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Executive Summary 
 
South Africa has a highly developed economy, a solid banking infrastructure and a very 
strong construction sector.  Its legal framework is solid and its deeds registry is recognised as 
world class.  In the past 14 years since the advent of democracy, more and more South 
Africans have access to financial services and within that, to housing finance.  The housing 
subsidy programme has been generous and with a reported 2.4 million subsidised houses 
completed or under construction since 1994, has delivered more housing to the poor in a 
shorter period of time than any other country on the globe.  The South African government 
has committed itself to meeting the Millennium Development Goals and has established a 
national housing vision that supports housing delivery and a functioning housing market. 
 
These positive developments notwithstanding, the housing crisis has not been solved in 
South Africa: the housing backlog continues to grow and a wider segment of the population 
now struggles to access affordable housing.  It is estimated that only about 1,6 million 
households or 13% of the population can afford to buy a new home in the current market.   
 
This paper, commissioned by the National Department of Housing for the AMCHUD II 
conference, considers the state of housing finance in sub-Saharan Africa with a South African 
lens. FinMark Trust1 has been commissioned to undertake the research and prepare the 
paper, given their exposure in the housing finance field in Africa. The report reviews current 
housing finance systems in South Africa, and then explores housing finance systems in other 
African countries, given the lessons that the South African experience suggests.  Three 
lessons are highlighted for governments seeking to address the housing challenges of their 
populations: 
 
1. Policy attention must be given to the finance affordability of low-income 

households:  Although South Africa’s Housing Subsidy Scheme has provided a 
significant benefit to a vast number of poor households, its narrow, single-product 
approach has undermined access to a wider array housing opportunities and the 
participation of the private sector.   Because the housing subsidy programme allocates a 
full house for all eligible households earning up to R3500 (US$455)2 per month), it 
reduces the number of households it is able to serve, while also creating an incentive for 
households just outside the income eligibility threshold to under-report their incomes and 
get a subsidised house for free.  Households who earn an estimated R2000 (US$260) per 
month can afford some housing credit, albeit not enough for a full house.  Their capacity 
to participate financially in their own housing process should be recognized. This will 
expand the capacity of the state to meet the needs of the most poor. 

 
2. There is a need to support incremental housing processes: Although low-moderate 

income (including - in South Africa - a portion of subsidy-eligible) households have the 
capacity to finance their housing incrementally with smaller, housing micro loans, 

                                                
1 The FinMark Trust is an independent trust based in Johannesburg, South Africa.  Established in 2002 with a 
mission “to make financial markets work for the poor”, it has been provided with core funding by the South African 
office of the UK Department for International Development (DFID) until March 2010.  Originally required to focus on 
countries in the Southern African Customs Union, FinMark Trust’s brief was broadened in September of 2006 to 
include a pan-African focus.  FinMark Trust realises its mission through two core strategies: (1) Removing the 
barriers to the better workings of financial markets, which involves substantial work with, and for, financial regulators 
and policy makers on the legislative, regulatory and information environment; and (2) Promoting innovation in product 
design and delivery, through the provision of concessional resources.  FMT’s approach is based on the contribution 
of data, analysis, and analytical tools, which together enhance an understanding of financial access, and why access 
is important for the poor.  FMT’s work involves the pursuit of the access agenda through a variety of themes, namely, 
transaction banking, mobile banking, insurance, SME development, financial policy and regulation, and housing 
finance.  The focus of the housing finance theme area is to support the development of frameworks for the 
sustainable leverage of private capital into affordable housing, and the performance of that housing as a viable asset 
for low-income earners.  To date, the housing finance theme has produced a diverse array of materials, all available 
on the housing finance page of FinMark Trust’s website:  
http://www.finmarktrust.org.za/themes_and_projects/theme_detail/theme_detail.asp?uno=7 
2 Households earning R1500 –R3500 are required to save an amount of R2479 (US$322) towards accessing their 
subsidised housing unit.  However, other research has shown that this is not consistently applied and is often 
avoided. 
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additional support is required. Specifically an incremental housing process depends upon 
the following in addition to housing microfinance: 

 Land: Access to secure tenure on which households can begin to improve their 
housing conditions rather than wait for the State to intervene is critical. 

 Housing support services: The construction process is not an easy one.  Building 
processes vary from one municipality to the other, and often come with a range of 
fees.  The household would need to organize for the preparation of an approved plan 
by a draughts person or an architect, and would need to have this approved by the 
municipality.  In addition, the household would need to contract building services – 
while these are often available in low-income settlements the management of the 
housing process is not always straightforward.  There is little support available for 
households to undertake the construction process independently. 

