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NOTE: Understanding the challenges in South Africa’s Gap 
Housing Market and opportunities for the RDP Resale 
Market 
 
 
Background 
 
South Africa’s housing sector is not delivering at the rate and scale needed, nor is it serving the 
diversity of the market given varying levels of affordability and access to credit.  Neither in the 
subsidy-eligible market, nor in the so-called gap market is there sufficient housing supply to 
meet the demand that is increasingly being expressed with anger and frustration.  While 
government’s focus is necessarily on the destitute, it is increasingly the case that a wider 
segment of South Africa’s population is unable to meet their housing needs.   

 
There are both demand side and supply side issues that contribute to this situation. 
 

Demand side issues 
 
The primary issue on the demand side is affordability, and this is determined by household 
income, and the household’s existing credit obligations.   
 
Currently, the prime interest rate is 9.25%, and this is the base rate charged in the conventional 
mortgage market.  Depending on the borrower’s personal credit record and other factors, a bank 
may offer them an interest rate of prime plus or prime minus a percentage.  In the affordable 
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market, generally, banks charge prime plus about 2% - while this varies from one customer to 
the next, it is the benchmark used in understanding loan affordability.  Mortgages in South 
Africa are offered over twenty years, and generally, if the household has no other debt, the 
monthly installment is calculated at about 25% of household income.  The following table sets 
out housing affordability at R500 income increments, for households earning R18 000 and 
below.   
 

