
Respondents also agreed that they base mortgageorathe volatility of the CBR just as
their lending rates and that an increase of intguekcy rate determines an increase in
the banks’ cost of borrowing, which generally proglsi an adjustment in mortgage rates
as depicted by mean score of 3.77 and 3.71 respBctiMortgage interest rates
influence supply and demand for the for the houselmase and low interest rate offered
by commercial bank on mortgage rate contributegipesmpact on the credit growth of

mortgage finance loans from loan takeovers fronsterg lenders affect purchase rate of
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home mortgage as depicted by mean score of 3.673awl respectively. Further,

respondents agreed that when the economy growsttmagly, increases interest rates to
slow the economy down and reduce inflation henaeesmsing demand for the home
mortgage purchase and that percentage of inteadéss imposed on mortgage loan
determine purchase of home mortgage productsusirdked by mean score of 3.56 and
3.52 respectively. Finally, respondent were neutrat increased demand for housing in
both the rural and urban areas has created a lbgpgpetition amongst the financial and
banking institutions hence decreasing interest naj@osed on mortgage products as

shown by mean score of 3.18.

Table 4.9 Influence of Interest Rate on Purchase Raof Home Mortgage

Mean STDev

The percentage of interest rates imposed on maetpen determine 3.52 1.168
purchase of home mortgage products

Banks base mortgage rates on the volatility oiGB& 3.77 1.297
An increase of interest policy rate determines @trease in the3.71 1.198
banks’ cost of borrowing, which generally produaesadjustment in

mortgage rates

Mortgage loans on variable interest rate contribtoeslow growth in 4.01 1.196
residential mortgage market in Kenya

Low interest rate offered by commercial bank on tgmge rate 3.64 1.284
contributes positive impact on the credit growthnadrtgage finance

loans from loan takeovers from existing lenders.

Mortgage interest rate influence supply and denwribme purchase3.67 1.131
When the economy grows too strongly, increasesasteates to slow3.56 0.913
the economy down and reduce inflation hence inargagdemand for

the home mortgage purchase

Increased demand for housing in both the rural @hén areas has3.18 0.948
created a hyper competition amongst the financiad &anking

institutions hence decreasing interest rate imposedmortgage

products
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4.4.4 Extent that Interest Rates Influence PurchasRate of Home Mortgage

Table 4.10 illustrates the findings of the studytbe extent that interest rates
influence purchase rate of home mortgage. Maj@&0¢6) of the respondents’ purported
that interest rates influence purchase rate of horoggage to a great extent, 24% were
of the opinion that interest rates influence pusehate of home mortgage to a very large
extent, 14% opined that interest rates influenceclhmse rate of home mortgage to a
moderate extent, 7% were of the opinion that berast rates influence purchase rate of
home mortgage to a low extent while 5% argued ithi@rest rates influence purchase

rate of home mortgage to a very low extent.

Table 4.10 Extent that Bank Ownership Influences Bak Profitability

Frequency Percentage
To a very low extent 7 4.8
To a low extent 9 6.5
To a moderate extent 21 14.5
To a great extent 72 50
To a very great extent 35 24.2
Total 143 100

4.5 Lending Criteria
4.5.1 Set Lending Procedure

Table 4.11 summarizes the study findings, on whethere is set lending
procedure followed when issues mortgage loan teeatcFrom the findings, 69% of the
respondents indicated that there is set lendinggolare followed when issues mortgage

loan to a client while the rest (31%) opined tisat® set lending procedure followed.

Table 4.11 Set Lending Procedure

Frequency Percent
Yes 99 69.4
No 44 30.6
Total 143 100
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4.5.2 Selective Mortgage Products Financed by theaBk

Table 4.12 present the result of the finding ontwbethere is selective mortgage
products that the bank finance. Majority (96%) bé trespondents indicated that the
banks finance selective mortgage products whileofithe respondents diverged with the

majority opinions.

Table 4.12 Selective Mortgage Products Financed lilge Bank

Frequency Percent
Yes 137 96
No 6 4
Total 143 100

4.5.3 Influence of Lending Procedures on Purchasate of Home Mortgage product
The researcher requested the respondents to iediuait level of agreement on
the statements relating to influence of lendingcpdures on purchase rate of home
mortgage product. Most of the respondents agresdbink lend mortgage loan for the
purchase of land for development and existing lngsl they finance construction
projects and that they ensure that the mortgagdugtopurchased by the borrower is
genuine by cutinize the ownership of the seller @achuthentic as depicted by mean
score of 3.84 and 3.83 respectively. Respondemt aigeed that they scrutinize the
borrowers information to minimize the risk that magcur due to the borrower inability
to pay the loan, they have designed a lending aohthat helps to get information about
the borrower and the plan he/she have on purchéisengnortgage and that they conduct
evaluation for the customers and mortgage borroaess extra cost which most of the
client feel is high as shown by mean score of 33663 and 3.61 respectively. Further
respondents agreed that borrowers are requiredledge mortgage product as the
security to the bank and that they consider borroleeel of income to determine
whether to give loan or no as illustrated by meames of 3.56 and 3.51 respectively.
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Table 4.13 Lending Procedures on Purchase rate ofdthe Mortgage product

Mean STDev

The bank lend mortgage loan for the purchase af fandevelopment 3.84 0.746
and existing buildings; they finance constructiooj@cts

We have designed a lending contract that helpsmformation about 3.63 0.808
the borrower and the plan he/she have on purchdkmgnortgage

product

We scrutinize the borrowers information to minimthe risk that may 3.67 1.131
occur due to the borrower inability to pay the loan

Borrowers are required to pledge mortgage prodsi¢che security to 3.56 0.913
the bank

We consider borrower level of income to determirteetier to give 3.51 0.948
loan or not.