 Political support: Governments are generally wary of incremental processes, which 
often look inadequate as the housing process unfolds, and which take a longer time 
than more traditional housing processes. However, with positive political support, 
lenders will feel confident that their loans will contribute to improved housing 
environments that, in turn, will support borrower willingness to pay.  The experience 
of the Kuyasa Fund in South Africa’s Western Cape province has shown that as more 
and more households are successful in their individual, incremental housing process, 
more will seek to improve their housing, contributing to a settlement-wide home 
improvement process.  

 
In truth, households build incrementally in any event.  But without support, such 
incrementalism is often compromised in terms of quality and the housing outcome is 
inadequate.  This is, in fact, what has undermined the sense that incremental housing 
processes offer potential to the low income housing crisis that besets many countries.  
However, by targeting incremental housing as an explicit housing approach, government 
would have the opportunity to ensure that it does realize quality housing outcomes that 
suit the financial affordability of its owners. 
 

3. Opportunity for the development of housing microfinance:  South Africa’s experience 
with its non-bank housing lenders, supported in part by its two wholesale finance lenders 
the National Housing Finance Corporation and the Rural Housing Loan Fund, has been 
positive.  At the end of its 2008 financial year, RHLF had ten active client lenders with 
facilities to the value of R168 million (US$ 21,8 million).   Microfinance that gets used for 
housing once borrowed (i.e. a general loan which does not specify the housing use) is 
even greater.  Gardner (forthcoming, for the FinMark Trust and Hivos Foundation) 
estimates that the total housing-related microfinance portfolio in South Africa is between 
R3,2 billion / US$416 million (assuming that 10% of all microloans are used for housing) 
and R10,7 billion / US$ 1,4 billion (assuming 33% of all microloans are applied to 
housing).  The growth of the housing microfinance sector depends on an environment 
that supports incremental housing process.   

 
The paper supports this argument with evidence from a range of African countries from which 
FinMark Trust has commissioned housing finance sector studies – these studies are attached 
as Annexes.3  The paper concludes that an approach which maximizes the capacity of low 
income households to address their own housing needs independently through the 
mobilization of housing micro finance is where policy should be focusing at present.  The 
opportunities for developing a wide and vibrant network of housing microfinance providers 
throughout Africa exists as investors, donors, development organizations and commercial 
lenders are all seeking opportunities to engage with Africa’s urbanization challenges and 
opportunities.   
 
                                                
3 The FinMark Trust has commissioned a number of reports regarding housing finance systems and issues in South 
Africa and throughout Africa.  These are available on FinMark Trust’s website: www.finmark.org.za - click on ‘themes’ 
and then on ‘housing finance’.  Specifically, papers from a recent workshop on housing microfinance which was co-
hosted by the FinMark Trust together with Habitat for Humanity and Rooftops Canada, are available on 
www.finmark.org.za/HMF.aspx. 
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1 South Africa’s housing finance policy 
 
South Africa’s current housing finance policy regime began with the election of the first 
democratic government in 1994 and the release of the Housing White Paper in December 
1994.  The product of multi-party negotiations and broad based consensus recorded in the 
National Housing Accord4, the housing policy sought to address two broad challenges: 
 
 Massive housing backlog: In 1994, the housing backlog was estimated at about 3 

million households.  Across a population at the time of about 8.3m households, only 
13,9% earned more than R3500.  While housing subsidies had been extended by the 
apartheid government, these were duplicated and poorly targeted, responding to political 
objectives.  At the same time, civil society had great expectations of the new 
government’s housing plans and a comprehensive, generous housing policy that 
addressed the need for national reconciliation was demanded. 

 
 Low levels of housing affordability: Housing affordability was extremely limited given 

the level of unemployment in the country and the low incomes earned.  The lack of end 
user finance for housing exacerbated the problem, as did the reluctance of formal 
financial institutions to lend in certain areas and to certain groups.  At the same time, 
government understood that its own capacity to finance housing to meet the backlog was 
limited and that a partnership approach in which subsidy would be blended with finance 
was required.    

