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Introducing the First Issue 
South Africa’s constitution guarantees all residents the right 
to access to adequate housing.  This is a significant 
commitment and one for which South Africa has been lauded 
as a progressive supporter of basic human rights. 

Access to adequate housing is not simple however.  Its price 
and availability are subject to market conditions that often 
operate beyond the reach of the poor.  The purchase of a 
complete dwelling can cost as much as between two and six 
times a household’s annual income – far beyond the savings 
capacity of most households and therefore dependent on 
(usually long term, mortgage) finance.  In high growth 
countries such as South Africa, land appreciation and 
building material cost inflation has meant that the rising cost 
of housing has far outpaced the annual increase in income.  
UN Habitat notes the predominance of “two extreme 
outcomes of current shelter systems that are being witnessed 
today: affordable shelter that is inadequate, and adequate 
shelter that is unaffordable.”1

Still, housing can contribute significantly towards the asset 
wealth of income poor households.  When a household’s 
asset wealth improves, their capacity to mobilise this towards 
a more sustainable livelihood is also improved, which assist 
households address the reality of their income poverty. 
Enhancing access to adequate housing, therefore, is an 
important poverty alleviation strategy.   

For the past two and a half years, the FinMark Trust, through 
its housing finance theme area, has supported a range of 
research projects, all of which have sought to promote greater 
access to housing finance by low income earners.  This work 
has been part of FinMark’s wider mission to make financial 
markets work for the poor.  We have sought to expose hidden 
truths, advocate alternative ways of thinking, and promote 
innovation.  A lot of material has been compiled and more 
continues to come on stream. 

The focus of this publication is to showcase this past and 
ongoing work, while also exploring its innovative application 
in the low income housing finance arena.   
                                                      
1 UN-HABITAT 2005, Financing Urban Shelter: Global Report on Human 
Settlements 2005. 

South Africa is in the unique situation where its financial 
sector, because of the Financial Sector Charter, actually 
wants to lend to the poor for housing purposes.  In fact, the 
financial sector has committed to investing R42 billion 
towards low income housing by 2008.  Other countries might 
look enviously at the cooperation of South Africa’s financial 
sector and ask, what is the problem then?  Why all the 
attention when the question of access to housing finance has 
been sorted? 

There is something in the glamour of R42 billion that is 
distracting.   While negotiations around how the R42 billion 
will be structured have been largely behind closed doors, 
commentary in the press has suggested that the focus has 
been on mortgages and the development of a secondary 
mortgage market to facilitate broader investment.  This might 
indeed be critical, but a recent paper commissioned by the 
FinMark Trust has found that it is likely to be only half the 
answer.2  Households who can afford to take on credit for 
housing cannot all afford to enter into a mortgage agreement.  
Other forms of finance – small and large scale, secured in a 
variety of ways – all warrant further exploration.  Other 
financial products, such as savings mechanisms and 
insurance, also become relevant to households seeking to 
improve their housing circumstances.  And then there is the 
wider housing market and its impact on the cost and 
availability of housing. 

The main purpose of ACCESS housing is to test our 
collective vision for enhanced access to housing finance 
in South Africa, and to regularly ask “what would it 
look like when it works?” 

ACCESS housing will comment on current debates surfacing 
in the press and in policy circles.  It will provide summaries 
of recent research, and suggest avenues for the application of 
key findings.  It will highlight innovations in housing finance 
and consider how these might be replicated.  And it will 
continue to test and build the vision for a housing finance 
sector that is accessible to the poor. 

Kecia Rust 
Housing Finance Theme Champion, FinMark Trust 

 
                                                      
2 Melzer, I (2005) How low can you go? The Access Frontier for Housing 
Finance in South Africa.  Available on www.finmark.org.za  

http://www.finmark.org.za/
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Update on the FSC Housing commitment 
In 2003, members of the financial sector signed the Financial 
Sector Charter in which they collectively committed 
themselves to providing more than R70 billion of 
development finance over the next 5 years (by end 2008), 
including R25 billion of infrastructure finance, R5 billion for 
small business finance, R1,5 billion for rural development 
and R42 billion for housing finance to low income earners 
with a monthly income of between R1500 to R7500.  This 
was followed by, in April 2005, the signing of a 
memorandum of understanding to cooperate to extend 
housing finance to low income borrowers” between the 
CEOs of the four major banks and the Minister of Housing.  
At that time, it was announced in the press that “joint 
working groups from government and the banks will meet 
over the next six weeks to detail plans for government to 
provide some form of insurance for banks’ low income 
mortgage books, as well as to underwrite more affordable 
mortgages.” 