HH 
Monthly 
Income 

Annual 
interest 

rate 
Loan term 

(years) 
Monthly 

installment 
Installment/ 
HH Income 

Loan amount 
that the 

borrower could 
qualify for FLISP 

Housing 
affordability = 
Purchase Price 

R 18 000 9,25% 20  R4 500,00  25% R 491 338   R 491 338 

R 17 500 9,25% 20  R4 375,00  25% R 477 690   R 477 690 

R 17 000 9,25% 20  R4 250,00  25% R 464 041   R 464 041 

R 16 500 9,25% 20  R4 125,00  25% R 450 393   R 450 393 

R 16 000 9,25% 20  R4 000,00  25% R 436 745   R 436 745 

R 15 500 9,25% 20  R3 875,00  25% R 423 096   R 423 096 

R 15 000 11,25% 20  R3 750,00  25% R 357 396 R 20 000 R 377 396 

R 14 500 11,25% 20  R3 625,00  25% R 345 483 R 23 555 R 369 038 

R 14 000 11,25% 20  R3 500,00  25% R 333 570 R 25 900 R 359 470 

R 13 500 11,25% 20  R3 375,00  25% R 321 656 R 29 425 R 351 081 

R 13 000 11,25% 20  R3 250,00  25% R 309 743 R 31 775 R 341 518 

R 12 500 11,25% 20  R3 125,00  25% R 297 830 R 35 300 R 333 130 

R 12 000 11,25% 20  R3 000,00  25% R 285 917 R 37 650 R 323 567 

R 11 500 11,25% 20  R2 875,00  25% R 274 004 R 41 175 R 315 179 

R 11 000 11,25% 20  R2 750,00  25% R 262 090 R 43 525 R 305 615 

R 10 500 11,25% 20  R2 625,00  25% R 250 177 R 47 050 R 297 227 

R 10 000 11,25% 20  R2 500,00  25% R 238 264 R 49 400 R 287 664 

R 9 500 11,25% 20  R2 375,00  25% R 226 351 R 51 570 R 277 921 

R 9 000 11,25% 20  R2 250,00  25% R 214 438 R 55 275 R 269 713 

R 8 500 11,25% 20  R2 125,00  25% R 202 524 R 58 800 R 261 324 

R 8 000 11,25% 20  R2 000,00  25% R 190 611 R 61 150 R 251 761 

R 7 500 11,25% 20  R1 875,00  25% R 178 698 R 64 575 R 243 273 

R 7 000 11,25% 20  R1 750,00  25% R 166 785 R 67 025 R 233 810 

R 6 500 11,25% 20  R1 625,00  25% R 154 872 R 70 550 R 225 422 

R 6 000 11,25% 20  R1 500,00  25% R 142 958 R 72 900 R 215 858  

R 5 500 11,25% 20  R1 375,00  25% R 131 045 R 76 425 R 207 470 

R 5 000 11,25% 20  R1 250,00  25% R 119 132 R 78 775 R 197 907 

R 4 500 11,25% 20  R1 125,00  25% R 107 219 R 82 300 R 189 519 

R 4 000 11,25% 20  R1 000,00  25% R 95 306 R 84 650 R 179 956 

R 3 500 11,25% 20  R875,00  25% R 83 392 R 87 000 R 170 392 

R 3 000 11,25% 20  R750,00  25% R 71 479   R 71 479 

R 2 500 11,25% 20  R625,00  25% R 59 566   R 59 566 

R 2 000 11,25% 20  R500,00  25% R 47 653   R 47 653 

R 1 500 11,25% 20  R375,00  25% R 0 
Don’t qualify 
for mortgage   

R 1 000 11,25% 20  R250,00  25% R 0 
Don’t qualify 
for mortgage   

R 500 11,25% 20  R125,00  25% R 0 
Don’t qualify 
for mortgage   

R 1 11,25% 20  R0,25  25% R 0 
Don’t qualify 
for mortgage   

 
For households earning R3 501 - R15 000 per month, the FLISP offers improved housing 
affordability, significantly for those at the bottom of the income range, and marginally for those 
at the top.  All else being equal (and assuming a household has no other debt), households 
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earning between R3501 and R15 000 should be able to afford housing costing between 
R170 000 and R377 000.  But in South Africa, today, the cheapest newly built house available 
on the market is about R370 000, affordable only to the very top of the FLISP target market even 
with the subsidy. 
 

 
 

 
 

 
 
Household affordability is not just a function of income and finance – it also depends on the 
credit situation of the borrower.  According to the National Credit Regulator, less than half of all 
credit-active consumers are current on their debt, paying their monthly obligations on time.  Just 
under half are more than 90 days in arrears on their credit agreements and almost half of these 
are so behind in their payments that they’ve received adverse listings or are facing legal 
procedures: judgments and administration orders.  These borrowers would not be eligible for 
mortgage finance – indeed, reckless lending criteria in the National Credit Act makes it illegal 
for credit to be extended to such over-indebted borrowers.  In part as a result of this, developers 
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report that for every ten buyers they present to lenders to apply for mortgage finance, two are 
declined for adverse credit track records and five are declined due to affordability constraints: 
only three of every 10 applications submitted are approved.   
 
The reasons for such credit indebtedness are many – 
much has to do with exuberance in the consumer 
credit market and lending practices that also led in 
2014 to the downfall of African Bank.  There are 
regulatory and market conduct issues as well – the 
Mail and Guardian reported in 20131 of the instance 
of garnishee and emolument attachment orders: 
court-instructed debit orders on borrowers’ 
accounts: 
 
“South Africa, compared with other nations, is faring 
badly when it comes to garnishee orders — it is the only 
country surveyed that does not have a limitation on the 
amount that can be deducted from salaries or restrictions 
on multiple deductions. 
 
A study by the University of Pretoria Law Clinic investigated the practices in a number of countries, 
including some in Africa, the United States, England, Wales and Germany. 
 
It found that, unlike South Africa, all the other countries surveyed "had some form of limitation on the 
amount that can be deducted in terms of emolument attachment orders" and that "multiple deductions are 
either prohibited or strictly regulated". 
 
Based on June 2013 data, about 8% of 8 436 820 employees in the formal sector had a deduction made 
for either debt, maintenance or an administration order.” 

 

 
 
Across the various sectors of employment, public sector workers are the most affected: 12.21% 
of public sector workers have attachment orders that deduct money from their earnings.  The 
mining sector is similarly constrained, with 12.9% of workers with emolument attachment 
orders.  Data on the extent of over-indebtedness that has not yet translated into such garnishee 
orders is not available by employment segment, but is likely to be significant given NCR data on 
overall credit indebtedness. 
 
