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Abstract

This study investigated the influence of location on unsold new houses held by members of
the Kenya Property Developers Association (KPDA). Positivism philosophy and descriptive
correlational research design were adopted in this study. The study population consisted of
4,085 unsold new houses held by members of KPDA. A sample size of 364 units was drawn
using a multistage random sampling technique. The units of observation in this study were
the property managers, where a self-administered questionnaire was used to collect data.
Analysis of the collected data was done through descriptive statistics that comprised relative
frequency distributions, means, and standard deviations. The study also applied inferential
statistics, which included ordinal logistic regression and one-way ANOVA. The study
findings from the generalized ordinal logistic regression revealed that the location of the
unsold new house explains 13.9% of the duration that the house remained unsold (r* = .139).
The results further showed that the distance of the unsold new houses to the nearest markets
or shopping mall (f = 0.534, P < 0.05), distance to the nearest bus station (f = 0.507, P <
0.05), and distance to the Nairobi central business district (CBD) (f = 0.219, P < 0.05) were
significant predictors of the duration that the house remained unsold. Thus, the study
concluded that the location of the unsold new house significantly influences the duration the
house remained unsold. Therefore, the study recommends that property developers should
develop houses that are close to the Nairobi CBD, shopping malls/markets, and bus stations.

Key Words: Kenya Property Developers Association, Location, Real estate inventories,
Unsold new house.

Introduction

The Unsold New Housing Stock (UNHS) is a critical issue that affects the financial status of
construction companies in the housing market and have impact towards a country
socioeconomic status (Hawari & Rozari, 2022). The phenomenon of UNHS is an important
indicator in the housing market system; it is directly related to the profitability of the
construction business and appears because of an imbalance in the demand and supply of
houses. Changes in demand-supply because of various factors are another phenomenon that
occurs in the housing market. It is considered that these changes in demand-supply are
closely related to the UNHS (Yuan et al., 2020). UNHS refer to completed residential houses
that have been offered for sale but were not applied for and thus sales contracts were not
made (Jang et al., 2018). Overall, UNHS work as an important market indicator for demand-

supply.




Kirera & Njuguna Influence of Location on Unsold New Houses...

The economic explanation for UNHS lies in excess supply in comparison to demand of
houses in the market (Lee, Lee, & Kim, 2017), and is thus an important indicator of
performance of the housing market system as it sends signals about the market trends to
participants of the housing market (Lee et al., 2017). Moreover, the housing market relates to
a country’s aggregate economy (Walteros et al., 2018) and is therefore a predictor of
economic performance (Schneider, 2020).

In Kenya, despite the housing shortage, property developers continue to record high numbers
of unsold new houses in their portfolios even with the government investment, subsidies, and
policies in affordable housing (KPDA, 2019). The Kenya Property Developer’s Association
(KPDA) indicated that in 2021, there were 4085 Unsold New Houses in Nairobi County and
its Metropolis (KPDA. 2021). Further, Cytonn (2021) indicated that some of the UNHS
remain unsold for over a year thus tying up funds for housing developers and thus
jeopardizing their capacity to engage in develop of more new houses to meet the ever-
increasing demand. The factors contributing towards UNHS have been a subject of study, but
most studies focus on the demand side factors, hence there is a dearth of studies on the supply
side factors (Li & Wei, 2020). One of the most critical supply side factors affecting UNHS is
location which is considered a critical factor and highly influential for a consumer when they
are selecting a housing product and is characterized by strategic location, proximity to
working place, places of worship, schools, public facilities and markets (Rahadi, Wiryono,
Koesrindartoto, & Syamwil, 2015a; Farraz & Barus, 2019). Owning a house at a bad location
could be detrimental to its market value and thus homebuyers could be influenced by location
attributes when making the purchase decision (Liao, Farger & Ewing, 2015). This study seeks
to explore the role played by location in influecing unsold new houses held by members of
KPDA in Kenya.