It is now over 52 weeks later and still there has been no 
announcement from either the banks or the Housing 
Minister, on the findings of the joint working groups, and 
specifically, the plans for insurance and underwriting.  In the 
meantime, the 31 December 2008 deadline is getting closer 
and closer.  What has been happening? 

In March 2006, the Banking Association participated in the 
Department of Housing’s Plenary Assembly for the “Social 
Contract for Rapid Housing Delivery”.  At that meeting, 
Jopie von Honschooten, the coordinator at the Banking 
Association of the FSC Housing Initiative, reported that the 
banking sector was continuing to seek a solution for a fixed 
rate hedging mechanism and a loss insurance cover.  

These concepts were presented by the Banking Association 
to the Portfolio Committee for Housing in Parliament last 
August.3  BASA argues that there are five critical 
components of the proposed solution to increasing access to 
housing finance for low income earners in South Africa. 

1. Coordinated consumer / borrower communication and 
education programme. 

2. Effective and efficient finance-linked housing subsidy 
scheme to increase affordability in the low income sector. 

                                                      
3 This detailed presentation is available on the web.  Go to 
http://www.pmg.org.za/viewminute.php?id=6178  

3. Centralised conduit to facilitate access to low cost capital 
market funding and fixed rate risk mitigation (a secondary 
mortgage market model) 

4. Centralised loss insurance function to provide appropriate 
risk underpin for collateral deficiency 

5. Coordinated effort to establish fully functional housing 
markets 

The fixed rate hedging mechanism is defined within 
“Element 3” of the proposal.  Arguing that a “fixed rate 
protects borrower affordability against interest rate 
fluctuations” which often lead to default, BASA also argued 
that a hedge against interest rate increases for the lender was 
required to provide such security to the borrower.   

The proposed loss insurance cover is captured under 
“Element 4: loss insurer to underpin collateral value”.  Here, 
the emphasis was on an old negotiation point – that ‘normal 
lending’ was not possible if the underlying security for a 
mortgage was not realisable.  Whether as a result of an 
organised payment boycott (which is rare) or the 
dysfunctionality of the secondary market in the particular 
area (which was documented by the recent study into 
Township Residential Property Markets4), banks are reticent 
to lend mortgages if they have concerns about their ability to 
realise the amount of the loan outstanding in the case of 
default.   

In response to questions from the Portfolio Committee, von 
Honschooten replied that the costs for government arising 
from BASA’s housing proposals “were split into three 
components: housing subsidies (no additional costs), 
formation of the Capital Conduit (R2.5 billion by 2008) and 
the Loss Insurance Fund (R3.8 billion by 2008) for a total 
fiscal engagement of R6.3 billion by 2008.” 

It seems to have been at this point that government balked 
and negotiations stalled.  Of course, there are serious 
questions about government dedicating billions towards an 
activity that will impact households who are not classified as 
the ‘hardcore poor’.  And the extent to which the banks’ 
proposals are about opening up new market opportunities 
while relieving them of taking on the concomitant risks , has 
also been questioned.  The proposals suggest that banks will 
take a first loss of 35%, and that the loss insurer in which 
government becomes an investor, would take the remainder.  
Further, the banks suggest that the loss insurer would offer 
the industry with a non-biased ‘police officer’ of sorts to 
ensure appropriate lender conduct and a continued emphasis 
on enhancing access while managing risk, and to promote the 
implementation of whatever borrower education and support 
measures required. 

Whatever government’s concerns with the proposals, surely a 
debate is needed?  And this hasn’t yet happened – certainly 
not publicly.  So the answer is: we don’t know what’s been 
happening. 