The upshot of this for housing is that fewer and fewer households are able to afford to 
adequately meet their housing needs.  Not only households in the FLISP target market, but also 

                                                 
1 Garnishee abuse is the order of the day.  Mail & Guardian 25 October 2013 http://mg.co.za/article/2013-10-25-00-
garnishee-abuse-is-order-of-the-day  

http://mg.co.za/article/2013-10-25-00-garnishee-abuse-is-order-of-the-day
http://mg.co.za/article/2013-10-25-00-garnishee-abuse-is-order-of-the-day
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those in higher income categories, have a housing affordability significantly lower than their 
incomes suggest.  And this, in the face of entry-level housing prices they already can’t afford.  
By income, the so-called gap market is defined as comprising those households earning 
between R3501 – R15 000.  By housing affordability, the gap market is likely to be much wider. 
 

Supply side issues 
 
According to StatsSA (reported by ABSA), housing delivery has not recovered since the decline 
after 2008 (note, these figures do not include subsidized housing delivery, which is not captured 
by StatsSA). 
 

 
At the same time, property prices have been rising.  Again, quoting ABSA2 
 

 
 

                                                 
2 ABSA Housing Review.  First Quarter 2015.    
http://www.absa.co.za/deployedfiles/Absacoza/PDFs/Economic%20Research/Property%20Research/Quarterly%20Housi
ng%20Review/2015/Housing%20Review%202015%20Q1.pdf 
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The above table is calculated from ABSA lending statistics – and covers not only new build but 
also the resale market and (as noted) excludes subsidized housing delivery.  However, it is 
worth noting that in the fourth quarter of 2014, the average price of housing in the “affordable” 
category (defined by ABSA as houses costing less than R545 000, and between 40m2 - 79m2) 
was R381 061, affordable at current rates to a household earning about R15 500 or more (again, 
all else being equal). 
 
Developers report that in the current market, entry-level housing cannot be built for less than 
R400 000.  They argue that the primary reason for this has to do with delays in the achievement 
of regulatory and administrative 
steps in the housing delivery 
process and the impact this has 
on the cost and availability of 
funding to support the delivery.  
In an analysis3 prepared for one of 
South Africa’s largest affordable 
housing investment funds, it was 
found that many of the steps from 
idea/inception phase through to 
mortgage bond application took 
almost double the time allowed 
for in regulations.  The township 
application process, including 
township application, survey and 
approval of the general plan, 
conclusion of a services 
agreement, and council 
consideration took 157 months – 
69 months longer than the 88 
months set out in guideline 
documents.  Similar delays are 
evident in each phase of the 
housing delivery process such that 
it now takes over five years to see 
a new housing development from 
inception to sale. 
 
On the one hand, this has an 
impact on the rate of delivery: it 
simply takes longer for housing to 
be delivered and as a result, our 
annual delivery figures are much 
lower than demand would suggest 
is commercially possible.  In 
simple economic terms, this also 
places upward pressure on 
housing prices as fewer houses 
are available for purchase among 
the available buyers.   
 
On the other hand, and possibly 
more significantly, this has an 
impact on the cost and scale of 
delivery.  The analysis suggests 
that in a development of 2 259 

                                                 
3 This analysis considered inputs from 11 developers regarding 28 affordable housing developments across 11 
municipalities, and provides perhaps the most comprehensive view of issues facing the affordable housing construction 
sector we have at the moment. 

Understanding the impact of delivery delays on costs 
 
From a funding perspective funders tend to fund on a peak cash flow 
basis as oppose to total costs, as this limits the exposure that a funder 
would have to a specific project.  Assume a project costs R100 million 
to implement and that the same project will generate R120 million 
revenue  (this example excludes any funding costs). The project will 
therefore yield R20 million in profit. 
  
If one assumes the all revenue is derived after completing the project 
then it would hold true that you would first need to outlay R100m 
before revenue can be realised which results in 100% exposure to total 
costs.  Housing projects would however display the following 
characteristic: 
  

 
 
 As illustrated above, because revenue starts flowing before all costs are 
incurred, the funder would technically fund up to the maximum point 
being R50 million (peak funding).  There are funding requirements 
beyond that point but it reduces because it is matched with income 
received from sales. 
  
This principle allows the funder to fund more transactions by limiting 
its exposure to one transaction. 
  
For example, a development in Cape Town has a total capital 
requirement of R2,6 billion but the peak funding amounts to R434m 
which is only 17% of the total capital requirement. 
  