 
The approach taken, therefore, involved the provision of state assistance for housing coupled 
with measures to stimulate private sector engagement in the lower income segments of the 
housing market.  Three of the seven strategic thrusts in the 1994 Housing White Paper focus 
specifically on housing finance.  These public sector policy interventions have been supported 
in recent years by the introduction of the Financial Sector Charter (FSC), a private, industry-
led arrangement to support broad based access to financial services.  These various 
interventions are described below. 

1.1 Government policy 
 
The Housing White Paper includes seven policy interventions of which three focus specifically 
on the mobilisation of housing finance for low-income earners.   
 
First, the National Housing Subsidy Scheme provided a subsidised housing unit to eligible 
households – that is persons with dependents, resident in South Africa, earning less than 
R3500 per month, and who had never before owned a home.  Subsidised units were 
accessible through a variety of mechanisms: as part of large scale developments in terms of 
the project-linked subsidy scheme; as flats for rent in terms of the institutional subsidy 
scheme; households could self-build their units through the Peoples’ Housing Process; and 
so on.   
 
Although the goal of delivering one million units in five years was only realised in seven, 
South Africa’s rate of delivery of subsidised units remains unparalleled internationally.  
Originally, the subsidy quantum was stratified by income – higher income earners were able 
to access less subsidy than lower income earners.  Today, the subsidy is uniform for all 
households earning less than R3500 per month, and those earning between R1500 – R3500 
are required to contribute an amount of R2479 towards the cost of their home.  Subsidy 
beneficiaries receive a 40m2 unit on approximately 250m2 of serviced land with freehold 
tenure. The intention originally was that households earning above R1500 would be able to 
afford an additional amount of credit, which, when added to the subsidy amount, would afford 
them a better quality or larger size housing unit.  However, the credit-linked option was never 
applied in the housing delivery process and households who could afford credit only ever did 
so after having received their RDP house and having lived in it for a while. 

                                                
4 Held in October 1994 in Botshabelo, Free State, South Africa. 
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Second, the policy included a specific strategy to “stabilise the housing environment” and 
thereby encourage greater lending down-market by the existing banks which comprised the 
country’s financial lending sector.  This strategy led to a range of initiatives.  Early on, various 
institutions were established to encourage banks to extend their loans down-market.5   
 
Third, the policy sought to “mobilise housing finance” through the establishment of a 
wholesale financier which would support the emergence of a cadre of housing-focused, non-
bank lenders to offer housing loans to low income earners.  This led to the establishment of 
two institutions, the National Housing Finance Corporation and the Rural Housing Loan Fund, 
which would encourage increased lending for housing purposes to low income earners 
through the provision of wholesale finance and market development support to specialist 
housing lenders, micro financiers, social housing institutions and primary market lenders (or 
mortgage loan originators).6  
 
Progress since the 1994 policy has indeed been dramatic.  The Minister of Housing has 
reported that between 1994 and 2007, the national housing subsidy programme gave rise to 
2,4 million housing units, impacting on the lives of about 12 million people, the majority of 
whom are among South Africa’s most poor.7  This impact is visually apparent.  Wherever one 
drives in South Africa, whether on major freeway or small back road, there is evidence of the 
government’s subsidised housing programme: the 30-40m2 house can be seen everywhere, a 
clear indication of government’s focus since it was democratically elected in 1994.  
 
According to the Community Survey (2007), “today is better than yesterday”8: 
 Over 70% of households now live in formal dwellings.  This reflects a steady increase, 

from 64,4% in 1996 to 68,5% in 2001, and now 70,5% in 2007. 
 Between 1996 and 2007, the percentage of households living in informal dwellings 

decreased from 16% to 14,5% (a slight increase was seen in 2001, when the percentage 
was 16,4%).  The proportion of households living in traditional dwellings has decreased 
steadily from 18,2% in 1996 to 14,8% in 2001 and 11,7% in 2007. 

 There has been a decline in the percentage of households having to use the bucket toilet 
system, from 4,1% in 2001 to 2,2% in 2007. 

 Use of electricity as the main energy source for lighting increased substantially between 
1996 and 2007 (from 57,6% in 1996 to 80,0% in 2007). 

 The use of paraffin and candles as the main source of energy for lighting decreased by 
more than half between 1996 and 2007. 

