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Executive Summary 

There is broad consensus in government that new solutions must be found to tackle the 

growing housing crisis in the country. In this context, the Western Cape Government 

developed a Human Settlements Framework (“Living Cape”), which places new emphasis on 

establishing public-private partnerships, shifting the government’s role from provider to 

facilitator, and increasing contributions from individuals. One potential avenue to increase 

homeownership among poor households through public-private partnerships is the 

Institutional Housing Subsidy Programme (IHSP), and rent to buy schemes more generally. 

The aims of this report is to examine the viability of the Institutional Housing Subsidy 

Programme (IHSP), and rent to buy schemes, to contribute to accelerating the delivery of 

affordable housing in the Western Cape Province. More than twenty years ago, the national 

government initiated the IHSP to function as a stepping-stone to homeownership for poor 

households, by overcoming the hurdles associated with accessing mortgage finance. The 

fundamental objective of the IHSP was to provide a capital grant to social housing institutions 

(SHI) to develop affordable housing units, which beneficiaries could take transfer of after a 

minimum of four years, during which they obtain mortgage finance from private financial 

institutions. Since its inception, the IHSP has resulted in important benefits to individuals, 

social housing institutions and the social housing sector in South Africa, but there were more 

challenges than initially anticipated and the programme has become dysfunctional over time. 

The Provincial Department of Human Settlements commissioned the Human Sciences 

Research Council to assess the IHSP, and the rent to buy model in general, to establish 

whether the challenges experienced were caused by fundamental flaws in the model or by 

certain aspects of the policy. Between July 2017 and February 2018, the researchers collected 

evidence through literature review, document analysis, case study analysis, key informant 

interviews, focus group discussions, policy workshop and financial analysis that are presented 

in this report. The research faced limitations in accessing information on the IHSP and rent to 

buy in South Africa, as very little has been published about these topics. The evidence is 

therefore based on a selective number of important reports and the primary data collected 

during the research period.   

The study examined the background and policy design of the IHSP and assessed its 

implementation across the country. Drawing on data collected by the Social Housing 

Regulatory Authority (SHRA), the report finds that between 1996 to 2006, 26 social housing 

institutions delivered 65 projects with a total number of 19,630 units, of which 62% have 

failed, were in distress or were not viable. The number of failure appears to have increased 

even more since then, as key informants claimed that most of the IHSP projects are operating 

unsuccessfully (as initially intended) at the moment. The few successful projects, such as the 

Cape Town Community Housing Company’s (CTCHC) Harmony Village, overcame some of the 

policy’s weaknesses through better management, institutional capacity and additional 
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government support. However, their ability to implement the policy has also ended due to 

insurmountable challenges. Overall, social housing experts agreed that the majority of the 

housing stock developed under the IHSP is unaccountable, financially unviable, deteriorating 

in quality and has never been formally transferred to the beneficiaries. 

The research identified a number of key challenges experienced in the implementation of the 

programme, including limited capacity of social housing institutions, unsupportive local 

government and politicians, lack of access to loan finance, problems with financial viability, 

inadequate beneficiary selection and management, tensions between urban form and 

property management, and location of projects. Through an analysis of two projects in Cape 

Town, the study illustrates in more detail the causes and effects of the aforementioned 

challenges and what reasons impede the implementation of long-term solutions.  

The lack of review of the IHSP policy by the national government has made it impossible to 

apply the subsidy effectively and stakeholders have lost interest or misused the subsidy in 

other respects, which seriously undermined its credibility and usefulness. Most importantly, 

the national government’s decision not to escalate the original income band of R3,500 in line 

with inflation, despite provisions in the policy, made the programme defunct at an early stage. 

Other identified barriers in the policy are the sales restriction, quantum subsidy and 

accreditation process with SHRA. Reforming these aspects of the IHSP and increasing capacity 

among all stakeholders is essential if the government wants to make the programme work 

again.  

However, the research finds that even a reformed IHSP would face challenges in increasing 

affordable housing delivery at scale in the near future. The business model of social housing 

institutions is firmly focussed on providing social rental units via the government’s Social 

Housing Programme. The need for a strong balance sheet and asset growth for long-term 

income generation is a strong disincentive for the IHSP and the main reason for the lack of 

interest in the model. There are also important political and economic barriers to the 

suggested policy reforms. Instead of tinkering with the IHSP policy, some research 

participants suggested that the government should look at alternatives. The report identified 

two important options that merit further investigation.  

One option is to develop a completely new institutional-based rent to buy model, which draws 

on the lessons from the IHSP and international experience to overcome the experienced 

weaknesses in policy and implementation. This model could be a fresh start to an institutional 

based rent to buy in South Africa, bringing a close to the IHSP and its bad reputation due to 

its many failures. However, developing a new subsidy instrument would take time, which 

would not make an impact in the near future. In the meantime, the report suggests linking 

the rent to buy model to a revised Finance-Linked Individual Subsidy Programme (FLISP), 

which could be implemented relatively quickly.  
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The study argues that revising the FLISP subsidy and enrolling potential applicants in a rent to 

buy programme would make their home loan applications more successful and subsequently 

increases the supply of private mortgage finance, leading to strengthened effective demand 

for affordable housing, which private developers could respond to. Private rent to buy 

schemes in South Africa suggest that the model has potential, but they have been targeted at 

higher income groups due to the limited affordable stock available. However, they offer 

important lessons to government, specifically regarding beneficiary selection, management 

and education. The report recommends investigating the option of revising the FLISP subsidy 

and linking it to a rent to buy programme, as this could be a unique opportunity to assist low-

income earners in accessing private mortgage finance and purchasing their first home.   
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1 Introduction 

1.1 The purpose of the study 

Affordable housing is one of government’s most pressing development challenges. In the 

Western Cape Province alone, more than 530,000 households are currently on waiting lists 

for government housing (the City of Cape Town accounting for 60% of this backlog). Estimates 

suggest that between 2011 and 2040 there will be an additional 362,000 households in need 

of some form of state assistance to access adequate housing. Yet, the public cost of housing 

delivery has already reached unsustainable levels and delivery rates are decreasing. There is 

broad consensus in government that new solutions must be found to tackle the growing 

housing crisis.  

In this context, the Western Cape Government developed a Human Settlements Framework 

(“Living Cape”), which places new emphases on establishing public-private partnerships, 

shifting the government’s role from provider to facilitator, and increasing contributions from 

individuals. A recent memorandum of understanding with South Africa’s five biggest banks 

reinforces the government’s strategy to address the pent-up demand in homeownership by 

establishing new partnerships with financial institutions. In order to bring low and middle-

income households into the formal property market, long-standing barriers to mortgage 

lending will have to be addressed so as to boost effective demand. The Provincial Department 

of Human Settlements has identified rent to buy and the Institutional Housing Subsidy 

Programme (IHSP) as one potential avenue to achieve this. 

The IHSP is part of the housing subsidy scheme and provides a capital grant to social housing 

institutions (SHI) to construct and manage affordable rental units for households earning up 

to R3,500 per month. After four years from initial occupation, beneficiaries can take transfer 

of the property through instalment sale agreements or by raising loan finance from private 

banks. The IHSP thus offers the opportunity to increase homeownership progressively among 

the poor population by providing beneficiaries with subsidised rental stock and linking them 

to private mortgage finance to purchase the unit. Yet in reality, the IHSP has largely failed to 

achieve its objectives and has become dysfunctional. Much of the housing stock developed is 

unaccountable, financially unviable, deteriorating in quality and has never been formally 

transferred to beneficiaries. In the last decade, the Cape Town Community Housing Company 

(CTCHC) has been the only organisation that has actually implemented the programme.  

The Provincial Department of Human Settlements commissioned the Human Sciences 

Research Council to assess the IHSP, and the rent to buy model in general. The fundamental 

motivation was to establish whether the experienced challenges were caused by fundamental 

flaws in the rent-to-buy model or by certain aspects of the policy. Depending on the research 

findings, recommendations on the viability and future of IHSP and rent to buy were to be 

made.  
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1.2 The research approach 

The approach was to examine the historical background, specific objectives, model of the IHSP 

and why its implementation has not succeeded in raising homeownership for low and middle-

income earners in the country. By analyzing the challenges of implementing IHSP projects in 

view of the general assumptions of rent-to-buy models, the study examined whether the IHSP 

is fundamentally flawed or if its roll-out was constrained by certain aspects of the policy that 

could be improved in future.  

1.3 Research objectives 

The specific objectives of the study were: 

 To investigate and assess the CTCHC’s implementation of the programme to date in the 

Western Cape; 

 To investigate the specific reasons for a possible closure or sale of the CTCHC by its owner 

the National Housing Finance Corporation;   

 To evaluate the financial viability of the projects implemented with the IHSP; 

 To investigate key aspects of the design of the programme and review the institutional 

arrangements involved in the delivery and management of housing projects through the 

IHSP; 

 To examine the role of the Social Housing Regulatory Authority in administering the IHSP 

and if other institutional arrangements could make the programme more scalable 

(capacity, accreditation, access to subsidy); 

 To establish whether the income bands for household eligibility should be adjusted and 

determine a proposed suitable income band; 

 To provide recommendations on policy proposals on the programme drawing on 

international experience with rent-to-buy approaches.   

1.4 Research questions 

The following primary research question driving the research project was: 

What is the viability of rent-to-buy schemes for low and middle-income groups in South 

Africa, with a particular focus on the Institutional Housing Subsidy Programme?  

The sub-questions that inform the primary research question are: 

 What is the specific value add of the IHSP in relation to other state subsidies for the gap 

and affordable market?  

 How effective has the IHSP been in creating rent to ownership accommodation to low and 

middle income earners? Which changes in the design of the IHSP are required to make 

rent-to-buy financially viable and attractive to housing institutions/private sector? 

 What are the most appropriate tenure arrangements, institutional arrangements and 

urban forms for the delivery, regulation and property management of rent-to-buy?  
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 What is the role of SHRA and how does (the interpretation of) it impact on the 

programme? 

 What are the dis/advantages of individual title (sectional title) over group ownership 

forms for higher density developments? 

 Drawing on international experience, what are successful rent-to-buy models that could 

inform the review of the IHS programme? 

1.5 Main outcome and report structure 

The report is structured in eight parts. After this introduction, chapter two discusses the 

broader housing context in the Western Cape and South Africa. Chapter 3 presents the 

research methods of this study. In chapter 4, the nuts and bolts of the IHSP are explained in 

detail. Chapter 5 analyses the implementation of the IHSP and the major challenges 

encountered. An in-depth analysis of two case study projects is conducted in chapter 6. 

Chapter 7 evaluates the IHSP and other rent to buy models in South Africa. Chapter 8 offers 

conclusions. 

The study illustrates the substantial challenges encountered by the IHSP and analyses the 

main reasons for the programme becoming dysfunctional in practice. The study finds the most 

potential in linking the rent to buy model with a revised FLISP subsidy. This could be more 

effective than tweaking the IHSP. Another option is to develop a new institutional-based rent 

to buy programme.  
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2 Context of the study 

2.1 The growing demand for affordable housing 

One of the biggest development challenges facing South Africa is widening the access to 

affordable1 and adequate housing among the growing population. Although the post-

apartheid period has seen one of the largest public housing programmes in the world, 

creating more than three million housing opportunities between 1994 and 2015 (The 

Presidency, 2014), the housing backlog has continued to grow. Currently, about 2.2 million 

households live under inadequate conditions in informal settlements, backyards and 

overcrowded homes, which harms their health, economic opportunities and social life 

(StatsSA, 2016a, 2016b). It is estimated that by 2020 there will be 3.6 million new households, 

with 55% earning less than R3,500 per month (DPME, 2017). Population growth, decreasing 

household sizes (especially the rise of single person households), rural-urban migration, 

structural unemployment and low incomes are the main demand-side drivers of a growing 

national housing crisis, which is most prevalent in the big cities (SACN, 2016; StatsSA, 2016a; 

Tomlinson, 2015). These obstacles are exacerbated by high building costs, high land prices, 

high risks, cumbersome regulations, inconsistent policies, institutional inefficiencies and 

limited access to development finance that constrain the supply of affordable houses (Turok 

and Scheba, 2016).  