We ensure that the mortgage product purchased éydnrower is 3.83 0.746
genuine by cutinize the ownership of the seller igmduthentic

We conduct evaluation for the customers and moedagrowers at 3.61 0.808

an extra cost which most of the client feel is high

4.5.3 Extent of Lending Procedures on Purchase ofdt#he Mortgage Product

Further the study requested the respondents toatedthe extent to which lending
procedures influence purchase rate of home mortgaghict. From the findings, 42% of
the respondents opined that lending proceduresndieie purchase of home mortgage
product to very great extent, 31% were of the aminthat bank size influence bank
profitability to a moderate extent, 15% to a greatent, 7% to a low extent while a
similar numbers purported that bank size influelnaek profitability to a very low extent
as indicated by the table 4.13.
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Table 4.14 Extent of Lending Procedures on Purchasd# Home Mortgage Product

Frequency Percentage
To a very low extent 9 7
To a low extent 9 7
To a moderate extent 44 31
To a great extent 21 15
To a very great extent 60 42
Total 143 100

4.6 Bank Policies

4.6.1 Control of Mortgage Loan by Central Bank of kenya

Table 4.15 summarizes result of the findings ontivireCBK controls and advice
financial institution on purchase of mortgage prdiviajority (84%) of the respondent
indicated that central bank advice financial ingtitn on mortgage loan application while

16% felt otherwise.

Table 4.15 Control of Mortgage Loan by Central Bankof Kenya

Frequency Percent
Yes 120 84
No 23 16
Total 143 100

4.6.2 Specific Guideline Policies

Table 4.16 illustrates the study findings on whethe CBK provides of specific
guideline on mortgage products. Majority (94%) lo¢ respondents were of the opinion
that CBK provide some guideline on mortgage progludtile the rest (6%) indicated that
there are nos guidelines provided by the CBK.
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Table 4.16 Provision of Specific Guideline from CR

Frequency Percentage
Yes 134 94
No 9 6
Total 143 100

4.6.3 Influence of Central Bank Policies on Mortgag Product

The study requested the respondents to indicate lédwel of agreement on the
statement relating to influence of central bankiggeé on mortgage product. From the
findings most of the respondents strongly agreed the government helps financial
institutions offering mortgage products as serviedggh principles-based regulation
guestions, Central bank rate act as a signal fomeercial banks to tighten their lending
which leads to an increase in the Commercial bankliihg rates and, Central bank has
set a rule that guide the bank on borrower abibtyepay the mortgage loan 4.66, 4.63
and 4.61. Further respondent agreed that Centrak beave some authority over
commercial banks and other financial institutiortgcl are less concerned with avoiding
asset price bubbles, such as the housing bubblael@tdom bubble, if cbk, advice on
higher mortgage rate leads to an increased casbrwbwing from both surplus income
side of the demand of housing which further leamlsl¢faults and foreclosures to the
extreme cases and increase in the Central Bankeads to a consistent increase in the
mortgage rate which tends to slow down mortgagakepand in order to support the
mortgage industry, the government has implementitteve policies that enable the
borrower to access the services and product of gaget 4.47, 4.37, 4.24 and 4.15
respectively.
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Table 4.17 Influence of Central Bank Policies on Magage Product

Mean

STDev

Increase in the Central Bank rate leads to a cmmgisncrease in the 4.24
mortgage rate which tends to slow down mortgagakept

Central bank rate act as a signal for commerciakdo tighten their 4.63
lending which leads to an increase in the Commetmaak lending

rates

If CBK, advice on higher mortgage rate leads tarameased cost of 4.37
borrowing from both surplus income side of the dedhaf housing
which further leads to defaults and foreclosurethéoextreme cases

In order to support the mortgage industry, the govent has 4.15
implemented effective policies that enable the twar to access the
services and product of mortgage

The government helps financial institutions offgrimortgage products 4.66
as services with principles-based regulation qaesti

Central bank have some authority over commerciakbaand other 4.47
financial institutions which are less concernechvavoiding asset price
bubbles, such as the housing bubble and dot-corl&ub

Central bank has set a rule that guide the bankasrower ability to 4.61

repay the mortgage loan.

1.066

0.633

0.583

0.786

0.477

0.593

0.557

4.6.4 Extent that CBK Policies influence Purchase &e of Home Mortgage Products
Table 4.18 illustrates the findings of the study ttve extent to which CBK

policies influence purchase rate of home mortgagelycts. Majority (74%) of the

respondents’ purported that CBK policies influemmechase rate of home mortgage

products to a very great extent while the rest 268te of the opinion that CBK policies

influence purchase rate of home mortgage prodocsgreat extent.
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Table 4.18 Extent that state of Bank IT Determinegs Profitability

Frequency Percentage
To a great extent 37 26
To a very great extent 106 74
Total 143 100

4.7 Price of Mortgage Product

4.7.1 Influence of Price of Mortgage Product on Magage Product

Table 4.19present the result of the finding on Wwaeprice of mortgage influence
purchase rate of home mortgage. Majority (96%)hef tespondents indicated that price
of mortgage product on purchase rate of home mgetgahile 4% diverged with the

majority opinions.

