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ABSTRACT 

This research was to give an overview of housing finance for low income group in 

Tanzania. Tanzania suffers from a terrible shortage of good quality and affordable 

housing.  So dire is this shortage that the nation currently carries a 3 million housing 

deficit coupled with a 200,000 unit annual demand. The objectives which guided the 

research were, to identify the existing demand and the supply of housing finance in 

Tanzania, to assess the challenges encountered in accessing housing finance for the 

low income group, to examine the prerequisite for the accessibility of housing 

finance among low income group in Tanzania and to evaluate measures to be 

addressed to improve housing finance for low income group in Tanzania. The study 

employed the descriptive research design involved the collection of empirical data. It 

also involved both quantitative and qualitative data collection. Data were collected 

from 80 respondents from Ministry of Lands, Housing and Human Settlements 

Development in Dar es Salaam and different people from Dar es Salaam; Methods 

employed during the data collection were questionnaires, observation and interview, 

documentary review. The finding show that the high cost of land and building 

materials have been among the biggest impediments to the supply of affordable 

housing in Tanzania. Poverty remains the biggest constraint to affordability. On the 

other hand, not all of the urban populations live above the poverty line. This 

indicates that urban poverty in Tanzania is high and large proportion of the working 

age population is involved in the informal sector. In this case most people lend so as 

to obtain daily needs such as food and clothing since loans for these needs are low in 

comparison to the loans for house construction. Most of the financial institution 

which are giving housing loans are to strong enough to give large loans for someone 

to construct a new house. In this case the loans which are provided are enough for 

room extension or minor renovations. Few people have little knowledge on loans 

from the financial institution. Also the bank could make loans for repair, extension, 

improvement and upgrading. These would support the sequential building and 

improvement processes currently employed by low-income h or the sequence could 

be speeded up households. Access to finance would mean that they could be built to 

good standards.  
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CHAPTER ONE 

BACKGROUND INFORMATION 

 

1.1  Introduction  

Housing not only provides physical shelter but also has significant impact on the 

lives of the dwellers in terms of skills enhancement, income generation, increased 

security, health, self-confidence and human dignity. 

 

Housing finance development, therefore, plays a role in boosting equitable economic 

growth and reducing poverty through helping households build assets, improving 

living conditions, empowering the middle and lower-income population, and 

strengthening communities. 

 

Despite its considerable economic and social potential, housing finance remains 

underdeveloped in Tanzania. In most cities in Africa, Asia and Latin America, low-

income households cannot afford legal housing or good quality housing.  

 

They cannot get conventional housing finance because their homes are in illegal 

settlements and they lack the income or formal documentation that housing finance 

agencies require (UNHSP, 2005).  

 

The inadequacy in shelter delivery system in Tanzania to cater for the urban 

population has led to an extensive development of squatter or unplanned settlements. 

Studies conducted in 1995 under the Urban and Housing Indicators Program 

indicated that nationally about 70 percent of the urban population lives in unplanned 

settlements and about 60 percent of the urban housing stock is to be found in these 

settlements.  

 

Current studies indicate that about 32% of such dwellings could be classified as 

being in bad condition, 51% in fair condition and 17% are in good condition (Nnkya, 

2007). Lack of appropriate policies on housing development are thought to be major 

contributing factor to overcrowding in housing and poor housing conditions. Others 
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are poor acquisition of building plots, land title, building permit and housing credit 

facilities.  

 

1.2  Background to the problem 

The poor economic situation and income inequality in Tanzania can be reflected in 

the quality of the housing stock. It is estimated that close to one third of all houses in 

urban areas are constructed outside of the formal regulatory system, mostly on land 

to which the homeowner does not have a formal title. 

 

Tanzania having a weak housing finance and property market has resulted to nearly 

the entire urban housing stock being built by individual households and not by 

established developers. As the vast majority of households do not have access to 

formal finance they depend a great deal on their own savings and informal financial 

sources to pay for the land, building materials and labor they need for construction. 

As a result, most people build their houses incrementally over many years as 

resources become available. Until recently, access to housing-related finance has 

remained extremely limited in Tanzania for low income people. 

 

Since the 1960s, there have been a number of housing finance initiatives by the 

public sector but outcomes have been disappointing. The most notable effort was the 

establishment of the Tanzania Housing Bank (THB) in 1972.  

 

Weighed down by management problems and a poor loan recovery record, the bank 

was wound up in 1995 after only two decades of operation. Tanzania has since then 

not had a formal housing finance institution. In the 1960s and 1970s, Government 

supported the formation of housing cooperatives as vehicles for mobilizing savings 

and issuing housing loans. In particular, such cooperatives were expected to grant 

loans to beneficiaries of sites and services schemes at one time popular in Tanzania 

and other developing countries. But by the 1980s, the earlier enthusiasm for housing 

cooperatives had waned (Merrill, and Tomlinson, 2006).  

The National Housing Corporation (NHC), started operations in 1962, acting as both 

developer and financier. It was initially established to guarantee or provide finance to 
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local authorities and individuals for the construction and improvement of buildings 

and approved housing schemes.  

 

The Corporation also offered long-term repayment terms of 15-25 years for tenant 

purchase schemes but abandoned this approach due to poor loan recovery. Their 

current focus is to build and sell middle income houses, requiring a 50 per cent down 

payment from purchasers and repayment of the balance in one year. Access to 

housing finance is a critical bottleneck for the majority of the population in Tanzania 

urban center. The lack of available and accessible housing finance has been 

identified by the Government of Tanzania as one of the important hurdles in 

improving housing conditions for middle- and lower-income households.  

 

1.2  Problem Statement 

In Tanzania acquiring good quality, legal housing is expensive where by, most of it 

require mortgage finance in order to buy or build good house, this makes it difficult 

for the low income household to afford legal housing or good quality housing. 

 

In this case, the low income households either rent (usually in poor quality 

overcrowded dwelling) or buy or build in illegal settlements. On the other hand, the 

low income households cannot get conventional housing finance because their homes 

are in illegal settlements and they lack the income or formal documentation that 

housing finance agencies require. 

 

Majority of households do not have access to formal finance they depend a great deal 

on their own savings and informal financial sources to pay for the land, building 

materials and labor they need for construction. As a result, most people build their 

houses incrementally over many years as resources become available. 

 

The understanding of the formal delivery of housing finance has improved 

considerably, but yet less is known about households‟ use and production of housing 

finance. Basing on this basis argument, this study focus on giving an overview of 
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housing finance in Tanzania, with a focus on access for the poor. Drawing on 

primary and secondary evidence.  

 

1.3  Research objectives 

This research was guided by the following objectives.  

 

1.3.1  Broad Objective 

This study is constructed to examine an in-depth analysis on housing finance for low 

income group in Tanzania 

 

1.3.2  Specific objectives 

i. To identify the existing demand and the supply of housing finance in   Tanzania. 

ii. To examine the prerequisite for the accessibility of housing finance among low  

        income group in Tanzania. 

iii. To assess the challenges encountered in accessing housing finance for the low  

       income group. 

iv.  To evaluate measures to be addressed to improve housing finance for low   

       income group in Tanzania. 

 

1.4 Research questions  

i. What are the existing demand and the supply of housing finance in Tanzania? 

ii. What are the prerequisite for the accessibility of housing finance among low  

            income group in Tanzania? 

iii. What are the challenges encountered in accessing finance for the low income  

           group? 

iv. What measures to be addressed to improve housing finance for low income  

           group in Tanzania? 

 

1.5  Significance of the study 

This study therefore intended to provide necessary knowledge that were imparts all 

stakeholders on why housing finance development is crucial process that plays  role 

in boosting equitable economic growth and reducing poverty through helping 
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households build assets, improving living conditions, empowering the middle- and 

lower-income population, and strengthening communities wellbeing. 

 

It is desirable to promote growth in home financing to a wider population group at 

lower cost. The government of Tanzania should recognize the importance of the 

housing sector and its potential to contribute to long-term economic development.  

Accordingly, it has taken necessary steps to address present weaknesses and 

encourage the development of a more stable and vibrant housing sector. Improved 

housing is not only a desirable goal in its own right, but it also contributes to 

economic growth, social development, improved governance and enhanced security 

and stability.  

 

This study were attempts to builds a constructive role in the strengthening awareness 

to all stakeholders in the housing sector to work together which in turn enhance 

social stability and personal security. Failure to deal with housing issues was lead to 

the continued growth of slums and poorly serviced informal settlements on the urban 

periphery. On the other hand, this study was formulating recommendations for 

improving access to housing credit for various groups of presently underserved urban 

and rural households. In this case, the study was useful to the government, housing 

finance sectors as well as the community at large.  

 

1.5  Scope of the Study 

The most foreseen problems or limitation of this study were time, financial 

constraints. Finance were needed as the case were involves many studies, printing 

and buying studies related materials and distance traveling from one destination to 

another in order to facilitate gathering of research data. Time limit also another factor 

that were limit this research study as it required to cover a big area to administer the 

questionnaires to the respondents. Other limitation were source of information 

especially from the financing institution due to confidentiality of the information, 

secrecy and bureaucracy in obtaining information from the selected institution is also 

expected to hinder the quality of this study.   
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In order to overcome the above limitation the study were focus on the following 

areas for each of the respective items mentioned above. In order to overcoming 

financial constraints, the study was trying as much as possible to cover little number 

of financial institutions or commercial banks in Dar es Salaam. 

 

 Time constraints were handled by using questionnaire, the respondents were given 

the questionnaire to fill in their respective areas or working-place, and they were 

informed in advance when the questionnaires were collected. The researcher were 

ensure the respondents that, that information they were provide were rated secrecy 

and no need of disclosing their name when filling the questionnaire.  

 

1.6  Limitations of the study 

The major factor that hindered this study is time, insufficient funds and willingness 

of respondents to responds to the questions correctly. On the other hand , the 

readiness for respondents to volunteer in data provision, as well as understanding the 

study questions are also expected to be the limitation in this study 

 

However, various techniques were used in overcoming the above limitation. For the 

case of time limitation, the researcher followed the time-frame set in each research 

activities outlined in the study proposal, and making proper appointment with 

respondent‟s interview and others. This study focused its‟ findings on low income 

householders to reduce the scope of analysis of data. In counteracting validity of data 

gathered proper review of secondary data to facilitate in depth analysis of primary 

findings.  

 

Nevertheless, varieties of data collection tools, such as;  observation, discussions and 

panel interviews were used to reduce study budget, as this does not need more 

printings of documents. The respondents were ensured that the information disclosed 

were strictly for academic purpose and nothing else. Furthermore, it‟s not necessary 

for respondents to disclose their names.  
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CHAPTER TWO 

LITERATURE REVIEW 

2.0  Introduction 

This is the important part of this research since it enables the familiarization of 

different arguments and facts established by other authors. This part was divided into 

two parts, theoretical literature review, which included definition, policy theory and 

laws guiding the study. Empirical literature review where various literatures were 

explored to discover the research gaps and relevancy   

 

2.1  Theoretical literature review 

This section were focus on the definition, policy theory and laws guiding the study 

 

2.1.1  Housing  

Housing does not only include a shelter but also the physical and social infrastructure 

surrounding it which includes water, electricity and access roads. Housing can also 

be referred to buildings or structures that individuals and their family may live in that 

meet certain federal regulations. Different housing situations vary for individuals and 

may depend on age, family, and geographic location. For example, a recent 

university graduate may live in a rented apartment whereas a middle-aged 

entrepreneur may live in a house with or without a mortgage. Peter King (2009) 

 

2.1.2  Housing finance.  

Housing finance is a broad topic, the concept of which can vary across continents, 

regions and countries, particularly in terms of the areas it covers. For example, what 

is understood by the term “housing finance” in a developed country may be very 

different to what is understood by the term in a developing country. Housing finance 

was defined primarily in terms of residential mortgage finance: Chiquier and Lea 

(2009)  
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“Housing finance is what allows for the production and consumption of housing. It 

refers to the money we use to build and maintain the nation‟s housing stock. But it 

also refers to the money we need to pay for it, in the form of rents, mortgage loans 

and repayments.” Peter King (2009)  

 

2.1.3  Mortgage  

A legal agreement that conveys the conditional right of ownership on an asset or 

property by its owner (the mortgagor) to a lender (the mortgagee) as security for a 

loan. The lenders security interest is recorded in the register of tittle document to 

make it public information, and is avoided when the loan is paid in full. Peter King 

(2009) 

 

2.1.4  Conception Definition   

The development of the housing sector is widely recognized as an integral part of 

economic development. In addition to the large share that the housing sector 

occupies in the economy, its importance also arises from the positive externalities 

and spillover effects, and its impact on the social and political climate, issues of 

particular importance in developing countries. Proxenos 2002.  

 

In most countries, and increasingly so in emerging economies, housing represents a 

large proportion of a household‟s expenditure and takes up a substantial part of 

lifetime income. Usually, it is the largest asset owned by households. It is also widely 

understood that the provision of housing services depends upon a well-functioning 

housing finance system. Indeed, without a properly functioning housing finance 

system that operates in an efficient manner, the “real” housing market would be sub-

optimal. Moreover, similarly to the housing markets, the housing finance system has 

beneficial spillover effects on the entire financial system with far-reaching 

consequences for economic development (Glaeser, 1999). 
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Housing finance is important for the process of capital accumulation in a developing 

economy, and is critical to enhancing the depth and reach of the financial markets. 

Since housing is the primary tangible asset of a developing or transitioning economy, 

it can then also be used as collateral to borrow funds in order to carry out productive 

capital investment (Bardhan and Barua, 2004).  

 

Mortgage debt accounts for a large proportion of household debt and, through 

secondary markets and securitization, supports the efficient functioning of financial 

markets. Housing finance, as well as other real estate finance, is vital elements both 

in the development of a dynamic housing sector as well as a growing and deepening 

financial sector.  

In addition to creation of more lending channels, more investment channels are 

opened up as well for both institutional and individual investors, leading to more 

complete and efficient markets. 

 

In some countries the purchase of an entry-level home, often subsidized in some 

form, has served as a stepping stone for upward social and economic mobility. As 

observed by Bardhan, et al (2003), the Singapore housing market, for example, is 

characterized by the coexistence of a dominant public sector and a small, growing 

private sector with relatively higher quality housing. While accounting for the impact 

of the former on the latter, they find that an increase in the rate of change of public 

housing resale prices has an important and significant positive impact on the sales of 

private residential units. 

 

 The underlying mechanism for this effect is that occupants of the subsidized public 

sector flats are allowed to sell their flats after a certain period, subject to some 

restrictions, and capital gains from the sale proceeds provide a substantial portion of 

the down payment in the purchase of new, more expensive, private apartments. This 

tandem of private-public activity lends a helping hand to upwardly mobile 

households, and the larger social and economic value created far outweighs the 

resources expended in the public sector housing subsidies. 
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2.1.5  National human settlement development policy (2000)  

The overall goals of national human settlement development policy are; to promote 

development of human settlement that is sustainable. To facilitate provision of 

adequate and affordable shelter to all income groups in Tanzania through the 

improvement and provision of infrastructure and social services. Although it does not 

cover housing adequately, it remains the principal legislation governing housing in 

Tanzania. 