In the Western Cape alone, more than 530,000 households are currently on waiting lists for 

government housing (the City of Cape Town accounting for 60% of this backlog). Estimates 

suggest that between 2011 and 2040 there will be another 362,000 households added, who 

will be in need of some form of housing assistance (Western Cape Department of Human 

Settlements, 2015). Besides natural population growth, the province is also affected by strong 

in-migration, recording the second largest net migration flows between 2001 and 2016 in the 

country (StatsSA, 2016a). The inflow of higher income groups has caused house prices to rise, 

while the rest of the country has seen modest growth or stagnation (TPN, 2017, p. 8). Yet 

poverty and low incomes exclude the majority of population from accessing the formal 

housing market.  

The cheapest newly built houses in the Western Cape range between R400,000 (Belle Vue 

Estate in Blue Downs) to just under R600,000 (Watergate Estate in Mitchell’s Plain) in 

2017/18. To qualify for a home loan from a private bank the household would need to earn 

at least R13,000 and R20,000 respectively. According to the Western Cape Government only 

about 20% of the Western Cape households have a combined income of more than R15,000 

per month and can afford formal houses of R500,000 and above. Approximately 50% of all 

households earn below R3,500 per month and rely on government free housing or informal 

                                                      
1 Globally, ‘affordability’ is typically defined as housing for which a household spends no more than 25 to 30% 

of its income, either through rent or home loan payments. In South Africa, the affordable housing market is 
commonly defined as households earning less than approximately R15,000 per month and houses with a value 
of less than R500,000. 
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arrangements. The remaining 30%, who earn between R3,501 and R15,000, fall within the 

gap market, which means they do not qualify for a free house but they are too poor to access 

houses in the formal market (Western Cape Department of Human Settlements, 2015) 2.  

Figure 1: Percentage Breakdown of Household Income per District 

 

Source: Western Cape Human Settlement Demand Study (PDG 2015) (Readjustment of Census 2011 figures) 

Driven partly by rising property prices and limited access to mortgage finance, the share of 

households residing in formal and informal rental accommodation is increasing. Between 

2001 and 2011 the proportion of South African and Western Cape households that rent their 

primary dwellings rose from 19% to 25% and 24% to 29% respectively. In urban areas it is 

even more pronounced, rising from 26% in 2001 to 32% in 2011 (Eighty20, 2015). The informal 

backyard rental market has seen staggering growth and absorbed two thirds of new 

households outside of formal housing between 2007 and 2011, double the number of 

households added to informal settlements (Rubin and Gardner, 2013).  

While rental accommodation has become an important element of the South Africa housing 

market, there are important benefits of promoting homeownership and unique political 

pressures to deliver houses among low and middle-income groups. Increasing 

homeownership is an important government strategy to enhance social mobility, asset 

                                                      
2 The upper threshold of the gap market is contingent on a number of factors including household affordability, 
supply of affordable housing, interest rates and bank lending practices. While the upper threshold might have 
already increased to about R20,000, official government definition still uses the R15,000 mark to identify the 
gap market (WCDHS, 2014). 
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growth and socio-economic transformation. If done well, owning a house can contribute 

significantly to poverty reduction and socio-economic development of poor and middle-

income households.   

2.2 The impact of public housing interventions 

In South Africa, the government has a special role in addressing the affordable housing crisis. 

The right to access to adequate housing is constitutionally enshrined in Section 26 of the 

Constitution, with the state having the responsibility to progressively realise this right. Over 

the years, the government has developed a complex human settlements policy framework 

comprising 17 different instruments. But in practice its main response was to deliver large-

scale freehold houses to households earning less than R3,500 per month. The rate of delivery 

of this RDP/BNG programme was internationally unprecedented and surpassed the provision 

of formal dwellings in the private sector. But the focus on capital subsidies for freehold home 

ownership has caused government expenditure to rise dramatically, while delivery rates have 

decreased in recent years (StatsSA, 2016a, 2016b). Estimates suggest that under current rates 

of delivery and expenditure it will take up to 63 years to deal with the current backlog, with 

costs amounting to R1.7 trillion by 50 years (DPME, 2017). Meanwhile, the housing waiting 

lists are growing, which causes frustration among the population that frequently lead to 

violent protests. Approximately 20,000 housing opportunities are currently created per 

annum in the province, which is not enough to meet the growing demand that currently 

stands at more than half a million. 

Figure 2: Delivery trends and coverage in the Western Cape 
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Table 1: Delivery trends in the Western Cape 

  
  

2004/05 

  

2005/06 

  

2006/07 

  

2007/08 

  

2008/09 

  

2009/10 

  

2010/11 

  

2011/12 

  

2012/13 
2013/14 2014/15 2015/16 2016/17 

Opportunities 

Created 29,945 34,465 34,585 34,157 31,014 28,954 23,001 19,751 21,376 18,796 17,760 17117 19664 

HSDG Funding 

(000's) 590922 573000 970800 1177770 1305682 1581425 1952721 1638000 1725180 1959237 1914936 1975122 2000811 

* Note: the dip in HSDG funding in 2011/12 was due to the introduction of USDG, part of which was drawn from HSDG funds 

Besides long waiting lists and growing financial costs, the RDP/BNG programme created 

‘dormitory settlements’ on the peripheries, which reinforced the distorted and dysfunctional 

form of SA cities and exacerbated economic inefficiency, social exclusion and environmental 

degradation (NPC, 2012; Turok, 2013). While the 2004 Breaking New Ground policy provided 

new support for integrated developments, informal settlements upgrading, social housing 

projects and residents in the gap market, the number of affordable, integrated units provided 

has been small, especially on well-located land in urban areas (DPME, 2017; NASHO and HDA, 

2013). An initiative that was specifically meant to promote homeownership in the gap and 

affordable market segments was the Finance Linked Individual Subsidy Programme (FLISP), 

but take-up has been poor and its impacts minimal across the country (Western Cape 

Department of Human Settlements, 2015). 

2.3 A new human settlements framework 

The need for a new policy approach to the growing housing crisis has been acknowledged at 

all government levels. At the national level, a new Human Settlements White Paper has been 

drafted for discussion3. The Western Cape Government Department of Human Settlements 

has developed a Western Cape Human Settlements Framework (“Living Cape”), which will 

serve as a roadmap to guide sustainable, integrated and resilient human settlement 

developments in the Province (Western Cape Department of Human Settlements, 2017, p. 

12). The three Strategic Aims of the Living Cape Framework are to shift  

1) the focus from housing to human settlements 

2) from low value production to an urban dividend and  

3) from state as provider to state as co-provider of infrastructure and enabler of housing.  

A key strategy of the new human settlements framework is to build partnerships between the 

government, community and private sector to accelerate the delivery of affordable housing. 

While the capital subsidy will remain the cornerstone of support, it will be more narrowly 

targeted to supply only the most vulnerable groups with a free house. There are increasing 

expectations from government that households, especially in the gap and affordable market 

segments, will contribute themselves and/or access finance from the private sector to create 

                                                      
3 There has been much uncertainty and little traction in recent years with regard to the status of the White 
Paper. At the moment it appears that the White Paper remains in draft form. 
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the affordable housing stock required. The Provincial Department of Human Settlements has 

recently signed a memorandum of understanding with the five financial institutions in the 

country in which they commit to establishing new public-private partnerships to assist low 

and middle income groups to access private finance and increase homeownership in the 

Western Cape (Liedtke, 2018).  

However, the past years have shown that low- and middle-income groups face significant 

obstacles in accessing mortgage finance from private banks, which are known to be risk 

averse. Of all South African households in the R3,500 to R7,000 income bracket, 50% have 

access to some kind of formal credit but only 3.4% have mortgage bonds (Western Cape 

Department of Human Settlements, 2015). According to the latest Consumer Market Credit 

Report, less than 5% of all mortgages granted go to households earning less than R15,000 per 

month. Among the most important factors that hamper access to mortgage finance are high 

indebtedness, lack of positive track record to demonstrate credit-worthiness and lack of 

affordability. Together these aspects have long prevented the “working poor” from 

purchasing formal housing and climbing up the housing ladder. For the new public-private 

partnerships to be successful, it is therefore important to find new solutions to these three 

impediments.  

2.4 Rent to buy and the IHSP 

The Western Cape Government, Department of Human Settlements, identified the IHSP and 

rent to buy models as potential avenues to unlock the envisaged public-private partnerships 

for accelerated affordable housing delivery. As outlined above, the three main factors that 

prevent low and middle-income households from accessing home loans are high 

indebtedness, poor credit track record and low affordability. The IHSP aimed to address these 

barriers by providing a capital subsidy to a social housing institution, which constructs and 

manages affordable rental units until the beneficiary is able to take transfer of the unit. This 

can be achieved in various ways. The two most common forms are through instalment sale 

agreements or rent with an option to buy.  

In the former, the beneficiary takes transfer of the unit after he/she has paid the last 

instalment as set out in the initial sale agreement between the social housing institution and 

the individual. In the latter, the beneficiary rents the unit for a minimum of four years first 

and then obtains a mortgage from a private bank to purchase the property. During the rental 

period, the beneficiary pays subsidised rent that allows him/her to remove outstanding debts, 

build up savings for a deposit and develop a positive credit record. Once achieved, the 

beneficiary will be bankable and able to access a home loan from a private financial 

institution.  

The IHSP was created more than 20 years ago and specifically targeted at households earning 

up to R3,500 per month. While at the time this income group included working people with 

steady incomes, stable jobs and ability to pay monthly rent, it is now below the legally 

stipulated minimum wage of R3,500 and hardly sufficient to cover the basic costs of living. 
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However, the income restriction of maximum R3,500 has never been increased by the 

national government since the inception of the programme, despite the policy allowing for 

the income bands to be escalated in line with inflation. While the IHSP’s restriction to 

households with a maximum income of R3,500 is probably the most obvious bottleneck of 

the programme today, the next sections show that there are additional factors that make the 

instrument ineffective. These will be explained shortly, after presenting the research methods 

employed in this study.   

  



18 
 

3 Research methods 

The research team used predominantly qualitative methods for data collection, but 

quantitative material was integrated whenever possible to strengthen the analysis. The study 

was conceptualised and implemented in collaboration with the provincial project steering 

committee, but the collection, analysis and interpretation of the data remained the 

responsibility of HSRC researchers. On several occasions, the researchers consulted the senior 

management of the Cape Town Community Housing Company for information on the IHSP 

and the company’s Harmony Village project.  

3.1 Literature review  

At the start of the research, a literature review of the broader housing context in the country 

and the Western Cape Province was conducted. The review provided an overview of the 

housing challenges, the diversity of housing needs and the extent to which government 

programmes, affordable housing markets and informal sector meet those needs in the 

Western Cape Province. Following this, the researchers reviewed secondary material on the 

Institutional Housing Subsidy Programme and rent-to-buy schemes more generally in South 

Africa. The intended and actual role of the IHSP within the broader policy context and housing 

market was analysed and compared with similar rent-to-buy models in other countries. For 

the review, research reports, journal articles, unpublished documents, opinion pieces, 

newspaper articles and online material were sourced, either publicly or with assistance from 

the project steering committee. However, the researchers soon discovered that very little has 

been written about the IHSP in South Africa, with the exception of a few dated documents. 

Yet all existing available material was consolidated into the scoping report, which helped to 

specify the problem statement, research questions and approach of the study. 