The table above indicates a major problem: any delays increase the 
peak funding required, which in turn increases interest costs and 
lowers profitability.  The lower profitability impacts on the return 
achieved, and therefore the associated risk of the project.  Typically the 
longer things take the more expensive funding gets to counter for the 
implied risk. 
  
Cost increases in the form of interest and other costs means that we 
need to load the cost of a house in order to recover enough monies to 
repay the loans.  In some cases where we have budgeted for an interest 
cost per unit of R10k the actual cost due to delays is more like R35k to 
R40k per unit.  Once you factor in costs such bulk and internal services 
as well as land costs then the product either becomes too expensive or 
you have to down spec the units where you effectively buying 
something that hasn't changed in the last 20 years. 
  
By limiting delays associated with various processes one can eliminate 
some of these costs but to date we have not been able to do that as 
most of these processes are controlled by the local municipalities. 
 

- email correspondence from a major SA funder 
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units, a 24 month delay increased development costs by 175%, which translated into an 
increase of 124% on the selling price from what was originally budgeted for the development.  
The interest cost per unit increased by 160% and the internal rate of return for the development 
(a critical factor for the availability of funding for future lending) declined by 70%.  The 
increased costs contributed towards an increase in the selling price of the unit (and thereby 
declining affordability), and reduced the capacity of the funds available to deliver more units, 
undermining the scale of delivery, and putting additional upward pressure on prices. 
 
The challenges in South Africa’s housing market are significant, and their solutions will require a 
long-term perspective.  Affordability challenges on the demand side will require extensive 
attention to South Africa’s credit markets and the reality of over-indebtedness.  Innovation in 
banking products may well contribute to a solution, but only insofar that borrowers can afford to 
take on more credit.  Given the issues set out on the supply side, and government’s commitment 
to the delivery of fully subsidized housing to the destitute, it is unlikely that increased 
subsidization, to the extent the affordability challenge suggests is necessary, will be possible.  
And, according to the Medium Term Strategic Framework, only 70 000 FLISP supported loans 
are expected over the next five years; far fewer than the size of the population being targeted 
would suggest. 
 
On the supply side, the main constraint to the pace, scale and cost of delivery is within the 
control of the municipality: regulatory approval and township application processes demand 
focused attention and a serious effort is needed to address the delays being experienced.  In 
addition, bulk services and internal reticulation issues also require attention in terms of cost, 
availability and efficiency – and hopefully these are being addressed by National Treasury 
efforts in terms of its Cities Support Programme.   
 
However they are addressed, none of these challenges can be addressed quickly.  And in the 
meantime, housing backlogs, the size of the gap market, and inequality will continue to grow. 
 
What is immediately required is housing that is affordable to households in the lower-middle 
income market, the so-called gap market: quality rental housing that housing that costs 
anywhere between R875 – R3 750 per month, or housing for sale that costs between R170 000 
and R377 000.  South Africa’s social and private rental sector must be supported to address 
quality rental housing in this market segment, whether in large scale rental developments or 
through rental housing offered by households themselves in the form of quality backyard 
accommodation.  The two – three million government subsidized housing units that have been 
built and allocated to qualifying beneficiaries offer an important source of supply in that could 
serve this market. 
 

Considering the RDP Resale Market as a source of supply 
 
In the twenty-one years since the introduction of the RDP housing programme, government has 
constructed upwards of three million housing units, of which just over half have been formally 
transferred to their beneficiaries.  This represents significant stock in our market: in 2011, 
government-subsidised housing stock was estimated to comprise 24% of all residential 
properties on the deeds registry.  It was also calculated that if the additional subsidized housing 
units not yet registered were awarded title deeds, the government subsidized segment of South 
Africa’s property market would comprise 38%.   
 
In terms of the Housing Act, the sale of government subsidized housing is subject to a pre-
emptive clause: houses that are younger than eight years cannot be sold on the open market – if 
the owner wishes to sell their home, they must first offer this to their provincial or municipal 
authority.  The reason for this is two-fold: government is intent on ensuring that the sale of an 
RDP house is not a rash decision on the part of the subsidy beneficiary.  The housing unit is 
intended to address shelter needs before income needs, and it is hoped that the eight year pause 
in resale rights might enable the home owner to become familiar with the value of his or her 
dwelling.  (There is a further issue here: that if a subsidy beneficiary sells their housing without 
considering how they might meet their housing needs after the sale, there is a risk they will end 
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up back in an informal settlement, but this time without eligibility for state support.  This 
undermines government’s efforts to resolve the housing circumstances of informal settlement 
residents and ‘eradicate’ informal settlements.)  Second, government wishes to prevent 
downward raiding: the purchase of government subsidized housing by higher income earners 
who see a commercial market opportunity not immediately evident to the new home owner.  
Both these are important issues, and government’s attention in this regard is important. 
 
