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What is it about R200 000? 
A question that’s been bothering me for the past few months 
is this: why can we not build a house for less than R200 000?  
In a nation where the vast majority of the population cannot 
afford what ABSA classifies as an “affordable house” 
(calculated at R249 714 in the second quarter of 2007) – and 
indeed when over 40% of South Africans have access to 
finance for housing via the Financial Sector Charter 
(households earning between R1500 – R8000) and still 
cannot afford what is called “affordable”, why is the 
construction industry not shifting downwards and building 
cheaper houses? 
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I’ve come at the question from a variety of angles, spoken 
with a wide range of people, and still don’t have a single, 
focused answer.  So let this note serve as an invitation to you: 
can someone please tell me, what is it about R200 000? 

Is it land? 

A useful starting point is a table I’ve used on a couple of 
occasions in ACCESShousing, prepared some time ago by 
the Banking Association. 

Prices of affordable (40-79m²) houses – ABSA House price index, Rode 
Report 2004 & 2005, Building Cost Report 2006 

Product Dec 2003 Dec 2004 Dec 2005 June 2006 
Stand R46,000 R57,000 R80,000 R93,000 
Top structure R86,500 R93,000 R99,000 R102,600 
New house (total) R132,500 R150,000 R179,000 R195,600 
2nd hand house R102,500 R122,600 R140,900 R151,500 
Prime interest rate 11.5% 11.0% 10.5% 11.0 

According to this table, a major factor in the equation has 
been the cost of land – between Dec 2003 and June 2006, the 
price of a serviced stand doubled from R46 000 to R93 000.  
To retain affordability, wouldn’t it then make sense to halve 
the stand size?  Currently, national minimum norms and 
standards specify a 250m² stand for a subsidised house.  This 
is not large by national standards (a graph from ABSA’s 
most recent Residential Property Perspective) is below.  The 
average stand size for properties in the middle-class and 
luxury markets is 532m² - and this is smaller than the average 
stand size in Australia’s capital cities, which is 735m².   

 
And yet, is it not possible to build a house on less than 
250m²?  And, would a 60m² house on, say, a 125m² not be 
preferable to living with one’s parents (as many new families 
do), or living in an informal settlement?  Has anyone yet built 
cluster style affordable housing – townhouses for the FSC 
target market?  (In her 2006 paper1 on the housing finance 
access frontier, Melzer quotes a Banking Association 
document which suggests that mortgages will only finance 
properties with a minimum stand size of 200m² - why?) 

When I asked this question, some suggested that land size is 
much of a muchness when it comes to the cost of housing: 
decreasing the stand size would require, it was argued, an 
increase in building specs such as sound insulation, which 
then would increase the cost of the top structure.  I 
understand that building higher storeys is expensive, but is 
closer housing on smaller land parcels too?   

Critical issues obviously relate to the location of the land (a 
property in Orange Farm will be more affordable than one in 
Cosmo City, Gauteng, for instance); and infrastructure 
(services will be more easily installed in central areas than on 

                                                      
1 Melzer, I (2006) How low can you go? 
http://www.finmarktrust.org.za/accessfrontier/Documents/Access_HFin.pdf  
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the urban fringe, although infrastructural capacity may be a 
constraint).  A further issue, though, relates to the availability 
of such land (can it be bought in individual parcels for low 
income households to build on incrementally? How large 
must it be for a developer to reach the necessary economies 
of scale?) and the local by-laws and other requirements 
which influence opportunities for innovation. 

All that aside, some land experts suggest that the cost of 
zoned and serviced land generally accounts for only 20% of 
total property cost after construction.  Relatively low stand 
prices for affordable housing in the past might have had to do 
with an abundance of land which is now very quickly 
disappearing as the construction push starts to have an 
impact.  We are building more houses than ever before.  The 
situation could be getting even worse.2 

Is it building materials? 

Cashbuild, the largest retailer of building materials in 
Southern Africa has done very well in the past two years.  In 
2006, Cashbuild reported an increase of 23% in revenue from 
the previous year; in 2007, revenue increased another 27% on 
2006’s figures.  All other headline statistics were up: 
headline earnings up 45% on last year, operating profit up 
38% on last year.  These very good results are not an 
indication of rising prices so much as they are an indication 
of increased sales, and improved efficiencies.  However, 
increased demand, together with knowledge of supply 
constraints in some key segments of the market (notably 
cement) do suggest increased prices. The producer price 
index for building materials has steadily risen over the past 
year to nearly 16% year-on-year in 2007.      

FNB’s Commercial Property Finance Residential Building 
Cost Index recently suggested3 some slowing down in 
residential building cost inflation in the first quarter of 2007, 
with only 26% year on year growth, but this was after peak of 
39.2% in the last quarter of 2006.  Average building cost was 
measured at R4 883.91/m² for residential construction not 
including subsidised housing, down from R5104,12/m² in the 
previous quarter.  FNB Property Strategist John Loos 
suggests that this might have to do with development activity 
shifting “away from the more luxurious end of the market 
towards the lower, less frills end.”  Loos adds “contractors 
are arguably faced with greater input shortages today 
compared with a few years ago.  These shortages range from 
materials and skills shortages to bulk services supply.”   