 

In this case among the objectives for reaching the goals are; to make serviced land 

available for shelter and human settlement development in general to all sections of 

the community including women, youth, the elderly, disabled and disadvantaged. To 

assist the poor acquire decent shelter. To facilitate the creation of employment 

opportunities and eradication of poverty.  

 

2.1.6  Mortgage Finance (Special Provisions) Act, 2008 

The passing of this act has created a lot of momentum in government for the 

development of housing finance. The act amended certain written laws with a view 

to providing further provisions for mortgage financing and enables Estate Developers 

to access long term loans from the banks to build houses and sell to buyers. The act 

also intended to help to provide funds for acquisition of low cost housing and not just 

for mansions and skyscrapers. Formerly the procedure for transfer of mortgaged 

property was long and cumbersome.  

 

Under this act, this process involves only three parties, the mortgagor, the Bank and 

the Registrar of Titles. All other interested parties, including the Commissioner for 

Lands are notified by the Registrar after the completion of the mortgage process. 

Under this act, the bank and the borrower enter into a contract and if the borrower 

breaches the contract, they are given a notice of 60 days to pay, after which his/her 

property are sold (to pay back the loan) without involving the court. 
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2.1.7  The Unit Titles Act, 2008 (Act No. 16 /2008) 

The enactment of this act has significantly improved the prospects for mass housing 

production and the demand for mortgages. The act enables, Estate Developers to 

construct high rise and buildings and multi-face structures with a big number of flats 

(or units) and sell each unit to as many buyers; and each unit buyer is eligible to get a 

title deed after completing the sales agreement.  

 

This act provide for the management of the division of buildings into units, clusters, 

blocks and sections owned individually of co-owned and use of designated areas; to 

provide for issuance of certificate of unit titles for the individual ownership of the 

units, clusters or sections of the building, management and resolution of disputes 

arising from the use of common property; to provide for use of common property by 

occupiers other than owners and to provide for related matters. 

 

2.1.8  Judicial context of the housing sector with respect to mortgages 

The most important laws governing the mortgage market are Chapter X of the Land 

Act, as amended in 2004, and the Mortgage Financing (Special Provisions) Act No. 

17 of 2008 (which is read in conjunction with the Land Act which remains the 

principal act).   

 

2.1.8.1  Civil Procedure 

In Tanzania, all mortgage foreclosures of a family residence require court 

intervention.  Historically, in view of the inefficiencies and biases of the legal 

system, this has prompted the widespread perception among lending institutions that 

the legal and institutional framework does not adequately allow for the creation and 

enforcement of mortgages, especially bearing in mind that in the past, the law had 

been heavily weighted in favour of the rights of the borrower.  

 

 That perception created by not having non-judicial foreclosure to obtain possession 

of a mortgaged property, has been, along with other key issues such as spousal 

consent, at the core of lending institutions choosing to stay away from the mortgage 
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market save those institutions that were willing to take the risk.  The perception 

however was not necessarily unfounded, as there are known cases where lenders 

experienced difficulties in their rights to obtain possession of and or to sell a 

mortgaged property as a result of injunctions or court interventions based on baseless 

extra-legal claims. 

 

  However, in the wake of the amendments to the Land Act, by way of the enactment 

of the Mortgage Financing (Special Provision) Act, which has addressed some of the 

key concerns for lenders, lending institutions are now positioning themselves for 

market entry to what is largely a nascent mortgage market with a substantial housing 

deficit in excess of three million homes. 

 

It should be noted that many knowledgeable people believe that there is no such 

thing as foreclosure in Tanzania. While there was foreclosure by power of sale in 

effect before the adoption of amendments to Chapter X of the Land Act in 2004, 

Chapter X provides that court action is necessary for foreclosure of a family home 

and, in Section 125, states that “any rule of law, written or unwritten, entitling a 

mortgagee to foreclose the equity of redemption in mortgage land is abolished.” In 

fact, the law allows for foreclosure through repossession and/or sale of the property. 

“Foreclosure” is simply the termination of the debtor‟s rights to pay what he owes, 

reinstate good standing under the loan, and retain ownership of the property used to 

secure the loan, which ends upon sale of the property to a third party.  

What Tanzania does not have is "strict foreclosure," under which a court may deliver 

possession of a property free of the debtor's right of redemption prior to execution 

sale, or “non-judicial foreclosure.” (Rabenhorst & Butler, 2007) 

 

It should be noted that the exclusion of family homes from non-judicial foreclosure 

apparently was included in the law in an effort to protect individual borrowers and 

their families from banks that might be over-eager to take away their property. 

 

  This is clearly an element adopted from the socialist past of the country since 

experience around the world shows that lenders examine the law to determine if 
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execution procedures are efficient and predictable when they are deciding whether to 

enter the market. The availability of non-judicial foreclosure thus results in a more 

competitive market. Ease of enforcement is also a factor in determining credit risk, 

so that a strong system results in lower interest rates, longer terms, lower down 

payments, and willingness to lend to persons other than the wealthy. So an 

enforcement system that requires long and expensive litigation before a lender can 

get access to the collateral securing a bad loan results in a smaller, less competitive 

market and less favourable terms for borrowers. (Rabenhorst & Butler, 2007) 

2.1.8.2  Court Jurisdictions 

Overall, there is a need to establish what court actually holds jurisdiction over 

mortgage-related claims.  Under the procedural provisions outlined in Chapter X of 

the Land (Amendment) Act 2004 which is further amended by way of the Mortgage 

Financing (Special Provisions) Act 2008, it is states under Section 140 (1) that:- 

 

“All proceedings instituted in court in relation to the exercise by the mortgagee of 

powers to sell or enter in possession of the mortgaged land shall be brought in 

accordance with the provisions of the Civil Procedure Act,1966 and tried by way of 

summary proceedings”.   

 

Subsequently thereafter, under subsection (2) it states “Notwithstanding any other 

provisions of this Act an action for exercise of a power of sale or for possession of a 

mortgaged property may be brought in the Land Division of the High Court.” 

 

It would appear, as in the case above, that there are parts of the legislation that create 

an element of doubt over jurisdiction issues.  There are experts who believe, 

however, that the procedural provisions of Chapter X are detailed enough to evidence 

the legislature‟s intention that mortgage enforcement would take place under Chapter 

X itself rather than the Civil Procedure Act, and that the procedures in the Civil 

Procedure Act are no longer in effect. Moreover, it is not clear whether the summary 

procedures are in effect; in any case, they are often ignored in practice (Rabenhorst 

& Butler, 2007).  The spirit of the law however, seems to move away from its 
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previous past.  Amendments incorporated under the Mortgage Financing (Special 

Provisions) Act seem to be trying to address principal matters that ensure that the 

rights of both the mortgagor and the mortgagee are preserved. 

 

2.1.8.3  Third Party Interests 

Key changes have been implemented in the revised legislation surrounding what was 

previously a major hurdle to the issuance of mortgages in the market.  Previously, 

although spousal consent was required, one could easily, by non-disclosure, 

especially where polygamous marriage was the case, create the space for a spouse to 

request for an injunction from the courts particularly where no initial assent was 

provided by one spouse over the use of their matrimonial home as collateral for a 

mortgage.  In effect, the Act recognized the rights of a spouse under the Law of 

Marriages Act, 1971 without providing total clarity on whether say, as in the case of 

polygamous marriages, spousal consent was required from all spouses.   

 

The law was also silent on deemed marriages where a person may have been 

cohabiting with a woman over a long enough duration to customarily be regarded as 

husband and wife.  Furthermore, the law also made it difficult for the lender to verify 

and ascertain the truth especially where a borrower deliberately hid the fact about 

having a spouse. 

 

Under the Mortgage Finance (Special Provisions) Act, 2008, the law now states 

under Section 114(2) that it shall be the responsibility of the mortgagor to disclose 

whether they have a spouse or not and it shall be the responsibility of a mortgagee to 

take reasonable steps to ascertain whether the applicant for a mortgage has a spouse 

or spouses.  

 As such the law provides that on the strength of an affidavit or written and witnessed 

document declaring as such, which also applies to any other third party holding 

interest in the said property, the Mortgagee is deemed to have taken all reasonable 

measures.  Should the applicant commit the offense of non-disclosure or knowing 
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provide false information to the mortgagee they are liable for a fine not less than 

50% of the loan value or to imprisonment of not less than twelve months.  

 

Under the previous legislation, delaying tactics and unnecessary appeals were 

prevalent and with the institution of the Mortgage Finance (Special Provisions) Act 

No. 17, the strengthening of the creditor‟s ability to enforce collateral has been made 

possible.  The provisions of the Act now clearly stipulate that the only reasons for a 

court to throw out a foreclosure claim are if (i) a mortgage loan was never taken, or 

(ii) the loan has already been fully repaid.  

 

It should be noted that the Act contains a consumer protection section requiring clear 

disclosure of pre-contractual information such as interest rate, early repayment 

penalties, and full disclosure of costs. 

 

2.1.9  Judicial context of the housing sector with respect to land 

The formal court system has a more adjudicatory approach and includes district-level 

land courts, housing tribunals in urban areas, the land divisions of the high courts and 

the courts of appeal. Regardless of the tribunal, customary law will be applied to 

resolve disputes over land held under a right of customary occupancy.   

 

In addition to the informal and formal tribunals, the Commissioner of Lands can 

operate as an independent adjudicator given that the Commissioner has authority to 

commission an inquiry on land matters, conduct proceedings and reach 

determinations. The proceedings do not require adherence to rules of evidence, and 

the procedure is distrusted by many rural communities, which prefer to find local 

solutions to conflicts (United States Agency for International Development 

(USAID), 2010).  
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2.1.10  Urban Planning Act, 2007 (Act No. 8/2007) 

The Urban Planning Act No 8 of 2007 provides power for creating plans in advance 

of development and a comprehensive system of development control. It provides for 

the declaration of planning urban areas by the Minister responsible for Urban 

Planning in consultation with Local Authorities and constituting area Urban Planning 

committees and procedures for preparation of schemes and the approval by the 

Minister. 

 

 The general planning schemes which came to be known popularly as master plans 

continued to be the primary planning and management tool for guiding urban 

development in Tanzania for more than forty years. These provided for overall 

planning of planning are facilitating preparation of detailed schemes and project 

plans. 

 

2.1.11  Millennium Development Goals 

In 2000 the United Nations Millennium Assembly highlighted the need to improve 

the lives of the urban poor through the inclusion of a „slums target‟, in the 

Millennium Declaration. The goal – „by 2020, to have achieved a significant 

improvement in the lives of at least 100 million slum dwellers, as proposed by the 

Cities Without Slums Initiative‟ – later became Target 11 of the Millennium 

Development Goal (MDG) 7, that of environmental sustainability. The MDG‟s have 

become a lightning rod for aligning goals and aims across the development sector. 

 

The task force charged with making recommendations on how to achieve the MDGs, 

came to the conclusion that the slum target not only means improving the lives of an 

existing slum dwellers, but is also meant to create alternatives to slums for future 

urban poor. 

 

 The task force‟s report proposes an investment model for upgrading slums and 

planning alternatives that assumes the active participation and commitment of the 

urban poor, in partnership with the more usual actors, e.g. local and national 

governments and international organizations. Rather than focusing on foreign aid, the 
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message is that already a diversity of activities are being undertaken by the urban 

poor themselves and what is needed is both acknowledgement and support for this 

work. 

 

 The task force‟s investment model includes five components: 1) land; 2) physical 

improvements in housing stock; 3) basic physical infrastructure; 4) basic community 

services; and 5) security of tenure, themes of great importance to the delivery of 

housing finance. 

 

2.1.12  The World Bank 

The World Bank is into its Second Generation of Financial Sector Reforms in most 

African countries, particularly those in SSA. The packages include interest rate 

liberalizations, removal of credit ceilings, restructuring and privatizing of state-

owned banks, introducing a variety of measures to promote financial markets and 

private banking schemes and restructuring regulatory and supervisory schemes.  

 

The development of capital markets and carrying out of financial sector reforms is 

viewed as important means of integrating Africa into the global financial economy 

and attracting international capital, as well as promoting regional integration. Senbet, 

and Otchere, (2005) 

 

The World Bank‟s African Country priorities coincide with progress towards 

meeting the Millennium Development Goals, and are consistent with those outlined 

by African Heads of State in the New Partnership for Africa‟s Development 

(NEPAD). Recently it has approved the Financial Support Project (FSP). Projects are 

aimed at deepening and broadening the provision of mortgage and microfinance. 

Projects are generally funded by a consortium of bilateral agencies, which is a 

continual moveable feast. 
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2.1.13  Un-Habitat 

Un-Habitat combines technical assistance and seed funding to broker public private 

community partnerships and create innovative financial packages involving 

community savings, micro-finance, public expenditure and private investment for pro 

poor-slum upgrading and urban infrastructure development.  

 

In 2005, Un-Habitat started its Slum Upgrading Facility (SUF). The SUF is intended 

to work with governments, people living in slums and local financial institutions to 

mobilize investments for slum upgrading. 

 Its objective is to develop, test and apply new and innovative means of financing 

pro-poor urban development, with a strong emphasis on the mobilization of domestic 

capital. The mission portfolio includes East Africa (Kenya, Tanzania and Uganda) 

and West Africa (Ghana and Senegal).  

 

Initial projects include a pilot credit guarantee scheme for a women‟s housing 

cooperative in Tanzania. In Ghana UN-Habitat carrying out assessments into the 

viability of a slum upgrading project, which could be replicated elsewhere. Un-

Habitat, (2006). 

 

2.1.14  African Development Bank 

The African Development Bank (AfDB), views the provision of adequate housing as 

an integral part of its sustainable development objective. It intends exploring, with 

other stakeholders, opportunities to minimize the costs of housing provision by: 

Promoting labor-intensive technologies that enable the poor to manufacture cheaper 

and more affordable building materials that can be sourced locally; and eliminating 

legal and regulatory bottlenecks in order to bridge the gap between private 

construction companies and banking and mortgage finance institutions on the one 

hand, and the low-income groups that lack the requisite purchasing power to procure 

housing, on the other hand (Ganthso, 2006). 
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The AfDB plays a catalytic role by financing housing studies, providing technical 

assistance and logistic support to Regional Member Countries (RMCs) to develop the 

legal and regulatory frameworks conducive to the development of a free, reliable and 

dynamic real estate market. To this end it established Shelter-Afrique as a regional 

institution to promote and directly engage in housing finance and development in 

Africa.  

 

Currently the AfDB operates through two windows, the ADB window, which 

provides non-concessionary funding, including publicly guaranteed operations and 

non-sovereign guaranteed operations; and the African Development Fund (ADF) 

window26, which provides concessionary funding. The Bank is in the process of 

revising its existing Urban Development Policy, which were focus on slum 

restructuring and housing finance (Ganthso, 2006). 

 

2.1.15  African Ministerial Conference on Housing and Urban Development 

In recent years a number of meetings and consultations have taken place as a 

response to the issue of rapid urbanization taking place in African cities and towns. 

In 2002, the Executive Director of UN-HABITAT held consultations with the South 

African Minister of Housing, and a number of other African Housing Ministers, on 

the need for a coordinated approach by African countries on issues dealing with 

housing and human settlements. 