Once a house reaches 8 years of age, it can be sold by its owner, the subsidy-beneficiary. In 
this, the policy seeks to fulfill the BNG commitment towards ensuring the asset value of 
government subsidized housing stock, while also promoting household mobility, a critical 
component of a functional, productive economy.  
 
Indeed, the stock offers a very important supply opportunity.  Houses sold formally in the RDP 
resale market realize prices of anywhere between R70 000 – R250 000 and upwards, depending 
on the investment that the household has already made in the unit, the prevailing market rates 
in the area, and the availability of mortgage finance.  If the seller has seen their income improve 
purchase of a better house, thereby climbing the housing ladder.    
 
So, for example, if a household that benefitted from a government subsidy 10 years ago earns 
R5000 today, they could possibly qualify for a loan of about R190 000, repaying about R1 250 
per month on a 20-year mortgage.  If they had sold their RDP house for R70 000, this would put 
them in the market for a R260 000 house; and if they had sold their house for R150 000, this 
would put them in the market for a R340 000 house.  It may be the case that another subsidy 
beneficiary has improved their house substantially, so that it is worth R260 000. This house 
would be affordable to household earning R11 000, with a 100% loan over 20 years.  Or, it 
might be the house that the household earning R5000 per month might buy if they sold their 
house for R70 000.  Meanwhile, the seller of the R260 000 house can then use this equity as a 
deposit on a house of even greater value, and possibly better suited to their needs.  This is the 
essence of a housing ladder: the money earned from the house the seller sells becomes the 
deposit on the purchase of the next house, and over time, the household improves the value of 
the housing they can achieve, even without a substantial increase in their income. 
 
In the current property and finance market in South Africa, households who have no deposit at 
all need to earn at least R15 000 a month to afford the cheapest newly built house available on 
the market (green bar, in the graph below). The FLISP is intended to improve this affordability 
but, in fact, it has little impact at the top end because it is so small.  As a result, even with the 
FLISP, resale market housing – that costing less than R370 000 – is all the target market can 
afford (light blue bar).  However, for households who can derive equity from the sale of their 
current housing (and are therefore not eligible for FLISP), this can be used to improve their 
housing affordability quite considerably (red and purple bars in the graph below). 
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The only properties available on the market today, that cost less than the entry level price of 
about R377 000, are government subsidized houses now available for resale, or possibly flats in 
sectional title developments.  By promoting the RDP resale market, government would realize a 
number of benefits.   
 
 First, subsidy beneficiaries would be able to realize the asset value of their housing and 

use this to climb the housing ladder, improving their asset wealth and in the long run, 
using property to close the inequality gap.  Globally, the potential for housing to address 
inequality – the gap between the rich and the poor – has been recognized.  While income 
growth is important, recent research has noted that asset growth is much more significant in 
reducing wealth gaps.  Historically, however, asset wealth is the benefit of the wealthy.  
South Africa’s subsidized housing programme has injected asset wealth to low income 
earners and the poor which could be used to address inequality much more efficiently than 
income growth. 

  
 Second, the sale of these units, at prices generally below the new build market, would add 

a valuable source of supply to the market that would suit the affordability of households 
for whom no new housing is currently being built.  It is estimated that the so-called gap 
market comprises about 30% of South African workers, including key public sector workers 
such as teachers, nurses, police officers and government officials, as well as other key sector 
workers such as those in the mining and manufacturing industries.  Their current inability to 
access affordable housing is a major source of frustration that has been noted in labour and 
community-level unrest and service delivery protests. 