Is it the standards we apply? 

At R4883/m², a 60m² house is R292 980 – without land and 
services.  Is it possible that the standards we apply are too 
high given the affordability realities of our population?  And 

                                                      
2 Urban LandMark, a sister programme to the FinMark Trust, has a mission 
to make urban land markets work for the poor.  Visit their website on 
www.urbanlandmark.org.za .  The site includes all their current research. 
3 The FNB Commercial Property Finance Residential Building Cost Index – 
First Quarter 2007.  5 July 2007. 

what would the housing product look like if we began to 
reduce this R/m² figure? 

And what of the various innovative building materials one 
hears about?  Are these not worthwhile options that should be 
supported?  Critically, will the market buy them? 

Certainly, a key area of opportunity should be found in the 
sale of serviced stands to individuals – especially in the FSC 
target market – on which they might build incrementally, 
according to their affordability.  To the extent that 
municipalities can’t stomach informal structures (shacks?) in 
the interim, they could facilitate the participation of the 
private sector – building material suppliers, local builders, 
etc. – to accelerate the construction of formal housing on an 
individual basis.  The key question is whether banks will be 
willing to finance serviced stands (also smaller than 200m²) 
without top structures – whether with pension-backed or 
mortgage finance. 

Is it the impact of subsidised housing in the market? 

An interesting point that has been raised relates to the 
distorting impact of the housing subsidy.  When it was 
introduced, it was a limited lump sum amount: R12 500 for a 
serviced stand with a top structure in 1994.  In 2007 the 
subsidy is R38 984 for top structure only.  Land and 
municipal engineering services are to be funded from other 
Government resources – and so have become a kind of 
hidden subsidy.  Some estimate that a subsidised house can 
now cost government across its three spheres as much as 
R120 000 per unit.  Some argue that this makes it impossible 
to build a house for sale at R120 000 because buyers would 
not be willing to pay for something that others get for free (at 
a 100% loan, at 14.5% interest over 20 years, and 30% 
installment to income, a borrower would need to earn about 
R5000 per month to afford what those earning less than 
R3500 would get for free4). 

There is quite certainly a distortion: a person earning R3500 
per month can arguably afford R82 000 in credit.  Add this to 
the R120 000 to which they might get access via the state’s 
subsidised housing programme, they could afford a home in 
the order of R300 000.  The household earning R500 more on 
the other hand, is only eligible for the FLISP5 – which, 
together with a fixed instalment product would offer them a 
loan of about R110 000. 

Of course, the delivery programme doesn’t work this way.  If 
a household is accessing the housing subsidy, they get only 
this, delivered as a standard product.  Any finance they can 
afford must be applied afterwards.  If a household chooses 
rather to access finance, they access the FLISP which does 
not include the municipal contributions in terms of land and 
services.  This creates a rather grey area for a product price 

                                                      
4 Or, rather, for R2479 – the amount payable by beneficiaries earning more 
than R1500 per month and participating in a project-linked subsidy project. 
5 The Finance Linked Individual Subsidy Programme was recently 
introduced for households earning R3500 – R7000 to assist them with the 
deposit requirements for mortgage finance. 
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of between R40 000 (what they say the subsidised unit costs) 
and at least R120 000 (what it really costs).     

Given the narrow margins that contractors say they realise 
with such low value stock, it is unlikely that they will see 
benefit in pursuing anything less than a large scale project, 
which means that individual levels of affordability for 
housing costing between R120 00 and R200 000 is probably 
a difficult market to address.  Or is it? 

 Or is it the demand side that is distracting?  

A very compelling argument raised by some is that houses 
are currently not being delivered for less than R200 000 
because it is so easy to sell them for that price and more 
even.  There simply isn’t enough stock, even just outside of 
the FSC target market, to satisfy demand.  So, while the 
demand exists, builders focus on the highest level of 
affordability.  Only when this demand becomes saturated will 
they notice the potential demand lower down the 
affordability ladder and build cheaper houses.  

In fact, this raises an interesting question: even if builders 
were forced to build houses for less than R200 000, these 
are likely to become the target for downward raiding by 
buyers at the top end of the FSC target market. In the 
absence of anything else to buy, these buyers may indeed 
pay the R200 000 they can afford for what otherwise 
could be sold for, say, R160 000.  In the absence of 
sufficient housing supply, the availability of housing 
finance actually contributes to property price inflation, 
exacerbating the problem of affordability even further. 

I would be grateful for someone to help me with this: is it 
possible to build a house for less than R200 000, and how 
low can we go? 

