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Highlights
•

Kenya’s logistics market continues to grow in size with Nairobi’s warehousing supply
recording 15% year-on-year growth.

•

In particular, there is an increased pipeline supply of A-grade warehouses mainly in Nairobi’s
peripheral areas.

•

The stock of lower specification warehouses termed “godowns” – mainly supplied in the Main Industrial Area –
is, however, declining.

•

The growth in the market is being driven by improved investor confidence in Special Economic Zones (SEZ) as well as the
expansion of port throughput attributed to the Standard Gauge Railway (SGR).

Economic Overview
Kenya continues to grow post the election period, which is evident in its GDP growth of 6.0% in Q3:2018, compared to 4.7% in Q3:2017.
The country also experienced increased investor confidence, which can be attributed to an improved ranking in terms of the Ease of Doing
Business Index. Kenya jumped from 80th spot in 2017 to 61st in the ranking in 2018. The national government, as part of its Big 4 Agenda,
is aspiring to further improve this and get into the top 50.
The country also registered a 71% increase in Foreign Direct Investment (FDI) inflows in 2017, from US$394 million in 2016 to US$672 million in
2017. The government’s goal was US$3.8 billion.
Over the last decade, Kenya’s logistics sector has recorded increased growth and based on the definition of the word logistics, the sector is
directly impacted by the performance of all sectors of the economy and in particular the industrial sector which includes the import and exports
of goods (warehousing). Kenya’s logistics sector is largely driven by manufacturing, transport and storage as well as wholesale and retail while
the establishment of Special Economic Zones has facilitated the sector’s expansion.

Manufacturing
Manufacturing registered a 3.2% growth in Q3:2018 compared to 0% in the same period in 2017. The government’s objective is to raise the
manufacturing sector’s contribution to GDP to 15%.

Source: KNBS
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This expansion can be attributed to the growth in the manufacturing of beverages,
dairy products, sugar, tea and coffee processing under the food subsector. Growth
was also noted within non-food manufacturing, in activities of printing and reproduction
of recorded media; assembly of motor vehicles; manufacture of basic chemicals, fertilizers,
primary plastics; and, pharmaceutical products.
Conversely, the sector also recorded activities that showcased a negative growth in both food
and non-food segments such as the production of vegetable, animal oils and fats; grain mill products;
processing and preserving of fish; textiles and clothing; and, paper and paper products.
The manufacturing industry is expected to also benefit from the additional 30% deduction for electricity costs, which
is effective from 1st January 2019, subject to conditions set by the Ministry of Energy, as stipulated by the Finance Act 2018.

Transport & Storage
The transport and storage industry registered a slight growth of 5.4% in Q3:2018 compared to 5.3% in the same quarter of 2017.
However, this growth declined from 7.8% registered in Q2:2018 which can be attributed to the increased cost of fuel effected in July 2018 from
the introduction of 8% VAT.
The volume of port throughput grew by 10% in 2018, from 1.19 million Twenty-foot Equivalent Units (TEU) in 2017, to 1.31 million TEU in 2018.
This growth was driven by the performance of the Standard Gauge Railway (SGR) from Nairobi to Mombasa, which commenced commercial
freight operations in January 2018. The next phase of the SGR, connecting Nairobi to Nakuru, is anticipated to be completed by the first half
of 2019.

Source: Kenya Ports Authority & World Bank
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Wholesale & Retail
The sector’s growth remained fairly stable at 6.8% in Q3:2018 compared to 6.7% during the same period in 2017, maintaining its position
as the 5th largest contributor to GDP. This can be attributed to increased interest from both local and international retailers. The industry
has witnessed an expansion of existing retailers such as local supermarkets, international fashion as well as food and beverages brands.
The sector has also experienced the introduction of new international entrants across the various sub-sectors.

Special Economic Zones
The Special Economic Zone (SEZ) Act 2015 has facilitated the establishment of these economic zones, aimed at reducing operational costs for
potential investors in the production of goods and services.
There are currently two privately owned SEZ’s in Kenya, which include the 907-acre Tatu City, located in Kiambu County; and, Africa Economic
Zones on a 700-acre site, located in Uasin Gishu County.
The SEZ status offers tax concessions such as VAT exemption; capital deduction of 100% of the cost of buildings and machinery; and, income
tax of 10% for the first 10 years and 15% for subsequent years, which is less than the standard 30%. A non-resident enterprise, developer or
operator in a SEZ also benefits from a reduction of withholding tax on interest payable from 5% to 15%.