 

In 2003, the African Union (AU), at its Second Summit meeting of African Heads of 

State, also recognized and adopted the challenges of rapid urbanization as part of its 

Vision, Mission and Strategic Framework for 2004 – 2007. In addition, it adopted 

decision 29(1) that calls for a coordinated African response to urbanization with the 

response being aligned with the Millennium Development Goals calling for a 

significant improvement in the lives of 100 million slum dwellers by 2020. The AU 

also appealed to the Executive Director of UN-Habitat to continue rendering support 

to the Commission of the African Union to promote the development of sustainable 

cities and towns, in terms of the HABITAT Agenda.  
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In 2004 the first New Partnership for Africa‟s Development (NEPAD) Cities Forum 

was organized, in collaboration with UN-HABITAT, at which time it endorsed the 

priorities set by seven African cities – Bamako, Douala, Durban, Lagos, Lusaka, 

Nairobi and Rabat – as the first targets of the NEPAD City Development Initiatives. 

In 2005, the Inaugural Conference of AMCHUD was held at which time the Durban 

Declaration was adopted to institutionalize AMCHUD within the auspices of the AU. 

 

An Enhanced Framework for Housing and Urban Development in Africa was 

adopted to provide a basis for a concerted and coordinated programme of action 

focusing on: the poor and prioritization of the vulnerable; the challenge of slums in 

Africa; a deepening of understanding of urban land markets; a reform of policy and 

law; a more effective urban management and governance; population trends, 

migration and urbanization; capacity-building; and financing urban development and 

housing. 

 

Under financing urban development and housing the issues to be focused on include 

promoting: private sector and local authority revenue generation; social security and 

provident funds; cooperation with respect to development assistance, debt relief and 

market access; the establishment and strengthening of regulatory framework laws 

and codes financial institutions to provide housing and urban development finance; 

the building of the financial sector, in a form specific to each country, which will 

enable a range of appropriate, sustainable and effective financial options to be made 

more widely accessible to all sectors in society; the construction sector, including 

SMEs and the community sector to become involved in slum upgrading; and 

financial support from the international community to be targeted at capacity 

building, technical expertise and funding. 

 

AMCHUD‟s vision is to serve as a consultative mechanism on the promotion of 

Sustainable Development and Human Settlements. South Africa‟s Minister of 

Housing, Lindiwe Sisulu, hosted the first African Ministerial Conference on Housing 

and Urban Development in February 2005. 
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2.1.16  The role of development agencies in housing finance sector development 

in SSA  

Africa receives the attention of the multilateral development banks, e.g. the World 

Bank Group and the African Development Bank, the multilateral development 

programmes, e.g. the EU and UNDP, the multilateral investment promotion agencies, 

e.g. the IFC, the bilateral donor agencies, e.g. USAID and DFID, private 

foundations, development NGOs and so on. 

 

The multilateral development banks focus on financial sector reforms that are aimed 

at alleviating poverty. The bilateral donor agencies use their assistance to advance 

their national interests while focusing on specific issues, e.g. HIV/AIDS, urban 

management, slum upgrading, micro and small and micro enterprise finance. The 

multilateral donors operate at a much higher level than the bilateral agencies, in that 

they provide assessments of a specific country‟s investment climate, investment 

funding (loans), guarantees and technical assistance. The bilateral agencies primarily 

provide technical assistance and loan guarantees, rather than investment funding. 

 

Currently there are a large number of initiatives going on around „access to housing 

finance‟, particularly in the way of technical assistance, whereby the agencies are 

funding consultants to assist local banks to develop their mortgage lending systems, 

assist governments to develop policies, legislation and regulatory frameworks, e.g. to 

restructure their judicial systems and develop land/title systems. Guarantees are also 

being made available to lenders, and potential lenders, from a variety of sources, 

including USAID, OPIC and the IFC, as a means of encouraging commercial banks 

to enter the middle-income market and to seek capital funding to fund the longer-

term lending that mortgages require. 

  

A few of the initiatives are highlighted as follows: World Bank‟s 2nd Generation of 

Financial Sector Reforms: Financial Sector Support Project; President‟s Mortgage 

Market Initiative for Africa, supported by the U.S. Treasury and USAID; Housing 

Finance, Infrastructure and Capacity Assessment: South Africa, Zambia, Tanzania 

and Uganda supported by USAID; African Union of Housing Finance and Banking 
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Council, South Africa‟s project on Facilitating the Development of Appropriate 

Housing Finance Products to Support Informal Settlement Upgrading Activities in 

Ghana, Tanzania, Swaziland and South Africa, funded by the World Bank‟s Cities 

Alliance; Increasing attention from international investors such as OPIC, the 

Overseas Private Investment Corporation; 

UN-Habitat sponsored High-Level Peer Exchange on “Government Enablement of 

Private Sector Lending for Affordable Housing”, East African Conference in 2005; 

and West African Conference in 2006; Habitat for Humanity works in 27 countries in 

Africa where it makes interest-free loans to people and channels their repayments 

into a revolving Fund for Humanity, which funds more houses in the community; 

UN-Habitat‟s Urban Management Programmes Feasibility Studies on the application 

of Community-led Infrastructure Finance Facilities; SADC Training Programme for 

NBFI Regulators: Angola, Congo, Lesotho, Malawi, Mauritius, Mozambique, 

Namibia, Seychelles, South Africa, Swaziland, Tanzania, Zambia, Zimbabwe, 

supported by FIRST Initiative; Insurance coverage for housing materials production 

in Angola, supported by OPIC  

 

The World Bank‟s, Africa: Regional Urban Upgrading Initiative Assessments for 

Ghana, Namibia, Swaziland, Tanzania, Zambia, Burkina Faso, Cameroon, Cote d‟ 

Ivoire, Mali and Senegal; AMCHUD, under the auspices of the African Union held 

its inaugural conference in Durban, South Africa in February 2005; Cities Alliance 

Shelter Finance for the Poor Series. 

 

2.2.  Empirical literature review  

This section were give a tentative analysis on various literal studies done concerning 

housing finance situation in a range of countries, more emphasis were kept  on Sub-

Sahara Africa countries since the case is similar and therefore they provide further 

insight into the development of mortgage finance on the continent. 
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Sacerdoti (2005) In International monetary Fund IMF working paper examined 

developments in bank credit to the private sector in SSA and highlighted the barriers 

seen to accessing credit. Contrary to conventional wisdom, he found that banks in 

SSA are more liquid than expected, but are reluctant to expand credit to other than 

their most credit-worthy borrowers. 

 The assumption has been that the scale of government deficits has been the main 

determinant in constraining private sector credit. That is, the amount of financing 

that a government is seeking from the banking system to service its debts ends up 

providing a relatively safe investment for a bank‟s deposit base. 

 The result is an increase in lending rates and a decrease in the amount of funding 

channeled to the private sector. Sacerdoti (2005) found, however, that for a large 

number of Heavily Indebted Poor Countries (HIPC) the domestic government debt as 

a share of GDP is more modest than previously thought, as these countries tend to 

use external grants and borrowing to fund their public investment requirements. 

There are, however, a few countries, including Gambia, Malawi, Ghana and Zambia, 

in which the pressure of government domestic financing requirements has 

contributed to a decline in the ratio of private sector credit. 

In Ghana, lending to the government at end 2003 represented more than half of the 

total domestic assets of the banking system, reflecting large fiscal deficits in the past 

and high reserve requirements that obliged banks to hold at least 35% of their deposit 

liabilities in government securities. This situation began easing in 2004.  

 

In contrast, in Uganda, the move of the commercial banks to allocate a large ratio of 

their deposit base to government finance is a recent phenomenon. In Kenya, this ratio 

also increased significantly in 2000-2003 as the government‟s fiscal deficit doubled 

over this period.  

 

Notwithstanding the above, Sacerdoti (2005) argues that credit expansion remains 

modest in most countries and the ratio of credit to the private sector to GDP limited 

because the institutional framework is not supportive to lending.  
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The legal framework for establishing property rights is limited, mortgage market 

infrastructure is limited, and risk assessment of borrowers is limited and so on.  

 

Sacerdoti (2005) states that while a number of countries have efforts underway to 

correct these problems, it is important to recognize that certain corrective actions are 

more readily feasible than others for example, a credit bureau is relatively easy 

(albeit expensive) to establish.  

 

Other corrective measures require much more substantial efforts involving 

fundamental institutional restructuring such as correcting deficiencies in the judicial 

system, revamping the title system and carrying out registration of land. Today most 

SSA countries have moved in the direction of broad financial stability and their 

respective banking sectors have to a large degree restructured themselves after the 

problems they encountered in the 1990s. 

 

 Banks, therefore, in the countries performing better economically, have the 

resources to support an expansion of bank credit to the private sector, including 

housing credit.  

 

Kamete A.Y (1997) in his paper Formal Private Sector Housing Finance Institutions 

and Low-Income Groups in Zimbabwe: Peculiar Requirements, Operations and 

Realities explained; Private sector housing finance institutions have a mandate given 

to them by investors. They have to make a profit. This means safeguarding against 

risks and avoiding decisions that endanger profitability and investors' funds. In 

pursuing this mandate, housing finance institutions are often seen as unrea1istic, 

inflexible and insensitive capitalist organisations which do not understand the special 

circumstances of the low- income groups, most of which cannot meet their stringent 

eligibility criteria and rigid lending terms. However the conditions of low-income 

groups and the requirements of formal housing financiers are said to be incompatible.  

 

On one hand, low-income groups cannot meet the reasonably stringent requirements 

for eligibility and loan terms; on the other, finance institutions cannot appreciably 
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compromise and bend over backwards to accommodate these groups since doing so 

would unnecessarily increase risks and jeopardize profitability. Kamete (1997) citing 

Bourne (1981)  

 

Kamete also gave a brief structure of the formal housing system in Zimbabwe 

whereby, there are four building societies, three of them being well established. 

These institutions mainly practice the deposit taking system where voluntary deposits 

are used to make loans available to those who need them. The two processes 

(deposit-taking and lending) are done at variable interest rates. 

 

 Public sector funds from the Treasury are channeled through the National housing 

Fund (NHF), which on-lends to local authorities at concessionary interest rates. 

Government also operates Housing Guarantee Funds which give full and partial 

guarantees to public servants and private sector employees, respectively. 

 

 The guarantees are used to cover the need for down payment. The Fund is mostly 

broke mainly due to reduced government allocations, defaulting local authorities and 

de-capitalisation as a result of uneconomic lending rates. This means that, outside the 

informal market, it is only to private sector sources that house builders and buyers 

have to look for housing finance. 

 

Kamete concluded by suggesting that, finance situation should have an upper income 

segment served entirely by the private sector, a middle group and civil servants 

group whose needs are addressed by the public sector, leaving along at the bottom of 

the pyramid a large and private incremental housing market which has no access to 

formal finances. Without formal public funding sources to serve their needs, the low-

income groups are forced to source funding from formal private sector finance 

institutions where they have to compete with high and middle income groups for the 

same funds. 
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Moss (2004) In his study: Preview of housing finance system in four different 

African countries South Africa, Nigeria, Ghana and Tanzania explained; With the 

increase in population and the migration of people from rural to urban areas in search 

for often non-existence greener pastures, it has become more pertinent that 

Governments find ways of providing housing either directly or through support to 

others to do so. One of the main reasons why finance for housing has received little 

attention is the large capital that is needed to buy or rent a house.  

 

Housing finance has to be seen in the context of the national economy and more 

specifically the national financial system. The state of housing operations in Africa 

reflects to some extent the state of the economies. It is not likely that the housing 

problem can be solved without solving the economic problem. In Ghana for instance, 

the banking sector did not escape the economic decline and political instability. 

 

 Most of the banks in Ghana offer mortgages to high net worth customers. The First 

Ghana Building Society and the HFC which is the dominant housing finance 

institution have made a very little progress in dealing with the country‟s acute 

housing shortage. 

 

Different from that of Ghana, the Nigerian housing finance system appears 

modernized but the drawback to housing delivery is hampered by the cost of urban 

land as well as the absence of large real estate developers with financial muscle to 

develop affordable houses on scale. Unlike South Africa, the situation in Tanzania is 

affected by the lack of appropriate policies to deal with backlog of housing the poor.  

 

It is evident from the research that (Ghana, Tanzania and probably Nigeria to a 

certain extent) the blockage to housing delivery is largely contributed by the lack of 

formal credit facilities to cater for the poor and lack of focus on housing. In cases 

where these are available, only the upper end of the market is able to access credit. 

 

 In South Africa government is dealing with this form of discrimination through 

appropriate policies. Even though specialized institutions established by the 
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government to partner with banks for affordable housing delivery have yet to 

demonstrate substantial progress, South Africa is leading by example through its 

capital subsidy scheme for the poor and by encouraging and compelling financial 

institutions to serve the low-and moderate-income market through appropriate 

policies. 

If these policies are implemented a large pool of funds could be made available to 

cater for the low-income earners. 

 

One would have expected incremental housing to be at gross scale in Nigeria as retail 

bankers mostly lend on a short-term basis arguing that they have to meet withdrawal 

requests at the shortest notice. Obviously for them servicing transactions with low 

profit margins would not worth taking the risk. 

 

 It is clear that the current state of housing finance in all of these countries outside 

South Africa require a comprehensive approach by Governments as without adequate 

were by the State home ownership by low-income groups were remain a distant 

dream. The production of housing should not be the primary function of the private 

market, as is the case in Nigeria, but that of the state. 

 

However, he characterized South Africa‟s housing market into four key market 

segments where by, the housing finance system has had little impact on the low-

income segment of the population. Attempts to expand credit into this market 

through micro-loans have been characterized by initiatives that have yet to 

demonstrate some form of success 
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Table 2.1: Four key market segments identified in the South African Housing 

Market 

Segment 1  Segment 2  Segment 3  Segment 4  

Formally 

employed, middle 

to high income  

Formally 

employed, low 

income  

Informally 

employed, low 

income  

Informally 

employed or 

unemployed, low 

income or no 

income  

Regular income of 

more than R3500/ 

month with access 

to collateral and 

security  

Regular income of  

between R1500 to  

R3500/ month, 

with access to 

collateral and 

security  

Irregular income 

between R800 and 

R3500/ month, 

with limited 

collateral and  

security  

Income below 

R1500  

Can access 

conventional 

mortgage housing 

finance  

Require small and 

medium loans for 

housing  

Require small 

unsecured loans, 

typical from group  

lending schemes  

Fully subsidized 

market  

 

Council of Mortgage Lenders (2007) in his study he stated that; housing finance in 

the UK is provided to borrowers by a variety of institutions, including banks, 

building societies, housing associations and local authorities. This review focuses on 

the provision of mortgage finance by the private sector, which provides housing 

finance to 11.8 million borrowers.  

 

The landscape of the UK‟s private sector housing finance has been transformed in 

recent decades. Regional based building societies previously dominated the mortgage 

market, but after de-mutualisation and large scale consolidation, major commercial 

banks now supply two-thirds of all mortgages. The growing importance of mortgage 

intermediaries in the retail market has contributed to the changing business models of 
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mortgage lenders. In addition, there has been increasing use by lenders of 

securitization to package mortgages together and issue financial claims, which are 

then sold to investors. This has indirectly enabled households to fund their mortgage 

through the international capital markets. Council of Mortgage Lenders (2007)  

Citing Green, and Watcher, (2007)  

 

The evolving structure of the UK housing finance system has been driven by 

technological change, greater domestic competition and the increasing integration 

and openness of global capital markets. For example, borrowers and intermediaries 

can now instantly compare thousands of products and secure funding through the 

internet. This brings benefits to borrowers by increasing competition in the market. 