                                                      
4 For the collection of reports emanating from the TRPM study, visit the 
FinMark Trust’s web page: www.finmark.org.za  

http://www.banking.org.za/documents/2003/OCTOBER/Charter_Final.pdf
http://www.banking.org.za/documents/2003/OCTOBER/Charter_Final.pdf
http://www.banking.org.za/documents/2005/MARCH/JointStatementHousing.asp
http://www.pmg.org.za/viewminute.php?id=6178
http://www.finmark.org.za/
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This notwithstanding, banks have been lending in the FSC 
target space: upwards of R16.7 billion loans have been 
originated in the target market (households earning R1500 – 
R7500 per month) since December 2003.  The Banking 
Association estimates that on the current trajectory, lending 
of up to R30 billion would happen by the FSC target deadline 
of December 2008. 
 

 
Projections in the above graph consider the following: 

   Government partnership for risk mitigation 
• Increased reach to lower income borrowers (with subsidy and fixed rate risk 

mitigation) 
• Increased penetration into underserved markets (with loss limit insurance) 
• More than the additional R10bn by 2008 - start the process of transforming 

dysfunctional markets  

  Housing supply addressed 
•  Government capacity issues addressed 
•  Developers incentivised 

  No interventions 
• 650 000 housing units shortfall 
• Requires 135 000 units pa to close gap 
• Currently 15 000 units pa being delivered 
 
And yet, as a FinMark Trust commissioned paper by Illana 
Melzer critically questions, just how far does this lending 
penetrate down into the FSC target market of households 
earning between R1500 and R7500 per month?   
 
Is this lending just ‘business as usual’, now counted 
differently to satisfy the requirements of the FSC 
commitments?  Or is this evidence of a transformed 
financial services sector which is now including lower 
income earners within its market vision and critically 
changing the landscape of access for housing finance in 
South Africa? 
 
When BASA presented to Parliament in August, they 
suggested that the proposals would be agreed between 
themselves and the housing department by the first of 
September 2005.  Now almost seven months later, there has 
been no news, and more critically, no public debate.  
Transformation still feels very far off. 
 

2005 UNCHS report 
 
The 2005 Global Report on Human Settlements is dedicated 
to the question of “Financing Urban Shelter” around the 
world.5  It is structured into three separate parts, which 
consider together the economic and urban development 
context globally, trends in shelter finance, and opportunities 
for the development of sustainable shelter finance systems.  
A statistical annex provides regional, country and city level 
data. 

New housing loans 
originated (Rbn) 

 
In many ways, the debates highlighted in this global report 
are relevant and also illustrative of developments in South 
Africa’s housing finance sector.  Much of the work also 
relates to what FinMark Trust has done here, in its efforts to 
promote access to housing finance by low income earners.  
The report sets out the following broad findings6: 
 
 In processing housing loans, lenders should take into 

account future income generated, directly and indirectly, 
from house improvement 

For the past year the FinMark Trust has been involved in 
the “Housing Entrepreneurs” project, together with co-
funders Nedbank, the Social Housing Foundation, and the 
National Department of Housing.  This research will be 
released shortly, and is expected to illustrate the income 
earning potential of housing (through home based 
enterprises or rental).  It is intended that a pilot loan 
product will also be developed which responds to the 
findings. 

 The cost of urban housing can be reduced by the 
adoption of more appropriate standards. 

 There is much to be gained from encouraging multi-
occupied housing development where it fits in with local 
norms. 

 Financing schemes to assist small scale landlords in the 
context of informal settlement upgrading are necessary. 

The findings of the Housing Entrepreneurs project could be 
applied in this context.  The recommendations from the 
study will be circulated among policy makers and specific 
policy briefs will be drafted. 

 Finance to provide healthy liquidity among small-scale 
contractors and single artisans is an essential prerequisite 
to effective housing supply at scale 

FinMark Trust provided support to Nurcha to undertake 
research into the financing needs of small scale 
contractors.  A report on the findings of this study will be 
available soon, and will also be presented to the FinMark 
Forum in the coming months. 

 In developing countries, large-scale developers of both 
private rental housing and housing for sale to owner 

                                                      
5 To access this report, go to www.unhabitat.org  
6 Source: Financing Urban Shelter, UN-Habitat 2005, ppxxiii 
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occupiers need financing systems capable of providing 
bridging loans. 

 Domestic savings play a crucial role in the development 
of robust and effective shelter finance systems. 

 
The report also goes into detail regarding the extent and 
current practice of conventional mortgage finance, subsidies 
and the financing of social housing, and shelter microfinance.   
 
