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Overview

Nairobi, Kenya

The capital of Kenya and a centre 
for economic activity in East 
Africa, Nairobi plays a key role 
in the economies and business in 
the Sub-Saharan Africa region. 
Despite the aftermath of a drought 
as well as a challenging political 
year, Kenya has maintained positive 
GDP growth. Investor confidence 
has withstood the recent economic 
challenges and the long term 
prospects are encouraging. 

Market Overview

The past year has been a challenging 
one for Kenya on three fronts: 

The economy battled with the 
aftermath of a drought which 
contributed to weaker consumer 
activity.

The impact of interest rate caps 
on the monetary system has 
resulted in tightened liquidity.

A highly contested election 
contributed to slower 
investment activity as investors 
maintained a ‘wait-and-see’ 
attitude.  

It is not surprising that the real 
estate sector has struggled in the 
past year with rental rates slowing 
and increases in vacancy rates. 
Nevertheless, there are signs that both 
the broader economy and the real 
estate sector is on the way to recovery. 

Occupational Markets

In terms of performance, there has 
been a general slowing in real estate 
activity in Nairobi. Rental rates have 
declined across most major asset 
types while key sectors struggle 
with rising vacancies. However, 
this has not discouraged developer 
confidence, indicating that investors 
are anticipating an improvement in 
demand over the long term. 

Investment Markets

Although largely capitalised by 
domestic institutions, Nairobi’s 
investment market was put under 
increased pressure in the past year 
as investors delayed decision-
making under the cloud of political 
uncertainty. Banks have also shown 
reluctance to lend with the interest 
rate caps, further starving the 
economy of liquidity. 

Outlook

Kenya has recorded GDP growth of 
4.8% in 2017, remaining notably firm 
despite a number of challenges. The 
economy is expected to grow by a 
substantial 5.5% in 2018. Kenya’s 
growth prospects should drive activity 
in the real estate sector and justify the 
ongoing investor confidence in the 
sector after a slow year. 

Notable recent events

Kenyan elections conclude with 
President Uhuru Kenyatta remaining in 
office. 

Development of Hass Towers/The 
Pinnacle, set to be the tallest building 
in Africa at 300m high, commenced in 
2017. 
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Office

772,000m2 
stock

US$ 130-170/m²/annum 
rents

Retail

552,100m2 
stock

US$ 300-450/m²/annum 
rents

9% 
prime yield 1 World Population Prospects 2017

2 World Bank 2016
3 Oxford Economics 

Hotel

8,573
keys

US$ 126 per night  
average room rate

In numbers

Population

Nairobi

GDP Growth Wealth

GDP per capita

4.41 million¹

Kenya
48.5 million² 4.8%³ US$ 1,204
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Offices

Vacancy rate

25%
Rent

US$ 130-170/
m²/annum

Rental outlookOffice stock

772,000m2

Overview
Aside from political and economic 
factors, the office market has been 
affected by the disconnect between 
quality of supply and the quality 
of stock sought by the market. 
Decentralised nodes such as Westlands, 
Upper Hill and Gigiri continue to attract 
much of the demand as occupiers 
seek to move out of the dilapidated 
city centre. Subsequently, the pipeline 
is almost completely dominated by 
developments in decentralised areas. 

Demand
Activity by tenants in the Nairobi office 
market in the past year is telling of the 
long term potential which exists in the 
city and the rest of the country. The 
European Union has taken up
7,500m² in the recently completed 
Dunhill Towers, a building with 
numerous green features located in 
sought after Westlands. It is worth 

noting that the 60,000m² Garden City 
Business Park was 60% pre-let before 
breaking ground. This suggests that 
there is occupier demand for new 
high quality office accommodation, 
contributing to slower activity in the 
past year in a market with plenty of 
‘basic’ office space.

Supply
Total office stock increased by 
152,000m² in 2017, resulting in a
market oversupply and contributing 
to the increase in vacancies during 
the year. Still, a number of projects 
which have broken ground are 
under construction. Developer 
confidence remains firm with the 
market anticipating 234,410m² of 
accommodation by 2020, representing 
a 30.4% increase in three years. 
Vacancies point to a market in 
oversupply which could worsen as 
developments reach completion. 

Performance / Cost
On average, the market has seen a 
marginal 3.6% y/y increase in rental 
rates with new assets coming into the 
market at higher asking prices, while 
older buildings have seen a decline in 
rental rates and freezing of escalations 
in running leases to try and retain 
occupiers.

The market has been tenant driven, 
with higher vacancies resulting in 
lower rental rates and even some new 
buildings not achieving their asking 
prices. Nevertheless, rental growth is 
expected to improve as more occupiers 
take up space in new buildings which 
are higher than market average due 
to modern features and preferred 
location. The gravitation of demand to 
buildings with modern features should 
tilt the market towards rental growth. 

