(

> i 2 A cﬁ&/
INSTITUTE FOR DEVELOPHENT STUDIES HF— >V L l@fk’ s L
UNIVERSITY OF NATIROBI

HAZRI DOCZUMENTATION CENTRE
UNIVER:1TY OF NAIROBL
P. O. Box 30197,
NAIROBL.

CONSTRAINTS & COSTS IN THE KENYA BUILDING INDUSTRY

by

E.J. Wells and LE.ile iiado,

.»,'t;‘, ;7 ol . ' _‘qtRE

d " i
f e AUPAEDE 2 H) )
TS, o She / ,/ HABR‘ L} o ‘ L &K‘J&\.
N\ | UN\VERSRY Or- =
. 4 . ; ; o on SO i 97’

NAIROBL. 4

November, 1968,



INTROUUCTION

L. - The present study originated in October 1967 at the request of
the Mihistry of ficonomic Planning and Development. At that time there
was considerable concern amoné various Ministries and ﬂovernment
departmqnts at the low level of Lullulng aotlv1ty in Kenya since thc
beginniﬁg of the Plan period. This found expression in the 1967

~ Boconomic Survey = which pointed out the shortfall of acauall against

planned development expenditures and attrihuted this "particularlye.s.
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to construction de] The survey in fact

weht'fﬁrtner than thlo, and cited the ’1nab111ty of the building
industry to gear itself to the much higher level of activity required®

as one of the major causes of this shortfall,

2o In addition, there was between 1965 and 1967 a sharp rise in the
price of building, cavsing considerable concern o public bodies
operating on a fixed annual'budget; A 40 to'60? risc in t“olcoqtv of
the IDA school building programme was registered by the Ilnlstry of
Education, and similar complaints received from the M.Q.W, ' oRo& Ho
and the LsA.Ps & Te These two facfo*% together - the inadequacy of
building activity and the mharp rise in prices - would appear at first
sight (and did so appear to various ubvernment officials) to be a clear
indication of the demand for building outgtripping supply, or a
tconstraint' on the supply side of the industry. In view of the signi-~
ficance of building in the overall development programme, we were
therefore asked to investigate the prescnt, and expected Tubture, 'capacity
of the industry, and to comment on the chief factors leading to rising

prices.

3 It soon became apparent that the 'problems' as prnsehted t0o

~
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involved some gross over-simplifications and over-hasty conclusions

We began immediatcly to collect evidence on the chief areas of complaint
as outlined abovn ~ (i) the inadequacy of the level of building activitys
(ii) the extent and possible causes of price rises and (iii) the supposed
'constraint' in tlhe building industry. The chief findings of these

preliminary investigations arc oublincd belows=

(1)..The level of activity:

4o Pized capital formation is a kcy factor in cconomic growth. In
Kenya betwconbl956 and 1963 Gross Wixé&‘CapitaJ 'ormatwow (GFCF) was
steadily decllulnb from £45 7&. to ?31 ﬁm.q this was largolv on account
of the low 1cvcl of prlvatb 1nvcstmcnt outuldo agri culture. Building
activity, being a Aey ulemont in GFCG, also declined but at a much more
rapid rates the most Sp@ctacular fall was again in the pfivate sector,
where residential building fell from £6.0m. tb'£0,76m._in<§he.seven_

year period, and non-residential from £4.22m to £1,25. Thus although



both GFCF and its bulldlnﬁ component fell subbuantlally, the fall was
much more dramatlc in the lattﬂr, and building activity as a percentage

of ‘GFCF decélined from 39. 7p 1n 1956 to only 17.6% in 1963,

Se Tho recovery in the level of investment started slowly in 1964,
pauséd in 1965, and accelerated in 1966 to reach an all=time 'high',
Building activity, however, though rising slightly in 1964, fell again-
lin 1965, and in 1966 £till only accounted for 15.5% of GFCF - its loweast

reoorded lovel.¥

6. While it may be unwisc to suggest that there is any deSirable

and fixed ratio between GFCF and its building component, on account of
the many differcnt types and possible directions of investment programmes
in a developing country, it scems rcasonable to assumc that there is a
normal average figure around which the ratic will tend to gravitate ovér.
a pumber of yecars, since buildings arc an essential component of all
eoonomic activity and demand for residential buildings ie a function

of rising inc?mes and economic growth. It is also probale that there
may be a 'floor' below which the ratio cannot fall permanentlys: it

seems quite posgible that in Kenya in 1966 this 'floor' may have been
rcached, and unless»tho ratio of building to GFCF expands rapidly it

may well become a constraint on further GECF and thus on economic growth.,

Tea  This hypothesis would appear to be borne out by the préliminary
demand estimates of the development plan. These suggestrthat capital
formatidn in building should expand from its 1966 (calendar) level of
£8me to £15m. in 1968 (fisgcal), and reach a level of £33m. in 1972

- a cumulative growth ratc of 23%9 Thusy building activity is planhed"
to grow at nearly twicce the rate of GFCF — its percentage share rising
to 329,in 1968 and remaining at this level for the rest of the plan

periode
B hus it would appear that the level of building activity since the
start of the recovery of the cconomy in 1964'may well have been 'inadeuvate?

— or at least surpnrisingly low when compared sith the levels considered

'

*normal' in other countries, It is also certain thet it will have to rise

spectacularly in the next few yecars if pgrowth and developmenti are to:

proceed at the required pace. It is, however, by no mecans apparent from

the data presented above that the cauge of this inadequacy may be
tributed to constraint on the supply side of the industry; it is

equally pos blbln that demand constraints (limiiations on the client's

ability to spend) may have been opcrative. But whether or not supply -

-

cons tralntG are already apparcnt, there is a strong possibility that

they will occur in the future.
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¥* Thesc figures arc all taken from the 1966 Tconomic Survey and are
illustrated by the graphs in appendix A,