3.2 Case study analysis 

The CTCHC and Amakhaya Ngoku project were selected as two case studies for a deeper 

analysis of the IHSP in the Western Cape. The research team sourced project documents from 

the CTCHC to obtain project-level information on the implementation and challenges of the 

IHSP. Documents were reviewed to examine the impacts of the programme including the 

quality and quantity of housing units, full financial costs and viability, timeframes, 

implementation challenges and socio-economic benefits to occupiers. The emphasis was put 

on examining the CTCHC projects, but additional information was obtained from the 

Amakhaya Ngoku project in Masiphumelele, Cape Town.  

3.3 Key informant interviews 

A total of 22 key informant interviews were conducted between July 2017 and February 2018. 

These semi-structured interviews took place either face-to-face or via telephone or Skype. 

Participants were selected purposively, based on their knowledge of the IHSP, about rent-to-

buy and the affordable housing sector in South Africa. Participants came from a variety of 

sectors, institutions, backgrounds and geographical locations. They included representatives 

from the public sector (national, provincial and local governments, public finance 
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institutions), the private sector (consultants, developers, construction companies, financial 

institutions, surveyors, architects) and social sector (social housing institutions, umbrella 

organisations, research).  

A semi-structured questionnaire was prepared and used to guide the conversations, but the 

interview was kept flexible to allow spontaneous yet relevant points to be interrogated 

further. The main purpose of the interviews was to obtain clarity about the potential, 

outcomes and challenges of the IHSP, and rent to buy more generally. In addition, the 

interviewees were questioned about how the IHSP could be improved, up-scaled or re-

designed in the future.  

3.4 Focus group discussions  

Two focus group discussions with beneficiaries of the CTCHC projects in Harmony Village and 

Morgan’s Village were conducted in November 2017. The focus group discussions had 

between 6 and 8 participants, who were randomly selected from a list of residents provided 

by the CTCHC. Because invited participants from Morgan’s Village did not show up on the 

agreed date/time, the researchers walked into the area and found random residents on the 

streets who volunteered to participate. Attempts were made to have both male and female, 

young and old and different socio-economic classes represented. The focus group discussions 

helped to understand beneficiaries’ motivations behind seeking accommodation through the 

Institutional Housing Subsidy programme, their experience with the quality of the housing 

unit and major operational challenges.  

3.5 Policy-workshop 

In the final stage of the research, an intensive policy-workshop entitled “Making Subsidised 

Rental Housing Work as a Step Towards Homeownership” took place on 30th January 2018 in 

Cape Town. A total of 24 participants from national, provincial, and local government, Social 

Housing Regulatory Authority, National Housing Finance Corporation, CTCHC, other social 

housing institutions, financial sector and private consulting attended. At the workshop, the 

researchers presented their preliminary findings from the study, received further input from 

the audience and discussed potential policy solutions for the future.  

3.6 Financial analysis 

With the support of the CTCHC, the researchers performed a full cost analysis of the Harmony 

Village project, which took into account direct and additional subsidies in evaluating the 

financial sustainability of the project. A simple model embedded in an Excel worksheet was 

developed to demonstrate how different income bands and subsidy structures impact on the 

programme’s financial viability and sustainability.   
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4 The Institutional Housing Subsidy Programme  

4.1 The historical background 

The IHSP was introduced in 1996 in a context where government housing policy was firmly 

focussed on providing free houses to households earning up to R3,500 per month. There was 

no social housing sector in existence, only a few cooperative housing projects that received 

technical and financial assistance from Canada and Norway. With the introduction of the IHSP, 

government policy explicitly began to promote rental and other tenure forms (Rust, 2006), 

but the initial objective of ownership remained at the centre of the policy. The introduction 

of the IHSP was the beginning of efforts by the government and other stakeholders to 

establish the social housing sector and create an enabling environment for social housing 

institutions (Rust, 2006). The subsidy was aimed at employed people, who needed an 

affordable rental opportunity first before transitioning into the formal homeownership 

market. Based on these early initiatives, a Social Housing Policy was developed in 2005 and 

the Interim Social Housing Programme (ISHP) established in 2006 as a new funding 

framework. These initiatives ultimately led to the Social Housing Act (16 of 2008) and the 

establishment of the Social Housing Regulatory Authority, which governs the social housing 

sector today. The institutional subsidy has remained an important element of this funding 

framework as it is a top-up to and precondition for a Restructuring Capital Grant.  

In addition to being a top-up grant to the Restructuring Capital Grant for social housing 

projects in restructuring zones, the institutional subsidy is the main finance mechanism of the 

Institutional Housing Subsidy Programme, which is independently governed by the National 

Housing Code of 2009.  

4.2 The rationale  

According to the National Housing Code (2009) the Institutional Housing Subsidy Programme 

provides a capital grant to accredited social housing institutions to develop and manage 

affordable housing stock for a minimum of four years. The Programme differs from the Social 

Housing Programme in that it allows social housing institutions to (1) develop projects outside 

of urban restructuring zones, (2) sell the rental units to the tenants after four years from the 

initial occupation of the units and (3) it targets households who earn a maximum of R3,500 

per month. As long as the stock is owned by the institution, it has the responsibility to provide 

ongoing housing management services.  

The capital subsidy is allocated to the housing institution to the extent that it accommodates 

beneficiaries who qualify for subsidy assistance. Institutions may allow “non-qualifying 

beneficiaries” to purchase and/or occupy residential properties in that project. However, the 

institution will not receive subsidies in respect of non-qualifying beneficiaries. The subsidy 

value for the top structure varies in each province and it has increased over the years. In 
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2014/15 it was R110,9474 and has recently increased to R116,000 in the Western Cape. The 

housing institution must cover the outstanding costs through loan and equity finance. Once 

the subsidies have been paid to the institution, it will be required to fund the ongoing 

management and maintenance of the properties out of its own resources. All housing 

institutions that wish to apply for capital grants under the Institutional Housing Subsidy 

Programme are subject to the accreditation processes as prescribed in the Social Housing 

Programme. 

The Programme may be utilised to develop a variety of housing typologies, adhering to the 

Norms and Standards, including but not limited to 

a) New multi-level flat units; 

b) New row houses and/or semi-detached units of various design; 

c) New free standing units in a variety of layout; 

d) Refurbishing of existing units; and 

e) Conversion of non-residential buildings into residential use. 

The Institutional Housing Subsidy Programme is specifically targeted at housing institutions 

that provide for tenure arrangements other than immediate ownership, for example rental, 

instalment sale, shareblock or cooperative tenure. The different tenure options will be 

explained in the next section. 

4.3 The different tenure options5 

In terms of the lease option, the institution may not cancel a lease agreement if the 

beneficiary has complied with all his or her obligations in terms of the agreement. The 

beneficiary may be given an option to purchase the property after the expiry of a period of 

four years after the occupation date. If the beneficiary fails to exercise any option given to 

him or her, the institution may cancel the lease agreement on 6 months’ written notice to the 

beneficiary. 

In terms of the instalment sale model, the option of a sale agreement shall require the 

purchasing beneficiary to pay the purchase price together with interest thereon (to be 

calculated at a market-related rate) in monthly instalment payments over a period of not less 

than four years. In addition, the purchasing beneficiary may not, subject to the provisions of 

the Alienation of Land Act 68 of 1981, take transfer of the property until the purchase price 

has been paid. Instalment sale carries similar rights and obligations to individual ownership 

                                                      
4 Variations to the subsidy allocated to institutions are for geotechnical purposes in the construction of 

housing and for modifying houses/units for persons with disabilities. The variations take the form of an extra 
amount to the subsidy quantum to cater for these circumstances. 
5 The text in this section is taken directly from the report “Tenure Options for Social Housing Projects” published 
in 2004 by the Social Housing Foundation (SHF 2004).  



22 
 

although the enjoyment of the rights of ownership is gradual and can only be confirmed to 

the purchaser once the conditions of sale are fulfilled. Transfer of the full ownership rights to 

the purchaser can only take place once the purchaser has made payments amounting to half 

the total purchase price and provided that additional finance is sourced to cover the 

outstanding amounts (such as a mortgage loan). 

If the institution is a share block company, the beneficiary may purchase a share block in the 

share capital of the institution. The beneficiary concludes a use agreement, which entitles him 

or her to the exclusive use of the property to which the share block is linked (as more fully 

allowed for in terms of the Share Blocks Control Act 59 of 1980). A share block agreement 

must be concluded on the basis that the total amount payable by a beneficiary together with 

interest thereon (which shall be calculated at a market-related rate), must be paid over a 

period of not less than four years. A share block scheme allows a person to acquire a personal 

right of use and occupation in immovable property by virtue of his or her acquisition of shares 

in a share block company. The person thus acquires his right in the property by virtue of his 

status as a shareholder and not as the owner of the property. His rights of use and occupation 

are delineated by the memorandum and articles of association of the company (collectively 

known as the constitution of the company) as well as through the use agreement concluded 

between that person and the company. 

Co-operatives are another collective, or group, ownership tenure option. They also have 

rental characteristics. The housing co-operative owns the property and co-operative 

members collectively own the institution through the shares they hold in it. The rights 

associated with membership include the right to vote (one household, one vote) at general 

and annual meetings, to occupy a housing unit in the co-operative, and to elect 

representatives to perform management functions. 

The sectional title option is primarily a form of individual ownership, although it has group, or 

collective, ownership characteristics. It consists of individual ownership over each section 

(single flats or apartments) and group ownership of common property (such as common and 

outside walls, and the entire surface area over which a sectional title scheme is registered). It 

also provides for exclusive rights to be held over designated common property (such as 

verandas, balconies or parking bays). The financial obligations of each section owner are 

proportional to the surface coverage of each owner’s section together with an equal but 

undivided proportion of the common areas. A body corporate is the management structure 

responsible for common property and is constituted by all section owners, whose decision-

making rights are proportional to the number of units owned by each owner. Sectional title 

schemes occur in multi-unit buildings as well as cluster house developments and town-house 

complexes. The legal framework pertaining to sectional title schemes and the existence of 

specialised management service providers has considerably augmented the clarity of the 

operational requirements of such schemes. This includes specifying the roles and obligations 

of bodies corporate as management institutions. 
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4.4 Important assumptions 

The objective of the IHSP was to provide affordable rental to beneficiaries, who then take 

transfer of the unit after a minimum of four years, during which they become bankable to 

private financial institutions. The IHSP thus aimed to transition low and middle-income 

earners into the formal property market through institutional support and subsidised rent. 

The IHSP aimed to address the obstacles to homeownership among poor households by:  

1) using capital subsidies to lower the cost of housing units and thus increase the 

availability of affordable and bankable housing stock to poor households (< R3,500 per 

month) 

2) encouraging beneficiaries to save through reduced rental payments and  

3) building up a deposit to reduce the loan to value (LTV) amount 

4) supporting the beneficiary in removing outstanding debts, practicing budget control 

and building up a positive credit record  

5) making the beneficiary bankable to obtain private loan from the bank to purchase the 

unit 

Figure 3: How IHSP aims to address obstacles to homeownership 

 

The implicit assumption behind the IHSP was that the social housing institution helps 

beneficiaries to manage expenses and support changes in individual behaviour. Another 

assumption was that beneficiaries would use the asset to climb up the housing ladder. An 

important gap was the neglect of any discussion on place and neighbourhood, which is a 

fundamental factor contributing to asset growth, wealth accumulation and bankability of 

housing stock.   
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5 The implementation of IHSP 

5.1 Taking stock 

There have been various attempts to locate and verify the stock developed under the 

Institutional Housing Subsidy Programme but the verdict is that by and large this stock cannot 

be traced or in many instances is no longer available as subsidised rental stock having either 

been sold off under rent-to-buy schemes or converted to private rental. Only the stock 

produced since the new Social Housing Act can be accounted for through the SHRA (DHS & 

DPME, 2016).  