Table 4.19 Price of Mortgage Product on Purchase Raof Home Mortgage

Frequency Percent
Yes 137 96
No 6 4
Total 143 100

4.7.2 Influence of Price of Mortgage Product on Puthase Rate of Home Mortgage

The researchers requested the respondent to iadioait level of agreement on
the statement relating to influence of price of tyage product on purchase rate of home
mortgage. From the findings most of the respondegi®ed that price of mortgage
product stimulate the demand for housing purchasdepaice of housing reflects the high
cost and illiquid nature of transactions and theassibility of selling the house as
indicated by mean score of 4.77 and 4.15 respégtifarther respondents pointed that
lower value of mortgage product and increased waicgy reduce banks’ initiative to
lend and real estate prices and economic actinitthé construction sector have shown
large fluctuations over long time periods as depichy mean score of 3.74 and 3.73
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respectively. Higher costs of mortgage credit senldring some households to potential
bankruptcy and Easy access to credit and low Ignititerest rates have been the main
factors that have accelerated increase of the hgumsices as indicated by mean score of
3.66 and 3.54 respectively. Respondent were nethialprice dynamics such as lack of
institutionalization of the housing market; theiled supply of new homes on the market
immediately after the market liberalization; impeovent in the quality of housing; and,

increased demand from non-residents as illusttayadean score of 3.47.

Table 4.20 Price of Mortgage Product on Purchase Raof Home Mortgage

Mean STDev

The price of mortgage product stimulate the demBmrdhousing 4.77 0.422
purchase

A lower value of mortgage product and increaseceuaty reduce 3.74 1.041
banks’ initiative to lend.

Higher costs of mortgage credit service bring sdmaseholds to 3.66 1.133
potential bankruptcy

Price dynamics such as lack of institutionalizatimnthe housing 3.47 0.899
market; the limited supply of new homes on the reaimediately

after the market liberalization; improvement in theality of housing;

and, increased demand from non-residents

The price of housing reflects the high cost andjuld nature of 4.15 1.009
transactions and the impossibility of selling tloeise

Real estate prices and economic activity in thestantion sector 3.73 0.87
have shown large fluctuations over long time pegiod

Easy access to credit and low lending interesisrate/e been the3.54 0.943

main factors that have accelerated increase didhsing prices

4.7.3 Extent that Price of Mortgage Product influege Purchase Rate of Mortgage
Table 4.21 shows results of the findings on themxto which price of mortgage

product influence purchase rate of home mortgagemRhe findings, majority (58%) of

the respondents were of the opinion that price oftgage product influence purchase

rate of mortgage to a great extent, 23% purportet price of mortgage product
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influence purchase rate of mortgage to a very gre@nt while 19% alleged that price of

mortgage product influence purchase rate of mogdga@ moderate extent.

Table 4.21 Price of Mortgage Product influence Pulltase Rate of Mortgage

Frequency Percent
Great extent 83 58
Very great extent 33 23
Moderate extent 27 19
Total 143 100

4.8 Inferential Statistic
To establish the relationship between the indep@neiiables and the dependent
variable the study conducted inferential analysitictv involved coefficient of

correlation, coefficient of determination and nplki regression analysis.

4.8.1 Coefficient of Correlation

In trying to show the relationship between the gtudriables and their findings
the study used the Karl Pearson’s coefficient afedation (r). According to the findings
as indicated in table 4.22, it was clear that tivess a positive correlation between bank
mortgage product purchase rate artdrest rate as shown by a correlation value 52D,
it was also clear that there was a positive caiimlebetween mortgage product purchase
rate andlending criteria with a correlation value of 0.618gere was also a positive
correlation between mortgage product purchasearadebanks policies with a correlation
value of 0.587 and a positive correlation betweeantgage product purchase rate and
price of mortgage product with a correlation vati€.553. This shows that there was a
positive correlation between purchase rate of homoetgage product and interest rate,

lending criteria, banks policies and price of mageg product.
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Table 4.22 Coefficient of Correlation

L S
L ) o
Variables S 9 T S
s 8> 5 2 o
SSE 8 = 9 S S
58¢E g g = SE8
Ssa £ - o0 aEs
Mortgage product Pearson Correlationl
Purchase rate
Sig. (2-tailed)
Interest rate Pearson Correlation .5210 1
Sig. (2-tailed) .0032
Lending Criteria Pearson Correlation .6180 3421 1
Sig. (2-tailed) .0021 .0014
Banks policies Pearson Correlation .5870 1240 .0621 1
Sig. (2-tailed) .0043 .0120 .0043

Price of mortgage Pearson Correlation .5530 3420 .0000 .1660 1

product
Sig. (2-tailed) 0172 .0031 1.000 .0031

4.8.2 Coefficient of Determination

The coefficient of determination was carried out rteasure how well the
statistical model was likely to predict future canees. The coefficient of determination,
(r?) is the square of the sample correlation coefficleetiveen outcomes and predicted
values. As such it explains the contribution of fbar independent variables (interest
rate, lending criteria, banks policies and pricenudrtgage product) to the dependent
variable. Of the four independent variables thatenstudied, they contribute 55.1% of
purchase rate of home mortgage product as repessegtthe adjusteft?) as shown on
table 4.23. This therefore means that other fagtotsstudied in this research contribute
44.9% of bank profitability in Kenya. Thereforerthuer research should be conducted to
investigate the other factors not under the studty dlso determines purchase rate of

home mortgage product.
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Table 4.23 Model Summary

Model , _ , Std. Error of
r r Adjusted r the Estimate

1 0.742 0.551 0.641 0.0438

4.8.3 Multiple Regression

The researcher further conducted a multiple regressnalysis so as to identify
the determinant of profitability within banking iastry Kenya. The main purpose of
multiple regressions is to learn more about thati@iship between several independent
or predictor variables and a dependent or critevianable. The researcher applied the
statistical package for social sciences (SPSS) dde,c enter and compute the
measurements of the multiple regressions for theystAs per the SPSS generated table
4.25, the equation

¥ = Bo + BX1 + B2X2 + B3X3 + PaX4t €) becomes:

Y=1.279+ 0.510 p¢ 0.613%+ 0.525X%+0.531%,

The regression equation above has establishetb#tiag all factors into account (interest
rate, lending criteria, banks policies and pricenafrtgage product) constant at zero,
purchase rate of home mortgage product will bed..Ze findings presented also shows
that taking all other independent variables at zanonit increase in interest rate will lead
to a 0.510 increase in purchase rate of home ngetgeoduct; a unit increase in lending
criteria will lead to a 0.613 increase in purcheste of home mortgage product; a unit
increase in banks policies will lead to a 0.525@ase in purchase rate of home mortgage
product and a unit increase in price of mortgaglpet will lead to a 0.531 increase in
purchase rate of home mortgage product as showable 4.24. This infers that lending
criteria determine purchase rate of home mortgagdygt to a great extent followed by
price of mortgage product then bangslicies while firm interest rate the little to

purchase rate of home mortgage product.
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Table 4.24 Regression Coefficients

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
Constant/Y 1.279 1.316 1.451 0.357
Intercept
Interest rate 0.510 0.310 0.172 4242 0.0276
Lending Criteria 0.613 0.322 0.067 3.452 0.0202
Banks policies 0.525 0.156 0.210 3.382 0.0285
Price of mortgage
0.531 0.245 0.148 3.358 0.0249
product
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CHAPTER FIVE
SUMMARY OF FINDINGS, DISCUSSIONS, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction
This chapter provides the summary of the findingse conclusions and
recommendations of the study based on the objectwehe study. The chapter also

presents the suggestions for further studies.

5.2 Discussion of the findings

The study sought to establish how interest rategethby the banks influence
purchase of home mortgage product in the bankidgstty in Kenya, to examine how
lending criteria adopted by banks influence purehashome mortgage product in the
banking industry in Kenya, to assess how centrakhaolicies influence purchase of
home mortgage product in the banking industry imy&eand to establish how price of a
mortgage product influence purchase of home moegagduct in the banking industry

in Kenya.

5.2.1 Interest Rate Charged on Purchase rate of HarMortgage Product

On interest rate charged, the study establishedbtireks impose interest rate on
mortgage product as indicated by 79% of the respisd Interest rates are the single
critical factor that drives the mortgage market andess to more middle income housing
(Bernanke & Gertler, 2010). The study establishteat there has a gradual increase in
interest rate on home mortgage product as show®49¢ of the respondents. This
finding conform to expect impact on interest ratas work both ways: on the one hand,
higher house prices reduce the risk premium thromghncrease in the value of the
guarantees given; on the other hand, higher hotsespcould increase the demand for
lending (Avery 2006). Variable interest rate contributes to slawwgh in residential
mortgage market as shown by mean score of 4.0lordegy to Merriam (2008) interest-
rate movements are based on the simple conceptpglys and demand Banks base
mortgage rates on the volatility of the CBR justilasir lending rates where an increase
of interest policy rate determines an increasehm lbanks’ cost of borrowing, which

generally produces an adjustment in mortgage r@tedepicted by mean score of 3.77
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and 3.71 respectively. This influences purchase oathome mortgage to a great extent
as indicated by 50% of the respondents. Sorensgihiahtenberger (2007) analyzing the
process of convergence of mortgage interest ratehié house purchase in the euro area,
find that supply and demand factors only partiadyplain interest rates, while a

fundamental role is played by institutional factepecific to each country.

5.2.2 Lending Criteria Adopted on Purchase rate oHome Mortgage Product

On lending criteria, the study established thatkbamave a set lending procedure
followed when issues mortgage loan to a client epialed by 69% of interviewed
respondents. Banks play a crucial role in the fonagn of real estate through mortgage
financing. They lend for the purchase of land fewelopment and existing buildings;
they finance construction projects; they lend ta-bank and they finance companies that
may finance real estate; and they lend to non-Gi@nfirms based on real estate
collateral (David & Zhu, 2004). Banks finance sélez mortgage products as shown by
96% of the respondents. Banks lend mortgage loantHfe purchase of land for
development and existing buildings; they financestauction projects and that they
ensure that the mortgage product purchased bydhewer is genuine by cutinize the
ownership of the seller and it's authentic as depidoy mean score of 3.84 and 3.83
respectively. According to Berger and Udell (20&@en they test the relation between
collateral and credit risk in commercial and indydbans, risky borrowers are required
to pledge collateral while observably safe borr@vare not. Lending procedures
determine purchase of home mortgage product toeatgas shown by 42% of the
respondents. Besanko and Thakor (2007) note thatd@e, collateral and interest rates

would be used in combination if the wealth constisadf debtors become binding.

5.2.3 Central Bank Policies on Purchase rate of HoenMortgage Product

On bank policies, the study revealed that centmakbadvice financial institution
on mortgage loan application as indicated by 84%hefrespondents. CBK provide some
guideline on mortgage products as illustrated byo94f the respondents. This
subsequently leads to an increase in the Commebaak lending rates which is
consistent with the mortgage rates (Central Bankeureport, 2010). The government

helps financial institutions offering mortgage puots with principles-based regulation
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guestions where central bank rate act as a sigmaidmmercial banks to tighten their
lending which leads to an increase in the Commekbaak lending rates and as central
bank has set a rule that guide the bank on borrabity to repay the mortgage loan as
indicated by mean score of 4.66, 4.63 and 4.61.0&tog to development analyst
Simons (2006) government owned or sponsored mtuandldriven housing schemes and
the pseudo-mortgage arrangements that allow psbbtor employees to own their own
property have proven to be relevant. Banks poliadisience purchase rate of home
mortgage products to a very great extent as ilitestk by 74% of the respondents. higher
mortgage rates may also be seen as an opportonitgviestment by mortgage investors
and therefore could assess the risk return tradeotf evaluate other competing

investment in order for them to make a businesobiut(William, 2008).