Statement of the Problem

According to the CAHF (2021), Kenya experiences an annual demand for 250,000 residential
housing units, while the estimated supply stands at 50,000 units. Consequently, this creates a
deficit of 200,000 units. The nation exhibits an urbanization rate of 28%, wherein 46.5% of
the urban population resides in slum areas. According to the World Bank (2021), if
appropriate interventions are not implemented, the housing deficit is expected to rise due to
an annual population growth rate of 2.8% observed in the last two decades. The imbalance
between the supply and demand for housing primarily stems from economic factors,
particularly the issue of unaffordability (Cytonn, 2021). Despite the prevailing housing
shortage in Kenya, property developers persistently observe a significant accumulation of
unsold newly constructed houses in their portfolios, despite the government's efforts to
address the issue through investments, subsidies, and affordable housing policies (KPDA,
2019). Based on the data provided by the KPDA (2021), the combined number of newly
constructed residential properties that remained unsold within Nairobi County and its
metropolis in 2021 amounted to 4,085 units. Furthermore, as stated by Cytonn (2021),
specific segments of the UNHS encounter an extended duration of remaining unsold, leading
to the immobilization of capital for housing developers. As a result, this circumstance
presents a potential challenge to their capacity to engage in the development of further
residential properties to meet the ever-increasing demand.

Extensive research has been conducted on the factors that contribute to the demand side of
UNHS. Ceritoglu (2020) conducted a study examining the permanent income elasticity, price
elasticity, and interest rate elasticity of housing demand. Moreover, the study conducted by
Wang, Hui, and Sun (2018) examined the relationship between population ageing and real



Kirera & Njuguna Influence of Location on Unsold New Houses...

estate prices in relation to housing demand. In a similar vein, Strobel, Nguyen, and Lee
(2020) investigated the impact of macroeconomic uncertainty on housing demand. The
findings of these studies have been utilized in certain countries to enhance the demand for
housing. According to Bagaee and Farhi (2020), it has been suggested that a decrease in the
unemployment rate would have a substantial impact on the demand for housing. This
recommendation has been put into practice in various countries. Insufficient research
attention has been devoted to the examination of the housing supply aspect, as most studies
have primarily concentrated on analyzing the housing demand facet. Hence, the objective of
this study was to examine the impact of location-related supply side factors on the housing
market, with the aim of making a significant contribution to the housing supply. Furthermore,
there is a dearth of research conducted in Kenya pertaining to the issue of unsold newly
constructed residential properties within the domain of housing developers.

Study Hypothesis
Ho: Location does not significantly influence unsold new houses by members of Kenya
Property Developers Association.

Literature Review

Theoretical Review

This study was based on the economic Theory of Housing Demand that was first developed
by Menger and Jevons in 1871 (Arnott, 1989). Several scholars have studied the development
of the theory away from the claim by neoclassical economists that determinants of housing
demand are principally income and price (Megbolugbe et al., 1991). Arnott (1987) argued
that housing has a set of intrinsic characteristics, which make it significantly different from
other goods, and as a result, the housing market is significantly different from any other
market. Arnott (1987) argued that housing demand is sensitive to household income and
demographic characteristics as well as prices, and the house’s location. When a household is
purchasing a housing unit, it obtains not only the physical units but also the spatial fixity, a
neighborhood, as set of public services, tax obligations and a set of legal and obligations that
act as security of tenure (Arnott, 1987). Follain and Jimenez (1985) added to the components
of the economic modelling of housing demand determinants arguing that locational
characteristics are essential in estimating household demand. The specification of location
involves at least five aspects: i) distance from important locations such as CBD, employment
concentrations, shopping areas and transportation routes, ii) nature of land use in the
neighborhood, iii) the physical nature of the neighborhood of the house, iv) socioeconomic
character of the neighborhood and v) local government jurisdiction (Megbolugbe et al.,
1991). This theory was thus applied to link location aspects with UNHS.