                                                
5 The Mortgage Indemnity Fund was established to provide banks with indemnity against non-commercial risk when 
they lent to the target market (households earning less than R3500 per month) in pre-approved areas.  Servcon 
Housing Solutions was established to take over the banks’ non-performing books in the low income market.  The 
Masakhane Campaign was launched to encourage people to pay their rates and service charges to the local 
authority and to meet their bond repayment responsibilities.  The National Home Builders Registration Council was 
established to regulate quality in the building industry and to provide consumers with a warranty against bad building.  
The National Urban Reconstruction and Housing Agency (Nurcha) was established as a guarantor of end user loans 
and building loans.  And finally, a subsidy was introduced to support borrower’s affordability for housing loans.  Of 
these various initiatives, only Nurcha, the NHBRC, Servcon, and the National Housing Subsidy operate today.  The 
MIF had a limited mandate and ceased operations as per the original agreement, in 1998 (without approving a claim).  
The Masakhane Campaign was never a great success and was discontinued within a few years of being introduced.  
The credit-linked housing subsidy mechanism was never really a success, with only a fraction of subsidy approvals 
being linked to credit.  In terms of the new housing policy, “Breaking New Ground”, this has been replaced effective 
April 2005 by a new “deposit” subsidy for households earning between R3500 – R7500.  However, this deposit 
subsidy has not yet been implemented at the scale originally imagined. 
6 The National Housing Finance Corporation (NHFC) was established with government funding to support, broadly, 
the emergence of such institutions in urban areas.  The Rural Housing Loan Fund (RHLF) was established with a 
donation from the German Development Bank KfW to support the emergence of housing lenders who operate in non-
metropolitan and peri-urban areas.  Originally, the National Housing Finance Corporation (NHFC) and the Rural 
Housing Loan Fund (RHLF) operated within one stable – RHLF was managed under contract by the NHFC, although 
funded with German government funding.  Since 1 April 2002, however, the RHLF has operated as an independent 
social venture capital financier.   
7 Speech by LN Sisulu Minister of Housing at the Occasion of the Budget Vote 2007/08 for the Department of 
Housing, 8 June 2007, National Assembly, Cape Town. 
8 Community Survey 2007.  The RDP Commitment: What South Africans Say.  Report prepared by Statistics South 
Africa. 
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 The percentage of households with access to piped water increased from 84,5% in 2001 
to 88,6% in 2007, and this increase was spread across all nine provinces.  The 
proportion of households obtaining access to piped water inside the dwelling increased 
from 32,3% in 2001 to 47,3% in 2007. 

 
In 2004, Cabinet agreed on a “Comprehensive Plan for Sustainable Human Settlements”, 
popularly known as “Breaking New Ground”.  This plan, which supplemented the Housing 
White Paper, shifted the emphasis of policy from the scale delivery of housing units to the 
promotion of sustainable human settlements in which subsidised housing units would form an 
integrated part.  A matter of nuance and emphasis, the new plan therefore shifted financing 
arrangements somewhat to accommodate settlement level planning and informal settlement 
upgrading.  However, the subsidised housing allocation is still calculated on an individual 
basis. 

1.2 Financial Sector Charter 
 
In 2003, members of the financial sector signed the Financial Sector Charter (FSC) 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 (MoU) 
between the CEOs of the four major banks and the Minister of Housing “to cooperate to 
extend housing finance to low income borrowers”. 
 
Investment in low-income housing is categorised under the “origination and targeted 
investments” pillar.9  There are two housing targets – the R42 billion announced by the 
Minister and the CEO’s following their April 2005 MoU is an origination target (i.e. gross 
sales) – a commitment by the banks to originate R42 billion worth of loans.  The Financial 
Sector Charter Council, however, monitors a targeted investment target of R31,8 billion – that 
is, the net movement in the balance sheet.   
 
Between January 2004 and 31 December 2007, lenders have made R37.99 billion worth of 
mortgage, fully guaranteed (pension-backed), unsecured, developer and wholesale loans.   
 
Table 1 Unaudited Banking Association figures for FSC bank lending for housing 
Product Number originated (Jan 04-31 Dec 07) % Value (R million) % 
Mortgage 209 491 26% 25 401 67% 

Fully Guaranteed 212 740 26% 4 072 11% 
Unsecured 219 906 27% 2 327 6% 
Wholesale 167 797 21% 3 408 9% 
Development loans 274 n/a 2 782 7% 

Total 810 209 100 37 990 100 

1.3 Summary of housing finance options for low income South Africans 
 
As a result of the housing subsidy policy, interventions to stimulate private sector credit in the 
market, and the Financial Sector Charter, the housing finance environment has changed 
dramatically for low income earners: finance is now available to households earning as little 
as R1500 (US$195)10 per month. 
 