5.2.4 Price of Mortgage Product on Purchase rate ¢iome Mortgage Product

The study noted that price of mortgage influenceclpase rate of home mortgage
as revealed by 96% of the respondents. Majorityespondents revealed that price of
mortgage product stimulate the demand for housingchase and price of housing
reflects the high cost and illiquid nature of tractsons and the impossibility of selling
the house as indicated by mean score of 4.77 absl despectively. According to
Bernanke and Gertler (2009) loans given by banksusate the demand for housing
purchase. Lower value of mortgage product and asmeé uncertainty reduce banks’
initiative to lend and real estate prices and engnactivity in the construction sector
have shown large fluctuations over long time pesiad depicted by mean score of 3.74
and 3.73 respectively. Egert and Mihaljek (2007 kena comparative analysis between
countries of Central East Europe (CEE) and OECDnhu@ms. They note that the price
dynamics in the CEE countries, aside from disp@sattome and credit, is strongly
influenced by specific factors, such as the lackinstitutionalization of the housing
market; the limited supply of new homes on the reaiknmediately after the market
liberalization; improvement in the quality of homgj and, increased demand from non-
residents. In these countries, a factor of pawicuhportance is the underestimated initial
level of house prices in the transition period.tker, the study revealed that price of
mortgage product influence purchase rate of moggag great extent as opined by 58%

of the respondents. Real estate prices and ecoramtivity in the construction sector are
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expected to show large fluctuations over long tpagods. This is due to the institutional
characteristics of real estate financing and tfecef of regulatory measures taken by the

authority of a country (Igan and Loungani, 2011).
5.3 Summary of the Findings

5.3.1 Interest rate charged on Purchase rate of HoenMortgage Product

On is interest rate charged, the study establifiegcbanks impose interest rate on
mortgage product as indicated by 79% of the respotsd The study established that
there has a gradual increase in interest rate orehmortgage product as shown by 64%
of the respondents. Variable interest rate conteduo slow growth in residential
mortgage market as shown by mean score of 4.0l1ksBbhase mortgage rates on the
volatility of the CBR just as their lending ratesi@ve an increase of interest policy rate
determines an increase in the banks’ cost of bangwwhich generally produces an
adjustment in mortgage rates as depicted by meamne st 3.77 and 3.71 respectively.
This influences purchase rate of home mortgagedgeat extent as indicated by 50% of

the respondents.

5.3.2 Lending Criteria Adopted on Purchase rate oHome Mortgage Product

On lending criteria, the study established thatkbamave a set lending procedure
followed when issues mortgage loan to a client egiaed by 69% of interviewed
respondents. Banks finance selective mortgage ptedas shown by 96% of the
respondents. Banks lend mortgage loan for the pseclof land for development and
existing buildings; they finance construction potge and that they ensure that the
mortgage product purchased by the borrower is genloly cutinize the ownership of the
seller and it's authentic as depicted by mean sobB284 and 3.83 respectively. Lending
procedures determine purchase of home mortgageigromia great as shown by 42% of

the respondents.

5.3.3 Central Bank Policies Adopted on Purchase ratof Home Mortgage Product
On bank policies, the study revealed that centmakbadvice financial institution
on mortgage loan application as indicated by 84%hefrespondents. CBK provide some

guideline on mortgage products as illustrated byo94f the respondents. The
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government helps financial institutions offering mgage products with principles-based
regulation questions where central bank rate ach aggnal for commercial banks to
tighten their lending which leads to an increasthenCommercial bank lending rates and
as central bank has set a rule that guide the lobankorrower ability to repay the
mortgage loan as indicated by mean score of 4.683 4nd 4.61. Banks policies
influence purchase rate of home mortgage prodocisvery great extent as illustrated by

74% of the respondents.

5.2.4 Price of Mortgage Product on Purchase rate ¢iome Mortgage Product

The study noted that price of mortgage influenceipase rate of home mortgage
as revealed by 96% of the respondents. Majorityespondents revealed that price of
mortgage product stimulate the demand for housingch@ase and price of housing
reflects the high cost and illiquid nature of tractsons and the impossibility of selling
the house as indicated by mean score of 4.77 alfsl réspectively. Lower value of
mortgage product and increased uncertainty redacks) initiative to lend and real
estate prices and economic activity in the constincsector have shown large
fluctuations over long time periods as depicted rhgan score of 3.74 and 3.73
respectively. Further, the study revealed that eprad mortgage product influence

purchase rate of mortgage to a great extent agdjn 58% of the respondents.
5.4 Conclusions

5.4.1 Interest Rate Charged on Purchase rate of HarMortgage Product

The study set out to establish the influence ofkbaolicy on purchase rate of
home mortgage product. From the study findings, shely concludes that there is
positive relation between interest rate and purehrate of home mortgage product. It
was clear from the study that banks impose inteegston mortgage product and there is
gradual increase in interest rate. Additionallye #tudy concluded that variable interest
rate contributes to slow growth in residential gage market where banks base
mortgage rates on the volatility of the CBR justilasir lending rates where an increase
of interest policy rate determines an increasehm lhanks’ cost of borrowing, which

generally produces an adjustment in mortgage rates.
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5.4.2 Lending Criteria Adopted on Purchase rate oHome Mortgage Product

The study also sought to assess whether lenditgriariadopted by the banks
influence purchase rate of home mortgage produttitasieduced from the findings that
that banks have a set lending procedure followednwbsues mortgage loan to a client.
The study also concluded that banks finance setectiortgage products as shown by
96% of the respondents. Banks lend mortgage loantHfe purchase of land for
development and existing buildings; they financestauction projects. Further, the study
concluded that banks ensure the mortgage produchased by the borrower is genuine

by cutinize the ownership of the seller and it’sheuntic.