Empirical Review

The distance of a residential property to the urban center’s Central Business District (CBD)
could influence its demand and thus affect UNHS. CBD is one of the kernel of the city
characterized by more and better resources of floating population, finance, technology,
infrastructure and education when compared to other locations in the Country (Dziauddin &
Misran, 2016; Jia, Rong, Gu, & Xie, 2020). The net population declines with the location
moves away from the CBD and there is a drop in demand for housing as the distance from
CBD rise (McDonald, 2020). Large number of constructions such as hotels, apartments,
trade, technological and cultural organizations are located at the CBD therefore more people
prefer to reside close to the CBD (Jia et al., 2020). Skill intensive establishment have a
stronger preference of having their factories located in close proximity of the CBD hence
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CBD takes a large proportion in total investment attracted in cities (Marantz & Zheng, 2020).
A study on the influence of Central Business District on housing performance of Nanchang
City in China by Jia et al. (2020) showed that as the distance between the houses and the
CBD grew, the rental and purchase of houses decreased.

A study on the role of listing price strategies on the probability of selling a house in Vietnam
by Bich, Trong, and Thanh (2020) measured the dynamic effect on probability of selling a
house against distance to CBD and concluded that distance to CBD has a positive and
significant effect on the probability of a sale. Ebekozien, Abdul-Aziz, and Jaafar (2020) in
exploratory research examined the low-cost housing demand to better understand the issue of
unsold houses and offer possible solutions to the Malaysian housing supply-demand gap. The
study found that properties within a five kilometers radius of the Central Business Unit, and
social amenities such as hospitals, schools, security apparatus and parks sold faster than
houses farther away from such amenities. The utility or satisfaction that consumers obtain
from housing units is based on several factors, among them neighborhood characteristics
such as proximity to market center, banks, schools, hospitals and police stations as well as
crime rates in the community (Nepal et al., 2020). Thus, when a consumer is buying a
housing unit, the consumer pays not only for the housing unit but for the local environment
and neighborhood characteristics (Tian et al., 2015; Nepal et al., 2020).

Conceptual Framework
Figure 1 presents the conceptual framework which illustrates the hypothesized relationships.

Independent Variable Dependent Variable
Location Ho _
e Distance to CBD Unsold new housing stock
e Neighbourhood » - Duration that the house has
characteristics remained unsold.
¢ Distance to social
amenities

Figure 1: Conceptual Framework

Methodology

This research adopted a positivism approach. A descriptive correlational research design was
adopted in this study. The target population was the property developers of the 4,085 unsold
new houses under high-rise flats developments in Nairobi County held by residential property
developers who were members of KPDA. The unsold new houses were the units of analysis
whereas the managers of the housing development firms were the units of observation. This
study applied multi-stage probability sampling technique because of the geographical spread
of the samples to ensure proper representation of sample. Census was applied at the first
stage. The second stage was stratified random sampling where the target population was
divided into discrete groups prior to sampling (Saunders et al., 2019). The Unsold new high-
rise flats houses were stratified per region as stipulated by the Department of City Planning,
Nairobi City Council 2019 guidelines (City Council of Nairobi, 2019). The sample was
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proportionally allocated to each cluster. Finally, simple random sampling was used to select
the sample size of 364 units from each cluster of the population.

Results and Discussion
Descriptive Statistics for Unsold New Houses

The dependent variable in this research was the unsold new houses. The nature of
development, the study investigated whether the unsold new house was in a development that
was purely exclusive 1 bedroom, exclusive 2 bedroom, exclusive 3 bedroom, exclusive 4
bedroom, or a mixed development. The results are summarized in Table 1.

Table 1. Nature of the Property Development

Nature of development Frequency Percent
Exclusive 1 bedroom 22 6.7
Exclusive 2 bedroom 49 14.9
Exclusive 3 bedroom 127 38.8
Exclusive 4 bedroom 48 14.6
Mixed development (1, 2, 3, 4 and more 82 950
bedrooms)

Total 328 100.0

The findings provided in Table 1 show that 38.8% of the unsold new houses were in an
exclusive 3-bedroom development.