Mortgage providers can also benefit by having access to customers nationwide, and 

can therefore achieve greater diversification of assets without the costs of 

maintaining a national branch network.  

 

Competition brings benefits for mortgage borrowers including;  

Lower costs for borrowers: In 2007 Mercer Oliver Wyman updated its analysis to 

compare the cost of mortgages across Europe 2003-06. Overall, it found that 

mortgage costs fell over this period, with one of the largest declines experienced in 

the UK. The latest data on representative mortgage rates for Europe show that 

compared with the UK, the spread over the relevant central bank base rate was higher 

in European countries with the exception of Spain.  

 

More choice: The UK mortgage market has a wide range of mortgage products and 

lenders, allowing borrowers to choose a mortgage that best suits their needs. (In 

2001, the Halifax found that the UK had over 2,300 mortgage products available 

from 110 different lenders significantly more than continental neighbors including 

Germany, Spain and the Netherlands.  

 

More innovation: Alongside mainstream mortgage lending, a large number of 

products have been developed in the UK to meet borrowers‟ circumstances, 

including those with limited equity, credit-impaired borrowers, those who wish to 
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take out Sharia‟s compliant products, the self-employed and borrowers required to 

self-certify their income. Council of Mortgage Lenders (2007) citing European 

Mortgage Federation Quarterly Statistics, (2007) 

 

Porteous (2006) in his study, asserted that, only a quarter to a third of households in 

most emerging markets can afford a mortgage to purchase the least expensive 

developer built unit”. However, in low-income countries, where most SSA countries 

are located, the percentage is far lower. In Zambia for example, the maximum 

percentage with access based on having formal tenure alone, is around 8%. The 

review of post-1999 housing finance literature found that the UN-Habitat (2005), 

World Bank and IMF, as well as other researchers and consultants have documented 

the development of mortgage finance in SSA countries over the past twenty years.  

 

This work is fairly similar in the constraints it has revealed, namely; A  record of 

macroeconomic instability across the countries; An ineffectiveness by the state when 

it came to running state-owned housing construction companies, state-owned public 

housing and state-owned housing banks in that most failed over time due to poor 

management and a lack of funds; An adverse institutional, legal and regulatory 

environment, which resulted in inefficient collateralisation of housing assets; A poor 

record of building societies and other specialist housing lenders in that most were 

destroyed due to poor management and a lack of funds; and A limited availability of 

long-term funding sources to carry out intermediation that would spread the cost of a 

house over a relatively long period of time. 

 

Coovadia (2006). In his study painted a particularly bright picture of increasing 

financial market stability in South Africa with, for example, GDP growing, inflation 

reducing and the country‟s reserve bank‟s lending rate stabilizing. In contrast, a 

recent report co-authored by a number of development agencies1, and which 

highlighted key issues affecting SSA‟s development, revealed that SSA was the only 

global region where per capita GDP is lower in the late 1990s than it was 30 years 

ago with nearly 40% of its population living below the international poverty 

threshold of USD1/day (World Bank, 2000; UN-Habitat, 2005).  
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Senbet and Otchere (2005). They noted that, the importance of increasing the 

development of capital markets and accelerating financial sector reforms as a means 

of integrating Africa into the global financial economy in order to attract 

international capital. SSA countries must therefore continue to pursue interest rate 

liberalizations, the removal of credit ceilings, the restructuring and privatization of 

state-owned banks, the introduction of a variety of measures to promote development 

of financial markets, including money and stock markets and private banking 

systems, along with improving banking supervisory and regulatory schemes. 

 

Grant (2005). His study makes a number of general observations about the land 

system, beginning with noting the coexistence of overlapping systems, namely 

traditional, state and private. Land struggles in each of these systems entail distinct 

political geographies with different stakeholders. More specifically, the formal 

(modern) system operates alongside a system in which the chiefs allocate land. 

Within this system, a rightful owner can include a stool- or skin- head5, a clan head, 

a family member, and so on. It is therefore not uncommon that land, particularly in 

Accra, has been litigated over on more than one occasion (World Bank, 2002a). 

 

Skyner (2005). The underdevelopment of mortgage lending to individual households 

in Russia can be explained quite simply by the lack of demand, which in turn is due 

to high credit risks resulting from the lack of security of title, lack of financial depth 

that translates into high interest rates on mortgage loans, the limited long-term credit 

resources of originating banks resulting from the failure to develop secondary market 

financing, lack of transparency, and the current structure of public subsidies, among 

many others. Compounding the problem, the lack of trust towards financial 

institutions by the population does not tend towards indebtedness.  
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Merrill and Tomlinson (2006). In a report for USAID and the African Union for 

Housing Finance (AUHF), note that in the past high and volatile interest rates, high 

inflation rates, the crowding out effect of government debt issuance, and so on 

limited the ability of banks to engage in mortgage finance delivery.  

 

More recently the mortgage lending rate has begun falling and as it falls further 

housing finance were become more affordable. However, for this to happen, 

numerous other risk elements in the system need to be addressed. In a similar study 

on Tanzania, this study noted that Tanzania has made significant progress in the past 

decade in terms of economic and financial sector reforms, which can in part be put 

down to it participating in a Financial Sector Adjustment Programme to restructure 

and deregulate the sector.  

 

Bardhan, et al  (2007). They revealed that, Singapore housing market, for example, 

is characterized by the coexistence of a dominant public sector and a small, growing 

private sector with relatively higher quality housing. While accounting for the impact 

of the former on the latter, they find that an increase in the rate of change of public 

housing resale prices has an important and significant positive impact on the sales of 

private residential units. 

 

 The underlying mechanism for this effect is that occupants of the subsidized public 

sector flats are allowed to sell their flats after a certain period, subject to some 

restrictions, and capital gains from the sale proceeds provide a substantial portion of 

the down payment in the purchase of new, more expensive, private apartments. 

 

2.3  Research Gap 

The analysis of various literatures above on housing finance situation was done by 

viewing several studies to synthesis the study gaps for this study. Taking example, 

Senbet and Otchere (2005) found that SSA countries need to pursue interest rate 

liberalizations, the removal of credit ceilings, the restructuring and privatisation of 

state-owned banks to improve mortgage financing, while Sacerdoti (2005) found that 

banks in SSA are more liquid than expected, but are reluctant to expand credit to 
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other than their most credit-worthy borrowers, the result is an increase in lending 

rates and a decrease in the amount of funding channeled to the private sector. 

 

 Porteous (2006) asserted that, only a quarter to a third of households in most 

emerging markets can afford a mortgage to purchase the least expensive developer 

built unit”, and Coovadia (2006) reveled that SSA was the only global region where 

per capita GDP is lower in the late 1990s than it was 30 years ago with nearly 40% 

of its population living below the international poverty threshold of USD1/day which 

hinder mortgage financing particular for this low income group.   

 

Further review by Skyner (2005) found that the underdevelopment of mortgage 

lending to individual households in Russia are due to; lack of demand due to high 

credit risks resulting from the lack of security of title, lack of financial depth, high 

interest rates on mortgage loans, lack of transparency, and the current structure of 

public subsidies.  

 

On the other hand, Bardhan, Datta, Edelstein and Kim (2007) revealed that, 

Singapore housing market, for example, is characterized by the coexistence of a 

dominant public sector and a small, growing private sector with relatively higher 

quality housing. 

 

 According to the analysis of the empirical literature review indicate above, there is 

so far no study done to assess the housing finance in low income group taking a clear 

picture of Tanzania situation. It‟s the essence of this point that, this study is therefore 

going to address the above gap. 

 

2.4  The Conceptual Framework  

A conceptual framework is a representation, either graphically or in narrative form, 

of the main concepts or variables and their presumed relationship with each other.  It 

is usually best shown as a diagram as indicated below (Saunders, 2004). The general 

objective of this study is to examine an in-depth analysis on housing finance for low 
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income group in Tanzania. The research conceptual frame-work is based on two 

variables namely independent variable and dependent variable. 

 

Conceptual framework means that concepts that relate to one another were used to 

explain the research problem. Since accessibility to housing finance is influenced by 

both internal and external/contextual factors. The contextual factors include politico-

legal, working premises, technological, infrastructural, marketing and financial 

factors.  

 

The influence of these factors to mortgage finance is very important but it is 

noteworthy that the bank management has great control over them (Wanjiku, 

2009:81-82). Nevertheless, the factors must be closely monitored to ensure that 

stringent measures are taken within the best time to either take advantage of the 

opportunities available for accessibility of housing finance among the low income 

group in Tanzania.  

 

The internal factors that influence the accessibility of housing finance are 

entrepreneurial factors. To align the conceptual framework with the research 

objectives. The accessibility of housing finance is the dependent variable whereas 

politico-legal, working premises, technological, infrastructural, marketing, financial, 

management and entrepreneurial factors are all independent variables. The 

relationship can be expressed and shown in figure 2.1.  

In this study profitability was opted to measure the extent of accessibility of housing 

finance among low income group in Tanzania. This is mainly because of the 

following three reasons. First, as the pilot study clearly indicates these groups have 

low level of accessibility of credits facilities than other income groups, may because 

they have no collateral, poor business plan. 
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Figure 2.1 Conceptual frameworks  

 

 

 

                                                                                                                                                       

                                                                                                                                                    

 

                                                                                                                            

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Contextual factors 

i. Politico-legal factors  

ii. Working premises  

iii. Technological factors  

iv. Infrastructural factors  

v. Marketing factors  

vi. Financial factors 

 

 

 

Internal factors 

i. Management factors  

ii. Entrepreneurial factors 

 

iii.  

Accessibility of 

Housing Finance 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0  Introduction 

The purpose of this thesis is to investigate the housing finance for low income 

households in Tanzania focusing in Dar es Salaam city, distinguish the possible 

hindrances to the development of an efficient housing finance in the country and 

conclude how the conditions could be improved. On the other hand complementary 

theories have been applied to each of the five conditions, which together constitute the 

theoretical framework for this thesis and have been applied to the case study.  

 

With help from relevant theory, the aim was to explain the empirical observations found 

in the field. In other words, the theory chosen for this study is being tested empirically 

for the case of Dar es Salaam. By first giving an overview of theory and then analysing 

the empirical data from this framework, the reading is facilitated and the insights easier 

to understand. It also allows comparing and contrasting empirics to theory to guide in the 

analysis of bottlenecks and possible improvements in Tanzania.  

 

A qualitative method is beneficial as it allows for a more in-depth analysis of a specific 

event. The information that needed to be gathered concerning housing finance in 

Tanzania was mainly on the macroeconomic situation, the legal framework for land 

property rights, the different stakeholders in the housing finance.  

 

However, two drawbacks in collecting data and carrying out a study were observed. 

Firstly, actual statistics and quantitative data do not exist to the extent that would have 

been preferred. Secondly, implementation processes tend to be rather long in Tanzania, 

which has made it more difficult to draw conclusions from changes in regulation etc. 

taking place. Being aware of these to problems, it was beneficial to rely more on the 

information given by interviewees and have therefore asked for confirmation of facts 

from other interviewees. 
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3.1  Research Design  

This study is going to be guided by descriptive research design; the descriptive study 

is concerned with either determining the frequency with which something occurs or 

relationship between variables. Here both desk research and field research were 

employed. The data for this research were collected, analyzed and eventually 

research report was written basing on the research data finding.  

 

The main advantage of using descriptive research technique is its ability to draw 

information from many different sources such as interviews, questionnaires, 

observations and documentary review. The use of this technique was enabling the 

researcher to use multiple sources of information to enhance accuracy. Proper design 

prevented a situation whereby the evidence collected does not address the research 

questions. 

 

3.2  Study area 

The study was carried in Dar es Salaam City. Dar es Salaam city is located in eastern 

part of Tanzania and it is bordered by the Indian Ocean to the east and grows west, 

north and southward from the Indian Ocean. It one of the East African largest cities 

covering an area of 1800 square kilometers (1350 land), with a total population of 

4,364,541 (2012 population census).  

 

The city has been selected on the basis that, its facing great challenges of 

urbanization, overcrowding and it‟s the main commercial headquarter of Tanzania. 

It‟s where most head office of Financial institutions placed, basing on this reasons 

and many others its‟ going to be easier to gather more information in a cost effective 

way.  

Nevertheless time shortage in collecting data and financial constraints has as well 

limited this study to be base in Dar es salaam City. 
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Figure 3.1: Study area 

 

 

 

 

 

 

 

 

 

Source. Map data ©2014 Google 

 

3.3  Population Sample 

In this study the research is expected to concentrate in sampling households living in 

middle and low income households in three wards from each of the three 

Municipalities within Dar es Salaam city (Ilala, Kinondoni and Temeke). 

 

3.4  Sampling Procedures  

Purposive sampling was applied in order to avoid biasness which proves equal 

probability or chances in selection of respondent‟s in the study. In the context of this 

study, the researcher were focus on three selected wards in each of three municipal in 

Dar es Salaam city; Kinondoni Municipal (Mwenge, Mabibo and Kimara), Temeke 

Municipal (Mbagara, Tandika and Kigamboni) and Ilala Municipal 

(Tabata/Kimanga, Chang‟ombe and Ilala/Boma). On the other hand the study were 

also sample respondents senior staffs from four Commercial Banks that are also 

offering housing finance(mortgage loan); they were includes; KBC, CRDB, EXIM 

and NBC in Dar es salaam City. Also parastatals which are PSPF, NHC, PPF and 

NSSF were also included. 
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3.5  Source for Data Collection 

Data for this research were collected from the following sources 

 

3.5.1  Primary Data Source 

The methods to be used in primary data collection were questionnaire. Prepared 

questions were sent to the respondents who are residents of three selected wards from 

each of the three Municipal in Dar es Salaam city and senior staffs from the selected 

commercial banks were form a pool of primary data. Whoever, questionnaires were 

used for data collection since they allow the respondent to be open in responding to 

the questions as s/he was all alone when responding. 

 

 On the other hand they allow a large number of respondents to participate in the 

research with a short period of time as the questionnaires can be distributed to the 

respondents and be collected later after two or three days. In this case questionnaires 

save time during data collection process. The questionnaires used for data collection 

are attached at appendix I and II. 

 

3.5.2  Secondary Data Source 

Initially a literature study was carried out as the interview questions and the 

theoretical framework followed from the gathering of secondary data. However, 

more secondary data about the housing finance in Tanzania in specific was needed. 

In this research, the main focus was gathering primary data through interviews, but 

secondary data were also collected. Most interviewees provided written material 

about their company/organization, and the academics we met suggested useful 

articles. However most important documents obtained were the documents written by 

governmental departments for both internal and external use, which have been 

studied carefully. Despite the fact that the information in the documents given by the 

government is biased. Nonetheless, it is important to consider them important in 

order to form an understanding of the ministries‟ work, their view on housing finance 

for low income households and their goals for the future. 
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Secondary data were also collected through review of published data and information 

Articles, reports, periodicals, indexes, bibliographies, abstracting periodicals, 

reviews, summaries and citation of other work, Monographs. Secondary data 

collection were done through library research, books, journals, articles and reports 

and both published and unpublished documents. 