                                                
9 The Charter has seven performance pillars: human resources, ownership and control, procurement, access, 
origination and targeted investments (including low-income housing, agricultural investment, transformational 
infrastructure and black SMEs), Black economic empowerment (BEE) transaction financing, and corporate social 
investment. 
10 Calculated using the rate from 11 July 2008, where $US1.00 = ZAR7.69. 
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While this is hugely encouraging, the availability of housing finance has not led to a 
corresponding availability of affordable housing for low income earners in South Africa.  The 
figure below illustrates the current housing finance situation: 

 On the far left, household income ranges from no income through to the upper band of 
the FSC target market, R9080 (US$1181) household income per month. 

 For each of the income groups a specific housing delivery target applies:  

o Households earning up to R3500 per month are eligible for the national housing 
subsidy which delivers a finished unit to minimum norms and standards with freehold 
tenure for free.  Just over 64% of households are eligible to apply for the subsidy 
which is reported to be delivering at a rate of about 250 000 units per year.  While 
about 2,3m units are reported as having been delivered, the backlog remains static at 
2-3 million units. 

o Households earning R1500 – R9080 are in the FSC target market.  At the top end of 
the target market, an estimated 650 000 units are lacking.  Households earning just 
outside the subsidy income threshold but still within the FSC target market comprise 
18.4% of the population.  An estimated 28.4% of the population are eligible for 
subsidies (earning less than R3500) and also eligible for credit (earning more than 
R1500). 

o Households earning over R9080 are classified as the ‘normal’ middle-class market.  
This is about 17.3% of the South African population. 

 

 
 
The ownership and rental situation illustrated in the final two columns of the diagram above, 
demonstrate how the housing finance dynamics have played out in terms of access to 
housing.  Delivery has not been at the rate required to match population growth and also 
address the backlog.  As a result, the housing backlog for the subsidy-eligible population has 
remained almost static, while the housing backlog for the finance eligible population has been 
growing.   
 
The consequences of this situation are also illustrated.  In the ownership column, there is 
pressure for households just outside the subsidy eligibility income threshold to under-report 
their income and downward raid, accessing free housing when there is no affordable housing 
for them to buy.  This doesn’t necessarily solve their problem, however, as the subsidy 
waiting list is also long.  As a result, households bide their time in informal or otherwise 
inadequate housing situations: informal settlements, backyard shacks, or overcrowding in 
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existing housing.  These housing ‘solutions’ are unsustainable in the long term, both in terms 
of the family concerned, but also the local infrastructure and management of the city.    
 
The next section explores in some more detail how the housing market has evolved in the 
past decade and the affordability pressures that this has placed on low and moderate income 
earning households who can afford housing finance, but who cannot afford the housing itself. 

1.4 Market dynamics 
 
The performance of the housing market has been an area of special attention by policy 
makers in South Africa as they’ve sought to quantify the impact of the housing subsidy.  At a 
wider level, South Africa has gone through a dramatic period of property price appreciation 
unparalleled globally: “Over the past 10 years SA ha been the top performer in the global 
housing market with The Economist’s house price indicator showing a rise of 351% between 
1997 and end 2006”, reports the 25 May edition of the Financial Mail.  Fuelled by improved 
consumer sentiment, declining interest rates and South Africa’s entrance into the global 
economy, many said house prices were regularizing along the lines of global property trends.  
Of course, while existing property owners delight in rising prices, those seeking to access 
affordable housing find their options disappear. 
 
ABSA House Price Index figures between 1994 and 2006 show rapid increases from about 
1999 both at the top end (houses between 80m²-400m²) and in the “affordable market” 
(houses between 40m² and 79m²).  However, the split between the two (the missing middle) 
continues to grow more pronounced. 

 
Figure 1 Avg house price growth from 1999 – March 2006 (Source: ABSA House Price Index) 
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Using more recent data and disaggregating what ABSA calls “middle class houses”, the 
following picture emerges. At the bottom of the property asset pyramid are the government’s 
housing subsidy beneficiaries.  While there is little research on the tradable value of 
subsidized housing there are believed to be very few transactions as prices remain static.  
So, as the upper end of the market creeps away from the ‘affordable’ market, so too does the 
‘affordable’ market creep away from the subsidized housing market.  As a result of current 
property market dynamics and constrained affordability, South Africa’s housing markets 
continue to be segregated. 
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Figure 2 House price appreciation in SA (Source: ABSA Residential Property Perspective Q3) 

 
The consequences of this are vast.  Families living in government subsidised houses are 
unlikely to ever climb the housing ladder into better housing because they won’t be able to 
afford to make the jump.  In fact, at current interest rates, only the very highest income 
households within the FSC target market (in 2008, a household income of R1860 – R9080, 
adjusted annually by CPIX) will be able to afford the average “affordable” house as defined by 
the ABSA Residential Property Perspective.  Less than about 15% of all South African 
households can afford the average “affordable” house today. 
 