The study further investigated the likelihood of the house remaining unsold when it was in a
mixed development. The results are presented in Table 2.

Table 2. House Likely to Remain Unsold If Development Is Mixed

Type of House Frequency Percent
1 bedroom 3 3.7

2 bedrooms 21 25.6
3 bedrooms 52 63.4
4 bedrooms 6 7.3
Total 82 100.0

The findings provided in Table 4.11 indicate that 63.4% of the respondents were of the view
that if a house is in a mixed development, three-bedroom houses were the ones most likely to
remain unsold. Only 3.7% indicated 1-bedroom houses as the most likely to remain unsold in
a mixed development.

Regarding the current percentage of occupancy, the findings are provided in Table 3.

Table 3. Current Percentage of Occupancy for the Development

Percentage of occupancy Frequency Percent
Less than 15% 19 5.8
16-30% 139 42.4
31-45% 88 26.8
46-60% 25 7.6
More than 60% 57 17.4
Total 328 100.0
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The study findings in Table 3 indicate that 42.4% of developments comprised unsold new
houses that had 16 to 30% occupancy while only 5.8% had less than 15% occupancy. These
findings imply that of all the developments that had unsold new houses, 51.8% had less than
half occupancy.

The study further investigated the duration that the house had remained unsold since
marketing of the house began and the results are provided in Table 4.

Table 4. Duration That the House Has Remained Unsold

Duration Frequency Percent
6 months and below 81 24.7
7-12 months 78 23.8
13-18 months 106 32.3
19-24 months 15 4.6
over 24 months 48 14.6
Total 328 100.0

Table 4 provides findings, which indicate that among the unsold new houses that were
included in the study, 32.3% had remained unsold for a period between 13 and 18 months.
The findings also indicate that 4.6% of the unsold new houses had remained in that condition
for a period between 19 and 24 months. These findings indicate 80.8% of the new houses had
remained unsold for less than 18 months.

Descriptive Statistics for Location of Unsold New House
Table 5 provides the summary of the results.

Table 5. Descriptive Statistics for Location of Unsold New House from Various
Amenities

Location aspect 5Kmand Less 6-10 Km 11-15 Km

F % F % F %

Distance from the house to nearest lower 161 49.1 143 436 24 7.3
primary school

Distance from the house to the nearest health 182 55.5 140 42.7 6 1.8
facility / hospital

Distance from the house to the nearest bus 171 52.1 143 436 14 4.3
station

Distance from the house to the nearest police 166 50.6 149 454 13 40
station

Distance from the house to the nearest markets 184 56.1 127 38.7 17 5.2
or shopping mall

The study results summarized in Table 5 indicate that the majority (56.1%) of the Unsold
New Houses were 5 kilometers and less from the nearest markets or shopping mall and
55.5% were 5 kilometers or less from the nearest health facility / hospital. Additionally, most
of the unsold new houses (52.1%) were 5 kilometers or less from the nearest bus station.
Besides, the findings indicated that most of the unsold new houses were 5 kilometers or less
from the nearest police station while 49.1% were 5 kilometers or less from the nearest lower
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primary school. These findings imply that most of the Unsold New Houses were developed
near various social amenities.

Regarding the distance of the unsold new houses from the Nairobi Central Business District,
the findings are provided in Table 6.

Table 6. Distance from the House to the Nairobi Central Business District

Distance Frequency Percent
Less than 20km 145 44.2
21-30km 129 39.3
31-40km 54 16.5
Total 328 100.0

The study findings provided in Table 6 show that 44.2% of the unsold new houses included
in the study were less than 20 kilometers from the Nairobi CBD while 39.3% were 21 to 30
kilometers from the CBD. Those unsold new houses that were 31 to 40 kilometers away from
the Nairobi CBD were 16.5%.