Kecia Rust 
Housing Finance Theme Champion, FinMark Trust 

In this issue: 
 FSC Update 
 The housing finance access frontier 
 NCA vs. access to housing finance 
 Access to housing finance in Botswana 
 What money will buy… 

 

FSC Update 
The second annual review of financial sector transformation 
was released in early October by the Financial Sector Charter 
Council.6  The report provides an overview of financial sector 
performance against FSC targets by domestic and foreign 
banks, asset managers, short term insurers, reinsurers, life 
assures and other members of SA’s financial sector.  With 
respect to housing finance, the report highlights progress by 
financial sector players in meeting an origination target of 
                                                      
6 Download the report from 
http://www.fscharter.co.za/attachment_view.php?aa_id=36 . 

R42bn (or R32bn, rather, should risk-sharing arrangements 
not materialise – which seems likely as negotiations are no 
longer underway) by 31 December 2008.   

In the broader category of empowerment financing (which 
includes transformational infrastructure, low income housing, 
agricultural development and BEE SMME’s), low income 
housing was the leader, primarily because of the performance 
of domestic banks in this area.  At a current investment of 
R25,7bn in low income housing, lenders are 80% of the way 
to the R32bn target: 

 
Quoting directly from the report: 
 For the 2006 reporting period the financial sector reported 

R45.3 billion in targeted investments on its books, exceeding 
the industry target for the year, bolstered in large part by the 
disproportionately high contribution of low-income housing 
financing by the domestic banking sector.  

 The total targeted investment value comprised R9.1 billion 
towards transformational infrastructure (36.5% of 2008 
target), R25.7 billion towards low-income housing (80.84% of 
2008 target), R603 million to agricultural development 
(40.25% of 2008 target), R9.8 billion for black SMEs (196.8% 
of annual target), and an amount of R55 million unallocated to 
any of these categories.  

 Of the total R25.7 billion in low-income housing financing, 
R13.7 billion (53.5%) was unallocated in terms of 
geographical distribution. For the remaining R12 billion 
(46.5%), the bulk of the financing was in Gauteng followed by 
KwaZulu Natal and the Western Cape.  

This spread is illustrated below, for the 2005 and 2006 
reporting years.  The report does not offer an explanation for 
the 53% of housing spend that is not geographically allocated 
in 2006 (one would think that a housing loan would, by 
definition, have a geographic reference!). 
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As with the 2005 report, substantial dissatisfaction in the 
quality of reporting is noted.  Concern is expressed that some 
lenders continued to report on an individual rather than 
household income basis.  Further, data requested of lenders 
indicating household income band, loan type (mortgage or 
non-mortgage), and loan purpose (whether for new build, 
resale, or incremental) was not forthcoming. 

Two issues arise from the data included in the FSC 2006 
Review.  First, if lenders are ahead of schedule in their 
investment in low income housing, is it possible they might 
slow their push – especially given high levels of demand and 
affordability in the R300 000 – R700 000 house price range?  
And second, when will we get to see the more detailed, 
disaggregated data on their performance? 

The second question is the easier one to answer.  
Requirements of the National Credit Act should soon ensure 
that lenders report more specifically.  The first question, 
however, is less easy to answer and will depend rather on 
lenders’ long term forecasts on the performance of this 
segment of the market, comprising at least 40% of the 
population.   

This year will see the development of new FSC targets for 
the 2009-2014 period.  How lenders define these, given their 
experience to date, will be critical. 

Housing finance access frontier 
In August, Illana Melzer of Eighty20, presented her third annual paper on 
the housing finance access frontier at the monthly FinMark Forum.7  The 
paper presents an analysis of the FSC target market from both a demand 
and a supply perspective, and considers the percentage of households within 
the target market who have real access to mortgage, pension-backed and 
unsecured housing finance.  This section highlights excerpts of Illana 
Melzer’s paper. 

Housing finance can be for housing or secured by housing 
and used for housing or other purposes. The interplay 
between the two is of particular interest to those who focus 

                                                      
7 Download the paper from  
http://www.finmarktrust.org.za/documents/2007/SEPTEMBER/R_A2HF06.
pdf and the presentation from 
http://www.finmarktrust.org.za/forums/Presentations/powerpointfiles/2007/F
Pres_HF_FSC.pdf .  The paper draws on the methodology developed by 
David Porteous, which is available on  
http://www.bankablefrontier.com/assets/access-frontier-as-tool.pdf  

on access to finance in general given the dual status of a 
house as a means of shelter and as a ‘leverage-able’ asset, the 
ownership of which theoretically increases access to credit8.  

While mortgages are often regarded as the most important 
housing finance product, in part because they can free up 
capital for any purpose, they are by no means accessible to 
nor necessarily desired by many low income households. It is 
critical therefore that a spectrum of housing finance products 
is available to enable households both to afford adequate 
shelter and to create capital. It is also important to accept that 
especially for low income households (given the nature of 
property markets) these two objectives are not necessarily 
equally realisable with the same product or at the same time. 