According to Rust (2006) only 24,181 institutional subsidies had been delivered by 2002. A 

more recent review conducted by the SHRA found that from its inception in 1996 to 2006, 26 

social housing institutions delivered 65 projects with a total number of 19,630 units. Of these 

19,630 units, 12,637 units (64%) were rental, 6,442 units (33%) were rent-to-buy and 551 

units (3%) were co-operatives. Gauteng, Eastern Cape and Western Cape had the most 

projects between 1996 and 2006.  

Figure 4: Geographic spread of delivered IHSP units between 1996 and 2006 

 

 
 
Source: Research conducted by Gafee Vengadajellum in 2014 
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Figure 5: Tenure form of delivered IHSP units between 1996 and 2006 

 

 
Source: Research conducted by SHRA in 2014 
 

 

Figure 6: Financial situation of delivered IHSP units between 1996 and 2006 

 

 
 
Source: Research conducted by SHRA in 2014 
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According to the review undertaken by SHRA, 12,168 of 19,630 total units that were financed 

between 1996 and 2006 through the IHSP failed, were in distress or were not viable (receive 

support from municipalities or donors). This is 62% of the total number of units financed 

through the IHSP. In comparison, 18% of projects financed through the Interim Social Housing 

Programme between 2007 and 2010 were in distress.  

Since the introduction of the social housing programme and the restructuring capital grant, 

almost all social housing institutions have abandoned the IHSP and focussed solely on 

providing social rental accommodation. With the introduction of the restructuring capital 

grant it became much more viable for social housing institutions to construct and manage 

affordable rental. Because the government and the social housing institutions focussed on 

the social housing programme, the IHSP became redundant. As a senior official in the National 

Department of Human Settlements confirmed: “We actually replaced it [IHSP] silently with 

the introduction of the Social Housing Programme” (Interview 4).  

5.2 Project experiences 

There are no publicly available reports documenting the challenges and outcomes of IHSP 

projects. Interviewees mentioned a few popular projects, which are located in Kimberly, 

Alexandria, Polokwane, East London, Blaauwberg, King Williams Town, Johannesburg and 

Free State. Because of the difficulties in making the housing projects work financially with the 

institutional subsidy, some project proponents became creative and used the subsidy for 

transitional housing, one room accommodation or farm workers’ housing. These projects 

have been criticised for breaking the rules and not meeting the initial objective of creating 

decent affordable ownership accommodation.  

A more successful project was SOHCO’s Amalinda Village in Buffalo City. SOHCO is a not-for 

profit company and one of the more experienced social housing institutions in South Africa. 

It has social housing projects in Cape Town, Buffalo City and eThekwini Municipality. In 1999 

SOHCO initiated the Amalinda project in Buffalo City (East London), with the support of the 

Flemish government. Construction began in 2000 and a total of 408 units were built between 

2000 and 2003. Out of these 408 units around 300 units were designated as rent to buy flats. 

The project comprised a series of apartment blocks, open space, parking spots and play areas 

in a secure environment. Each of the 5 sectional title blocks of flats had 12 units, either 1 or 2 

bedrooms. The purchase price at the time was between R65,000 and R85,000, depending on 

the type of unit. SOHCO set up rent to purchase agreements with tenants, which determined 

the fixed exit purchase price and a minimum rental period of four years. During the four years, 

the tenants paid capital costs, interest and management fees. The project used the 

institutional subsidy (R18,400) and donor funding (R11,000) to construct the rental units at 

an affordable price. The objective was for the tenant to become bankable over the four years 

and to purchase the unit with a loan from the bank.  

Approximately 200 have been transferred to the individuals. Most beneficiaries took transfer 

much later than initially anticipated, because of delays in the sectional title registration and 



27 
 

tenants were not in a credit worthy position. People were given a number of extensions 

because they could not obtain mortgage finance from the banks. “The main issue was that 

people were over indebted and did not have credit profiles to make them bankable” 

(Interview 8). After 2005, SOHCO added more rental units to the complex, which consisted of 

589 units in total at the end. The social housing institution kept ownership of more than 50% 

of these units, which allowed it to remain directly involved in body corporate issues to keep 

the management of the property intact.  

Figure 7: SOHCO’s Amalinda Village in Buffalo City (East London) 

 

 

Source: sapropertynews.com 

 

5.3 Major challenges 

Through interviews with key informants, the research team identified the most important 

challenges faced by social housing institutions when implementing the IHSP. They have been 

grouped into capacity of social housing institutions; government and politicians; access to 

loan finance; financial viability; beneficiary management; urban form; and location. Each of 

them will be described in more detail below.   
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Figure 8: Major challenges of implementing IHSP 

 

 
 

5.3.1 Capacity of social housing institutions 

Early IHSP projects suffered from the lack of capacity and inexperience of newly founded 

social housing institutions in developing and managing affordable housing projects (CAHF, 

2012, p. 20; SHF, 2004). According to one of the early founders of South Africa’s social housing 

sector, “There was a naïve assumption that you could easily run a social housing institution. 

There were many fly by nights, which had very little experience and capacity. They got the 

capital subsidies but their projects failed” (Interview 2). Today it is well recognised that 

developing and managing affordable housing is challenging, because of the high risks and 

small profit margins involved. Successful social housing institutions employ staff with 

specialised skills in project management, finance and accounting and beneficiary 

management, among others. They also have much better knowledge of the legislative 

environment in which they operate in.  

Unfamiliarity with the rent to buy model and alternative tenure options such as co-operative, 

sectional title and instalment sale were additional factors contributing to the failure of 

projects. Group ownership and sectional title scheme options, in which occupants are 

required to manage the institution, rely on complex governing institutions, transparent 

decision making processes and clear distribution of responsibilities. Many of the early SHIs 

and tenants did not have any experience in drafting constitutions, managing sectional title 

schemes and financial accounting. The management of the properties was sometimes 

compromised by the inability to resolve conflicts between the short-term financial interests 

of individuals/occupants and the institutional long-term sustainability. The non-payment of 

rents was often tolerated by managing members and levies were not increased, which made 
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the maintenance of the units increasingly unaffordable. In some projects, the social housing 

institution was side-lined by powerful groups of tenants who made decisions to suit 

themselves and not in the interests of the institution and the value of the property (SHF 2004). 

In response to the capacity and management problems experienced by social housing 

institutions, a range of initiatives were commenced by the national government to strengthen 

the sector, leading to the establishment of the Social Housing Foundation, which was later 

replaced by the Social Housing Regulatory Authority. Nevertheless, problems persist with the 

capacity of some social housing institutions and of the Social Housing Regulatory Authority 

itself remain a key institutional constraint in the sector (CAHF, 2012; DHS & DPME, 2016; 

NASHO and HDA, 2013). NASHO has expressed concern about the method and outcomes 

achieved through SHRA’s regulatory system, specifically the seemingly arbitrary accreditation 

and de-accreditation of institutions. Key role players in the sector have limited trust in SHRA’s 

ability to assess, accredit and assist social housing institutions to operate effectively (DHS & 

DPME, 2016).  

At the moment, there seems to be an assumption that if there are more accredited social 

housing institutions, more housing opportunities will be created. This leads to a rather single-

minded focus on increasing the number of accredited social housing institutions, which risks 

accrediting institutions that do not possess the required skills and capacity to implement and 

manage complex social housing projects.  

5.3.2 Government & politicians 

Capacity constraints were also prevalent among some government officials, who were 

unresponsive to early experimentation with social housing projects, especially with regard to 

the communal property association option. In addition, there were many uncertainties about 

regulatory requirements and procedures and legislation was at times a hindrance as for 

example in the case of Co-operatives Act and housing co-operatives (SHF, 2004). This also 

affected the willingness of financial institutions to lend money to group-based social housing 

projects. At times the relations between social housing institutions and local governments 

were fragile and unsupportive, creating costly delays to projects. “We had the council 

resolution approving it and we had a meeting with the council and the street committee at 

that stage and they said to the municipality that this land should be transferred within the 

next 6 months but it took 7 years to transfer it” (Interview 9). 

Before the social housing regulatory authority was established, the responsibility of 

monitoring the social housing institutions lay with the Provincial Government. Interviewees 

mentioned that they did not perform their duties properly as very little monitoring took place. 

“We have been told that some of the stock was developed half way through and then it was 

left and there wasn’t any monitoring taking place” (Interview 10).  

Some officials intervened in detrimental ways. They promoted the entitlement of a ‘free 

house’, which undermined tenants’ willingness to pay the monthly rental and brought social 
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housing institutions close to bankruptcy. “You got a lot of politicians who kept on telling 

people that they will get their houses for no cost and that they do not need to pay for 

anything. That was our biggest problem” (Interview 8). “When we tried to evict them the 

politicians would come because local government elections are coming, social housing is 

always politicised everywhere. Politicians would come and say you can’t evict and this is our 

constituencies” (Interview 10). In other situations, the local and provincial government shied 

away from engaging in conflict resolution and did not support social housing institutions as 

much as they could have in resolving matters with tenants.   

5.3.3 Access to loan finance 

From the start social housing institutions confronted reluctance by the financial sector to 

become involved in the market, both to lend money to developers to build low income 

housing and for households to obtain mortgages (CAHF, 2012; SHF, 2004). Given the high risk 

of non-payment by beneficiaries due to affordability, indebtedness or unwillingness to pay, 

financial institutions have been reluctant to grant loans over extended periods of time to 

beneficiaries either directly or via social housing institutions. The level of private sector 

finance in the social housing sector remains low to this day (DHS & DPME, 2016; DPME, 2017). 

The major debt funders into the sector are the NHFC and GPF, which are not considered to 

be very effective instruments for stimulating social housing development (DHS & DPME, 

2016).  

Financial institutions’ reluctance to grant loans to low income households stems from the lack 

of affordability, credit-worthiness, security over the asset, problems with bankability of the 

housing stock, informal alterations, bad building quality, issues with basic governance, lack of 

security in the area, the complicated process of evictions and the risk of push back from 

communities over foreclosures. As one director of a large consultancy company stated: 

“Banks stay away not because of profitability but because of the non-payment and eviction 

issues” (Interview 18). Although some of these aspects can be addressed by a social housing 

institution that manages the property and beneficiaries well, one impediment that 

nonetheless remains in the IHSP is the issue of security over the asset.  

One of the restrictions in the IHSP is that it allows the transfer of the unit only 4 years after 

initial occupation. This condition creates uncertainty in terms of security of any outstanding 

loan, rendering the banks reluctant to grant loans to the institution or beneficiaries. Further, 

the National Credit Regulator (NCR) requires an up to date affordability check at the time of 

transfer. As transfer is delayed by 4 years, the NCR cannot be complied with and a real risk of 

reckless credit exists. According to the Cape Town Community Housing Company, this sale’s 

restriction in combination with instalment sale agreement is one of the most important 

reasons for banks not getting involved in the programme. But it is less of a problem when rent 

to purchase agreements are set up as opposed to instalment sale agreements. In that case, 

the property stays in the sole ownership of the social housing institution until a purchase 

agreement is signed with the tenant.  
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5.3.4 Financial viability 

The financial model of the Institutional Housing Subsidy Programme is one whereby the 

government’s capital contribution (institutional subsidy) is topped up with loan finance to 

cover the total development and management costs. Beneficiaries are required to pay 

monthly rental or instalments to repay the bond and cover the ongoing servicing costs. The 

beneficiary therefore shares the financial responsibility with the government to provide and 

manage the housing stock through the social housing institution.  

The IHSP restricted the subsidy to households earning maximum R3,500. At the time when 

the IHSP was established, households earning R3,500 usually had stable employment and 

could afford monthly rentals. But over the years, living expenses have increased and 

households earning R3,500 belong to the poorest in the country. In fact, the recently 

introduced minimum wage prohibits wages below this income group, with the exception of 

some occupations, such as domestic workers. Over the years, it has therefore become 

impossible to find beneficiaries who are permanently employed and earn under R3,500. “The 

income levels have not changed for 20 years, which is problematic. You don’t get anybody 

with a permanent job who earns less than R3,500” (Interview 16). 