5.4.3 Central Bank Policies on Purchase rate of HoemMortgage Product
The study examined how bank policies determinesxhase rate of home

mortgage product. From the findings the study aashetl that central bank advice
financial institution on mortgage loan applicatisnere it provides some guideline on
mortgage products. Government helps financial tunsbins offering mortgage products
with principles-based regulation questions whernetre¢ bank rate act as a signal for
commercial banks to tighten their lending whichde#o an increase in the Commercial
bank lending rates and as central bank has seleahat guide the bank on borrower

ability to repay the mortgage loan.

5.4.4 Price of Mortgage Product on Purchase rate ¢iome Mortgage Product

To determine the extent to which price of mortgagfeuence purchase rate of
home mortgage, the study concluded that price afgage product stimulate the demand
for housing purchase and price of housing reflécés high cost and illiquid nature of
transactions and the impossibility of selling treuge. Further, the study concluded that
lower value of mortgage product and increased waicgy reduce banks’ initiative to
lend and real estate prices and economic activitthé construction sector have shown

large fluctuations over long time periods.

5.5 Recommendations
Looking forward toward the realization of the ecomo pillar of Kenya'’s Vision
2030 demands that the financial institution focums making high profits in order to

eliminate social problems facing Kenyan citizendalyy through control emerging and
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endemic financial problems. Having investigatediuence of bank policy on purchase

rate of home mortgage product, the following reca@ndations are made.

On interest rate, the study recommends that byfdbe that the interest rates
oscillate between certain ranges (14%-17% in Ketlyage firms can give varying rates
for similar levels of loans depending on the mafketes of demand and supply and also
depending on the level of market risk at that patér time. Pre-payment penalties can
be an efficient mechanism to lower mortgage rated facilitate interest rate risk
management for lenders and investors. Lower séesrdue to discounts, interest-only
periods or graduated payments can reduce afforaldbnstraints for borrowers.
Features attractive to borrowers may be costlyngpossible for lenders to provide.
Features attractive to lenders may not be acceptablborrowers. A borrower is
interested in the affordability of the loan, bothreception and over its life. The lender is
interested in getting an acceptable risk-adjuséd of return over the life of the loan.
This presents a conundrum often an attempt to iagptie attractiveness of the loan for

one party creates a problem for the other.

The study recommended that banks should consi@gr fgnding criteria. The
lending institution need to consider the persomaunstances and earning capacity of
the prospective borrowers in order to calculatentfaximum amount to be lent over an
agreed periodThe type of mortgages issued by various mortgagepenies may differ
depending on how mortgage interest is determined serviced or by source of
capital/interest payments. A well-developed effitidanking sector is an important
prerequisite for saving and investment decisionsdad for rapid economic growth. A
well-functioning banking sector provides a systeyrmitich a country’s most profitable
and efficient projects are systematically and cardusly funded. The role of banks in an
economy is paramount because they execute monptdigy and provide means for
facilitating payment for goods and services indbenestic and international trade.

A higher mortgage rate leads to an increased ddstroowing from both surplus
income side of the demand of housing which furteads to defaults and foreclosures to
the extreme cases. However, higher mortgage radégsaiso be seen as an opportunity

for investment by mortgage investors and thereba@d assess the risk return tradeoff
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and evaluate other competing investment in ordethfem to make a business out of it.,
When purchasing for mortgage product the clieneguired to show proof of ability to
service the mortgage and the simple “rule of thumegjuires that the loan amount should
not exceed three times the annual income of theter ..

5.6 Suggestions for Further Studies

The study has explored influence of bank policy purchase rate of home
mortgage product with focus to Barclays Bank of ¥@nThe banking sector in Kenya
however is comprised of various other financiatitnons which differ in their way of
management and have different settings all togeffieis warrants the need for other
studies which would ensure generalization of thedtfindings for all the banks
institutions in Kenya and hence pave way for newicgms. The study therefore
recommends other studies be done with an aim &siigate influence of bank policy on
purchase rate of home mortgage product in othekibgnnstitution other than BBK in

order to give a general result that depict reaksion in the banking sector.
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APPENDICES

Appendix I: Letter of Transmittal
Irene Mutuku
POBOX ....covennn

Nairobi.

Date
Dear Sir/Madam

RE: FACTOR INFLUENCING BANK POLICY ON PURCHASE RATE OF
HOME MORTGAGE PRODUCT

| am a Master of Arts student at the UniversityNafirobi and in my final year of study.

As part of the requirement for the award of therdegof Master of Arts in Project
Planning and Management, I'm undertaking a reseprofect on“Factor influencing
bank policy on purchase rate of home mortgage produt”. In this regard, I'm kindly
requesting for your support in terms of time, ang responding to the attached
guestionnaire. Your accuracy and candid responBebwvicritical in ensuring objective

research.

It will not be necessary to write your name on tiuestionnaire and for your comfort, all
information received will be treated in strict cml&@ce. In addition, the findings of the
study will surely be used for academic researclpgags and to enhance knowledge in

the field of Banking.
Thank you for your valuable time on this.
Yours Faithfully

Irene Mutuku.
University of Nairobi
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Appendix Il: Questionnaire for Bank Staff

Influence of bank policy on purchase rate of home wrtgage product. a case of

Barclays Bank of Kenya

Am studying Master of Project Planning and Managanmogram at University of
Nairobi and | have designed the following questainm about the above topic. Kindly
and humbly answer all the questions to the begbaf knowledge. Indicate with a tick

or filling in the space(s) provided.