Melzer’s 2007 analysis of the housing finance access frontier 
for mortgage, pension-backed and unsecured housing loans 
has revealed the following9:  

Use or 
have 

access to a 
PBL: 31%

Use or 
have 

access to 
20-year 

mortgage 
(R120000): 

12%

Use or 
have 

access to a 
micro loan: 

71%

No access 
to any 

housing 
finance 
product: 

27%

 
At 27% of the market, a lack of access is evident. However, 
the factors that constrain access in this analysis relate 
primarily to household well-being and income security, 
although as noted in reality other factors such as proximity to 
lenders and awareness may further constrain access. For 
households that do not have access as depicted above, market 
development is unlikely to enhance access significantly for 
the most accessible product, namely unsecured housing 
micro loans, without compromising basic principles of sound 
lending10. In line with the distinction highlighted by de la 
Torre (2006), the broad constraint that prevents households 
from obtaining housing finance might therefore be better 
characterized as a problem of poverty rather than a problem 
of access to finance. 

A view of access for various income sub-segments within the 
target market (scaled to size) is presented below. 
                                                      
8 For a detailed discussion on titling and access to credit for the poor see 
Field and Torero (2006) 
9 The analysis of access to pension-backed loans is based on a different data 
source than the analysis of mortgages and unsecured loans. The degree of 
intersection of access between the products is therefore unknown.  
10 This is, of course, not the case with mortgages. There is likely to be 
significant scope to increase access using products that further enable 
affordability (such as shared equity loans) 
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Unsurprisingly access and choice increase with household 
income.  
Household income of R1 500 – R2 499 (3m households) 

 
Household income of R2 500 – R4 999 (2,3m households) 

 
Household income of R5 000 – R7 999 (1,4m households) 

 
Lack of access within the highest income group, at almost 
20%, is surprisingly high. According to FinScopeTM 
constraints in this sub-segment relate primarily to income 
security (around 8% say their household often went without 
cash income in the previous 12 months) and what appear to 
be limitations regarding the personal income of the 
household head and a lack of other wage earners in the 
household. However, given that there are relatively few 
respondents, the reliability of the estimates is limited.  

It is also worth noting that in lower income sub-segments, 
housing subsidies (currently worth around R39 000) are 
available. Access constraints in this regard relate to the pace 
of delivery.  

Understanding of housing as capital 

Various statements from FinScopeTM provide some data on 
perceptions of housing as an asset across various segments 
within the market. As illustrated below the data indicates that 
poorer households are less likely to believe their homes will 
grow in value and are less likely to view their homes as a 
form of capital. However, it is not clear whether these are 
misperceptions or accurate perceptions; a cause or a result of 
the realities within the low income housing and housing 
finance markets. House price growth in the affordable 
housing market has lagged that of higher valued homes and it 
is the case that for many poorer home owners their property 
is dead capital11. The poor accurately perceive that many 
would not be able to use their homes as collateral because 
their homes fail to comply with standards set by lenders or 
because they do not have formal proof of ownership.  
Perceptions of housing: Household heads (21+) who own formal dwellings12 
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Source: FinScopeTM 2006 

Within the sub-segment of household heads in the market 
who own formal homes, 26% live on tribal land and 
presumably do not have formal title. In addition, family 
ownership of the dwelling is common - lower income 
household heads are far more likely to cite family ownership 
as a factor inhibiting the sale of their home than more 
affluent households. Where the house is a family asset the 
incentive for an individual to invest in that asset might well 
be diminished – there is no certainty that the returns to that 
investment will be captured directly by the investor or his or 
her immediate family. 
 

 

 

                                                      
11 This phrase is used by de Soto to describe the nature of housing capital 
owned by slum dwellers 
12 A formal dwelling is a brick house or part of a brick house or a flat, 
maisonette or townhouse  
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Household heads (21+) who own formal dwellings who are unable to sell 
their house because it is owned by their family 
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Source: FinScopeTM 2006 

As we approach the end of the first five-year term of the FSC 
agreement it is critical to reflect on the impact of lending 
targets, specified as they were in terms of a Rand value, on 
access and problems of access. While these targets have 
certainly focused the attention of the banks on increasing 
their lending activities, with reference to credit it is not the 
case that more is always better. 

Further it is also not necessarily the case that an increase in 
credit extended necessarily implies that access problems are 
being addressed. An increase in housing supply in one 
segment of the FSC target market is likely to lead to an 
increase in provision of mortgage finance but underlying 
access problems in the market as a whole may persist. In 
developing targets for the future FSC participants may 
therefore want to formulate and test specific hypotheses on 
underlying causes of specific access problems (which may 
manifest in over or under supply) in the various product 
markets and developing appropriate strategies to overcome 
these rather than on focusing narrowly on the Rand value of 
credit extended. 