With the rise of construction and management costs, the minimum monthly payment 

required to make the projects viable has also gone above the R3,500 thresholds. Studies of 

social housing indicate that the minimum rental for cost recovery is R1,100 per month, which 

requires an income of at least R4,400 per month. This amount does not include profit, long-

term maintenance levies, municipal service charges, etc. A newly built house or quality rental 

unit can now cost anything between R270,000 and R350,000. With an institutional subsidy of 

R110,000, the loan required by the beneficiary amounts to R160,000 to R240,000, which 

needs a minimum monthly net income of R5,000 and R7,600 respectively. By restricting the 

household income to R3,500, social housing institutions were essentially asked to do 

something that makes them bankrupt. “While the Institutional Subsidy remained at R110,000 

it became impossible for you to deliver a rental unit. The contribution by the institution 

became unaffordable” (Interview 4).  

The following table shows that at the current subsidy level and estimated average cost of 

R300,000 (inclusive VAT and 10% margin) for a standard 2-bedroom unit according to 

minimum specifications, households earning R3,500 and R5,000 require additional subsidies 

of 104,281 and R67,951 respectively on top of private home loans. Only at the income level 

that is over R7,500 does the current subsidy structure work subject to same assumptions (i.e. 

25% of monthly income spent on rent; loan for 20 years at 11%).   
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Table 2: Financial viability of IHSP 

Income 

max 
instalment 
(25%) 

Loan value 
(20 years; 
11%) 

Institutional 
Subsidy can afford 

additional subsidy 
required for a 
house of R300,000 

3500 875 84,771.35 110947 195,718.35 104,281.65 

5000 1250 121,101.92 110947 232,048.92 67,951.08 

7500 1875 181,652.89 110947 292,599.89 7,400.11 

10000 2500 242,203.85 110947 353,150.85 -53,150.85 

12500 3125 302,754.81 110947 413,701.81 -113,701.81 

15000 3750 363,305.77 110947 474,252.77 -174,252.77 

 

Although the national government has increased the subsidy quantum over the years, it has 

been difficult for social housing institutions to keep their stock affordable to low income 

earners. High land prices, building costs, infrastructure expenses, NHBRC registration and 

development contributions make the units too expensive, especially for people earning 

R3,500 or less. While options exist to reduce costs, they can’t be implemented because of the 

minimum specifications that were set in policy to deliver a quality product. One property 

developer states the obvious tension: “Authorities demand more on the specifications and 

building regulations, but they do not increase the subsidy. You can’t build at that price any 

more” (Interview 12).  

Some social housing institutions faced financial difficulties with the IHSP because there was a 

lot of mobility among beneficiaries, which was not anticipated when the programme was 

designed. Many of the initial beneficiaries moved out of their flats for jobs in other areas or 

for personal reasons. In this case, the policy requires the unit to be replaced with another 

beneficiary, whose rental starts at the initial price again. This made it difficult for social 

housing institutions to cover the increasing costs of maintenance and make profits.  

5.3.5 Beneficiary management  

The selection and management of beneficiaries is probably the most challenging aspect of 

social housing projects. The financial sustainability of the housing institution depends on the 

regular collection of rent or instalments from occupants. Because of the nature of these 

developments, tenants are vulnerable to shocks and are at a high risk of stopping payments. 

Many early SHIs were found to run into many problems with beneficiaries because they did 

not have appropriate vetting systems, beneficiary selection processes, arrears collection 

systems and management procedures. The handling of non-paying residents has been a major 

challenge to housing institutions, because of the complexities associated with the legal 

process of eviction as well as resistance from occupants. Some SHIs experienced great 

difficulties in disciplining and evicting non-payers because of threats of violence and 

resistance (SHF, 2004). In early projects, social housing institutions did not select beneficiaries 

carefully enough and they did not educate them adequately about their rights and 
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responsibilities. Today it is common knowledge that “You have to be very selective about 

tenants. You can’t just house the ones that are living there currently” (Interview 18).  

In almost all IHSP projects, non-payment among residents has been high, which caused 

financial difficulties up to bankruptcy (Ndinda et al., 2014). A NHFC study in 2003 found that 

almost all the housing institutions being funded by the NHFC were technically insolvent, 

requiring refinancing and balance sheet restructuring. According to their study, high levels of 

unemployment, decreasing affordability, lack of end-user information and poor construction 

quality were among the reasons residents did not pay their monthly charges (CAHF, 2012).  

In the first phase of Cape Town Community Housing Company’s projects, the defaulting rate 

ranged between 55% and 60% (SHF, 2004). In the case of project in Atlantis developed by the 

Housing Association Blaauwberg, up to 85% of residents across all unit types had defaulted 

on rent payments. The main reasons included difficulty in making the repayments, fewer 

working hours, unemployment, illness, rent increases and unexpected utility bills. Some 

tenants stopped paying after they were incited to do so by others (Ndinda et al., 2014). 

Ndinda et al. (2014, p. 19) conclude that the “rent-to-buy option is not feasible in areas where 

unemployment is high and employment options are few”. They also found that providing 

projects in areas where RDP/BNG housing is also provided is problematic as “tenants will 

always allude to the fact that beneficiaries of other housing subsidy options do not pay rent” 

(ibid, p. 19). 

5.3.6 Urban form 

By increasing the density, the unit cost of accommodation is decreased and rental payments 

can be made more affordable to low income groups. In other words, increasing density and 

maximising the form of housing developments reduces unit costs and enhances the financial 

viability of the housing institution. According to interviewee 15 you can reduce the building 

costs to R4,500 m2 from an average of R6,500 m2 if you build 3 to 4 storey blocks. However, 

multi-storey buildings require sectional title or group ownership arrangements, which have 

been found problematic to govern, especially in this low income sector (SHF, 2004). “The 

management of sectional title needs time and resources. You need to establish a body 

corporate and set up your own levies. The very poor set very low levies, which makes it 

difficult to pay for maintenance… If you don’t have much money and need to pay for school 

fees, etc., then you keep the levies too low” (Interview 2).  

Besides property management challenges, sectional title schemes have not been popular with 

low-income earners. People seem to prefer their freestanding units over a unit in an 

apartment block. “In the Western Cape 3 or 4 storey blocks do not happen much. This has 

cultural reasons. People prefer their garden and land. There is the negative stigma around 

blocks, because of the flats in Lavender Hill. There is a reluctance to go into sectional title” 

(Interview 12). Another property developer explained: “We had negotiations with councillor 

and the community. I would have liked to see 3 to 4 storey buildings, but the main issue is 

perception among people. Everybody wants a free standing house” (Interview 14).  
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5.3.7 Location 

A challenge of any IHSP project is finding a good location, because of the high land prices. 

Social housing institutions therefore depend on subsidised land from the municipality or 

province to make their projects work. “A crucial aspect is location. For any social housing 

project, you depend on subsidised land from the municipality” (Interview 2). Furthermore, for 

the property to increase in value and contribute to wealth accumulation by the beneficiary, 

the development of the neighbourhood plays an important role. When IHSP projects are 

located in an area that is riddled with social ills, widespread poverty and informality, the 

beneficiary struggles to use the property as collateral because banks do not regard it as 

bankable.  

The challenge here is to engage in place making and addressing the underlying social drivers 

of poverty in that area. Social housing institutions rely on hands on site managers that prevent 

unauthorised activities such as subletting and informal extensions. Over the years, social 

housing institutions have learnt from previous mistakes and now provide hands-on support 

and frequently interact with tenants about the environment. “The biggest challenge is to 

manage apartments, tenants and the environment to make sure the stock increases in value. 

You need to control the environment … You need to create an atmosphere where people look 

after the units” (Interview 15) 
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6 Learning from two projects in Cape Town 

6.1 Cape Town Community Housing Company 

6.1.1 Origins and background 

The CTCHC was established as a Pty Ltd in 1998 by the City of Cape Town as a vehicle for the 

municipality to deliver affordable housing. It was a partnership between the NHFC and City, 

each owning a 50% share in the company. Innovative in its attempt, it resulted in important 

benefits to low-income households in Cape Town. CTCHC succeeded in transferring 1,845 

units and there is another estimated 1,000 units currently being paid off by beneficiaries. At 

the same time, the organisation also experienced some important challenges that stem from 

aspects of the policy and difficulties with its implementation. 

Between 2000 and 2002, CTCHC built 2,474 houses in 9 disadvantaged areas in Cape Town. 

But these early projects experienced problems and contributed to significant financial losses 

to the company and its two owners. Some of the beneficiaries regarded the early houses to 

be of poor quality, which contributed to them stop paying rent. However, the CTCHC 

disagrees with the accusation of poor workmanship and argues that the NHBRC did a full-

scale forensic investigation during 2007 to 2009 and found that all 2,474 houses were 

compliant and issued certificates to proof this. According to the CTCHC, the main problem 

was that beneficiaries did not do any maintenance on most of these houses, although it was 

their legal responsibility. This led to a major maintenance program worth R90 million that was 

completed by CTCHC in 2009.  

The protests by beneficiaries were exacerbated by political interference, which gave further 

legitimacy to rent boycotts. “Some political leaders told beneficiaries not to pay rent … Many 

of the protests emerged at the grassroots level, but they were supported by politicians for 

political reasons” (Interview 2). Some politicians at the time exploited the protests for their 

own political gains. The non-payment of rents created severe difficulties for the company and 

led, among other reasons, to the cancellation of about half of the initial 2,500 instalment sales 

agreements. By 2016 the calculated loss of these projects amounted to no less than R51 

million. 

In 2008, changes in the municipal structure and legislative environment (MFMA) resulted in 

the buyout of the City’s 50% share in the company by the NHFC, which became the sole owner 

of the CTCHC. Around that time, a new management team took over the company. Because 

of the requirements of the PFMA, the NHFC was also instructed to relinquish majority 

shareholding in the CTCHC and a decision was made in 2014 not to approve any more funding 

for new projects. A decision was made to wind down the company and dispose of its assets. 

The NHFC was concerned about the losses incurred from the CTCHC, which amounted to 

approximately R14 million in 2016/17. The NHFC put out a call for bids to acquire the CTCHC 

in 2017 and was at the time of writing considering the offers submitted. This process has 
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taken longer than expected, partly because of ongoing negotiations over the consolidation of 

the NHFC into the new Human Settlements Development Bank.   

6.1.2 The Morgan’s and Harmony Village projects 

Two of the more recent CTCHC projects using the institutional subsidy are Morgan’s Village 

and Harmony Village, which are located in close proximity to each other in Mitchell’s Plain. 

Morgan’s Village comprised three phases during which 671 units were constructed. Harmony 

Village comprised one phase of 850 units.  

Table 3: Morgan’s & Harmony Village 

 

Phase Date Started Date Completed No of units 

Morgan Phase 1 April 2004 December 2005 92 

Morgan Phase 2 July 2006 August 2008 238 

Morgan Phase 3 September 2009 September 2010 341 

Harmony Village April 2013 December 2015 850 

 

Figure 9: Morgan’s and Harmony Village, Mitchell’s Plain, Cape Town 

 

 
Source: Google Maps.  
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Morgan’s Village: 

Morgan’s Village consisted of three phases. Phase 1 and phase 2 were built between April 

2004 and August 2008 and resulted in 92 and 238 units respectively. In phase 3 a total of 341 

units (29 free standing and 312 semi-detached) were delivered. The single and double storey 

houses are 42 m2 and 48 m2 big respectively. The average erf size is 110 m2. By late 2017, 

about 50% of the stock had been transferred to beneficiaries with the other half still paying 

off their loans. Some beneficiaries have been able to repay loans quicker than initially 

expected, which is an important positive outcome of the project.  