Logistics Market
Kenya’s logistics market has continued to develop over the past decade, from the typical low specification warehouses commonly identified as
‘godowns’, to higher quality A- and B-grade warehouses. With improved infrastructure, most operators are now considering relocating to less
congested areas away from Nairobi City, such as Kiambu and Machakos counties where there is availability of relatively cheap land.
Logistics users are noted for considering ‘land banking’ for the development of bespoke facilities through a design-build model. However,
some users prefer involving a land owner who is a developer as well to build a bespoke facility for lease or purchase.
New market entrants are noted for leasing an already existing warehouse unit to test the market before committing to
developing a ‘build-to-suit’ unit.
Transport and Logistics users occupy the highest market share of approximately 26%, followed by
manufacturing and engineering; and, wholesale, at 23% and 22% respectively. The demand
from these users are mainly driven by improved infrastructure; government support with
regards to tax incentives and SEZ status; expanding retail platforms; and, Mombasa
Port’s throughput growth.
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Source: Broll Kenya Research

Warehousing Classifications:
No formal classifications exist in the Kenyan industrial market, however, based on market trends the categories below can be viewed as
general classifications:
A-grade
New warehouses built within the last 5 years, generally found in new industrial zones. Building specifications: hardened floors, floor to
eaves height averaging 10m, adequate truck turning angles, sufficient parking, three phase power, dedicated power transformer, standby
backup generator, borehole, reinforced concrete perimeter fence with electric fencing, 24hour security, cabro/concrete paved yards,
fitted office units and at least 3 metres high. Well-lit driveways, adequate fire suppression system, adequate day lighting and ventilating
cyclones. Dedicated loading bays. Thermal reflective insulation made of one external high resistant aluminium foil on roof covering.
B-grade
Warehouses built in in the last 5-10 years, generally found in both new and main industrial zones. Building specifications: standard floors,
floor to eaves height of approximately 8m with 7m being the lowest height, adequate truck turning angles, parking provided, three phase
power, borehole or storage tanks, cabro/concrete paved yards, fitted office units and at least 2.5 metres high. Adequate fire suppression
system, adequate day lighting and ventilating cyclones.
C-grade
Warehouse built in last 15+ years, generally found in main industrial areas. Building specifications: standard floors, floor to eaves height
of approximately 8m with 7m being the lowest height, parking provided, power supply from the city council, water supply heavily
dependent on the city council, adequate fire suppression system, adequate day lighting and ventilating cyclones.
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Typical Lease Terms
Lease terms will vary depending on the logistics area, landlord, building type, etc. However, some of the typical lease terms within the Kenyan
logistics market are as follows:

Term

Leases are typically for a minimum of 5 years and 1 month with fixed rentals and predetermined annual escalations.

Measurement

Areas are quoted in square feet (ft²).

Space Measurement
Definition

Gross lettable area (GLA)
Market practice defines gross lettable area for the industrial market as being the total built
up area (warehouse, storage plus office area if provided).
Rent basis - Net leases
Net rental, service charges and parking fees (if incurred) are charged separately.
Parking
In industrial properties parking is typically free.
Rents quoted
Generally, rents are quoted as net rents in Kenya shillings (KSh or US$)/ft²/month.

Rent
Rent payable
Rents are payable on a quarterly basis in advance and exclude VAT payable of 16%.
Rent free period
Rent free periods are not usual, but in certain instances 1 month may be negotiated.
Rent escalation
Most leases provide for annual rental increases which are market driven.

Operating Costs

Operating costs, known as “service charges” are payable quarterly in advance and are
levied to cover all outgoings, operational costs and overheads relating to the building.
Service charges tend to include water and electricity for common areas, insurance,
cost of periodic maintenance and decoration of common areas, maintenance of vehicle
parking and delivery areas, management costs, rates and ground rents, repairs, cleaning
of common areas as well as security.
Service charges are payable from the lease commencement date (including rent free
period), are quoted in Kenya shillings (KSh)/ft²/month and are payable quarterly in
advance. Service charges are subject to VAT and do not cover electricity exclusively
used by the tenant, which is separately metered and payable by the tenant.

VAT

A standard VAT rate of 16% is applicable in Kenya and applies to rentals and operating
costs.