The report notes: 
“The situation in sub-Saharan Africa divides between South 
Africa (and, to a lesser extent, Namibia and, until recently, 
Zimbabwe), where the commercial banking sector is 
significantly involved in mortgage lending, and the rest of the 
continent.  South Africa’s mortgage market is about 
R198 billion (US$30.7 billion).  Most of its housing finance is 
provided through bank mortgages.  Despite this scale of 
finance, there is evidence to suggest that the lower income 
households remain excluded from the market.  While those 
who are in formal employment can use their provident funds 
to guarantee housing loans, many work in the informal 
sector.  Moreover, mortgage finance is unaffordable to 
many.”7

 
At the same time, the report notes that for households with 
limited incomes, incremental investment, now supported with 
housing microfinance, is critical.  It is estimated that 70% of 
housing investment in developing countries occurs on an 
incremental basis.   
 
In future editions of ACCESS housing, further findings of the 
UN-Habitat report will be set out. 
 

Housing finance access frontier 
 
Last month, Illana Melzer of Eighty20, presented a paper on 
the housing finance access frontier at the monthly FinMark 
Forum.8  The presentation can be accessed from 
http://www.finmark.org.za/forums/Presentations/powerpointfiles/2006/FPres
_Hfrontier.pdf, and the formal paper will be posted soon. 
 
The paper presents an analysis of the FSC target market from 
both a demand and a supply perspective, and considers the 
percentage of households within the target market who have 
real access to mortgage finance.   
 
Of the just under 4 million households who comprise the 
FSC target market (earning between R1500 – R7500 per 
month), about: 
 200 000 or 5%, currently have mortgage loans 
 480 000 or 12% could access a mortgage but haven’t 
 320 000 or 8% say they don’t want a mortgage 
 2.1 million, or 53% do not qualify for a mortgage 

                                                      
7 Source: Financing Urban Shelter, UN-Habitat 2005, ppxxxviii 
8 The paper draws on the methodology developed by David Porteous, which 
is available on  http://www.bankablefrontier.com/assets/access-frontier-as-
tool.pdf  

 40 000, or 1% do qualify but cannot physically access 
the product; and  

 800 000, or 20% are too poor to afford mortgage 
finance repayments 

 
So, while the graph to the left suggests that lending is 
increasing substantially, sitting at about R16.7 billion (at an 
estimated average of about R90 000 per loan, this translates 
into 185 555 loans), further analysis of the data suggests that 
current exposure by the banks to the target market is only 
5%.  Clearly, the short term target of the banks will be the 
20% of households who do qualify but who currently do not 
have a mortgage – this Eighty20 calls the market enablement 
zone. 
 
More important however, is the whopping 53% of 
households in the target market who currently do not qualify 
for a mortgage loan (which Eighty20 calls the market 
development zone, quoting Porteous in an earlier paper9).  
The majority of these (about 50%) fail to qualify because of 
their age – they are currently too old (i.e. over 45 years) to be 
able to service a 20-year mortgage before they retire.  This 
raises a question about the term of the standard mortgage 
product and whether this is appropriate for the target market.  
Another proportion of this zone involves those who are 
already over-indebted.  FinScopeTM finds that almost 40% of 
household heads in the target market, who do not have a 
bond and are not in the market redistribution zone, claim not 
to have any funds available after paying bills (80% of these 
individuals currently do not make any payments for rent or 
housing). 
 
Eighty20 concludes: “There can be no doubt that the FSC 
has had a significant impact on banks, and in particular on 
the structure and functioning of their low-income mortgage 
divisions10. Most banks have begun actively marketing 
specific mortgage products for the low-income market. In 
addition, some have restructured their home loan divisions to 
ensure that the low-income market receives attention 
commensurate with its perceived importance rather than its 
relatively small share of the total home loan portfolio. … 
 
Ultimately, the challenge for the banking industry as it seeks 
to increase access to housing finance in the target market 
will be to meet the FSC housing target and to participate 
meaningfully across a range of areas of housing finance 
activity. Meeting this challenge will require continued effort 
on the part of the banks.  
 
                                                      
9 See Porteous (2005) The Access Frontier as an approach and tool in 
making markets work for the poor. www.bankablefrontier.com  
10 Some comments from interviews with banks and representative of the 
banking industry:  
 “The FSC changed things dramatically for the banks”  
 “The FSC targets are spoken about all the time”. A comment from the 
same interviewee regarding a conversation in passing with the CEO who 
said to him “You must and will meet the target”.  