Ordinal Logistic Regression Results

An ordinal logistic regression model was fitted to investigate the influence of location of the
Unsold New House on the duration that the unit had remained in that state. The researcher
undertook preliminary tests to assess whether the four assumptions of ordinal logistic
regression were satisfied. These included the dependent variable being on an ordinal level,
one or more ordinal, continuous, or categorical independent variables, no multi-collinearity
and assumption of proportionate odds or parallel lines (Wooldridge, 2019). All these
assumptions were met, and the proportional odds ordered logistic regression model was fitted
to determine the extent to which location predicted the duration that the new house remained
unsold. A few generalized ordered logistic regression tests were conducted to test the
hypothesis.

First, the results of the Pseudo R-Squared for the model of location against duration of
Unsold New Houses is provided in Table 7.

Table 7. Pseudo R-Square for the Model of Location against Duration of Unsold New
Houses

Cox and Snell 132
Nagelkerke 139
McFadden .048

Link function: Logit.

Findings in Table 7 indicate that the Nagelkerke Pseudo R — squared was 0.139 indicating
that location of the unsold new house explained 13.9% of the duration it remained unsold
from the time marketing began.

The fitness of the model was also tested using the Omnibus Likelihood Ratio Chi-Square test.
The findings are summarized in Table 8.
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Table 8. Omnibus Test for the Model of Location against Duration of Unsold New
Houses
Likelihood Ratio Chi-Square df Sig.
46.252 6 .000

The study results provided in Table 8 indicate that the model was a good fit (Likelihood Ratio
Chi-Square = 46.252, p < 0.05). This shows that at least one of the independent variables
used in the model had a significant influence on the duration of the Unsold New Houses. This
led to the rejection of the null hypothesis:

Ho: There is a no significant relationship between Location and Unsold New Houses held by
members of Kenya Property Developers Association (KPDA).

The study hence accepted the alternative hypothesis that there is significant relationship
between location and unsold new houses held by members of KPDA.

To determine the independent variables that had a significant influence on the duration of the
Unsold New Houses, the parameter estimates were developed. The results are provided in
Table 9.

Table 9. Parameter estimates for Location against Duration of Unsold New Houses

95% Wald

Confidence

Interval Hypothesis Test

Wald
Std. Lowe Chi-
Parameter B Error r Upper Square  df  Sig.
Threshol  [6 or less=1] 674 4466 -201 1.549 2277 1 131
d [7-12=2] 1777 4519 891  2.663 15463 1 .000
[13-18=3] 3443 4865 2489 4.396 50087 1  .000
[19-24=4] 3831 .4985 2.854 4.808 59070 1 .000

Distance to nearest lower 559 1505 _g3g 021 3.371 1 066
primary school
Distance to the nearest Health (o0 17,9 373 313 030 1 863
facility
Distance to the nearest bus ro, 1599 513 go1 11425 1 001
station
Distance to the nearest police oo 1599 370 257 123 1725
station
Distance to the nearest oo/ 1999 960 809 14585 1 .000
markets or shopping mall
Distance to the Nairobi CBD ~ .219  .1046 014  .424 4.389 1 036

Dependent Variable: Duration the house has remained unsold.

The ordinal regression model fitted from the results in Table 4.22 was;
Logit P (Y< 6 or less) = 0.674 — 0.507X3— 0.534X5— 0.219X5
Logit P (Y<7-12) = 1.777 — 0.507X35— 0.534X5— 0.219X¢
Logit P (Y< 13-18) = 3.443 — 0.507X3— 0.534X5—0.219Xs
Logit P (Y<19-24) = 3.831 — 0.507X3— 0.534X5—0.219X5
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Where Y is Duration that the house had remained unsold, X3 is Distance to the nearest bus
station, Xs is Distance to the nearest markets or shopping mall, and Xg is Distance to the
nearest markets or shopping mall. The findings provided in Table 9 indicate that distance of
the Unsold New Houses to the nearest markets or shopping mall (B = 0.534, P < 0.05),
distance to the nearest bus station (B = 0.507, P < 0.05), and distance to the Nairobi CBD (B
= 0.219, P < 0.05) were significant predictors of the duration of unsold new houses. These
findings imply that the further the unsold new house is to the nearest bus station, the more
likely it is to remain unsold for a longer duration.