 

On the other hand, secondary data are crucial in this research since they give an 

analysis on various literal work related to the study done by other researchers. 

Through visiting various literal works the possibility of repetitions were minimized 

and the research gaps were identified. In this case the study was done on the areas 

were other researchers have not been done. 

 

3.6.  Reliability. 

The researcher was ensuring the reliability of the measurable data by reviewing 

information only from reliable authoritative source documents. 

 

3.7  Validity.  

In this study the researcher made sure that data were collected from personnel who 

understood better the phenomenon, that is, working capital management and were 

cross-checked in different collection method.  

 

3.8:  Data analysis and presentation. 

Data analysis was done after the fieldwork of data collection through interviews and 

questionnaires. Qualitative and quantitative methods were used for data analysis so 

as to explain both the quantifiable and non - quantifiable findings, essential features 

and patterns. The quantitative data were entered into computer using SPSS version 

20.0 in which descriptive statistical analyses was done to obtain frequencies, 

percentages, charts and tables that were used to present data. The qualitative data was 

described in phrases and sentences to present the information and explain the 

research questions. 
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CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

 

4.0  Introduction 

This chapter contains presentations of finding obtained from data collection. The 

findings and presentation has been outlined basing on the research questions. The 

study examined an overview of housing finance in Dar es Salaam region. The study 

examined four specific objectives, first one was to identify the existing gap between 

demand and the supply of housing finance in Tanzania, second was to examine the 

prerequisite for the accessibility of housing finance among low income group in 

Tanzania. The third was to assess the challenges encountered by housing sector in 

financing the low income group, and the last goals was to evaluate measures to be 

addressed to improve housing finance for low income group in Tanzania. 

 

4.1  Social-demographic Features of respondents  

This section examines the basic information of the respondents that were examined 

by this study. It contains respondent gender, level of education, and relevant 

experience within their income generating activities. 

 

4.1.1  Gender  

This section examines the respondent‟s gender information examined during data 

collection. 
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Figure 4.1 Respondents’ gender  

 

Source: Data analysis, 2014 

Figure 4.1 show that, 62.5% of the respondent who sampled was male, while 37.5% 

were female. gender have been included in this research so as to determine the right 

of both men and women to participate in property use and ownership, the role of 

women in economic development also to determine whether there are inequalities in 

the house ownership and access to housing finance.  

 

Therefore in this study shows that, there were more males than females who get 

involved in house ownership and loan lending activities. The reason for gender 

imbalance could be the social cultural practice in Tanzania that men‟s dominance as 

head of the family and controller of the family wealth.  

 

This is in line with study done by (UNCHS 1993), a large population of world‟s 

population is either homeless or live in extremely inadequate housing condition. 

High proportion of this population constitutes of women who though contribute 

immensely to development but seem to form part of the poorest population. This is 

quite obvious because they lag behind in their access to resources thus they are 

vulnerable group particularly in area of land and housing resources. 
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4.1.2  Duration in Income Undertaking  

This part examines the period which a respondents has been earning an income either 

by being employed or self-employed. 

 

Table 4.1 Respondents experience within the income activities  

Durations in Years Frequency Percentage 

Less than one year 8 7.5 

Between 1- 3 years 6 10 

Between 4-6 years 28 35 

More than 6 years 28 47.5 

Total 80 Total 

Source: Data analysis, 2014 

 

During the survey the respondents was asked about experience with income 

activities, the results in table 4.1 show that, more than 47.5% had more than six (6) 

years‟ experience, 35% had experience of between 4 to 6 years, 10% had experience 

of 1 to 3 years, and 7.5% had less than one year experience dealing with similar 

business. These observations indicate that they had enough experience within their 

income generating activities, therefore has more illustration and experience regarding 

what the study was all about.    

 

4.1.3  Respondents Level of Education 

The finding in figure 4.2 shows employee level of education. Findings 41%of the 

respondents had diploma, 23% ended at secondary education, 20% had bachelor 

degree, 8% ended at primary education and 5% had master degree. In this case more 

than 50% of the respondents who were involved in this study had withstanding level 

of education and therefore it was expected, they could have more knowledge and 

awareness regarding housing finance. 
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Table 4.2  Respondents level of education   

Level of education Number  Percentage  

Primary education 7 8.75 

Secondary education 19 23.75 

Diploma 33 41.25 

Bachelor 16 20 

Master‟s and above 5 6.25 

Total  80 100 

   Source: Data analysis, 2014 

 

4.2  Basic Information on Housing 

This section has examined the basic information regarding the households; the 

number of people, their relationships, durations of stay within the same areas and the 

reason why they stay within that same area.  

 

4.2.1  Household Composition 

The study finding in table 4.3 was examining the respondents‟ Household 

Composition regarding housing finance.  

 

4.2.1.1    Number of household members 

Findings show that household proportion ranged from 1 to 15+, on average 7.2 

people. While less than 10 per cent fewer than 2 persons. It can be revealed that, not 

all the increased population will form new households or will want to borrow for 

housing. Some of the increase will be assimilated by existing households, while 

others could be housed in units created by subdividing existing houses. 

 

 This kind of phenomenon is likely to show up in census figures as static or 

increasing household sizes, despite reductions in family size, as increased 

overcrowding, or as a reduction in the number of rooms per household. Also, some 

households will prefer to rent and, therefore, not want to borrow for housing. 
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4.2.1.2      Relationship among household  

Regarding household relationship, it was revealed that majority were nuclear family, 

with approximately 1/3 born in the same locality, 1/3 another locality in the same 

city, and 1/3 have migrated to the city between 5 and 25 years ago. The big family 

members will not be able to afford new housing. The socioeconomic impacts of these 

demographic changes are unclear, and are likely to have significant effects upon the 

nature of the needs for housing in the future. In some sense, China is in a race to 

improve the standard of living of its residents before its mighty labor force becomes 

a smaller proportion of its total population. China for example, the one Child Rule 

has changed the eternal social fabric of people, where large families were the 

standard, and no longer can or will be. The socioeconomic impacts of these 

demographic changes are unclear, and are likely to have. 

 The massive churning and internal migrations of the labor force, in the absence of a 

functioning housing market and a state retreating from housing provision, may create 

additional problems 

 

4.2.1.3      Duration which the household have been living 

Moreover, the study examined on how long does the households stayed within the 

same area, majority almost 87% said because they had been able to find the land 

there, on other hand most had also applied or sought land elsewhere but had been 

unsuccessful, other also cited presence or relatives or kinsmen.  

 

Details analysis indicate that 11% were born in same locality, 28% another locality, 

just moved recently, while 62% migrated to the Dar es salaam city from upcountry 

between 2 to 15 years. The ability to pay of a household is of course further 

complicated, if time is taken into consideration. Most repayment schemes assume 

static incomes, whereas, in reality, most households expect their incomes to increase 

over time, not only because of an increase in their earnings through promotions etc. 

but also because they expect one or more or more of their children to start earning 

and contributing to the household's ability to pay. Moreover, household has a target, 

it will undertake a number of saving and income-enhancing activities that it was not 

previously doing, in order to meet the target. 
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4.2.1.4      Reasons for staying in that locality 

Regarding the reasons why they do live there, majority of respondents indicate that 

they had been able to find the land there most had also applied or sought land 

elsewhere but had been unsuccessful. Research shows that income surveys are 

misleading that most reliable estimates can got from surveys of household 

expenditure. 

 

This has led to treating “housing” as a residual (akin to savings) and has suggested 

that households cannot afford to devote more than 10 per cent of their income to 

housing. indeed, many studies show that households appeared to be regularly 

spending more than 100 per cent of their supposed income on items such as food and 

other essentials (thus further discrediting income figures), accordingly, leaving no 

possibility for making housing repayments. 

 

4.2.1.5       Time when the house was built 

During the survey the respondents was asked when the house was built, 17% of all 

respondents indicate less than 4 years ago, 24% of respondents were between 4 to 10 

years, 39% of respondents indicating between 11 to 30 years and 21% was more than 

30 years. Therefore in this study entails that most of houses was build more than ten 

years ago. 
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Table 4.3 Household Composition 

Number of people in 

the target households 

Ranged between 1 to +15 

Averagely  7.2 

Less than  10% 

Few than 2 

Their relationships The majority were nuclear families with one to five 

close relatives (daughter-in-law, parent or sibling or 

household head) 

How long have your 

households lived here 

born in the same locality 11% 

another locality in the city, 28% 

have migrated to the city between 2 

and 15 years ago 

62% 

Why do you live here  

i.e. reasons for location 

The majority said because they had been able to find 

the land there , most had also applied or sought land 

elsewhere but had been unsuccessful 

When this house was 

built i.e.  guess or 

actual 

Less than 4 years 17% 

Between 4 to 10 years   23% 

Between 11 to 30 years  39% 

More than 30 years  21% 

Source: Data analysis, 2014 

 

4.2.2  The Current Housing Situation for Low Income Households  

This section was analyzing the general situation of housing demand. Findings show 

that, rentals paid by low-income households can be as much as 40% of their incomes 

and that this might be higher still in some of the “informal” renting housing which 

provides few amenities and little space of low quality construction. On that basis it 

could be argued that, in developing proposals for housing, it would be safe to assume 

figures of 30-35 per cent of income being devoted to housing repayments, if in return 

households got not only good housing but also security, including the possibility of 

eventual ownership. 
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           Table 4.3. The current housing situation for low income households 

 Estimates 

New urban households formed annually 90,000 

In target group    40% 

presumed absorbed into existing units 20% 

Net households looking for housing 17% 

presumed to prefer renting or to use employer provided 

housing 

10% 

Existing urban housing units 4% 

 Source: UN-HABITAT, Dar es Salaam (2013) 

 

The results findings in table 4.3 illustrate the estimates of number of households on 

various factors regarding the situation of housing needs. The estimate indicates that 

almost 90,000 new urban households are formed annually in Dar es Salaam, on the 

other hand it was revealed that 40% of new housing is in target group, 20% are the 

presumed absorbed into existing units. Contrarily 17% are the net households 

looking for housing, 10% are the presumed to prefer renting or to use employer 

provided housing and 4% indicate that, they prefer existing urban housing units that 

is available for rental purposes. 

 

The ability to pay of a household is of course further complicated, if time is taken 

into consideration. Most repayment schemes assume static incomes, whereas, in 

reality, most households expect their incomes to increase over time, not only because 

of an increase in their earnings through promotions etc. but also because they expect 

one or more or more of their children to start earning and contributing to the 

household's ability to pay. Moreover, household has a target, it were undertake a 

number of saving and income-enhancing activities that it was not previously doing, 

in order to meet the target. Obviously, what a household could do and whether it 

were do so cannot be decided by anyone but the household itself. 
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4.2.3  Housing Arrangement for Low Income 

From the study households use a combination of means which allow them to build 

while they save, and save in building, and the third is save or earn by building. This 

section covers the analysis of how this housing arrangement is made among the 

selected low income household,  

 

Figure 4.2 Housing Arrangement for low income  

 

Source: Data analysis, 2014 

 

4.2.3.1  Building while saving 

The building while saving arrangement is also known as incremental building. 

According to panel discussion, this is the commonly used housing arrangement that 

most households use in building and own their new houses. Findings as presented in 

figure 4.2 revealed that 41% of the households used this housing arrangement in 

constructing their houses.  

 

In this system, household were construct and occupy a partly built house, improve 

and or extend it over time. Such early occupation obviously allows the household to 

save on rent as well as provide shelter for a relatively small initial investment. The 

study revealed that, this housing arrangement was more popular among low income 

household in Temeke municipal. It was also observed that houses constructed by this 

means were substandard.  
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4.2.3.2      Saving in building 

This is construction arrangement where building is achieved at costs that are well 

below market rates, partly because through paring of construction and space 

standards to a minimum and partly through astute purchasing and management, 

haggling over every input. Findings in figure 4.2 indicate that, this was the second 

construction arrangement that was most preferred by households with 33% rating. 

Moreover, in this arrangement, households use their own labor and that of others on 

an exchange basis; even professional help might be available at below-market rates 

from moonlighting or less-than qualified builders. 

 

4.2.3.3      Earning by building 

The third arrangement was earning by building which rated 26%, this housing 

arrangement is done through renting out rooms, is a standard practice, but it‟s not 

recognized by formal institutions as a source of income. One reason is that the formal 

institutions set up by the public sector usually lend subsidized public money and, 

therefore, are averse to seeing households profit from it. There are other ways in 

which formal institutions tend to discriminate against low-income households and 

make it difficult, if not impossible, for them to borrow at prevailing terms and 

conditions. For example, in assessing affordability, most institutions use current 

levels of income, even though the repayments were made over the next 20 years or 

so.  

 

Study by Daphnis and Ferguson ( 2011) state that, the most common sources of 

housing finance currently available in for developing countries are commercial 

banks, employee loans, life insurance policies, and informal means. In the rural 

sector, the housing cooperatives are the major providers of housing finance. Recent 

survey of homeowners of newly constructed houses showed that the most important 

source of housing finance was household savings (more than one third).  

 

Loans from relatives and friends were the second most common form of finance, 

followed by the sale of other parcels of land. In these countries, mortgage lending 

has never considered quite profitable for commercial banks, so that they imposed 
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serious kinds of restrictions upon their mortgage business, in terms of both individual 

mortgages and size of mortgage portfolio. Only recently, some commercial banks, 

both public and private, specialized banks along with other financial institutions, 

invested a considerable proportion of their combined assets in housing. 

 

4.3  Demand and supply for Housing Finance  

This part examines the demand for housing finance and the availability of housing 

finance among households. 

 

4.3.1  Demand for housing finance 

The study shows that income surveys are misleading the reality; the actual reliable 

estimates can from surveys of household expenditure. Indeed this study has revealed 

that, households appeared to be regularly spending more than 100 per cent of their 

supposed income on items such as food and other essentials, accordingly leave with 

no possibility for making housing repayments. 

 

Recently suggested that 20-25% percent figure is acceptable in general, it is too high 

for the lowest-income households, and that the figure for percentage of income that 

households can afford should be taken as 10 per cent. This section has analyzed the 

housing demand for low income households.   

 

Figure 4.3 demand for housing finance among households   

 

Source: Data analysis, 2014 
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The study findings in figure 4.3 above closely examined the demand of housing 

among target households, findings indicate that 45% of households wanted new 

housing but they lack legal land for construction were 33.5% of the households said 

they want new house and they own legal land for housing construction, while 22% 

said they want to add, and or modify existing. The researcher conducted, an 

interview with some respondents and revealed that most households have access to 

funds for a down-payment of between 30-50 millions, through existing savings in 

cash or in kind and those that do not or would be able to save towards a deposit. 

 

There has been a marked improvement in the quality of the housing stock. This raises 

the question of how these improvements are financed, especially for walls in urban 

areas, whose quality has improved substantially over a fifteen-year period although 

there are no systematic data on how improvements are financed. There is also 

evidence that personal savings are usually the main source of finance for starter 

houses in informal areas i.e. no borrowing takes place at this early stage in the 

construction process. Sheuya (2007). 