 Comment from a developer who went to the press about not being able to 
get finance from one of the banks “I ended up in (the CEO’s) office. Then 
he sent (the divisional head) to talk to me. I got the finance within 14 days” 

http://www.finmark.org.za/forums/Presentations/powerpointfiles/2006/FPres_Hfrontier.pdf
http://www.finmark.org.za/forums/Presentations/powerpointfiles/2006/FPres_Hfrontier.pdf
http://www.bankablefrontier.com/assets/access-frontier-as-tool.pdf
http://www.bankablefrontier.com/assets/access-frontier-as-tool.pdf
http://www.bankablefrontier.com/
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Based on the interactions with operational and senior 
managers interviewed as part of the study, it appears that 
these challenges are well understood. Further, there appears 
to be a genuine interest in the market and a real willingness 
to challenge historic practices and assumptions about the 
characteristics of credit-worthy clients and mortgageable 
properties within banks. This, together with the strong 
impetus from executive level within banks to the principles 
embodied within the FSC bodes well for the sector over all.”  
 

The access / risk trade off 
by Illana Melzer, Eighty20 

 
This article was developed as part of the project to define the housing 
finance access frontier.  See Melzer, I (2005) How low can you go? The 
Access Frontier for Housing Finance in South Africa.  Available on 
www.finmark.org.za
 
There are noticeable differences between households in the 
FSC target market and those in the traditional home loan 
market.11 The distinct risk profile of the FSC target market 
therefore presents banks with a number of challenges in 
promoting access to their existing mortgage products. Clearly 
innovation and experimentation with respect to assessment 
criteria, product features and processes associated with 
originating and servicing loans is critical if access is to be 
enhanced in a sustainable way.  
 
Identifying risks 
Key risks associated with mortgage lending include 
 termination risk: including default risk, prepayment risk 

and relocation risk 
 risk of loss given default: including equity risk (risk that 

the price of the property goes down), damage to or 
destruction of the property, as well as the inability to 
secure vacancy and sale of collateral 

 
These risks are of course not independent.  For example, a 
decrease in the value of the property (equity risk) can result 
in higher default rates (termination and default risk).  
 
While default risk may be higher in the target market, 
prepayment and relocation risk are likely to be significantly 
lower, although this may change as borrowers in the target 
market become more financially sophisticated and lenders 
actively compete to secure market share12. The probability of 
default is a function of the borrower’s ability to repay, which 
depends on the income and expenditure profile of the 

                                                      
11 This article as part of the project to define the housing finance access 
frontier.  See Melzer, I (2005) How low can you go? The Access Frontier for 
Housing Finance in South Africa.  Available on www.finmark.org.za
12 Detailed studies into the relative magnitude of these risks across various 
markets in South Africa are not publicly available. A study on prepayment 
risk in the USA found that prepayment risk was not significantly different 
for low-income mortgage borrowers than their higher income counterparts. 
See “Prepayment Risk and Low Income Mortgage Borrowers” by Wayne R. 
Archer, David Ling and Gary McGill, published by the Joint Center for 
Housing Studies, Harvard University, September 2001. 

household as well as the household’s exposure to and ability 
to withstand financial shocks. These shocks may be 
generated at the household level (for example, death or 
illness of a wage earner) or at a macro economic level (for 
example, an increase in interest rates).  
 
Internationally, lenders have broadened their assessment 
criteria and have begun to include an analysis of the 
household’s willingness to pay. This incorporates the 
perceived value of the housing asset and the associated 
benefits of homeownership. As noted in a recent UN-Habitat 
study13, “Factors that are likely to affect willingness to pay 
include household income; the potential of additional income 
or savings owning to the improved services; the level and 
value of time saved; and the perceived convenience, 
reliability and quantity of the improved services compared to 
the old service”. Aside from household and macroeconomic 
shocks, political instability and other factors that impact on 
municipal service delivery and collections capabilities also 
generate risks for lenders. 
 
Managing risks 
Generic strategies for managing risk include avoiding risk, 
transferring the risk to another party, retaining risk and 
reducing the impact of risk.  
 