Figure 10: Morgan’s Village 
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Figure 11: Morgan’s Village 

 

 
Figure 12: Morgan’s Village 
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Harmony Village: 

The most recent project called Harmony Village started in April 2013 and was completed in 

December 2015. The project consists of 111 free standing single storey units and 739 semi-

detached double storey units. The average plot size is 110 m2 and the density is 56 units per 

hectare. The size of the single and double storey houses is 42 m2 and 48 m2 respectively. The 

houses have 2 bedrooms, open kitchen and living area and one bathroom. Having learnt from 

experience, better materials were used and specifications were upped to include

 Cavity walls (already done on MV3) 

 Plastered internally & externally 

 Aluminum windows 

 Gutters / Aprons 

 Ceilings 

 Electrical reticulation and solar geyser 

 Kitchen cupboard 

While the house was built for approximately R230,000 in 2015/16 it was valued at R450,000 

in 2017. This significant increase in value is partly due to the attractive neighbourhood of the 

area (see figure below). The project area is 15 hectares big and includes 5 public open spaces 

and 2 community facilities. There is off-street parking and people live in close proximity to 

schools, public transport and the Westgate Shopping Mall.  

Figure 13: Map of Harmony Village 

 

 
Source: Google Maps 
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Figure 14: Harmony Village 

 

 
Figure 15: Harmony Village 
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Figure 16: Harmony Village 

 

 
Figure 17: Harmony Village 
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Figure 18: Harmony Village 

 

 

6.1.3 Financing 

In order to finance the Harmony Village project, the CTCHC received development funding 

from the NHFC for the construction of the houses. After the construction, it became a term 

loan to provide end user finance to beneficiaries. Besides the institutional subsidy, a number 

of other subsidies made the project financially viable. The company received the land at a 

highly subsidised rate of R11 per m2, when the market rate was R80 per m2 at the time. The 

CTCHC received service subsidies, partial NHBRC registration subsidies, electrification 

subsidies and discounts on building plan approvals, development contributions towards the 

bulk infrastructure costs. It is important to note that these subsidies are not specific to the 

CTCHC but they are part of the City’s approved and available subsidies to assist all qualifying 

subsidy housing projects within the metro. By accessing these subsidies, the CTCHC was able 

to produce the houses at a lower sales price of R197,191 (excl. VAT) per unit and generate 

net income of R21,964.32 per unit. A simple overview of the unit and total costs of the 

Harmony Village housing as per 2015/16 is provided below6. 

  

                                                      
6 It is important to note that unit costs are not provided for each line because of cross-subsidisation between 
infrastructure and top structure.  
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Table 4: Harmony Village cost structure - 2013 to 2015 

  Unit Total (850 units) 

Sales Price (ex VAT)   ZAR                197,191.00   ZAR           167,612,350.00  

    

Costs    

Land (R11 m2)    ZAR                1,738,378.00  

Development    ZAR                      14,294.00  

Professional Consultant Fees    ZAR                6,318,090.00  

Statutory Fees    ZAR                2,074,055.00  

Infrastructure    ZAR              21,874,805.00  

Construction    ZAR            158,140,452.00  

Other    ZAR              13,080,772.00  

Total Costs   ZAR                239,106.88   ZAR           203,240,846.00  

    

Subsidies    

N6 Subsidies    ZAR              24,529,368.00  

Subsidy for NHBRC    ZAR                2,064,911.00  

Additional cost recovery (subs)    ZAR              19,782,667.00  

Cost Electrical Subsidy    ZAR                7,921,218.00  

Total Subsidies   ZAR                  63,880.19   ZAR             54,298,164.00  

    

Sales Price (#)    ZAR                197,191.00   ZAR            167,612,350.00  

+Subsidies   ZAR                  63,880.19   ZAR              54,298,164.00  

Total Income   ZAR                261,071.19   ZAR           221,910,514.00  

-Total costs   ZAR                239,106.88   ZAR            203,240,846.00  

Net Income (Margin)   ZAR                  21,964.32   ZAR             18,669,668.00  

      

(#) The selling price (including VAT) is reduced by the Institutional Subsidy in the form of a down payment 
on the loan. The outstanding balance is top up loan or bond. 

6.1.4 Beneficiary and property management 

Instalment sale agreements were set up between the CTCHC and each beneficiary. The 

monthly instalment was set at ± R1000 (depending on income and current interest rate) over 

a period of 25 years. According to the project management team, the collection rate of 

instalment payments is 98%. The promise of obtaining ownership is a key motivator for 

residents to pay the monthly instalments. In order to educate beneficiaries of their rights and 

responsibilities, the CTCHC organised three initial face-to-face workshops. The company 

carefully selected the beneficiaries to decrease the risks of payment defaults. More than 

10,000 applications were screened in order to select the 850 beneficiaries. 

The CTCHC has an on-site management team that monitors the houses and beneficiaries. Any 

extensions or alterations that require an approval from the City have to be endorsed by the 

CTCHC. The on site management team stops informal trading and informal extensions. The 

company thus supports the enforcement of City by-laws and other regulations. As the units 
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are registered in the name of CTCHC, they are responsible for dealing with the bureaucratic 

processes. Despite these measures, challenges remain with the houses and environment. 

During our site visit the researchers identified several properties where extensions had been 

undertaken without formal approval from the City. Many of these informal extensions are 

carports. CTCHC keeps a record of these extensions, in form of a map in their site office in 

Harmony Village, in order to follow up with the homeowner and the City. According to the 

company’s own records, there were 28 cases of subletting and 2 cases of illegal house shops, 

which have been closed by the City. A number of 54 beneficiaries have defaulted payments 

with arrears amounting between R1,000 to R30,000. Legal action has commenced and 

measures have been put in place to remedy this situation. More than 30 Instalment Purchase 

Agreements (IPA) have been cancelled, and of these 10 PIE Applications were made to the 

High Court. 

In the focus group discussions, residents of Morgan’s Village and Harmony Village brought up 

a number of important issues: 

• Despite workshops and training, beneficiaries feel that they have knowledge gaps and 

there is misinformation among the residents 

• Residents generally felt positive about the houses and area, but some people felt the 

houses were a bit small and there were numerous issues of poor workmanship. The 

older the houses get, the more damage occurs and repairs are needed. 

• Beneficiaries chose their own erven during the 1st workshop. However, some 

beneficiaries felt that some houses were better located and offer more benefits than 

others, but they all pay the same price, which is perceived to be unfair.  

• The maintenance of the unit and service costs (electricity, water) are the responsibility 

of the beneficiary as the (future) owner. Some residents complained about the 

frequent need to repair the house, which becomes costly.  

• Non-payment of rent occurs because of financial difficulties or lack of budget control. 

Participants claimed that some people do not have priorities right. Others genuinely 

struggle with rising living expenses. 

• Some participants felt that the maximum income of R3,500 is too little to afford the 

monthly payment and to accumulate savings. They were of the opinion that you need 

about R6,000 or R7,000 instead7.  

                                                      
7 However, CTCHC argues that the National Credit Regulation disposable income calculation was done at 
inception whereby the beneficiary proofs that they can afford the rental payments. According to them, a 
collection rate of 98% seems to confirm this point. The CTCHC also assumes that beneficiaries receive annual 
salary increases, whereby the instalments remain fairly stable, depending on the bank repo rate. 
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• There is always the risk of unemployment or unanticipated expenses, which threatens 

their ability to pay the monthly instalments and creates a sense of insecurity. There 

are support measures in place by the CTCHC but they are limited to a few months, 

after which eviction is initiated. Some beneficiaries may also not be aware that the 

NCA offers protections for them and allows for processes to mitigate risks. 

• Residents do informal extensions to the buildings (wall, fences, carports) to increase 

security and safety. 

• As per the City’s by-laws, it is not allowed to run a business from your house without 

written permission from CTCHC and City of Cape Town, but some managed to open 

shops.  

• Public spaces and sidewalks are neglected by the municipality, which creates a 

dangerous neighbourhood for kids 

• There are problems of break-ins and crime 

• The supervision and monitoring by the CTCHC impacts on people’s privacy and makes 

them feel like living “in a prison”. However, from CTCHC’s view the properties remain 

their responsibility until transfer to beneficiary and it is therefore their obligation to 

protect its assets on behalf of its board and shareholders. 

• Residents in Morgan’s Village complained about the lack of communication and 

support from the CTCHC. They only hear from CTCHC in cases of payment issues 

6.1.5  Challenges 

The financial model of the CTCHC is one whereby government contributes the institutional 

subsidy, which is topped-up with an affordable loan to the beneficiary (approximately 50/50 

respectively). The top-up loan acts as a bond. Until a few years ago, the company was able to 

find eligible beneficiaries for the Harmony Village project. However, it is now practically 

impossible to get permanent employees who earn less than R3,500 per month. In addition to 

the income band, the institutional subsidy is too small to cover the rising costs of construction, 

infrastructure provision and management.  

Access to finance has been a major challenge for the company. The instalment sale 

arrangement has important implications for the functioning of the financial model. With the 

instalment sale option, the transfer of the title deed only takes place at the end, after the last 

instalment has been paid by the beneficiary. But the beneficiary takes occupation rights from 

the beginning. Commercial banks do not want to get involved, because they do not hold 

security of the asset and they can’t price the risk at the time of transfer. The CTCHC has 

therefore relied on the National Housing Finance Corporation to provide development 

funding, which was then transformed into end user finance. The CTCHC used NHFC funding 

to provide long-term loans to beneficiaries. The profit margin is small and debt repayments 
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by the beneficiaries take place over a long period of time. The financial model is not 

sustainable as CTCHC sustains itself from profits derived from implementing projects and not 

the long-term repayment of the instalments. As the ceiling on end user funding has been 

reached, no more projects can be implemented and production has stopped. The CTCHC has 

not been able to conduct its business of building affordable housing, which has resulted in 

falling incomes while expenses have risen. This has caused the company to make considerable 

losses over the past two years.  

The additional subsidies provided by the City of Cape Town and Western Cape Government 

have prompted some stakeholders to argue that the CTCHC model is not scalable, especially 

in poorer provinces in the country. Other provinces and municipalities would not be able to 

put the same amount of money into these projects and yet without them, the IHSP can’t be 

made to work financially.  

6.2 Amakhaya Ngoku 

6.2.1 Origins and background 

The Amakhaya Ngoku project was initiated in response to a shack fire on a parcel of land 

commonly known as the School Site in Masiphumelele, Cape Town in 2006. The fire destroyed 

400 informal shacks and left many families in despair. With support from important politicians 

the project succeeded in getting the land rezoned from its initial designation as a school site 

to residential. The Council made the land available at a highly subsidised price to the project. 

The organisation “Amakhaya Ngoku” was established in 2007 and formally registered as a 

non-profit organisation. Board members were democratically elected and responsibilities 

assigned. 
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Figure 19: Amakhaya Ngoku project, Masiphumelele, Cape Town 

 

 
 
Figure 20: Amakhaya Ngoku project in Masiphumelele, Cape Town 
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Dr Lutz van Dijk, the founder of HOKISA – a local Children’s Home and NGO, started the project 

in 2006. He sourced donor funding (more than R24 million) and the institutional + other 

subsidies (more than R20 million) to cover the costs of the project. The objective was to build 

12 blocks of 2 to 3 storey apartments to accommodate 352 families on a 1.3 hectare site. 

Because of the small size of the land, the project decided to build higher density and smaller 

flat sizes to accommodate all the people living on the site. The 2 to 3 storey blocks were 

regarded as the best model in terms of financing and density. The apartments measure 39 m2 

and include 2 bedrooms, 1 bathroom and an open plan kitchen and dining room. The initial 

estimate of the cost of each flat was R140,000. The institutional subsidy only covered about 

half (R70,000) but due to the enormous efforts by Dr van Dijk enough donor funding was 

acquired to finance the entire project cost.  