 

On the other hand, Tanzania has a very small formal housing finance sector which is 

often informal and unsecured. There are different types of unsecured housing finance 

in Tanzania. Structured housing micro finance which is at a very early stage of 

development offered by semi-formal organization. Salary-based loans from the 

banking sector. Salary-based loans are frequently used for home improvements and 

incremental building, and are readily granted by banks and SACCOs because they 

are re-paid via payroll deductions thus containing credit risk. Loans from family and 

friends and other informal sources such as ‘upatu’ (these are made up of individuals 

whose pooled contributions are handed out to members on rotational basis) in this 

case, it is difficult to find organizations that provide housing microfinance as an 

explicit product. The notable exceptions are Women‟s Advancement Trust (WAT-

SACCOs). Habitat for humanity in urban areas. The presidential trust fund and 

Tanzania Gatsby (mainly in Zanzibar). 
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4.3.1  Source of finance for Housing 

This part explains various sources which have been used by the respondents to 

finance their housing. The sources have been adopted in due to employment status. 

Where by those who have a formal employment were the ones who could easily 

access loan from the banks and financial institution while the ones with informal 

employment obtain funds from family members since they do not have a proper 

security to obtain loan. 

 

Figure 4.4  Source of finance for Housing   

 

 

 

 

 

 

 

 

 

 

Source: Data analysis, 2014 

 

Figure 4.4 describes sources of finance for housing whereby, personal saving had a 

total of 23.3% of financing sources for households that where examined. The 

research revealed that occasional surpluses particularly when incomes are variable, 

are used to purchase building materials, and the progress of construction depend on 

these margins.in this case it takes 4 to 12 years for low income group in Dar es 

Salaam to complete construction of a house 

 

The next and somewhat similar source is loans from employers and from colleagues 

at work. This financing arrangement was third preferred source with a total rating of 

21.1%. The only difference in this case is that interest is likely to be charged and the 

loan may be related to continuing employment. Selling of assets involves the selling 
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of household assets that have been previously accumulated such as jewelry or 

personal possessions. This source of finance had a total score of 12.2%. It was 

revealed that, some households sold some of the land and livestock they had previous 

accumulated so as to construct a house they are currently living in. 

 

Loan from family and friends was most preferred by extremely poor households, 

findings revealed that 6.7% of households preferred these methods. This quoted 

source is loans from friends and relatives, mainly from members of the extended 

family.  

The terms of such loans are imprecise, and interest seems not to be charged, although 

it has been reported that social obligations are incurred. Loan from money lenders is 

characterized by very high interest rates; short repayment periods and robust methods 

of collection limit the use of this source to situations of urgent need. The study 

finding revealed that, it was housing arrangement that was preferred by 13.3% of the 

households who were examined. 

 

However, there has been much innovation in finance to support housing, 

infrastructure and community development for low-income groups over the last 15 

years. Much of this works in informal settlements, supporting negotiations for land 

tenure security, house construction and improvements, and often improved provision 

for water and sanitation.  

 

On the other hand, it is often assumed that low income households cannot save for 

housing, as all their income is needed for consumption or if they can save, it is only 

sufficient for community managed emergency funds or small loans for livelihoods. 

But many case studies show the importance of savings for shelter investment by low 

income groups. Low-income individuals often start savings to provide a fund they 

can draw on to help cope with emergencies or illness and this develops into savings 

for housing too.  

 

This is especially so if they have a local savings scheme to which they can 

contribute, as in the community managed savings groups that are the foundation of 
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so many federations of slum and shack dwellers. Savings may support housing 

improvements outside of any housing programme. For instance in figure 4.2, 23.5% 

of respondents obtain their housing finance from personal savings. Whereby the 

number is higher in comparison to other sources of finance. This makes the 

household construct their houses for a long period of time hence increase difficulties 

in acquiring a proper shelter. 

 

Microfinance agencies offer small loans for housing improvements. They usually 

offer finance only to individual households living on land sites with reasonably 

secure tenure, and they enable dwelling investment that usually entails adding a 

room, or an improved roof and/or floor, toilets and/or bathrooms.  

 

Shelter microfinance emulates many aspects of enterprise orientated microfinance 

and is often embedded within the same agencies. In most urban contexts, shelter 

finance alone can never address the problems faced by the lowest-income groups 

because the gap between what they can afford and the cost of the cheapest “good 

quality” unit with infrastructure and services is too high. 

 

Tanzania‟s banking sector has been undergoing restructuring and deregulation, 

which has resulted in increased privatization of its financial services. The 

government has also focused on improving regulation of the sector. At present, 

housing finance is extremely limited in Tanzania. Most housing construction is 

financed mainly by cash or incrementally (which can stretch over years, or 

generations). Very recently a few banks have begun mortgage lending and others are 

beginning to consider it. Azanian Bankorp Ltd has approximately 200 loans, while a 

foreign bank has 20 to 30 loans. Recently one of the major foreign banks has begun 

offering mortgage finance for its staff (Merrill and Tomlinson, 2011).  

 

In Uganda for example, mortgage lending is very limited. The country has two 

financial institutions with mortgage books, the Housing Finance Company of Uganda 

(HFCU) and the Development Finance Company of Uganda (DFCU). The former 

has had difficulty managing its book, while the latter is seeking lines of credit to that 
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it can increase its long-term lending. Barclays and Standard Chartered intend 

commencing mortgage lending to high-net worth clients (Merrill et al, 2010).  

 

According to Gardner (2008), Zambia has shown improvements to its financial 

sector one commercial bank in Zambia started providing mortgage finance in 2005. 

This was in addition to two building societies that were lending but were 

experiencing problems with their portfolios. With the continued downward 

movement of the interest rate, and the capping of the rate of government paper, three 

additional banks are establishing housing finance portfolios. 

 

4.3.1.1  Financing Requirements for housing in Dar es Salaam 

The study findings in the table 4.4 were illustrating the estimated financial 

requirement for new housing. For the new house the typical costs are between 45-60 

million Tanzanian shillings. 

 On the other hand, the typical costs for modification are between 10-15 million 

Tanzanian shillings, while the typical housing purchase loan is over 55 million 

Tanzania shillings, that is for standard house with title deed and the improved loan is 

roughly between 15-20 million Tanzania shillings. 

 

Furthermore, nobody but the household can take the risk of not succeeding in that 

effort and, thus, facing possible hardships in order to meet repayment commitments. 

This means that only the household can really determine what its ability to pay 

were(though it can be ensured that it both understands what it is committing itself to 

and that it has plausible plans for achieving its intentions), and, to do that, the 

household needs a real rather than abstract objective.  
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Table 4.4 Financing Requirements for housing in Dar es Salaam 

  Estimated costs(Tsh.) 

Typical costs  for new house 45-60 millions 

Typical costs modification of housing 10-15 millions 

House-purchase loan Over 55millions 

Improvement loan 15-20 millions 

Source: Analysis of fieldwork responses, 2014 

 

4.3.2  Supply of housing finance 

The National housing Corporation (NHC) in joint venture with Azania Bank, 

Commercial Bank of Africa (CBA), Bank of Africa, National bank of Commerce 

(NBC), Bank ABC, Exim Bank, KCB Bank, National Microfinance Bank (NMB), 

and Stanbic Bank are on the struggle to provide formal housing finance in Tanzania. 

Whereby, NHC objective are  Construction of houses for sale, Construction of 

buildings as part of approved scheme, Provision of facilitating the provision of 

building materials, components, concrete article and other related articles, Building 

contractors, planners or consultants, Renting out and managing houses or properties 

built by the corporation and those acquired by the government, Carrying out other 

activities related to construction of houses or other building built or acquired by the 

corporation. 

 

 Despite the efforts done by the NHC the low income group have not been benefited 

since the houses which are being constructed and sold by the NHC are too expensive 

for the low income group to afford as the houses are sold at the market price which 

ranges from Tsh. 45,000,000 to 150,000,000 and it is difficult to lend the low income 

group as they do not fit in the bank‟s requirements for loan as they are involved in 

the informal business hence become unreliable to be granted a large loan so as to 

obtain proper housing.  
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Moreover, the criteria which are being used in granting housing finance are similar to 

all levels of income, the low income group are normally left behind and the loan are 

given to the middle and high income group which fits the criteria. This problem is 

also identified in the book of Kamete A.Y (1997) whereby in his conclusion he noted 

that, finance situation should have an upper income segment served entirely by the 

private sector, a middle group and civil servants group whose needs are addressed by 

the public sector, leaving along at the bottom of the pyramid a large and private 

incremental housing market which has no access to formal finances. 

 

 Without formal public funding sources to serve their needs, the low-income groups 

are forced to source funding from formal private sector finance institutions where 

they have to compete with high and middle income groups for the same funds. In this 

case, the low income groups are normally left behind since there are no formal 

procedures for addressing their housing needs.  

 

Figure 4.5 Income pyramid and Access to housing finance  

 

 

 

 

 

 

 

 

 

 

Source: Finscope report 2010 

 

Figure 4.5 which was developed by Finscope 2010 shows that, half of the 

populations which is 54% which are the majority are excluded in access to mortgage 
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finance. This indicate that this group does not have a formal source of income to 

enable them obtain housing loan. 14% and 21% group can access an informal source 

of income which includes loan from family and friends and so others. 8% are the 

group which can access micro loan from MFIs, SACCOS and Banks and 3% can 

access mortgage loans and personal loans from banks. 

 

From the interview with the NHC Research and planning manager new pre-built 

houses for sale are hardly available as supply is severely constrained by the small 

number of formal developers and the limited availability of mortgage finance. In Dar 

es Salaam, developers are active in the upmarket area of Bahari Beach (north of the 

city) and there is one private developer who has built upmarket housing in the 

southern periphery of the city (Temeke Municipality); there also plans to start 

projects in Arusha and Mwanza. The NHC, a parastatal, builds a limited number of 

middle and high income houses each year, not exceeding 100. This shows that most 

of the customers are middle and high income group that‟s why the construction of 

houses is concentrated on the northern part of the city is preferred by these groups 

(middle and high income groups). 

 

Furthermore, some of the pension funds have invested directly in housing, typically 

for formal workers. In 2003, NSSF developed 194 houses in Kinyerezi, Dar es 

Salaam and has started to develop another project of 300 houses in the same city. 

Loans for houses in the latter project will be repaid over 15 years.  

 

The Public Service Pension Fund, starting in 2010, has plans for 200 houses in Dar 

es Salaam and 50 each for Morogoro, Mtwara, Shinyanga and Tabora regions. The 

Parastatal Pension Fund PPF has also ventured into housing and in 2007 developed a 

project in Kiseke, Mwanza, comprising 580 houses. Members of the Fund bought 

365 of these houses after bidding for them. 

 The remainders were reserved for the general public but the uptake has been slower 

than expected primarily because the Fund raised the selling prices to take account of 

rising construction costs. 
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Despite all the efforts done by the parastatals, banks and private developers, none has 

been able to directly address the housing need for low income group in Tanzania. An 

example from South Africa indicated in the table 2.1 can be adopted in Tanzania 

were by housing finance should be segmented basing on the income group and 

employment strata i.e. formally employed or informally employed. Taking example 

from both United Kingdom and South Africa, the presence of large number of 

financial institution providing housing finance, has made brought completion on the 

housing market which has resulted to lower costs for borrowers, more choice and 

more innovation. 

 

In Ghana for instance, the banking sector did not escape the economic decline and 

political instability. Most of the banks in Ghana offer mortgages to high net worth 

customers. The First Ghana Building Society, and the HFC which is the dominant 

housing finance institution, have made a very little progress in dealing with the 

country‟s acute housing shortage. According to Ferguson states (in Porteous, 2006) 

“only a quarter to a third of households in most emerging markets can afford a 

mortgage to purchase the least expensive developer built unit”. However, in low-

income countries, where most SSA countries are located, the percentage is far lower. 

 In Zambia for example, the maximum percentage with access based on having 

formal tenure alone, is around 8% (Porteous, 2006).  

 

4.4  prerequisite for the accessing of housing finance  

The housing finance alone is not enough prerequisite for accessibility of housing, the 

legislative changes are required that were make it feasible for households to build 

sequentially, land needs to be made available at rates that match demand and at 

affordable prices and so on. The housing finance should be a matter of choosing a 

particular system or establishing an institution to forces on creating enabling 

environment for low income group to access affordable financing for housing.  

In this part the main focus is on the initial requirement for one to obtain housing 

finance. In this case one has to know the estimated housing cost which will be 

require by the financial institution during evaluation process after an application have 
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been done. The second thing to know is the requirement for obtaining housing 

finance  

 

4.4.1  The Estimated Housing Costs   

The findings in table 4.5 were an analysis of the costs of housing, both estimate and 

real costs in Tanzanian shilling. Most households put a value of about 40 million on 

a two room house, but actual costs of construction varied from 30 to 40 million 

Tanzanian shillings, without a close correlation in terms or quality.  

 

Table 4.5 Housing estimated costs   

How much did it cost 

(estimate/real?) 

 

For two rooms 40 millions 

Actual costs  30-40 

millions 

In building the house who made 

decisions or was responsible for 

the various aspects 

Head of household 81 % 

Head with builder/contractor 19% 

Source of funding for housing 

construction. 

Several means from their 

income activities, including 

personal savings 

86.7% 

Moneylenders   13.3% 

Source: Data analysis, 2014 

 

Regarding on, the questions which examined in building the house that made 

decisions or was responsible for the various aspects, findings show that, the majority 

81% said the head of household, and another 19% said head with builder/contractor. 

Almost all said the head of household. This includes; designing, financing, paid for it 

construction for each. The respondents were asked For anything paid for by you, 

what was the source of the funds for the construction process, findings show that 

over 86.7% used all of the following;  prior savings including inheritance, current 

income, sale or assets mostly land, loans mostly from relatives and friend. While 

13.3% borrowed money from commercial banks, which were none exclusively. 
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4.4.2  The requirement for obtaining Housing Finance 

The study indicates that an adequate income at a specified minimum is a great 

eligibility criterion for low income group accessibility to housing finance; the second 

is the regular savings at a specified minimal rate. Moreover, the third most eligibility 

criteria is regular employment and place of residence, and the other criteria which 

was mentioned is collateral in the form of conventional marketable assets. 

 

The regular payment figure is based upon the amount households currently spend on 

rent or other housing-related payments, and has been found to range between 10 and 

40 per cent of income. The figure used, are always the amount that is affordable by 

the household, in that it should leave enough income to cater for the household‟s 

expenditures on food and other necessities.  

 

For the low income households, this figure is likely to be between 20 and 35 percent 

of their income. These rule-of-thumb figures should be checked against the real 

situation amongst the target group as soon as practicable, since real figures vary 

considerably between households and the variations have significant implications for 

housing finance. Again, if the incomes and ability to pay of the target households 

cover a large range, they should be broken down into subgroups, with an indication 

of the number of households in each subgroup.  

 

The ability to pay of a household is one of the critical elements in calculating what a 

household can borrow and, therefore, of most housing-finance strategies, and yet it is 

the most difficult to be precise about. Conventional methods assume that a household 

could devote up to 25 per cent of its income to housing repayments, and a figure of 

20-25 per cent has been thought adequate for making calculations. However, the first 

difficulty arises from not being able to define household income. Households are not 

only reluctant to divulge such information, they might actually not know what it is, 

particularly as, for many low-income earners, it comes from a variety of sources and 

is irregular. 
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Figure 4.6 Financial constraints for housing financing for low income groups. 