*Contact Broll Kenya Research for more in depth lease terms
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Serviced Land
The price of serviced industrial land within larger mixed-use projects, located in the peripherals of Nairobi County,
recorded a 37% increase from an average of US$ 273,300 (KES 27,500,000)/acre in 2015 to US$ 374,383
(KES 37,666,667)/acre in 2018. However, y-o-y growth slowed down from 12% in 2016, 15% in 2017 to 7% in 2018.

Source: Broll Kenya Research

Logistics Supply
Nairobi’s supply of warehouses as at Q4:2018 stood at an estimated 1.2million square metres, registering a 15% growth from close to 1.1 million
square metres as at Q4:2017. B-grade warehouses account for the highest market share of approximately 920,000m², followed by C-grade at
241,000m² and A-grade warehouses at 61,000m². Embakasi area accounts for 43% of the total supply, followed by Athi River and Syokimau at
15% and 14%, respectively. This is attributed to the availability of land and proximity to both the SGR and the Jomo Kenyatta International Airport.

NB: Industrial Parks offering a minimum of 1,000m² GLA.
Source: Broll Kenya Research
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Occupancy Levels
Occupancy levels registered a year-on-year increase of 4% in Q4:2018. This growth was mainly
driven by increased container throughput coupled with an improved business environment and
infrastructure. The highest interest growth, from 67% in 2017 to 77% in 2018, was noted for A-grade
warehouse units, as most of the operators seem to appreciate higher specifications, which eventually
translates to lower operational costs.

Source: Broll Kenya Research

Rental Rates
Average rental rates in Q4:2018 across the logistics market remained fairly unchanged in comparison to Q4:2017. With A-grade warehouses
achieving the highest net rental rates of between KSh50/ft²/month – KSh80/ft²/month. Rental rates vary depending on specifications, amenities
and location.

Net Achieved Rentals
Warehouse
Grade
KSh/ft2 / month US$/m2 / month
A-grade

50 - 80

5.35 - 8.56

B-grade

25 - 48

2.67 - 5.14

C-grade

17 - 24

1.82 - 2.57

Source: Broll Kenya Research
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Service Charges
With regards to services charges, A-grade warehouses registered the highest average rate of Ksh17/ft²/month (US$1.86/m²/month);
followed by B-grade warehouses at Ksh4/ft²/month (US$0.39/m²/month); and, lastly C-grade warehouses at Ksh2/ft²/month (US$0.25/m²/
month). Some developments base service charge rates between 7.6% and 10% of the base rent.
Warehouse
Grade

Average Service Charge
(US$/m2 / month)

A-grade

1.86

B-grade

0.39

C-grade

0.25

Specifications
A-grade warehouses offer higher bays with an average of 10m to the eaves, followed by a minimum of 30m for the hardstanding area. B- and
C-grade offer lower eaves heights of 8m with 7m being the lowest height. B-grade warehouses achieve a hardstanding area of 27m, which is
wider than the 22m offered by C-grade warehouses.

Source: Broll Kenya Research

Concluding Remarks
Continued growth in Kenya’s logistics sector is envisioned for the foreseasble future. The expansion of A-grade warehousing is anticipated to
grow as the confidence of regional and international operators increases due to improved business conditons such as tax rebates offered in
SEZ and increased port throughput expected from the completion of the Nairobi-Nakuru SGR mid-2019.
The logistics rental market is likely to remain buoyant in comparison to the sales market as an increased number of operators are seen to prefer
leasing premises as opposed to purchasing, save for some larger logistics operators who prefer building bespoke facilities. Rental rates are
however predicted to remain relatively unchanged in 2019 as the industry supply is still anticipated to match demand. Additionally, prices of
serviced land within larger logistics parks are forecast to maintain a single digit growth rate.
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Disclaimer
Broll Property Group (PTY) Ltd has taken every care in the preparation of this report. The sources of information used are believed to be accurate and reliable,
but no guarantee of accuracy or completeness can be given. Neither Broll Property Group, nor any director, representative or employee of Broll Property Group,
accepts liability for any direct or consequential loss arising from the use of this document or its content. The information and opinions contained in this report are
subject to change without notice. No part or parts of this report may be stored in a retrieval system or reproduced or transmitted in any form or by any means,
electronic, mechanical, reprographic, recording or otherwise, now known or to be devised, without prior consent from Broll Property Group.
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