NCA vs. access to housing finance 
This is an extract from Illana Melzer’s report on the housing finance access 
frontier in South Africa, 2007.13   

A significant recent development in the South African credit 
environment was the introduction of the National Credit Act 
(“NCA”) in June 2007. One of the objectives of this act is to 
reduce over-indebtedness among South African credit 
consumers. According to credit bureau data there are 
approximately 14 million credit active South Africans. Data 
relating to civil summonses issued against private individuals 
for debt (slightly over 110 000 in April 200714) indicates that 

                                                      
13 Download the paper from  
http://www.finmarktrust.org.za/documents/2007/SEPTEMBER/R_A2HF06.
pdf  
14 Source: Statistical release P0041Statistics of civil cases for debt 
(Preliminary) April 2007, Stats SA 

a significant percentage would be under some distress. If 
successful in reducing over-indebtedness, the implementation 
of the act may have a negative impact on levels of access, 
although it may at the same time result in a decrease in 
access problems relating to excessive supply. Measures in the 
Act designed to reduce over-indebtedness include a 
requirement that lenders establish that loan installments are 
affordable at origination, failing which the courts would not 
be obliged to enforce the contract in the event of default. 
Lenders are therefore likely to take greater care when 
granting loans; refusing some loan applicants who might 
otherwise have obtained a loan or lowering the installments 
by reducing loan sizes or increasing the loan term.  

A study on causes of default relating to unsecured housing 
loans found that the installment-to-personal income ratio 
exceeded 40% for 35% of borrowers of six housing micro 
lenders15 . To the extent that housing credit has been over-
extended in the past, the impact on usage may well be 
negative, although problems of access associated with 
excessive supply will diminish.  

A further provision of the act enables the regulator to cap 
interest rates and charges. While the caps relating to 
mortgage and pension-backed products are significantly 
higher than prevailing market rates16 and are therefore 
unlikely to curtail lending activity, caps relating to unsecured 
credit17 are likely to be binding for some products. Where 
caps prevent profitable lending given borrower risk profiles 
access to credit for such borrowers will be reduced. 

The Act also contains clauses that relate to lender marketing 
practices, effectively prohibiting automatic credit limit 
increases and loan pre-approval while providing for more 
transparent disclosure on pricing. The impact of these and 
other clauses of the Act on access to housing finance must be 
considered in light of the relationship between the usage of 
housing versus non-housing credit products. While credit 
demand theoretically reflects borrower preferences it is 
entirely plausible that aggressive marketing of some credit 
products has impacted on credit usage patterns. To the extent 
that this is the case and that non-housing lenders will curtail 
lending activity in the future, households may have increased 
capacity to take on housing related debt18. 

                                                      
15 Source: Causes of Default study. No data is provided on the ratio of 
installments to household income 
16 Interest rates for mortgage products are capped at the 2.2 times the 
Reserve Bank Repurchase Rate (9.5% in July 2007) plus 5% per year, while 
initiation fees are limited to a maximum of R5 000 and monthly fees to a 
maximum of R50 
17 Interest rates for unsecured housing loans classified as developmental 
credit are 2.2 times the Reserve Bank Repurchase Rate plus 20% per year, 
while initiation fees are limited to a maximum of R500 per agreement plus 
10% of the value of the agreement over R1 000 to a maximum of R2 500. 
Monthly service fees are capped at R50 per month. Note that this differs 
slightly from the cap relating to unsecured credit in general which limits 
initiation fees to R150 plus 10% of the value of the agreement above R1 000 
to a maximum of R1 000  
18 It will be interesting to monitor whether credit usage patterns change in 
response to changes in lender marketing practices and whether this leads to 
lower levels of consumption-driven credit 
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Access to housing finance in Botswana 
This is an edited excerpt from a report drafted for FinMark Trust by Lex von 
Rudloff of Emang Professional Services in Botswana.19    

The Republic of Botswana is situated in Southern Africa 
between South Africa in the south and east, Namibia to the 
west, Zimbabwe to the north-east and Zambia and Angola to 
the north.  Since independence, Botswana has had one of the 
fastest growth rates in per capita income in the world. 
Botswana has transformed itself from one of the poorest 
countries in the world to a middle-income country with a per 
capita GDP of $6 500 in 2005-0620, the highest in sub-
Saharan Africa. Economic growth averaged over 9% per year 
from 1966 to 1999.  

The government has maintained a sound fiscal policy, despite 
consecutive budget deficits in 2002 and 2003, and a 
negligible level of foreign debt. It earned the highest 
sovereign credit rating in Africa and has accumulated foreign 
exchange reserves (over $7bn in 2005/2006) amounting to 
almost two and a half years of current imports.  

The housing finance sector in Botswana continues to expand 
in all sectors of the market, with high-end mortgage 
borrowing showing particular growth. All the major 
commercial banks and the Botswana Building Society 
continue to increase the book value of their mortgage 
portfolios, and construction of private housing, particularly in 
the mid- and high-cost brackets continues to grow. However, 
the low end of the housing finance market, particularly with 
regard to employed people in the lower income brackets and 
among the informally self-employed or under-employed, is 
not adequately addressed, and it is in this area that 
development efforts could make a substantial impact.  

Employment 

Of a total population (Est. 2002-03) of 1,632,992, 606,826 
(37.16%) were economically active. The unemployment rate 
was officially stated as 23.81%, with 144,460 persons 
seeking work. More recent employment data (preliminary, 
from the 2005/06 Labour Force Survey) suggests that 
unemployment has decreased somewhat: 17.6% (15.3% 
male; 19.9% female).  