Recent completions

Dunhill Towers/ Britam Tower 

FCB Mihrab 

Pipeline

Kings Prism Tower
25,800m²

Hass Towers/The Pinnacle 
70,000m²

Sanlam Tower
15,000m²

Key deals

Breaking ground of Garden City 
Business Park with first phase 60% 
pre-let to EABL

EU and related EU entities leasing of 
7,500m² at Dunhill Towers 
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Retail

Overview
The weak consumer climate in Kenya 
is evident in the performance of 
retailers over the past year and has 
resulted in weaker demand for retail 
accommodation. However, while malls 
have struggled to reach full capacity, 
rental rates have remained largely 
unchanged. Landlords’ confidence to 
hold out on reducing rental rates during 
this tougher economic climate suggests 
that a recovery is anticipated. The full 
impact of the financial challenges at 
Nakumatt, one of the preferred retail 
anchors in Kenya, is still playing out 
in the market. However, driven mainly 
by internal mismanagement, the 
company’s collapse is turning into an 
opportunity for internal and external 
retailers keen to expand in Kenya. 

Demand
Low consumer demand has had a 
negative impact on retailers in the 
Kenyan market. Subsequently, demand 
for accommodation has reduced 
in the past year and new malls are 
struggling to find occupiers. Nakumatt’s 
financial problems have turned into 
an opportunity for its competitors 
Carrefour and Tuskys, which may close 
the gap left by Nakumatt store closures. 
This has created increased interest 
from South African retailers such as 
Shoprite and Game. Tuskys also plans 
to expand its clothing retail outlets, 
providing a boost to retail demand. 
Demand is anticipated to improve as 
Botswana’s Choppies and South Africa’s 
Shoprite and Game are set to enter or 
expand in the market. 

Supply
As in the office market, developer 
confidence remained firm in the retail 
market with several completions and 
extensions resulting in an additional 
190,000m² of new accommodation. 
Sarit Centre, one of the oldest and 
largest retail malls in Kenya, is 
undergoing expansion in a project set 
to complete in 2019.

Performance / Cost
Rental rates for retail accommodation 
have not changed, and in some 
instances have improved. This 
confidence among landlords is telling. 
The market continues to see interest 
from South African retailers and the 
outlook remains positive as the Kenyan 
economy recovers. 

Largest malls/recent 
completions

Crystal Rivers Mall
19,000m²

The Village Market Phase 2
21,000m²

Southfield Mall
13,657m²

Pipeline

Sarit Centre expansion
  
The Waterfront Karen
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Wealth

US$ 1,204
Shopping malls

552,100m2
Rent

US$ 380-
450/m²/annum

Rental outlook

Key retail entrants

Carrefour

Tuskys

Choppies 

Game (Massmart)

Shoprite



Recent completions

City Lodge at Two Rivers
2018 (171 keys)

Hilton Garden Inn JKIA
2018 (175 keys)

Movenpick Hotel & Residences
2018 (223 keys)

Four Points by Sheraton JKIA
2017 (194 keys)

Pipeline developments

Pullman Nairobi Westlands
2018 (340 keys)

Radisson Blu Hotel & Residence
2018 (123 keys)

JW Marriott Nairobi
2020 (365 keys)

Hilton Pinnacle
2022 (255 keys)

Hotels and Hospitality

DemandTourism
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Quick Facts

1.4 million
International tourist arrivals in 2017
▲ 9.8%

1,000 - 1,500 
New rooms expected  (2018-2020)

47%
*Occupancy ▼ 6%

126
*Average Daily Rate ▼ 8.0%

US$ 60
*RevPAR ▼ 17.8%

Supply Performance
Renewed optimism in the 
tourism industry resulted in 
a 9.8% increase in arrivals in 
2017 to 1.47 million, despite 
disputed presidential 
elections. 

Hotel demand should 
improve in 2018 with the 
elections over. Stability in 
the tourism sector and new 
air routes will continue to 
drive demand.

The past two years saw 
unprecedented growth in 
supply of more than 2,000 
rooms (23% growth). More 
supply will enter, but the 
pace of growth will reduce.

Occupancy and rates are under 
pressure due to oversupply. 
Performance is forecast to remain 
subdued in the short term, yet 
strengthen in the medium term as 
fundamentals remain strong.

Investment
Local private owners have led 
investment and development in Kenya’s 
hotel industry in the current growth 
cycle, many of whom are planning 
to expand their portfolios beyond 
Kenya. There is an increase in local 
and regional institutional investors 
looking at the sector in this part of the 
cycle. Lending is available on hotel 
developments based on the broader 
balance sheets of the promoters. Hotel 
operators have increasingly shown a 
willingness to invest through operator 
loans and key money, which will 
increase brand conversions. 

Outlook
The high level of new supply that 
has entered the market, as well as a 
realistic pipeline of a further 1,000 to 
1,500 rooms, will continue to place 
pressure on room rates as occupancy 
will remain around 45% to 55% for the 
market. Demand fundamentals are 
however strong with renewed political 
stability, robust growth in leisure 
tourism and government commitment 
to the tourism sector. Investment 
returns will be impacted by reduced 
profitability in the short term, yet this 
may present acquisition opportunities 
of distressed assets. Various sub-
nodes and niche segments continue to 
provide positive investment prospects, 
and these are being pursued by 
increasingly experienced local hotel 
investors.

*Source: STR Global, 2018
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