During the loan application process, lenders decide whether 
to avoid risk entirely by not granting the loan. Clearly, risk 
avoidance manifested in stringent application requirements 
and correspondingly high proportions of rejected applications 
results in decreased access. By avoiding risks lenders also 
forego the opportunity to earn an associated return. In 
addition, costs associated with processing rejected 
applications can have a significant impact on the cost base 
supported by the loan portfolio. 
 
Using various insurance mechanisms, lenders are able to 
transfer some risks associated with the property and the 
borrower for a fee (typically paid for by the borrower). 
Clearly, these risks must be insurable risks; they must be 
related to random events to avoid adverse selection and moral 
hazard, they must be measurable (that is, they should be 
readily identifiable and quantifiable), and they must not be 
too large (the premium charged for the risk should be 
affordable and the insurer should be able to pay for the risk, 
i.e. it should not be catastrophic). Where risks associated 
with specific borrower or property segments are insurable, 
lenders can pass these on with appropriate insurance 
products. Typical risks that are insured include mortality and 
morbidity risks associated with the borrower that cause 
default14 as well as general risks associated with the property 
that may cause both default and increase loss given default.  
Risks can also be transferred to investors via capital markets 
through mechanisms such as securitisation. As with 

                                                      
13 Source: Financing Urban Shelter, UN-Habitat 2005, pp26 
14 The recently launched HIV/AIDS insurance product developed by the 
HLGC is one such example. 
 

http://www.finmark.org.za/
http://www.finmark.org.za/
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insurance, such risks must be quantifiable, implying that a 
historic track record should exist to enable potential investors 
to assess and price various cash flow risks.   
For those risks that are retained, lenders need to assess the 
magnitude of these risks and price the loan accordingly. In 
addition, throughout the life of the loan various lender 
interventions may be required to service loans appropriately. 
Such interventions include maintaining close contact with 
borrowers and their communities, providing advisory 
services to those who experience financial difficulty, 
assisting borrowers who are unable to make bond 
installments to sell their properties and managing and 
disposing of properties in possession. 
 
Various loan and portfolio-specific mechanisms also enable 
lenders to reduce the impact of risk, including limiting loan-
to-value ratios as well as diversifying the property portfolio 
to avoid concentration risk. 
 

Levers and access trade-offs 
Risk management strategies are realized through a 
combination of four broad lender-controlled levers or 
interventions: the qualifying criteria relating to the borrower 
and the property (including the area), the features of the 
product (including pricing, insurance riders, deposit 
requirements and so on), the lender’s loan servicing 
capabilities and the mechanisms used to manage risk at a 
portfolio level (rather than an individual loan level). These 
areas must be aligned to deliver the appropriate risk / return 
trade-off required by the lender and cost / benefit trade-off 
required by the borrower. 
 
A summary of typical risk management strategies and 
illustrative examples of associated lender interventions for 
mortgage products is provided below. Note that examples of 
lender interventions are colour-coded to match with the broad 
risk management objective (for example, interventions in red 
text relate to aspects that enable lenders to pass on risks). 

 

A C C E S S

R ed u ce  th e  
im p act o f r isk

A vo id  r isk

P a ss  o n  r isk

R eta in  risk

R ed u ce  th e  
im p act o f r isk

A vo id  r isk

P a ss  o n  r isk

R eta in  risk

M in im u m  
b o rro w e r c rite ria
M in im u m  p ro p e rty  
/  a rea  crite r ia

P ric in g
Lo a n  term
M a n da to ry  in su ra n ce
LT V /  d ep o sit
C o llect io n  m ech an ism

P ro d u ct fea tu res

Lo a n  se rv ic in g  
cap a b ilit ie s

P ro d u ct fea tu res

Lo a n  se rv ic in g  
cap a b ilit ie s

A ssessm en t 
c rite ria

P o rtfo lio  
in terv en tio n s

A ssessm en t 
c rite ria

P o rtfo lio  
in terv en tio n s

O n -g o in g  cu sto m er 
co n ta ct
D efau lt m a n a g em en t 
p o lic ie s  a n d  p ro ce sses
Fo re c lo su re  p ro ce sse s
P IP  m a na g em e n t

D iv e rs if ica t io n  
to  a vo id  
co n cen tra tio n  
risk

S ecu rit isa t io n

G u a ran tees  
(p o rtfo lio )

 
 
As noted above, qualifying criteria have a significant impact 
on access. Two recent modifications have been made to 
standard borrower assessment criteria: income source is no 
longer as important as income stability and credit history is 
used more positively (lenders focus on evidence of 
rehabilitation rather than on evidence of default).  
 