From a housing finance perspective, few self-employed 
people earn sufficient to qualify for a home loan. This leaves 
the 17,3% of all Batswana that are formally employed 
(281,915) as the potential market for conventional housing 
finance. 

Household Income  

Average monthly earnings of persons employed in the formal 
sector (male and female, citizens and non-citizens) are 
P2 788 ($ 453)). Most existing commercially available 
housing finance products require borrowers to have a 
                                                      
19 Download the report from 
http://www.finmarktrust.org.za/documents/2007/OCTOBER/HF_Botswpdf 
20 Source: IMF ($5 000 at current 2007 exchange rates) 

minimum salary of P 4 000 per month ($ 650) or (in some 
cases) P4 800 ($ 780).  The graph below suggests that some 
73% of all household income falls below this threshold. This 
would suggest that the vast majority of households are 
effectively excluded from this form of housing finance. 
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It is clear that many of those employed in the formal sector 
do not qualify for conventional housing finance. Those 
outside the formal employment sector are even less likely to 
qualify for any form of housing finance. 

Access to financial services 

Access to financial services for many Batswana is 
constrained by income levels and geographical factors. Only 
around 45% of the Botswana population lives in settlements 
with a permanent banking presence, and many large 
population centres have no local access to banking services.21 

FinScope 2004 identified the following: 

 54% of the population is “financially served”, in the 
sense that they use financial services of some kind. 

 49% use financial services provided by formal sector 
entities (banks, insurance companies and formal 
microlenders such as Letshego). Compared to other 
countries in the region, this is similar to levels of 
financial inclusion in South Africa and higher than those 
in Namibia, Swaziland and Lesotho. 

 32% of the population uses informal financial products 
(cash loan shops, metshelo /savings clubs, credit unions 
and burial societies).  

Besides the unavoidable geographical limitations, there are 
also concerns about the effective exclusion of the low-
income or unwaged segments of the population from access 
to banking services, due to product design and selection 
criteria. Essentially the structuring of banking products and 

                                                      
21 Source: Keith Jefferis: ‘Enhancing Access to Banking and Financial 
Services in Botswana.’ March 2007 
http://www.finmarktrust.org.za/documents/2007/JUNE/Btsw_booklet.pdf  
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services reflects a belief that there is little or no profit to be 
made from serving low-income and/or rural and peri-
urban/semi-urban communities, given the size of population 
settlements in Botswana. However, the unbanked remain 
totally excluded from access to any kind of conventional 
housing finance.22 This issue is central to the housing finance 
predicament of the low-income sector in Botswana. 

Conventional Housing Finance 

The commercial banks and the Botswana Building Society 
(BBS) are the only conventional housing finance providers. 
These institutions finance all forms of property development, 
commercial, industrial and residential. While the commercial 
banks have largely mixed portfolios, BBS concentrates on the 
residential sector, and 80% of BBS mortgages are for 
residential properties. 

The commercial banks are answerable to their shareholders 
and consequently the granting of loans is subject to strict 
business risk mitigation principles23. Although there is some 
variation between the banks, and all loan conditions are often 
negotiable within certain limits, typical conditions include: 
Typical Housing Loan Characteristics 
Interest 
Rate 

Around Prime (currently 
16%) - typically 
variable 

Customers with superior credit 
rating and / or larger deposit will 
often obtain reduced interest 
rates, and vice-versa 

Deposit 
required 

Usually between 0 and 
10% of loan value, 
particularly when the 
land is already owned 

Deposit requirements have 
steadily declined over the years: 
15 years ago, 20 – 25% was often 
required 

Term Usually up to 20 years There is usually no early 
settlement penalty 

Security Mortgage bond over the 
property and buildings 

Usually no other security is 
required 

Insurance Credit insurance is 
typically required, and 
usually arranged by the 
bank and premiums 
often included in 
monthly payments 

There is no longer any special 
insurance for HIV/AIDS infected 
borrowers, and there is no HIV 
test requirement when borrowing 

Minimum housing loans for most banks are P100 000 
($16 260, affordable to a household income of 
P4000/month), though Standard Chartered offers a minimum 
loan of P 75 000 ($12 195) and Barclays may soon follow 
suit. Such a loan would suffice to erect a very basic structure 
with minimal finishes and only the most basic fittings and 
amenities.24 Barclays Prestige and Premier clients qualify for 
loans with repayments up to 50% of income, illustrating the 
very aggressive marketing currently being employed in the 
sector. BBS differs from the commercial banks in that there 

                                                      
22 Source: FinScope™ 2004 survey 
23 Government interventions such as the GEMVAS loan guarantee scheme 
have facilitated access to loans for low-income persons and subsequent high 
default rates may have made the banks more, rather than less risk-averse.   
24 A modest 3-bedroom home of 100m2 in Gaborone on a 900m2 plot with 
basic fittings and finishes would typically sell for around P300 000 ($48 
780), affordable to a household income of about P11 000/month). 

is no minimum value specified for property loans. Currently, 
10% of mortgages in the BBS portfolio are below P50 000 
($8 130), and 30% are below P 100 000 ($16 260). 