SECTION A: GENERAL INFORMATION

1. Indicate the Branch you are working at?

2. Kindly indicate your department
Mortgage [ ] Finance [ ]
Credit ° [ ]
Others Please SPECITY ... e e e e e e e

3. Indicate the position that you hold in the orgahaa

Manager [ ] Unit Head officer [ ]
Departmental Head [ ] Supervisor [ ]
Technical personnel [ ]

ANY OThET (SPECITY) ...ttt e e e e e e e e e

4. How long have you worked in this bank?
1- 5 years [ ] 6 — 10Years [ ]
10 — 15Years [ ] Above 16Years [ ]

5. What is your highest level of education?

Post Graduate [ ] Graduate [ ]
Diploma [ ] Certificate [ ]

ANY OThET (SPECITY) ...ttt e e e e e e



SECTION B: INFLUENCE OF BANK POLICY ON PURCHASE RAT E OF
HOME MORTGAGE PRODUCT
PART I: Interest Rate
1. Does your bank impose any interest on mortgagesfan
Yes [ ] No [ ]

2. What is the current interest rate charged on homegage product?
3. Has the interest rate increased or decreased cethparthe initial rate charged
when the bank started to offer mortgage loans?

Increased [ ] decreased [ ]

4. Indicate your level of agreement to the statemehdvb relating to interest rate
and its influence to the purchase rate of home gage in Kenya. Use a scale of
1-5, where 1- strongly disagree, 2- disagree, 3irag 4- agree, 5- strongly
agree.

The percentage of interest rates imposed on mazttpam

determine purchase of home mortgage products

We base mortgage rates on the volatility of the Q&R as

their lending rates

An increase of interest policy rate determines ramease
in the banks’ cost of borrowing, which generallypguces

an adjustment in mortgage rates

Mortgage loans on variable interest rate contribtieslow

growth in residential mortgage market in Kenya

Low interest rate offered by commercial bank on tgege
rate contributes positive impact on the credit ghowf
mortgage finance loans from loan takeovers fronsteng
lenders.

Mortgage interest rates influence supply and denfand

the for the house purchase
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When the economy grows too strongly, increasesdst
rates to slow the economy down and reduce inflatiemce

increasing demand for the home mortgage purchase

D

Increased demand for housing in both the rural wbdn
areas has created a hyper competition amongst the
financial and banking institutions hence decreasiteyest
rate imposed on mortgage products

5.

8.

In your own opinion, indicate the extent to whiakerest rates influence purchase
rate of home mortgage in Kenya?

To avery low extent [ ] To a low extent 1
To a moderate extent [ ] Toagreatextent ] [

To a very great extent [ ]

PART II: Lending Criteria

Is there set lending procedure followed when issnedgage loan to a client?
Yes [ ] No [ ]

If yes, explain the key areas that are observed?

Are there selective mortgage products that you bizalkice?
Yes [ ] No [ ]
If yes, name them.
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9. Indicate your level of agreement to the statemetdvb relating to bank size and
its influence to the bank profitability. Use a scaf 1-5, where 1- strongly

disagree, 2- disagree, 3- neutral, 4- agree, 6agly agree.

Statement 112 (34|65

The bank lend mortgage loan for the purchase ofl l&or
development and existing buildings; they financenstauction

projects

We have designed a lending contract that helpsnformation
about the borrower and the plan he/she have orhasirg the

mortgage product

We scrutinize the borrowers information to minimthe risk that

may occur due to the borrower inability to pay liben

Borrowers are required to pledge mortgage prodsithe security
to the bank

We consider borrower level of income to determineethier to

give loan or not.

We ensure that the mortgage product purchasedebpdhrower

is genuine by cutinize the ownership of the sellad its authentig

We conduct evaluation for the customers and moetdpgrowers

at an extra cost which most of the client feeliggh

10.Indicate the extent to which lending criteria irfiice purchase rate of home
mortgage in Kenya?
To a very low extent [ ] To a low extent 1
To a moderate extent [ ] Toagreatextent ] [

To a very great extent [ |

PART IlI: Central Bank Policies

11.Does the Central Bank of Kenya control or advice martgage loan in the
financial institutions?
Yes [ ] No [ ]
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12.1s there specific policies guideline issued bydhatral bank on mortgage loan?
Yes [ ] No [ ]

13.1f yes, explain them.

14.Kindly indicate your level of agreement to the adpd central bank policies and
its influence on purchase rate of home mortgagdumioin Kenya. Use a scale of
1-5, where 1- strongly disagree, 2- disagree, 3irak 4- agree, 5- strongly

agree.

Increase in the Central Bank rate leads to a cmmigicrease in th

mortgage rate which tends to slow down mortgagakspt

Central bank rate act as a signal for commerciakdao tighten
their lending which leads to an increase in the @encial bank

lending rates

If CBK, advice on higher mortgage rate leads tonaneased cost g
borrowing from both surplus income side of the dedhaf housing

which further leads to defaults and foreclosurethé&extreme case

\*2J

In order to support the mortgage industry, the gaveent has
implemented effective policies that enable the dwear to access th

services and product of mortgage

The government helps financial institutions offgrimortgage
products as services with principles-based reguiajuestions

Central bank have some authority over commerciak®and othe
financial institutions which are less concernedhwatvoiding asse
price bubbles, such as the housing bubble andatothbubble

-

Central bank has set a rule that guide the bartboorower ability to

repay the mortgage loan.
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15.Kindly indicate the extent to which central banKiges influence purchase rate

of home mortgage product in Kenya?