 
 Third, the sale of these units would grow effective demand, as the sellers would have 

equity to add to their next housing purchase.  This would have at least two direct impacts: 
first, the more favourable loan-to-value ratio of the loan would reduce the risk levels 
inherent in the loan and encourage the lender to consider a better interest rate than the 
prime plus 2% normally associated with the market; and second, there would be more 
borrowers to support housing purchases, which would stimulate the housing supply sector 
to respond. 
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By not enabling the RDP resale market, government nullifies the performance of this important 
source of supply in the overall housing market, and further widens the gap market, exacerbating 
inequality where it could otherwise so easily be attending to it. 
 

Attending to the risks 
 
Of course, there are also risks in promoting the RDP resale market.  The risks of downward 
raiding, and of subsidy beneficiaries falling off the housing ladder and becoming dependent on 
the state again, are real and must be acknowledged.  It is worth noting, however, that policy 
already offers mechanisms for addressing these risks – mechanisms which are currently not 
being implemented. 
 
The pre-emptive clause which places an eight-year sale restriction might well be a useful way to 
encourage subsidy beneficiaries to become accustomed with the value of their asset, however, it 
has been poorly implemented and as a result has become more of an obstruction, encouraging 
informal transactions, rather than protecting the beneficiary.  The legislation provides that 
households wishing to sell their housing before the eight-year term is up must offer it first to the 
provincial office.  However, aside from the Western Cape, no province has implemented 
mechanisms with which to buy back such a unit and transfer it to the next person on the waiting 
list.  The administrative procedures simply don’t exist.  This means that a subsidy beneficiary 
cannot find an official with whom to speak.  In some municipalities, a formal sale is still 
possible – the deeds registry does not engage with the pre-emptive clause, so the sale may well 
proceed legally.  In others, and because there is so much uncertainty as to the legality and the 
procedure for sales transactions, the sale proceeds informally. 
 
Title deeds.  The value that a subsidized house has for its beneficiary household is inherently 
greater than shelter – this is an important acknowledgement and principle of BNG.  However, 
with almost 50% of government subsidized houses not being issued with a title deed, the value 
of this housing is substantially diminished, because it cannot be legally traded.  Fifteen years 
ago, Peruvian economist Hernando de Soto called this “dead capital”, and in 2004, research 
undertaken by the FinMark Trust with the support of NDHS and others found that South Africa’s 
former black townships included upwards of R63 billion of such dead capital.  While property 
owners in former white suburbs were realizing the growth of the asset value of their housing, 
property owners in former black suburbs were relegated to occupying their housing as shelter, 
without a financial benefit.  Title deeds are a fundamental component of a housing unit’s market 
value, and without a title deed, a house is little more than expensive shelter.  The backlog in 
title deeds was thus clearly acknowledged in the ANC’s election manifesto towards the recent 
elections, and is set out explicitly in the MTSF.  
 
When a household wishes or needs to sell their housing, and they do not have a title deed, the 
transaction must necessarily happen informally.  There are certainly buyers in this instance – 
investors, or others who see the cost of the transaction as an operational rather than a capital 
cost, and who understand that their rights to the property may be contested in time.  However, 
because of this risk, the price of the unit is depressed.  When enough units are sold informally 
for depressed prices, it is perhaps to be expected that the odd formal transaction is also infected 
with this depressed sense of value. 
 
Consumer education. At the same time, there is no procedure or programme in place to support 
a subsidy beneficiary in their awareness of how their housing asset functions in the market.  A 
few housing consumer education programmes exist, but these focus more on the responsibilities 
of home ownership rather than the opportunities for asset growth.  The sense of value that 
prevails is compounded by the fact that subsidized houses are described by the quantum of the 
NDHS housing subsidy, rather than their overall market value.  Thus, a BNG house in Cosmo 
City might be equated in value with a subsidised house built at the same time in the Free State 
or the Eastern Cape, because the input costs were the same; and yet the value of these houses 
are influenced more significantly by the local property markets in which they are located.   
 



Understanding the challenges and opportunities in the gap market in South Africa Page 11 

Transactional support.  The MTSF has an explicit focus on improving the transactional support 
environment in which low income households engage in the property market.  Transactional 
support would include better market information on the sale price of units at the bottom end of 
the market, easier access to conveyancing and estate agency services, better designed mortgage 
products that suit households at the bottom end of the market, and other factors.  Stimulating 
market activity also provides an excellent opportunity to support subsidy beneficiary households 
understand the value and performance of their subsidized housing asset. 
 