Debt ratio limits of 40% of monthly income are typical for all 
banks, although Barclays has introduced a 45% debt ratio 
limit, increasing access to their home loans.25 It should be 
noted that non-housing household debt is often very high, 
and may include vehicle loans, unsecured personal loans, 
furniture hire-purchase debt and not infrequently micro-loans 
as well.   

The commercial banks experience major problems with 
repossessions in rural areas as such properties have limited 
saleability: in a forced-sale situation the properties seldom 
even realise the construction cost. This is because only rural 
tribes people would have an interest in residing in a rural 
village, and almost all would have access to their own free 
land through tribal land grants and would inevitably already 
possess their own house. As a result, most banks now limit 
the areas they will finance to the towns and cities and a few 
urban villages26, and in some cases will limit the size of the 
loan if the property in question is not urban. Only BBS is 
prepared to finance housing nationwide, though the 
maximum loan is restricted to P200 000 ($32 520) in rural 
areas and small villages. 

The proportion of property loans issued to individuals (as 
opposed to commercial developers) by the commercial banks 
as compared to BBS has risen steadily from 47% of total 
individual property loans in 1996 to 87% in 2005, dropping 
slightly to 83% in 200627. The total value of these individual 
(and therefore mostly residential) property loans in Botswana 
has increased dramatically from P396m ($64.4m) to P1.77bn 
($288m) over the last ten years, as illustrated below: 

In overall property loan terms there has also been steady 
growth: One of the banks, FNB, had its book increase 
threefold between 2004 and 2007. BBS has also seen strong 
growth (coming after a dip in its portfolio) and the value of 
its property book has more than doubled in the past 3 years. 

 

                                                      
25 Unlike in South Africa, borrowers are not legally obliged to establish 
their clients’ total indebtedness before granting a loan. 
26 For example, in Mahalapye, a large village in the Central District along 
the main highway to Francistown, some banks will grant loans for 
developments close to the main road, but not for projects in outlying areas of 
the village. 
27 Commercial banks are more aggressive in their marketing, more flexible 
in their loan structure and faster in approving loan applications than BBS. 
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Government Facilitation 

The government guarantees bank loans for government 
employees to the tune of 80% through the Government 
Employee Motor Vehicle Advance Scheme (GEMVAS)28 
that is available to permanent and pensionable civil servants 
for real property development. To be eligible for this scheme, 
employees must have at least P1 200 ($195) net take home 
pay after loan repayments and deductions.  Unfortunately, a 
significant number of government employees fall below the 
minimum earning requirement for GEMVAS finance, as low-
end government employees earn between P800 – P1200 
($130 - $195) per month.29 Government also assists all 
Botswana citizens to purchase or develop properties by 
guaranteeing 25% of all loans secured through the Botswana 
Building Society (BBS)30.  

The Self-Help Housing Agency (SHHA) programme has 
operated in the urban centres and some urban villages since 
the early 1970’s, providing land and housing finance to low-
income urban dwellers. The SHHA land allocation procedure 
approximates the tribal land allocation process in the tribal 
land areas, formerly executed by the chief or headman and 
latterly by the Land Boards. SHHA applicants, who must be 
citizens, and be formally employed or legitimately self-
employed31 in the town or city where the application is 
lodged, must earn between P367- P2 025 per month to 
qualify for low-income plots, and between P2 025 – P3 033 
per month for middle lower income plots. Currently, the 
maximum SHHA loan is P20 000 ($3 250) at an interest rate 
of 10% (well below prime) repayable over 15 years. If the 
applicants qualify for a plot, they automatically qualify for a 
building loan.  

Microfinance 

Microfinance is a developing phenomenon in Botswana and 
there is relatively little information available on both supply 
and demand for such services.32  Unlike in South Africa, 
there currently is no microlending specifically geared 
towards housing. Although individuals do borrow from 
micro-lenders (either cash or term borrowing) to develop 
their properties, this practice is not widespread. Furthermore, 
in view of the fact that almost all microlending requires the 
borrower to be formally employed and to have a bank 
account, the very poor are excluded even from this source of 
housing finance. 

 

                                                      
28 Despite its name the GEMVAS advance scheme can be used to finance 
property development, not only to purchase vehicles. 
29 Source: BPOHF Feasibility Study Final Report 
30 The cumulative benefits of the GEMVAS loan guarantee and the 
government’s BBS 25% guarantee can only be realised through taking out 
both loans. 
31 Self-employed applicants, usually hawkers or vendors, are required to 
furnish proof of income, either through bank statements or sworn affidavit. 
32 Refer to “Access to Financial Services in Botswana”, FinMark Trust 
Research Paper No.1, Genesis Analytics; March 2003, for data on the supply 
of financial services to low-income clients in Botswana. 