To a very low extent [ ] To a low extent 1
To a moderate extent [ ] Toagreatextent ] [
To a very great extent [ ]

PART IV: Price of Mortgage Product
16.Do you think the price of mortgage product influemurchase rate of home
mortgage product in Kenya?

Yes [ ] No [ ]

Explain your answer above.

17.To what extent does the following indicator of priof mortgage product
influence purchase rate of home mortgage in Ketysea scale of 1-5, Where 1-
Very little extent, 2- Little extent, 3- Moderatgtent, 4- Great extent, 5- Very

great extent.

Statement 1|2 314|565

The price of mortgage product stimulate the denfant¢housing
purchase

A lower value of mortgage product and increasedettamty

reduce banks’ initiative to lend.

Higher costs of mortgage credit service bring sdraeseholds

to potential bankruptcy

Price dynamics such as lack of institutionalizatdrthe housing
market; the limited supply of new homes on the refrk
immediately after the market liberalization; impeovent in the

guality of housing; and, increased demand from resdents
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The price of housing reflects the high cost anduid nature of

transactions and the impossibility of selling tloeie

Real estate prices and economic activity in thestantion

sector have shown large fluctuations over long fr@eods

Easy access to credit and low lending interestra#ee been the

main factors that have accelerated increase didhsing prices

18.1n general indicate the extent to which price ofrtgage product influence

purchase rate of home mortgage in Kenya?

To a very low extent [ ] To a low extent 1

To a moderate extent Toagreatextent ] [

[ ]
To a very great extent [ ]

PART V: Bank Policy
19.kindly answer the following aspects
Approximately how many numbers of borrowers do ymi in a period of 6

years?

20.What is the maximum amount a borrower can get?

21.Do you consider borrower employment status wheumngsloan?

Yes [ ] No [ ]

22.What is the minimum and maximum repayment perigcfmortgage loan?

THANK YOU FOR YOUR PARTICIPATION
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Appendix lll: Questionnaire for the Banks Customer
Am studying Master of Project Planning and Manag#nm@ogram at University of
Nairobi and | have designed the following questairamon Influence of bank policy on
purchase rate of home mortgage product: a caseaafldys Bank of Kenya. Kindly
answer all the questions to the best of your kndgae Indicate with a tick or filling in
the space(s) provided.
SECTION A: GENERAL INFORMATION

1. Which branch of Barclay bank within Nairobi CBD gou bank with?

2. How long have been banking with this bank?
1- 5 years [ ] 6 — 10Years [ ]
10 — 15Years [ ] Above 16Years [ ]

3. What is your highest level of education?

Post Graduate [ ] Graduate [ ]
Diploma [ ] Certificate [ ]
ANY Other (SPECITY) ... v e e e e

4. Is there mortgage loan/product that you are sergiti
Yes [ ] No [ ]

SECTION B: Influence of bank policy on purchase raé of home mortgage
product
PART I: Interest Rate
5. Is there interest rate charged on mortgage loarythatook?
Yes [ ] No [ ]

6. If yes, are you aware of the percentage chargenennterest rate? Indicate the
percentage charged.
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7. Kindly indicate what you perceive interest ratecasnpared to the amount of

mortgage you took?
Fair [ ] unfair [ ]

8. Did you consider the interest rate charged by thekbbefore you take the
morgage loan from the bank?
Yes [ ] No [ ]

9. To what extent does interest rate influence yopuxehase home mortgage in the
banks?

Very Low extent [ ] Low extent [ ]
Moderate extent [ ] great extent [ ]
Very great extent [ ]

PART II: Lending Criteria

10.1s there criteria used by the bank to determineatheunt of mortgage loan to be
given?

Yes [ ] No [ ]

11.How would you rate the criteria used in determirtimg mortgage loan?
Unfair [ ] fair [ ] excellent [ ]
12.Would you seek for another mortgage loan in theklmased on the criteria used
to seek for another mortgage loan?
Yes [ ] No [ ]

13.Was the procedure adopted to guarantee you thealtlim the timeframe you
expected?
Yes [ ] No [ ]

14.Did the bank consider the mortgage product you veereking finance for to
guarantee you the amount you wanted?
Yes [ ] No [ ]
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If yes, name them.
15.Indicate the extent to which lending criteria irfhice purchase rate of home
mortgage in Kenya?
To a very low extent [ ] To a low extent 1
To a moderate extent [ ] Toagreatextent ] [

To a very great extent [ ]

PART llI: Central Bank Policies
16.Is there policies observed when you were seekinth®dmortgage loan?
Yes [ ] No [ ]

17.1f yes, explain them.

18.Kindly indicate the extent to which central banKiges influence purchase rate

of home mortgage product in Kenya?

To a very low extent [ ] To a low extent 1
To a moderate extent [ ] Toagreatextent ] [
To a very great extent [ ]

PART IV: Price of Mortgage Product
19.What was the amount of the initial amount you wdni®m the bank for the
mortgage product?

20.Did the bank gave you the amount as you expected?

Yes [ ] No [ ]

21.Do you think the price of mortgage product thatksehe loan for influenced the

home mortgage product?

Yes [ ] No [ ]
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Explain your answer above.

22.In general indicate the extent to which price ofrtgage product influence

purchase rate of home mortgage in Kenya?

To a very low extent [ ] To a low extent 1

To a moderate extent Toagreatextent ] [

[ ]
To a very great extent [ ]
23.Did the bank consider your employment status whlsuaing loan?

Yes [ ] No [ ]

24.What is the minimum and maximum repayment perigcafmortgage loan you
took?

THANK YOU FOR YOUR PARTICIPATION
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