The findings also showed that for every one-unit increase in the distance of the Unsold New
Houses from the nearest markets or shopping mall, the log odds of duration of the unsold new
house rising from a lower level to a higher-level increase by 0.534, while all other variables
in the model remain constant. These findings implied that houses nearer to the Nairobi CBD
are likely to sell faster compared to those further from the Nairobi CBD. However, distance
of the unsold new house to the nearest lower primary school, distance to the nearest health
facility and distance to the nearest police station were not significant predictors of the
duration of the unsold new house.

Discussion of Findings

The study sought to determine the influence on location on Unsold New Houses held
members of Kenya Property Developers Association. The findings indicate that distance of
the Unsold New Houses to the Nairobi CBD (B = 0.219, P < 0.05) was significant predictors
of the duration of unsold new houses. The results support the findings of a study conducted
by Jia et al. (2020) that found the 1 km growth of the distance between the community and
the CBD in Bayi Square led to a decrease in the rental and purchase houses. The results also
support the findings of Bich et al. (2020) who measured the dynamic effect on probability of
selling a house against distance to CBD and concluded that distance to CBD has a positive
and significant effect on the probability of a sale with a 1.23% increase in the probability that
a property will be sold as the distance from the development reduces.

The findings form the current study found that distance of the Unsold New Houses to the
nearest markets or shopping mall (B = 0.534, P < 0.05) was a significant predictor of the
duration of unsold new houses. The results support findings of a study conducted by Yoo et
al. (2021) investigating how locational factors affected unsold unit ratio that concluded that
the proximity to the shopping malls were positively associated with the reduction of unsold
units. The results also support the findings of Majelan et al. (2020) that concluded that good
location is associated with high demand and location was a major factor when choosing an
affordable housing since homebuyers usually look for strategic housing close to the city
center, shopping malls and work place since this offers convenience to homebuyers in terms
of distance, travel time and cost.

The finding indicates that distance of the Unsold New Houses to the nearest bus station (B =
0.507, P < 0.05) was significant predictors of the duration of unsold new houses. The results
are similar to Gentili and Hoekstra (2019) who found that dwellings in the market remain
unsold because the location of the house is remote or inaccessible hence, they are not easily
marketable. The results also support the findings of a study conducted by Adzhar et al.,
(2021) that concluded that distance to public transportation stations was a crucial factor that
buyers consider when buying homes.
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Conclusion and Recommendations

The findings from the generalized ordinal logistic regression analysis the parameter estimates
established that distance of the Unsold New Houses to the nearest markets or shopping mall
,distance to the nearest bus station and distance to the Nairobi CBD were significant
predictors. Hence, the study concludes that location has a significant influence on Unsold
New Houses in Kenya. It is therefore important that property developers strategically choose
the location of their developments to reduce the number of unsold new houses in their
portfolio. The houses should be located closer to the nearest bus station and markets/shopping
mall, the houses should be closer to Nairobi CBD.

This study provided valuable empirical findings regarding the role of location on UNHS in
Nairobi, Kenya. However, the study was limited to residential houses within high-rise
apartments. Hence, future research should be conducted to explore other property
developments such as commercial developments and residential houses in other designs such
as bungalows, villas, and town houses. Additionally, the study was limited to a cut off period
of December 2020, a period that was affected by COVID-19 pandemic. Therefore,
longitudinal research should be conducted to establish whether the same findings can be
duplicated across different periods. Lastly, the study used only structured questionnaires to
gather data. In future research, other data gathering tools such as key informant interviews
and focus group discussion should be incorporated to provide more insights on how
locational factors influence UNHS.
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