Source: Data analysis, 2014 

 

Merrill and Tomlinson(2006), study indicated that, Tanzania‟s inadequate legal and 

administrative frameworks, primarily around the legal treatment of land values, 

foreclosure and land registration problems has also meant that most banks are 

extremely reticent about entering into housing finance. Similar study show that, 

Ghana has an inadequate legal system for collateralized lending and an extremely 

difficult land ownership and titling environment, which banks consistently raise as a 

major problem when it comes to mortgage lending. Hence, only a limited number of 

banks will extend mortgage bonds to borrowers.  

In Uganda, progress has been made in addressing its legal and administrative 

infrastructure problems (Merrill, et al, 2005). Zambia, however, suffers from an 

inadequate legal system, which is reflected in land titling and transfer problems that 

arise from its registry system (Gardner, 2007). 
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4.5  Constraints for Housing Finance   

This section presents analysis of the constraints for housing finance among low 

income households. The constraints were categorically grouped into inherent 

constraints and restrictive constraints. 

 

4.5.1  Affordability 

Affordability is often further constrained by the prohibitive costs of borrowing. High 

and unpredictable inflation, excessive spreads and a generally higher risk 

environment make loans expensive. The cost of borrowing in many African countries 

is still prohibitive despite reforms and this creates the high levels of unaffordability 

seen. In Ghana for example as of April 2010, the lending rate among many banks 

hovered at the 30% mark despite the prime interest rate adjusted by the Bank of 

Ghana at 16%. Spreads by banks are also very high with approximately 11% interest 

paid on deposits.  

 

Despite the many positive economic indicators, the vast majority of Africa‟s 

population cannot afford the cost of a formally constructed and financed house on the 

market. Ten to 15 percent is often used as an estimate to represent the percentage of 

the population able to afford the cheapest housing product on offer through mortgage 

finance (AllAfrica.com, 27 April 2010) 

 

Only a minority of the population can effectively meet their housing needs as current 

household incomes are very low relative to housing costs. But rental income from 

renting, if taken into account in assessments of affordability in urban housing 

markets, would substantially improve affordability. This revised approach to 

affordability would enable financiers to reach more people.  

 

Second, if housing microfinance is generally affordable by the majority, it holds 

great potential for helping the poor to improve their current housing stock. After all, 

it is the existing stock that supplies the bulk of housing services. Besides, housing 

microfinance would help accelerate new construction, reversing the trend of 

incomplete houses that mark new building sites.  
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The ongoing housing finance project between government and the World Bank, and 

other housing microfinance pilot projects, are expected to build up a body of credible 

evidence on the capacity of poor people to afford housing. The UN-Habitat report 

(2005) describes a significant potential for growth in the market for housing 

microfinance in SSA. 

 

According to this study affordability was seen to be different in every country, but 

by-and-large only high income/net-worth clients can afford to purchase formal 

housing using a mortgage bond, with the middle class finding the cost of housing 

well beyond their reach. Hence, the market for housing microfinance includes much 

of the middle-class that has, to date, been unable to access formal bank credit. 

 

Past government programmes in countries, such as Ghana, while proclaiming to 

develop so-called lower-income housing have in fact constructed houses far above 

the affordability levels of most households. Consistent across the literature is the fact 

that local populations can only afford a very modest house. Unplanned settlements 

therefore provide a substantial amount of urban dwelling for both the poor and the 

middle-class. Local Ghanaians building formal sector houses tend to build 

incrementally over many years without the benefit of a mortgage loan (Merrill and 

Tomlinson, 2006). 

 

In Tanzania, when the public sector ceased housing construction, households were 

left with little choice but to move into unplanned settlements and undertake their own 

house construction. Nearly 98% of houses countrywide and 90% of houses in the 

urban areas are constructed incrementally. This situation remains today and is 

exacerbated by a 6% annual growth in the urban population. 

 

 Nevertheless, the provision of infrastructure and access to land and the titling of land 

remains insignificant compared to the need (Merrill and Tomlinson, 2006). In 

Kampala, Uganda findings for the City Council revealed that many people construct 

their own house using their own resources in comparison to those that access finance 

to have houses constructed for them As in the other countries, Zambia has seen its 
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housing need escalate as its population rapidly urbanizes. However, with extremely 

low levels of employment, coupled with very low incomes, there is a lack of 

affordability for everyone outside of the public sector (Gardner, 2007). 

 

4.5.2  Barriers to expanding housing supply  

Expansion of the housing stock is held back by a whole range of financial and non-

financial barriers. The lack of a formal housing finance system, a serious policy 

constraint, severely limits the supply of all categories of housing, from low-income 

to up-market dwellings. In particular, finance is not readily available for incremental 

construction in the low-income market and housing stock improvements and new 

construction take years. Yet the capacity is lacking for mainstreaming quality 

incremental construction. In the middle and high income markets, a poorly developed 

mortgage sector suppresses the supply of pre-built units.  

 

In all cases, supply is hampered by the limited supply of land with access to 

infrastructure services. Bridging finance exists in the banking sector, but to unlock it, 

end user finance would have to be assured. Government and private lenders will need 

to:  

- Address existing barriers – financial and non-financial – to expanding access to 

housing finance for all income groups;  

- Determine how best to capacitate organizations that provide technical assistance for 

incremental housing construction.  

 

In Mozambique for example, the Ministry of Housing and Public Works, in 

collaboration with the Lurdes Mutola Foundation, the Community Development 

Foundation, and with the support and assistance of International Centre for Science 

and High Technology (ICS) and the United Nations Industrial Development 

Organization (UNIDO), has formulated a Mozambique Housing Development 

Initiative. 

 

 This new approach to low-cost housing development is based on collaboration 

between the public and private sector. This has enabled the creation of a national 
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entity for housing development that introduced an integrated materials approach, 

focusing on alternative building materials based on natural renewable resources 

available in Mozambique. One of the outputs has been to identify solutions for 

acquiring low cost housing by low and middle-income households and strategies for 

implementing housing finance initiatives (ICS-UNIDO, 2004). 

 

4.5.3  Capacity in the housing microfinance sector  

Field investigations strongly pointed to the lack of capacity to expand housing 

microfinance operations. First, there are only a few micro-lenders in housing and 

their initial concern is to pilot feasible approaches. Second, poor capacity to provide 

technical support services will continue to restrain lending operations, a point 

emphasized by WAT and supported by secondary evidence.  

 

In particular, as HFHT point out, microfinance is an industry with a high staff 

turnover, particularly of credit officers, which can disrupt operations. Measures to 

contain this operational risk are therefore needed, such as competitive compensation 

packages. Third, although the larger MFIs, such as PRIDE and FINCA, have the 

capacity to reach more people, their market knowledge of housing microfinance is 

limited.  

 

Fourth, there is little capacity to structure financial „deals” between commercial 

banks and housing micro-lenders, undermining the ability of the latter to leverage 

wholesale loans. Such deals will continue to be frustrated by the lack of good market 

intelligence by commercial lenders as to the risks and returns associated with 

housing microfinance. To expand capacity for housing microfinance it is important 

that:  

 

The larger microfinance institutions fast-track their entry this business segment, 

bringing their resources and micro-lending experience to bear on housing for the 

poor; The commercial lenders deepen their knowledge of housing microfinance, 

without which they will be reluctant to provide wholesale finance to micro-lenders.  
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4.5.4  Small loans, high cost  

Small loans are saddled with high transaction costs, often making them an 

uneconomical area of business for commercial lenders such as banks. But micro-

lenders that have a community focus, such as NGOs, are often able to reduce lending 

costs because of their smaller overheads and their group lending methodology102. 

Until there are an adequate number of such micro-lenders it will be difficult for 

housing microfinance to go to scale.  

 

4.5.5  Loan Defaulting amongst Household 

A culture of non-payment of debt by households has been reported in the literature 

and interviews which have been done by different writers. The reasons for this 

behavior are varied. Some observers have blamed the majority of state provision in 

the past, arguing that the moral regret to meet the costs of publicly provided goods 

and services is often lacking. The lack of “ownership” of the housing process has 

been observed even where private providers are involved.  

 

Allowing the client to take charge of the construction process, HFHT argues, would 

increase “ownership” and the willingness to repay loans. This challenge will need to 

be addressed through client education so that lenders can change their present 

perception that financing housing carries a high credit risk.  

 

Separating the financing and technical assistance role, as HFHT and WAT have 

done, would also alleviate the problem. Members in the group would usually know 

each and this reduces the costs of carrying out due diligence.  

 

This is especially important in Tanzania where there is no national identity system 

groups would confirm the identity of the borrower thus containing the risk of 

misidentification. To address the key issues action will be required as follows:  

Commercial lenders should use their corporate social responsibility resources to 

promote financial literacy among their potential customers; 

Micro lenders should foster ownership of the housing process by their clients.  
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Figure 4.7: Loan Defaulting amongst Household 

Source: Analysis of fieldwork responses, 2014 

 

4.5.5.1  Loan Status among Target Households    

The findings in the table 4.6 were the results that examined the current loan status 

among group of respondents. Findings show that, the loan sources are relatives, 

employers, National housing corporation and informal. While there was no interest 

set for relatives, employers range between 0-10% interests, National housing 

corporations has 15% interest, commercial banks range between 8-15% interest, 

informal is between 20-120%. 

 

Table 4.6 Current loan status among target households  

Loan 

Source 

Relatives Employers NHC Commercial 

Banks 

Informal 

Interest None  0-10%  15%   8- 15%  20-120% 

Condition None  Long-

service 

Various  Employee-

Short 

Short-term 

Loan-

Status 

67%  

paid-off 

45% paid-

off 

8% paid-

off 

25% paid-

off 

90% paid 

off 

Source: Data analysis, 2014 

0 10 20 30 40 50 60

Lower income in target group

Middle income in target group

Highest income in target group
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Concerning housing financing condition, relatives has none, employers are long-

term, National housing corporation various, commercial banks is short for employees 

and informal is short. Regarding current loan status, 67% of who accessed through 

relatives said it‟s paid-off, 45% through employers said its paid-off, National housing 

8%, commercial banks 25% paid-off and 90% through informal indicated paid-off.      

 

4.5.6  Regulatory and policy barriers  

The regulatory and policy environment has been substantially reformed over the last 

two decades, laying the basis for creating an efficient housing finance system. But 

the impact of these reforms on housing finance needs to be put to the test. First, the 

regularization of informal settlements, an important area of reform as it gives official 

recognition to informal housing, is expected to open up access to housing 

microfinance.  

 

This is an aspect that should be evaluated in future to assess its contribution to 

mainstreaming housing microfinance. Second, the efficacy of the Mortgage 

Financing (Special Provisions) Act (2008) will remain unclear until it is tested in the 

courts. Drawing on their experience in Dar es Salaam, HFHT have drawn attention to 

two urban planning constraints that might have wider implications for housing 

microfinance  

Construction on Illegal Lands: Many potential clients have built structures on 

illegal lands, such a flood-prone areas or public land. This is the case in Mbagala 

Kuu, Mtoni and other wards that have flood prone valleys and wetland areas. This 

pose difficulties when it comes to the issue of asking for loans as documents like title 

deeds will be require as collateral, since the flood-prone areas are not granted title 

deeds. Some of the areas in Temeke Municipality are in the process of being added 

into Dar es Salaam‟s urban planning framework, particularly in the Kigamboni 

Ward.  

 

This poses a risk that existing structures could be demolished depending on the 

outcome of the master plan. To mitigate this risk, Makazi Bora will not be 

implemented in those areas until the master plan is completed and the relevant 
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authorities have been approached to determine the practical outcomes for the area. 

(Habitat for Humanity Tanzania). Acting through its Housing Department and in 

coordination with other stakeholders, government should:  

- Evaluate the impact that regulatory and policy reforms have had on housing 

microfinance and identify any remaining blockages;  

- Monitor the application of the Mortgage Financing (Special Provisions) Act (2008).  

 

Land supply: The question of land supply is crucial to the production of shelter. 

Between 1990 and 2001, Dar es Salaam received 243,473 applications for land but 

only 8,209 plots were surveyed and allocated. Moreover, the output of serviced plots 

has been falling over the years and at the same time applications have decreased as 

people feel that the chance of receiving an allocation is remote. 

 

In an attempt to curb informal housing land development and boost the supply of 

planned and surveyed plots, a programme for planning and surveying 20,000 

residential plots in „unplanned‟ areas of Dar es Salaam has been initiated. It is a 

project being undertaken by the Ministry of Lands and Human Settlements 

Development, which was started in the 2002/2003 financial year. This programme 

provides a less secure form of title, „junior‟ title (initially for 2 years but to be 

extended to 5 years) for owners of land in certain areas of the city, then say, freehold 

(MLHSD, 2002). While the step forward is to be commended, banks will more than 

likely feel that such limited title is too insecure to lend against. 

 

4.5.7  Linking settlement upgrading and housing microfinance  

Experience from Dar es Salaam, where there is an extensive programme to upgrade 

community infrastructure, points to limited coordination between the municipal 

authorities in charge of upgrading and the NGOs that are starting to provide housing 

microfinance. Coordination would ensure that housing microfinance operations give 

first priority to those sites where upgrading has started, and thus complement public 

investments in community infrastructure. It would therefore be important for 

municipalities and NGOs to:  

- Agree upgrading priorities ahead of actual interventions;  
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- Create a coordinating mechanism to ensure that their activities are properly 

sequenced and aligned.  

 

4.5.8  Limited sector data  

There is inadequate sector data on many aspects. Examples include: income 

distribution by main town; house prices and rents, disaggregated by principal town; 

portfolio information on mortgage lending, including details on lender portfolios and 

the number of loans per year; and micro lending for housing including information 

on portfolio size and performance; and property transactions in the housing resale 

market. This type of data should be collected by the Department of Housing in 

collaboration with the National Bureau of Statistics. 
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CHAPTER FIVE 

SUMMARY CONCLUSION AND POLICY IMPLICATION 

 

5.1  Introduction 

The achievement of the first stage of the construction acts as an incentive to the 

household to efforts in saving and income generation and also signals initiative and 

credit worthiness to friends, family and employer, making it easy to access those 

sources. This section has presented summary, conclusions and recommendation from 

findings.  

 

5.2  Summary  

Housing finance has to be seen in the context of the national economy and more 

specifically the national financial system. The state of housing operations in 

Tanzania reflects to some extent the state of the country‟s economy. It is not likely 

that the housing problem can be solved without solving the economic problem. 

 

Study shows that, availability of finance for public sector housing programs and for 

the purchase of construction of housing by all income groups in urban areas is 

typically a major constraint on the ability of supply to meet demand. On the other 

hand, urbanization is an important factor in the increased demand for housing. For 

instance in Dar es Salaam, the demand for housing is increasing daily due to increase 

rural to urban migration. From the findings it can be said that the demand for housing 

in Dar es Salaam is higher than the supply. This is due to rapid increase of population 

in the city.  