Rental.  Normal, functioning markets depend on a vibrant and substantial rental market that can 
absorb households who wish or need to move out of homeownership and which can enable 
households to live in adequate accommodation while saving to purchase a home at some later 
stage.  The costs of homeownership extend beyond the costs of a mortgage, and not every 
household can manage the intensity of this demand on their finances.  Any support for the 
resale market must include support for the rental market, to fill in the gap where 
homeownership is not an option. 
 
At the same time, the market also offers potential protection against the risks of downward 
raiding and of households falling off the property ladder.  When there is more, and more diverse 
stock available in the market, pricing becomes more competitive, and households have greater 
choice, both as buyers and sellers.  The rationale for downward raiders is removed if prices are 
better associated with value; and the rationale for selling out of the market is reduced if getting 
in again becomes more difficult.  For potential sellers, if the selling of RDP houses is legally 
permissible and relatively easy to undertake formally, finance is likely to be available.  This can 
increase the affordability of the borrower, and thereby increase the price that the seller might 
charge.  A quick sale of the house to cover household lifestyle expenses would no longer be 
profitable in the face of a formal transaction which clearly generates a much better price.  As a 
result, sellers would be less inclined to sell to those seeking to realize a quick investment 
(downward raiders), and would rather welcome buyers who came with competitive financing 
arrangements. 
 
 

Recommended way forward 
 
It is clear that our housing delivery sector will not be able to deliver housing for the so-called 
gap market of households earning between R3500 – R8000 and possible R10 000.  In this 
market segment, housing supply must come from the resale of existing housing.  This is an 
entirely viable opportunity, especially given the substantial volume of stock that the government 
has added into South Africa’s property market.  And, it offers a key opportunity for addressing 
the particular housing challenges of public servants. 
 
However, it is important to address the risks to ensure that households do not fall off the 
property ladder and do not fall prey to downward raiders or unscrupulous investors.  Certainly 
the purchase of affordable housing for investment purposes is appropriate, but only if the seller 
is able to realize a market related return that they can then invest into serving their further and 
growing housing needs.  
 
Specifically, within the ambit of what currently exists in policy, government should: 
 
1. Ensure that each provincial and municipal housing office has an established division and 

set of procedures to facilitate the housing resale market for low income earners.  This 
would involve ensuring that the state’s ability to buy back housing, at market-related rates, 
from government subsidy beneficiaries, exists, or is removed as a requirement.  In addition, 
a demand-side / supply-side database, or housing market exchange, would create a 
significant opportunity to assist low income buyers and sellers in finding each other.  This 
issue is currently only being addressed in the Western Cape. 

 
2. Resolve the title deeds backlog, entirely, so that all houses have a title deed that is matched 

with the person who is understood to be the owner.   This issue is an acknowledged priority 
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of the ANC government and included in the MTSF, and is currently being addressed by the 
Estate Agency Affairs Board, and must be supported. 

 
3. Improve the transactional environment in which buyers and sellers trade their housing so 

that such transactions are undertaken equitably and competitively, and within the bounds 
of the law.  This would involve ensuring adequate access to advertising opportunities, 
building a house price index for this segment of the market, training estate agents to service 
this market, addressing the complexity of conveyancing as it exists for low income earners, 
and a range of other factors.  This issue is a key objective of the MTSF and is being 
addressed in part, by the Estate Agency Affairs Board. 

 
4. Promote innovation in mortgage lending that addresses key characteristics of the demand 

and supply side in the gap market – for example, a FLISP-linked mortgage product, an 
accommodation of RDP housing units as mortgageable dwellings, shorter loan amortization 
periods to accommodate less long-term employees, and so on.  This issue is not being 
addressed currently and should be charged to the NHFC in its engagement with the 
financial sector. 

 
5. Promote other housing financing opportunities for market resale that do not involve 

mortgaging the dwelling.  For example, instalment sale has been tried in a number of 
instances and appears to be successful. Pension-backed lending is also appropriate for 
certain categories of employee.  In these cases, a mechanism to link such loan products 
with the FLISP (which currently can only be accessed with a mortgage) would be very 
helpful.  This issue is not being addressed currently and should be charged to the NHFC in 
its engagement with the financial sector. 
 

 
 