6.2.2 Implementation and challenges 

Construction started in November 2008, but the project faced resistance from some residents 

from the very beginning. These residents did not want to move to the temporary relocation 

site. They also wanted a RDP house and not a small flat on the 3rd floor of an apartment block. 

After negotiations failed the project had to apply to the Cape High Court and obtained 

permission to go forward with the plan and to build the apartment blocks in phases. But as 

interviewee 21 noted: “The project never had total buy in. There was always a certain 

agonistic element”. The project continued and completed 8 of the 12 planned apartment 

blocks. In addition, a community hall and playground were built. But 4 blocks have never been 

built, because of the challenges described below. The land set aside for the remaining 4 blocks 

has been occupied with informal shacks by residents. There are 120 families from the initial 

list waiting for the finalisation of the 4 blocks.  

The plan was for beneficiaries (except 10% indigent) to rent the modern flat for R400 per 

month for four years, after which they could obtain ownership. But soon into the project, 

some people stopped paying the rent and sublet the property to non-beneficiaries. Different 

reasons prompted people not to pay the agreed amount. Some came with excuses, others 

were genuinely unable to pay. In any case, “Once some stopped paying, others also stopped” 

(Interview 17) and “After a year or so we became aware that some of the flats were rented 

out informally” (Interview 21).  

When suddenly new names appeared on the waiting list and unknown people received flats, 

the director of the project approached the board members, but he was told just to accept this 

and received death threats. In another incidence, the lead architect’s car was set on fire on 

the street. The management team and some board members also received death threats and 

were stripped of their authority and control. They were locked out of their office and 

disempowered from their formal responsibilities. Interviewee 17 explained: “There is no 

formal board in place any more. It is not properly governed any more. The management team 

collapsed.”  
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6.2.3 Project outcomes 

With the collapse of the management team, rent collection basically stopped and no 

investments in the maintenance of the property have been made. Units are rented out 

informally for prices that are up to 4 times the initial amount. The housing stock is 

deteriorating and playground and community facilities are in a bad condition. Blocked toilets 

and water leakages are common features. Fire hydrants are used to wash cars. People don’t 

pay anything for water or communal lightning. In 2016 the outstanding property rates for the 

project were over R3 million. Although the initial objective of the project was to transfer 

ownership of the property to the beneficiaries, no title deeds have been transferred as yet. 

No tenant has formal ownership of their flat because of the collapse of the project 

management. The registered owner is the City of Cape Town, which bears all health and safety 

risks.  

In an attempt to bring the project back on track, the SHRA commissioned a detailed 

assessment of the project and the consulting company proposed a range of solutions. The 

report was widely respected among all stakeholders and many agreed with the recommended 

actions. The three spheres of government worked closely with the board for 2 years, which 

included community engagements. However, implementation was brought to a stop when 

the official board was replaced/hijacked by the informal leadership, who failed to enter into 

an agreement with the City over the settlement of the outstanding water bill. The City 

indicated that it would consider writing off a large portion of it, on condition that a payment 

in good faith was made (and the accountant did make such a payment) and that the residents 

agree to installing individual water meters going forward. The informal leadership refused the 

City’s proposal, which meant that the City would not agree to the transfer of units and a 

stalemate occurred. At the time of writing, there are many concerns about the future 

prospects of this important housing asset, which could quickly turn into a ‘slum’.  

6.2.4 Lessons learnt 

The Amakhaya Ngoku project is not unique. According to our interviewees, many IHSP 

projects failed due to similar experiences. Although the housing stock was well designed and 

built according to high standards, it soon deteriorated and individual beneficiaries never 

obtained formal ownership, which was meant to assist them in accumulating wealth and 

getting out of poverty. The key factors leading to the failure of the project were the loss of 

formal management control and the widespread refusal or inability to pay rentals. This 

resulted in a situation of informal control, corruption, and mismanagement. No investments 

into the maintenance of the property and its environment were made. Unauthorised activities 

such as sub-letting, informal extensions and abuse of community facilities remained 

unchallenged. A small group of people were able to informally take over the project and 

enrich themselves without facing legal consequences. The threat of violence kept their 

powers intact, with project members and government officials being unable to regain control 

of the project. Basic rules were flouted and there was a vacuum in governance. 
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The project managers confessed that their approach was not professional enough from the 

beginning. The approach towards beneficiaries was too weak, resembling friendship rather 

than a professional relationship. They did not have the means to prevent or counter criminal 

activities and practices of bad governance. The management team trusted in the good faith 

of the beneficiaries and did not put systems and measures in place to ensure rental collection 

and property management. Beneficiaries were selected based on having lived on the site 

before as opposed to whether they would be able to pay the monthly rent required. Some of 

the tenants simply could not afford the monthly payments because they had no income.  

In addition, it is argued that the Provincial and City Governments did not participate 

sufficiently in the running of the project and in finding solutions to the problems. The 

government officials performed their duties with regard to the statutory requirements, 

planning approvals and processes, but the project management team felt let down by officials 

when the severe problems arose. In a newspaper article, Dr van Dijk accused “party politics” 

after the national elections in 2014 of causing the project to falter. He located the project 

challenges within a wider governance crisis in the area and the need for cooperation to 

resolve the difficult socio-economic conditions. But he and other project members lamented 

that politicians only attend to the area if there is a crisis. This is a bad lesson for people, 

because they are only being heard when there is a crisis.  “We were left alone… No politician 

wants to be seen with trouble” (Interview 17).  

Figure 21: Amakhaya Ngoku project 

 

 



51 
 

Figure 22: Amakhaya Ngoku project 

 

 
 

Figure 23: Amakhaya Ngoku project 

 

 



52 
 

7 Evaluating different rent to buy models 

Besides the IHSP there are other rent to buy schemes in South Africa, which we group into 

four segments depending on whether they are institutional or individual-based and whether 

or not they use government subsidies.  

Figure 24: Different rent to buy models 

 

 
 

7.1 Institutional – no subsidies 

The most popular example of an institution offering a rent to buy scheme without subsidies 

is Chartwell8, which is an integrated residential real estate investor and home loan provider 

in South Africa with offices in Cape Town and Johannesburg. As part of their portfolio, the 

company offers “rent to own” accommodation from R10,500 per month upwards. The 

beneficiary enters a 3-year lease agreement with Chartwell, during which monthly rentals are 

fixed upfront and increase at 10% of the initial monthly rental per year. The tenant is 

responsible for monthly levy payments, costs of amenities, rates and taxes. During the final 6 

months, the customer may exercise the right to buy the house at the price fixed upfront at 

the time the lease agreement was completed. The transfer is subject to final credit review. 

The purchaser can obtain a 22-year home loan from Chartwell with fixed interest rate.  

The cheapest rent to own accommodation on offer at the time of writing (March 2018) is a 

free standing 3-bedroom unit at Piccolo Close in Centurion, Gauteng Province. According to 

the company’s website, the monthly rental is from R10,500 per month, requiring a combined 

monthly gross household income from R34,800 to possibly qualify. Needless to say, the 

                                                      
8 https://chartwellgroup.co.za/ 
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company targets only higher income groups. Their rent to buy model is therefore not 

applicable to poor and middle-income earners in the country. 

7.2 Individual – no subsidies 

Perhaps the best-known person offering rent to buy in South Africa is Mr Meyer de Waal, a 

conveying attorney and founder of Rent2buy and ‘My Budget Fitness’9. He has developed and 

fine-tuned the rent to buy concept to the South African context over the past 11 years. So far, 

his rent to buy programmes have mainly been taken up by middle and higher income earners. 

His model allows the buyer to improve his credit rating and build up a deposit during a 

specified rental period, after which the purchaser can re-apply for a mortgage bond from the 

bank. During the rental period, the tenant takes on the associated responsibilities for the 

property (levies, rates, maintenance) to demonstrate his/her ability to pay monthly bond 

payments in future. The purchase price is usually frozen at the original amount.  

As part of the rent to buy programme, the purchaser is offered homeownership coaching, and 

debt and affordability repair and improvement in order to become bankable. Training on 

budgeting and debt control is delivered via new technologies such as mobile apps and 

websites. When the purchaser re-applies at the end of the rental period, his application is 

“supported with a full history and proof of regular payments of an instalment that is as close 

as possible to a future home loan instalment, and also supplemented with a strong credit 

score and other up to date financial documentation” (property24, 2018, p. 1). To ensure 

security to the seller, the rental collection and distribution is underwritten through an 

insurance company called Rentmaster.  

One of the biggest hurdles to the concept is the limited amount of housing stock available, as 

sellers prefer to sell their property directly. To address this, Mr de Waal entered into an 

agreement with Group 5 Properties, who recently granted him a mandate to sell three types 

of Rent2buy units in the Glen Acres Park Estate Development. The cheapest of his pilot project 

units is R400,000 which can be rented for R4886,92 per month. This is again unaffordable to 

people earning R15,000 and below. However, Mr de Waal has begun to negotiate with other 

financiers and developers to bring a more affordable product into the market.   

Although both models described above are unable to increase homeownership in the lower 

income segments, they provide valuable insights into the potential and functioning of rent to 

buy in the private property market. Both models illustrate how rent to buy can help first time 

buyers, whose loan application has been rejected, to become bankable and obtain a loan to 

purchase the house. The rental period plays an important function in the process of getting 

first time buyers onto the housing ladder. During this time, the institution or individual offers 

value added services to the potential purchaser including homeownership education, budget 

training and debt support. With the help of new technologies such as mobile phone apps, first 

time buyers are permanently coached to manage their finances better and improve their 

                                                      
9 https://irent2buy.co.za/ 
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credit records. These measures can inform rent to buy programmes in the lower income 

segments as well. However, the two models described above also highlight that rent to buy 

without subsidies can’t penetrate the low income segments. Without subsidies, the rent to 

buy properties are far too expensive for households earning R15,000 or less per month. 

Therefore, lower income groups require rent to buy models that are linked to government 

subsidies in order to open up housing stock they can afford. These will be discussed below. 

7.3 Institutional – subsidies: IHSP  

In South Africa, the IHSP is the only government subsidised rent to buy model. As shown in 

previous sections, the IHSP was initiated more than 20 years ago and it has been dysfunctional 

for a number of years, especially due to inadequate income bands, subsidy amounts and 

tenure restrictions. Besides the CTCHC, no institution has implemented the programme in the 

past decade. The CTCHC and Provincial Government, Department of Human Settlements, 

have made various attempts to advocate reforms to the IHSP to make it functional again. Four 

key recommendations have been put forward: 

1. It was proposed that the National Department of Human Settlements adjust the income 

band of households eligible to benefit from the Institutional Subsidy to a maximum of 

R7,500 per month (or higher). By increasing the income limit, the Institutional Subsidy 

would again target working people who can afford the monthly payments of R1,100 or 

more required to finance the construction and maintenance of the housing stock 

sustainably.  

2. The second recommendation was to increase the subsidy quantum in line with true 

building costs to ensure financial viability for social housing institutions. It was also noted 

that provided the income band is adjusted, the quantum of the subsidy is not a critical 

challenge. 

3. The third recommendation was to amend the policy to remove the 4 year transfer 

restriction to allow the banks to hold security over the asset. It was hoped that they would 

be more likely to provide end user loans, which would free up the social housing 

institution from the administrative and financial burden. It was proposed that a condition 

should be included in the title deed or other form of agreement to protect the interests 

of government and the bond holder.  

4. The fourth recommendation was for the Social Housing Regulatory Authority to 

distinguish between social rental and institutional subsidy and to develop a separate set 

of measuring tools and accreditation criteria for institutions implementing the IHSP.  