Access to housing finance in Botswana 

Clearly the very poor (those with household incomes below 
P367 per month – 9.3% of the population) are excluded from 
all forms of formal housing finance. Similarly those earning 
between P3 033 and P 4 200 per month (7.2% of the 
population) are effectively excluded from all forms of formal 
housing finance (other than a BBS loan, where applicable) 
earning too much to qualify for the SHHA programme yet 
falling below the generally applied minimum for a 
commercial bank loan. Furthermore, SHHA eligibility is 
largely rhetorical, as it applies only to urban applicants and 
has waiting periods of up to 15 years, effectively making it 
unavailable in the immediate sense. 

Access to Sources of Housing Finance 
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‘Excluded’ groups therefore find themselves in a position 
where ad-hoc solutions to housing finance are the norm. 
Incremental building, where the homeowner adds a room at 
intervals, as finances permit, is probably the most common 
form of house construction in Botswana. Many of those who 
fail to qualify for conventional housing finance due either to 
insufficient income to meet minimum requirements or land 
tenure issues where the plot is not properly registered and 
does not qualify as collateral (e.g. Certificate of Rights 
(COR) or Fixed Period tribal land granted under Customary 
Land Grant) find themselves developing their home in an ad-
hoc fashion. A fairly common scenario is when a person is 
able to obtain small loans in the form of unsecured short-term 
personal bank loans, motshelo /savings club loans or to raise 
cash through the sale of cattle etc., building materials will be 
purchased piecemeal, and, after a time, when sufficient for a 
modest extension to the existing structure, a builder will be 
engaged to construct an additional room. A few years later, 
the homeowner will repeat the process, eventually creating a 
multi-roomed dwelling. Planning issues and Building Control 
Regulations are chiefly ignored in this process, but were 
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these to be applied to the letter they would constitute a 
serious obstacle to this form of housing provision. 

Constraints 

Access to affordable land in urban areas for low-income 
persons is major obstacle to home ownership. Land values 
have risen dramatically over recent years and unsubsidised 
land within the major towns and cities is beyond the reach of 
the lower income groups. 

The implementation of housing standards in Botswana has 
had the effect of further increasing housing costs. Many of 
the urban villages have been designated Planning Areas and 
in these areas houses have to comply with the Development 
Control Code and the Building Control Regulations. 
Traditional construction using locally available materials is 
therefore no longer possible. In SHHA areas, SHHA 
inspectors have been known to impose requirements even 
more stringent than required by the legislation, thereby 
further increasing building costs. 

Property transaction costs pose yet another obstacle to the 
low-income prospective homeowner. Transfer, bond and 
notarial fees are disproportionately high at the lower end of 
the property market, ranging from 13.6% or P 2 450 ($400) 
for a property valued under P 20 000 ($3 250) - a significant 
disincentive to the poorer aspirant - to only 7.3% or P 14 600 
($2 375) for a property of P200 000 (32 520). 

Botswana’s Vision 2016 envisages that by 2016 all Batswana 
will have access to good quality basic shelter in both urban 
and rural areas. Nine years from that target the country still 
has a long way to go to achieve that goal. The growing 
numbers of urban homeless, the ongoing dispute between 
illegal squatters and the Kweneng Land board in and around 
Mogoditshane and elsewhere and the limited access to 
affordable land and finance within the urban areas all indicate 
that much needs to be done if the Vision is to be achieved. 

What money will buy… 
I must clarify my assertion that there is nothing for sale at 
less than R200 000.  The resale market offers important 
(albeit still limited) opportunities for enhancing housing 
affordability.33 

 
                                                      
33 Search done on http://www.myproperty.co.za/ : various provinces, 
residential property for sale at less than R400 000.  It is likely that more 
affordable resale market properties are not listed on internet websites. 

 

 

 

 

 

 
 
Check out: 
 Urban LandMark (www.urbanlandmark.org.za) recently 

launched their research on how the poor access, hold and 
trade land.  This research will be profiled in the next edition 
of ACCESShousing.  Download the reports from the study on 
http://www.urbanlandmark.org.za/archive.html.  Also on that 
website, check out the Voices of the Poor study which 
documented community perspectives on access to urban land.   

 
Upcoming events: 
 17 October 2007 in Gaborone, Botswana: Access to housing 

finance in Botswana – discussion session.  For more 
information contact Keith Jeffries on keith@econsult.co.bw  

 25 October 2007 in Lusaka, Zambia: Access to housing 
finance in Zambia – discussion session.  For more information 
contact Juliet Munro on julietmunro@iconnect.zm  

 Early November, Windhoek, Namibia: The FinMark Forum 
will launch the housing finance sector study on Namibia.  For 
more information contact Kecia Rust. 

 

For more information, or to subscribe to ACCESShousing please 
contact Kecia Rust, the FinMark Trust’s housing finance theme 
champion, on Kecia@iafrica.com or on +27-83-785-4964. 