 

however, housing finance institution are not enough to cater for the housing need 

while the housing finance system in Tanzania grow at a small motion, and the 

investment in the sector is at a very small rate where by few investors are involved in 

the sector and at a partial basis for instance some may only give finance for roofing 

only and not construction of the whole house. However, the costs are too high for the 

low income group to afford while some for developers like NSSF, PPF, PSPF 
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priority is given to their members who are the employed leaving the low income 

group who are not employed alone. Finding in this case shows that the majority of 

the low income households use personal savings to finance for their housing. For 

instance figure 4.4 show that 22% of respondents use personal savings while 2% use 

mortgage bank loan. Figure 4.5 indicates that only 3% can access mortgage loans and 

personal loans from banks while 54% who are the majority are denied 

 

The high cost of land and building materials have been among the biggest 

impediments to the supply of affordable housing in Tanzania. Poverty remains the 

biggest constraint to affordability. On the other hand, not all of the urban populations 

live above the poverty line. This indicates that urban poverty in Tanzania is high and 

large proportion of the working age population is involved in the informal sector.  

This is a significant especially considering that traditional forms of housing finance 

such as mortgages often require a stable, predictable and verifiable income among 

the lending criteria. In this case loan default has been observed among households 

especially the low income households where by, figure 4.7 indicates that, 52% of 

loan defaulters are low income households, 30% are middle income households and 

18% are higher income households. This trend shows that, the low income 

households cannot be trusted to be given higher loans such as housing loans 

 

Most of the financial institution which are giving housing loans are to strong enough 

to give large loans for someone to construct a new house. In this case the loans which 

are provided are enough for room extension or minor renovations. Few people have 

little knowledge on loans from the financial institution. However the ones who are 

aware of the loans do not borrow for the purpose of using on housing activities but 

rather on expansion of businesses, purchasing of household goods, purchasing of the 

means of transport and so others to mention.  

  

5.3  Conclusion 

Tanzania has a well-established micro lending sector, including both international 

and local micro lenders. It is characterized by a broad mix of lenders, including a 

large commercial bank, the National Microfinance Bank, international NGOs such as 
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PRIDE and FINCA and local groups, such as local savings associations (Sacco‟s). In 

addition, there are established relationships between the financial sector and the 

micro lenders, as evidenced in lines of credit obtained from the bank  

 

Tanzania approved its first National Microfinance Policy in 2001 (GT & UN-

Habitat, 2002). In order to implement the policy, the legislative and regulatory 

framework that was in place for the formal financial sector was amended to include 

microfinance. This has made it possible for any (registered and regulated) SACCO or 

(registered but unregulated) financial NGO to transform into a prudentially regulated 

microfinance institution. (Merrill and Tomlinson, 2006c). 

 

The reason for this is so that these institutions can diversify their lending products, 

mobilize savings through long-term (not demand) deposits and lessen their 

dependency on foreign donors.  

The new prudential requirements set down by the Bank of Tanzania include, new 

capital and reporting requirements and the need for maintaining a treasury function, 

as these new MFIs will need to, on a daily basis, balance their loans and deposits. 

 

It would appear that until recently a “microfinance for housing” product has not been 

offered by semi-formal and formal micro lenders24. Nevertheless, some of the micro 

lenders have expressed interest in the product. Similar to micro lenders elsewhere, 

the current ones are of the view that a certain proportion of their loans are already 

being used for housing-related activities (Rooftops Canada, 2007). 

 

In this case, it is reasonable to conclude that, housing finance in Tanzania marks a 

new beginning since the Tanzanians have been suffering over time on housing 

problem. Since the major problem is affordability, construction of a new house takes 

time at a lot of resources; it takes more than ten year for one to complete construction 

of one house. Due constant rise in the building materials, and the scarcity of land, 

one uses more than half of his/her salary on the construction of a new house. 

However, the purchase of other necessities like means of transport has to be 

sacrificed.  
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On the other hand, the housing finance available in the country can only be accessed 

by the rich minority since the finance taking example the one offered by NHC in a 

form of mortgage are very expensive for the poor to afford this lead to the fact that 

the housing finance in Tanzania is restricted to the small number of high income 

individuals who can afford to buy pre-built dwellings, either new or in the resale 

market.  

 

The situation in Tanzania is affected by the lack of appropriate policies to deal with 

backlog of housing the poor. If appropriate financial products were available, would 

be in high demand as they would help households to accelerate the construction 

process, and thus bring forward income streams from subletting. Moreover, 

households would stand better prospects of making early decisions on the optimal 

mix of savings and housing loans. 

 

5.4  Policy Implication 

This section contains some policy implication regarding housing financing for low 

income households. This policy implication is generally grouped into two major 

categories; government recommendations and financial institutions 

recommendations. 

 

5.4.1  Government Recommendations 

These are some things that only government can do; 

i. Incremental construction standards could be introduced for houses below a 

certain size or cost, to allow for the construction of starter houses, so that 

households can gain a foothold in the housing market, with units that can be 

gradually improved and extended. 

 

ii. If one-room houses occupying less than a third of the plot area were exempt 

from all building controls, households could build a minimum shelter quickly 

and very cheaply. Two-room houses would be subject to basic controls and 

three rooms and over would be fully subject to building controls.  
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iii. Services could also be provided incrementally, reducing up-front costs to 

households. Costs could be minimized, if initially only a basic level of 

infrastructure was provided sufficient to meet basic demands of health and 

hygiene. These could be added to as households paid their share of the 

development costs for upgraded infrastructure.  

 

iv. Similarly, access to land could be simplified if users could borrow the capital 

sum and pay only the interest on the land price while they used it. For 

example, land could be provided by the government at an annual rent 

equivalent to or only slightly higher than the interest on the purchase price.  

  

5.4.2  Financial Institutions Recommendations 

A housing-finance institution could consider a package that allows for one or more of 

the following option. 

 

i. It could make loans to developers for low-cost rental housing, including the 

construction of single-roomed units in a single compound, sharing facilities. 

It should allow for the construction of single-story condominiums for low-

income households.  

 

ii. It could make loans for repair, extension, improvement and upgrading. These 

would support the sequential building and improvement processes currently 

employed by low-income households. Access to finance would mean that 

they could be built to good standards or the sequence could be speeded up. 

 

iii. It could make sequential loans, when an additional loan is made on 

repayment of the first. Currently, many lending schemes exclude those who 

have had previous loans. This is acceptable only if the loans are subsidized 

and the purpose is to spread the subsidies; however, without subsidies, such 

a restriction eliminates those who demonstrate their credit-worthiness. 
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iv. It could make group mortgages, that is, loans to a specified number of people 

all of whom are responsible for repayment. This both spreads the risks and 

lowers costs, through the administration of a large single loan rather than a 

number of small individual ones. 

 

v. It can make loans to cooperatives or similar community based institutions. 

Where these exist or can be created, they offer even greater safeguards than 

group loans but, equally, might require training and technical support to run 

the institutions. 

 

vi. It could finance building contractors or community savings associations, as 

suppliers of building materials. If materials suppliers could, as a result, buy in 

bulk, this might help lower costs to households, if some of these savings were 

passed on to them. 

 

vii. It could issue building materials loans as credits. This could ensure that 

housing loans were actually used for construction and, if properly handled, 

could also reduce costs by reducing paperwork. It could accept guarantors to 

support applications. This could be particularly useful, where the borrower 

could not furnish adequate collateral. 

 

viii. It could make loans to purchase land, using the title as security. Currently, 

most financial institutions ask for a valid title before lending. This excludes 

poor households who do not have the capital to buy land. 

 

ix. It could streamline legal procedures. In many cases the difficulty of initiating 

due processes leads to reluctance to lend, since there is little chance of 

enforcing repayment or ensuring possession, in case of default. It could give 

low start mortgages on which the amount due increases throughout the 

repayment period. 
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APPENDIX I:  HOUSEHOLD QUESTIONNARE  

Dear Respondents, 

I am a student at Mzumbe University and I‟m conducting a study on “An in-depth 

analysis of housing finance for low income group in Tanzania”. This is a partial 

fulfillment of the study of Master of Business Administration in Cooperate 

Management. Please I request you to take a few minutes to complete the following 

questionnaires by filling in the space provided or put a tick or circle or comments for 

anything you have, which you think can help in my study. 

 

All information gathered wereused solely for academic purpose and not otherwise, 

and werekept completely confidential. Your contribution to this study is highly 

valued and appreciated. 

 

A.  Respondent Basic Information 

1. Respondent gender?  

a. male  b. female 

2. What is your marital status? 

a. single a. married c.divorsed d. widowed 

3. Where is your residential area?, indicate please the name of the district and wards 

District?________________________________, 

Ward__________________________________ 

4. What do you estimate your household's monthly expenditure is on? 

i. Food____________________________________________ 

ii. Housing, rent______________________________________ 

iii. Transport__________________________________________ 

iv. Education__________________________________________ 

v. Entertainment_______________________________________ 

vi. Clothing___________________________________________ 

vii. Other________________________________________________ 

5. If you wanted to, which of these expenditures could you reduce? 
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i. Indicate which____________________________________ 

ii. By how much_____________________________________ 

6. What do you estimate your household's monthly income to be 

i. Income of household head_________________________________________ 

ii. Incomes of Others (specify) ______________________________________ 

 

7. Is this income? 

i. Regular 

ii. Assured 

 

8. Do you have any savings in cash or in kind (jewelry/building/materials?) 

i. Regular 

ii.        Non-monetary 

iii.       Both  

 

B. About Housing Conditions 

1.  Who lives here (in this house)? 

i. Number of people?_________________________________ 

ii. Their relationships?_________________________________ 

 

2.  How long have you lived here??  

i Years?___________________ 

ii. Previous location?_________ 

 

3.  Why do you live here (reasons)? 

i._________________________________________________ 

ii.________________________________________________ 

iii._______________________________________________ 

iv______________________________________________ 

 

 

4.  Under what terms is this house occupied by you? 
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i._________________________________________________ 

ii.________________________________________________ 

iii._______________________________________________ 

iv_______________________________________________ 

 

5.   Do you consider your present housing to be satisfactory, both where you live 

and whom you live with (household composition)? 

a) yes                                        b) no 

 

6.  Do you think improvements/additions would make your housing satisfactory?  

i. If yes, give reasons? __________________________________________ 

_________________________________________________________________ 

_________________________________________________________________ 

 

ii. If no, state why?_____________________________________________ 

________________________________________________________________ 

________________________________________________________________ 

 

7.  What would you suggest as changes? 

i. Improvements 

 

Give your comments on what sort of improvement is required__________________ 

ii. Additions 

 

State any sort of additions that is needed___________________________________ 

iii. Household composition 

 

Give your comments on what sort of additions is needed______________________ 

 

 

 

8.  Do you think a new/different house would provide satisfactory housing?  
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i. Yes  

ii. No 

Why____________________________________________________________ 

 

9.  Describe such satisfactory housing. 

i. Location 

(name/type)_______________________________________________________ 

ii. What sort___________________________________________________ 

iii. Tenure_____________________________________________________ 

 

10.  Are you considering making such changes/moves? 

i. Yes 

When do you think doing ______________________________________________  

 

ii. No  

Why not now_________________________________________________________ 

 

11.  Why not? 

i. Financial constraints 

What kinds of financial constraints are you considering detrimental?____________ 

 

ii.      Other reasons  

Lists those reasons_____________________________________________________ 

 

12. How much do you think it were cost? 

Amount (estimate or actual)______________________________________________ 

 

13.  How much of this do you have? 

i. In cash 

ii. In other forms 

Give details__________________________________________ 

14. How much more could you get? 
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i. Source 

 

Outline the sources of your financing_____________________________________ 

 

ii. Amount 

 

B. About Housing Finance 

1. Have you borrowed money in the past 

i. For what purpose?_______________________________________________ 

ii. From what source?_______________________________________________ 

iii.        At what rate and terms____________________________________________ 

iii. Is there any amount left unpaid?____________________________________ 

If the remainder were to be made available as a loan, would you borrow it? 

i. Yes  

ii. No  

Give reasons for your unwereingness to borrow ____________________________ 

____________________________________________________________________ 

 

2. How would you repay such a loan? 

i. From current income 

ii. From sale of assets 

iii. From new/extra income 

 

3. Do you currently save such an amount regularly? 

i. Yes 

ii.  No 

If no, why not________________________________________________________ 

 

4. Do you expect to be able to do so in the future? 

 i. Yes 

ii.  No 
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If yes explain how____________________________________________________ 

 

5. Would you be wereing to build/improve in stages? 

i. Yes 

Which_______________________________________________________________ 

 

ii. No  

Why not____________________________________________________________ 

 

6. Would you be wereing to let part of your house? 

i. Yes, to anyone 

 

ii. Yes, but only to________________________________________________ 

 

iii. No, state reasons_______________________________________________ 

 

7. Would your household be wereing to contribute labour to building your house? 

i. Yes 

What?_______________________________, and when?_____________________ 

 

ii. No 

State the reasons______________________________________________________ 

 

Thank You for Your Time and Cooperation 
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APPENDIX II:  QUESTIONS FOR THE HOUSING FINANCE 

INSTITUTIONS 

I am a student at Mzumbe University and I‟m conducting a study on “An in-depth 

analysis of housing finance for low income group in Tanzania”. This is a partial 

fulfillment of the study of Master of Business Administration in Cooperate 

Management. Please I request you to take a few minutes to complete the following 

questionnaires by filling in the space provided or put a tick or circle or comments for 

anything you have, which you think can help in my study. 

All information gathered wereused solely for academic purpose and not otherwise, 

and werekept completely confidential. Your contribution to this study is highly 

valued and appreciated. 

 

1. Are you awere of housing finance? 

i. Yes   ii. No 

 

2. Does the institution give/offer housing finance? 

i. Yes   ii. No 

 

3. What procedures are used in administration of housing finance by the banks? 

i.___________________________________________________________________ 

ii.__________________________________________________________________ 

iii.__________________________________________________________________ 

iv.__________________________________________________________________ 

 

4. Does management all the times use the above procedures in the administration of 

housing finance?  

i. Yes  ii. No    

If no, give reasons ………………………………………………………………… 
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5. Does your institution face any challenges in conducting housing finance? 

i. Yes   ii. No 

6. What challenges does the institution regularly encounter in administration of 

housing finance? 

i._________________________________________________________________ 

ii._________________________________________________________________ 

iii._________________________________________________________________ 

iv._________________________________________________________________ 

 

7. What procedures that is undertaken by institution management in the mitigation of 

the state challenges? 

i.___________________________________________________________________ 

ii.__________________________________________________________________ 

iii.__________________________________________________________________ 

iv.__________________________________________________________________ 

 

8. Is there any relationship between this challenges and housing financing 

performance? 

i. Yes    ii. No   

 

9. State the interrelationship between the above challenges and housing financing? 

i.___________________________________________________________________ 

ii.__________________________________________________________________ 

iii.__________________________________________________________________ 

iv.__________________________________________________________________ 
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10. Who is responsible in evaluation/management of housing 

financing?____________________________________________________________ 

____________________________________________________________________ 

11.. Is there any possibility of improving housing finance especially for low income 

households? 

i. Yes     ii. No   

If no, give reasons____________________________________________________ 

 

12. According to your experience in the institution, what do you think can be done to 

improve the performance and mode of operation of housing finance in Tanzania, 

especially in the low income group? 

i.___________________________________________________________________ 

ii.__________________________________________________________________ 

iii.__________________________________________________________________ 

iv.__________________________________________________________________ 

                  

Thank You for Your Time and Cooperation 

 

 