These policy revisions could make the IHSP viable again, subject to addressing the broader 

sector challenges explained above as well. However, some government officials and social 

housing sector experts highlighted that there would be a lot of political resistance to raising 

income bands and subsidy levels, as this increases the size of the backlog and the 

consequential spending requirements. One senior official within the national Department of 

Human Settlements shared this concern and argued that increased spending on the gap 
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market is unjustified, as state support should focus foremost on the poorest households in 

the country. However, the government also acknowledges the need for differentiated 

measures in the housing market and has recently adjusted income bands and subsidy 

amounts for the social housing programme.  

Another concern was that there are simply not enough experienced players in the market – 

except the CTCHC – who have an interest in implementing a revised version of the IHSP. 

Although the number of professional social housing institutions is increasing and new hopes 

have been placed in the SHRA to regulate the sector more effectively, there are important 

differences between social rental and institutional subsidy projects, with the latter requiring 

different skills of the organisation to the former. Most of the existing social housing 

institutions focus on social rental because this is the more profitable business model. Since 

rent to own ultimately means the transfer of the housing stock from the SHI to the 

beneficiary, the SHI is prevented from generating long-term profits from their assets and 

building up a strong balance sheet. This is a strong disincentive for the model and the main 

reason for the lack of interest from the social housing sector. Yet without a strong interest 

from the social housing sector, a revised IHSP  will not create the scale of affordable housing 

required to address the housing backlog. 

“The problem with rent to buy is that it ends in bankruptcy for the SHI. The end of the model 

is bankruptcy… As a SHI our strategic objective is to provide rental accommodation. We don’t 

want to sell our assets, because we need to sustain our business model. Through the 

development and management of new rental stock, we generate an income stream that 

covers the maintenance of older buildings” (Interview 16). 

“We questioned if this is the most sensible thing to be doing. Building stock and then 

transferring it off. The model worked much better as rental. The business model is difficult. 

You are very precarious in the beginning. Building stock and selling it off – the financial 

viability is never achieved” (Interview 8).  

Because of these flaws in the model and the lack of political appetite to make changes to the 

policy, some interviewees argued that the IHSP should be discontinued and replaced 

altogether. “I am not sure whether reforming the IHSP is the best way forward. We should 

look at other options” (Interview 2). “We thought people will wind it down and we can close 

it by 2014. And I think we are still going to do it. I don’t think there is any space for it” 

(Interview 4).  

Discussions at the policy workshop too seemed to suggest that there is very little political 

support behind reforming the IHSP. The negative attitude towards the IHSP is also informed 

by the bad reputation of the programme due to the many failures caused by projects. Some 

participants suggested that the government should look at other rent to buy models and 

develop a new institutional scheme for South Africa. The new programme could draw on the 

lessons from the IHSP to avoid similar mistakes. However, developing a new programme will 
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take some time and won’t be available in the immediate future. In the meantime, the research 

identified potential in linking the rent to buy model to a revised FLISP subsidy.  

7.4 Individual – subsidies: Rent to buy FLISP 

Several interviewees and workshop participants highlighted the potential of linking the rent 

to buy model to a revised FLISP subsidy to make both more effective. The Finance Linked 

Individual Subsidy Programme (FLISP) was developed by the National Department of Human 

Settlements to enable qualifying beneficiaries in the gap market to access home loans by 

reducing the initial mortgage loan amount, or to augment the shortfall between the qualifying 

loan and the total house price. In its current form it is available to South Africans or permanent 

residents earning between R3,501 and R15,000 per month. The once-off FLISP subsidy ranges 

from R87,000 to R20,000 depending on the person’s monthly income. Qualifying applicants 

may use FLISP to purchase an existing residential property, purchase a vacant serviced 

residential-stand or build a residential property on a self-owned serviced residential stand. 

The up-take of FLISP subsidies has been extremely low for a number of reasons including 

“delayed conclusion of the implementation protocols, delayed budgeting by provinces, 

delayed conclusion of Memorandums of Understanding (MOUs) with banks, the high levels 

of individual indebtedness and inadequate disposable income of individuals” (PMG, 2013, p. 

1). While FLISP addresses the affordability aspect of home loan applications, by reducing the 

loan to value amount, it does not resolve the problem of credit-worthiness or the 

unavailability of affordable stock. If rent to buy is used in combination with FLISP, the chances 

of beneficiaries obtaining loans could increase substantially. According to a senior official in 

the Department of Human Settlements, efforts are underway to revise the FLISP subsidy 

amounts and adapt the policy to make it more effective. 

With a rent to buy component preceding the FLISP application, the success rates of FLISP 

subsidies could be increased. For instance, tenants of social housing projects could enlist in 

rent to buy programmes and receive mentoring support to build up a positive credit record, 

accumulate savings for a deposit and identify an affordable property for sale. Besides social 

housing institutions, employers could register some of their permanent employees in a rent 

to buy programme to assist them addressing the barriers to mortgage loans and working 

towards the goal of obtaining homeownership. In order for the rent to buy programme to be 

accessible to poor households, government subsidies or financial contributions from 

employers, financial institutions or other private organisation could be used. One could also 

consider a cost sharing agreement between the individual, government and financial 

institutions, with each of the party covering a part of the costs of the rent to buy component.   

A more effective rent to buy FLISP would increase the success rate of home loan applications, 

increase the money available in this market and strengthen the demand for affordable 

housing. One would expect that private developers and/or social housing institutions would 

respond to the growth in effective demand by building more affordable houses. Because 

social housing institutions are predominantly interested in the social rental model, the 
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government could target the private developers to supply the units needed. But in order for 

them to supply the affordable houses, the government subsidy must fill the affordability gap 

that is so prevalent in the low income groups. Table 4 shows the affordability gap in the 

current FLISP structure how much more of a subsidy is required for low income groups to 

purchase a house of R300,000. 

Table 4: Affordability gap with current FLISP subsidy 

      

Income 

max 
instalment 
(30%) 

Loan value 
(20 years; 
11%) FLISP can afford 

additional subsidy 
required for a house 
of R300,000 

3500 1050 101,725.62 87000 188,725.62 111,274.38 

5000 1500 145,322.31 78775 224,097.31 75,902.69 

7500 2250 217,983.46 64675 282,658.46 17,341.54 

10000 3000 290,644.62 49400 340,044.62 -40,044.62 

12500 3750 363,305.77 35300 398,605.77 -98,605.77 

15000 4500 435,966.93 20000 455,966.93 -155,966.93 

 

With a substantially revised FLISP subsidy, which has higher subsidy levels and includes 

households with R3,500 to R20,000 incomes per month, the affordability of poor households 

would be considerably increased. If the revised FLISP subsidy is combined with a rent to buy 

component, which ensures that the beneficiary obtains a home loan from a bank, it would 

significantly strengthen effective demand in the low income segments. 

Table 5: Affordability with a potential revised FLISP subsidy 

      

income 

max 
instalment 
(30%) 

Loan value 
(25 years; 
10%) 

Revised 
FLISP 

can afford 
price 

additional subsidy 
required for a house 
of R300,000 

3500 1050 115,549.59 120000 235,549.59 64,450.41 

5000 1500 165,070.85 105000 270,070.85 29,929.15 

7500 2250 247,606.27 95000 342,606.27 -42,606.27 

10000 3000 330,141.69 80000 410,141.69 -110,141.69 

12500 3750 412,677.11 65000 477,677.11 -177,677.11 

15000 4500 495,212.54 40000 535,212.54 -235,212.54 

20000 6000 660,283.38 29000 689,283.38 -389,283.38 

  

Besides private developers, the Provincial Government could use the revised FLISP subsidy to 

build affordable houses by themselves and enrol beneficiaries in a rent to buy programme to 

make them bankable with financial institutions. While latest data suggest that the Province 

can build a “FLISP house” for as low as R236,921, there is significant cross-subsidisation taking 

place in this calculation that makes it difficult to understand the real costs and compare the 

with private sector delivery.   
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7.5 Other schemes 

Although rent to buy models exist in other countries, there is a dearth of useable literature 

that one can draw on to learn lessons. One popular rent to buy scheme that has recently 

attracted attention is Rentplus in the United Kingdom. The scheme is funded by long-term 

private investors, including GBP 70 million from the pension fund of BAE Systems. The 

initiative buys affordable housing from developers, which are then managed by housing 

associations and later offered for sale to tenants with a 10% gifted deposit. The scheme is not 

a social housing scheme, but generates profits to the investors. Beneficiaries of the scheme 

have to demonstrate strong local connections and long-term commitment to the place. There 

is no deposit to pay and tenants are supported to save every month by charging below market 

rates. Unlike shared ownership schemes, the tenants do not have to pay for service charges 

or maintenance during the rental period.  
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8 Conclusions 

 

The Institutional Housing Subsidy Programme was established in 1996 in a context where 

government housing policy was firmly focussed on providing free houses to the poor. The 

IHSP was the beginning of South Africa’s social housing sector and contributed much to the 

development of the Social Housing Programme today. Although many IHSP projects failed and 

never achieved the objective of progressively realising homeownership among poor 

households, many lessons have been learnt through this programme that resulted in stronger 

social housing institutions, regulatory authorities and legislative environment.  

The IHSP aims to bring poor people into the formal property market by providing a capital 

grant to social housing institutions to construct and manage affordable rental units to 

households earning up to R3,500 per month, which they can purchase after a minimum of 

four years. From its inception in 1996 to 2006, 26 social housing institutions delivered 65 

projects with a total number of 19,630 units. Most of this housing stock became financially 

unviable, deteriorated in quality, lacked proper management structures and was never 

transferred to beneficiaries. The study identified a number of significant challenges that 

caused many projects to fail. These included the lack of capacity of social housing institutions, 

unsupportive government entities and politicians, lack of access to loan finance, financial 

viability, beneficiary management, location and urban form. The analysis of two case study 

projects in Cape Town – CTCHC and Amakhaya Ngoku – went deeper into some of these 

challenges to illustrate how they hamper successful implementation. For the last 10 years or 

more, the CTCHC was practically the only social housing institution trying to make the IHSP 

work.  

The IHSP was designed to function as a stepping-stone to improve access to the housing 

ladder by overcoming some of the hurdles faced by low-income households. However, there 

were more hurdles than anticipated at the outset and the IHSP was not reviewed and updated 

regularly enough to improve its performance and to cope with changing circumstances over 

time. Consequently, it because obsolete in some respects and was misused in other respects, 

which seriously undermined its credibility and usefulness. The national government’s decision 

not to escalate the original income band of R3,500 in line with inflation, despite provisions in 

the policy, made the programme defunct at an early stage. Other inhibiting aspects of the 

policy are the sales restriction, quantum subsidy and accreditation process with SHRA. 

Reforming these aspects of the IHSP and increasing capacity among all stakeholders would be 

essential if one wants to make the programme work again. However, the research finds that 

instead of tinkering with the IHSP, it might be more effective to replace the programme with 

a new institutional rent to buy scheme altogether.  

The study identified other rent to buy models in South Africa, which are offered by private 

companies. They mainly target higher income households. While their mechanisms resemble 

the fundamental idea of rent to buy, they are unable to penetrate the low-income segments 



60 
 

because of the unaffordable property prices. Nevertheless, these rent to buy models offer 

useful lessons for how to improve the credit-worthiness of first-time buyers. But they do not 

touch upon the challenges of affordability and the unavailability of housing stock. The report 

therefore concludes that without government subsidies, rent to buy is unable to assist low 

and middle-income households to obtain homeownership.  

The research proposes to investigate the option of linking rent to buy to a revised FLISP 

subsidy. FLISP is a government subsidy that aims to support households in the gap market to 

purchase homes, but uptake has been low partly because of high consumer indebtedness and 

lack of credit record. Rent to buy offers a unique opportunity to make FLISP more effective. 

The report argues for a revision of the FLISP policy to increase subsidy levels and to include a 

rent to buy component, so as to increase the success rate of home loan applications.  In order 

for the rent to buy FLISP to be accessible to poor households, the government could consider 

a cost sharing agreement between the individual, government and financial institutions, with 

each party contributing to the costs of the rent to buy component.  
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