Based on the history of mortgage lending in South Africa, it 
would not be surprising if lenders were overly cautious 
regarding property criteria. The criteria that determine 
whether a property has value are subjective. While minimum 
standards protect both homeowners and mortgage lenders, 
they often come at a price. If such standards ensure that 
future maintenance costs are minimised and that properties 
are tradable, they are likely to be viewed as value-adding. 
However, if minimum standards do not coincide with the 
needs of the homeowners or their perceptions of the value of 
a housing asset they may effectively eliminate otherwise 

suitable and affordable housing solutions from the feasible 
set. Households who wish to trade such housing assets will 
not have access mortgage finance and may therefore be 
unable to afford the purchase. In addition, minimum 
standards may simply not be sustainable given the significant 
need for housing. Limitations with respect to availability of 
land may make stand and dwelling size criteria unrealistic 
while bulk services such as sewage and water may simply not 
be available.  
 
There are signs that property market conditions have begun 
to improve and that associated risks have decreased. Lenders 
perceive that risks relating to obtaining vacancy and sale on 
defaulted properties have eased15 (although there are some 
areas where this is still not the case). In addition, based on 

                                                      
15 Comment from interview with a bank “It is reasonably easy to sell 
Properties in Possession (PIPs) as long as they are well-located” 
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claims submitted to the Home Loan Guarantee Company 
(HLGC), financial loss severity appears to have improved16. 
And while low-cost property markets are still viewed as 
dysfunctional, the breakdown of law and order is no longer 
viewed as the primary cause. Rather, it is the shortage of 
housing stock that is perceived as the constraining factor 
hampering efforts to extend housing finance to the low-
income market.  
 
Clearly, lenders will need to experiment with minimum 
property and area criteria to distinguish between those 
that are necessary and those that exist because of 
historical reasons that may no longer be valid.  

 
 

 
A last point on the risk / access trade-off: Loan servicing 
capabilities have a critical impact on access17 as lenders often 
compensate for weak loan servicing capabilities by avoiding 
segments of the market. Previous studies have highlighted 
that lender capabilities are often inadequate and that loan 
servicing processes are poorly suited to the target market.18 
While lenders may have since made some progress on these 
areas, it would appear that the focus of most lenders has been 
on refining product features and assessment criteria.  
 

 
 
 
                                                      
16 Source: Interview with HLGC representative 
17 A 2003 NHFC study into the causes of default found that in almost one 
quarter of cases of default, there was no immediate lender reaction after the 
borrower had fallen into arrears (Source: : “Reasons for non payment of 
mortgage loans and municipal services”, NHFC, March 2003).  Fannie Mae 
undertook a review of loan servicing practices of South African lenders in 
early 2004. The research team made a number of observations regarding 
critical weakness in servicing capabilities of low-income housing lenders: 
 Some institutions have limited physical presence within targeted 
communities 

 Few decision-makers dealing with the low-income market are themselves 
from the target market 

 Some lenders have not developed appropriate contact methods for the low-
income market 

 Many lenders rely too heavily on payroll deduction facilities and have 
therefore not developed adequate collections processes for borrowers who 
do not have such facilities 

 Lenders have limited information on the costs of servicing low-income 
loans compared to other home loans. (Source: “Low Income Housing Loan 
Servicing: South Africa” prepared for The FinMark Trust, June 2004) 

18 See Fannie Mae (2004) Low Income Housing Loan Servicing: South 
Africa, on the FinMark Trust’s website www.finmark.org.za  

 
 

 
 
 
 
 
 
 
 
 

If you would like to be included in the mailing list 
for ACCESS housing, please contact Tamara Banda 
at the FinMark Trust: tamarab@finmark.org.za.  If 
you wish to discuss any of the issues raised in this 
publication, or submit material for publication in the 
next edition, please contact Kecia Rust, the FinMark 
Trust’s housing finance theme champion, on 
Kecia@iafrica.com or on 083-785-4964.  
 
This publication will come out every six weeks. 
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