In the graph below, mortgage affordability is calculated on the upper threshold of each 
income band.  So households earning R1500 per month could afford a mortgage of about 
R43 000; households earning R12 000 could afford a mortgage of R273 000. 
 
Figure 3 Mortgage affordability in South Africa by income band 

 
 
This means quite simply that households will stay where they are – in their government 
subsidised homes, their old township units, whatever home they have – unable to sell their 
property and move up the ladder to the next affordable house.  When they don’t sell their 
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home, they decrease the supply of homes available for sale and the market becomes locked.  
In this context, the financial value of the housing ‘asset’ is nothing but a fictional aspiration.   
 
This situation has consequences irrespective of whether a household owns their 
accommodation.  The Township Property Market research11 found that the investment 
potential of housing that is being realised at the top end of the property market is not being 
realised at the bottom end.  So, when low-moderate income people invest in their housing, 
improving fittings, extending, and so on, they cannot rely on realizing a return on this 
investment at some later point of sale.  Consequently, the incentive to invest in quality 
improvements in that market is diminished.  This undermines the potential for neighbourhood 
gentrification and further reinforces the split between rich and poor.  The constraints to selling 
and buying within this segment of the market also undermine household mobility and access 
to higher priced markets – more broadly undermining South Africa’s expectations for 
integrated communities and the intention for broad-based black economic empowerment. 
 
For households who are not yet housed, the situation is even worse.  If the household earns 
less than R3500, they are likely to qualify for a subsidy.  However, it is also likely that they will 
wait many years to realise this benefit.  Subsidy-eligible households can afford finance – 
whether unsecured or mortgage, they can afford to repay loans up to a value of about R100 
000 for the highest earners in the subsidy-eligible income range.  The subsidy promise on the 
one hand, and the lack of stock available at the price they can afford to finance on the other, 
however, diminishes their incentive to invest in housing, keeping them longer on the housing 
waiting list, living in informal settlements, backyard shacks and overcrowded rooms, as they 
shift their investment priorities elsewhere.  Households earning within the FSC target market 
also struggle with housing affordability: as already noted, the average cost of an ‘affordable’ 
house by ABSA’s definition is only an option for those earning over R9000 per month.  The 
Financial Dairies study12 published in 2004, found even households earning upwards of 
R7000 (who should be able to afford a mortgage loan of about R175 000) living in informal 
settlements. 
 
While the majority of the population is clearly found in the subsidy-eligible population of 
households earning less than R3500, 17% earn between R3500 and R8000, and another 6% 
earn between R8000 and R12000 per month.  This means that there are about 2.8 million 
households who are unable to afford current housing options available in South Africa, their 
affordability for finance notwithstanding. 
 
Interestingly, the problems that South Africa is facing in terms of housing affordability are not 
unique.  In a paper released last year by the Fannie Mae Foundation in the United States, 
Caplin et al (2007) argue that in the United States “…rising house prices have left many new 
entrants to the housing market with sharp, and steadily worsening affordability problems.  If 
house prices continue to rise even at a moderate rate, the affordability equation will work ever 
more powerfully against renters, who will be unable to participate in this appreciation.”  They 
conclude “it is hard to see what will propel further increases in homeownership absent some 
thoroughgoing change in the structure of housing finance.” 
 
Primarily two factors have influenced the current situation in South Africa: 

1.4.1 Land and building material costs 
 
The costs of land and building materials have escalated rapidly in the past few years.  
Between December 2003 and June 2006, the cost of a serviced stand doubled; the cost of 
the top structure increased by about 20%.  In both cases, these increases have been greater 
than inflation – that is, they haven’t been supported by rising incomes.  While the costs of 
second hand affordable homes have not escalated as rapidly, the lack of supply of other 
affordable housing into which existing homeowners might move has reduced the supply of 
resale stock quite considerably. 

                                                
11 Go to FinMark Trust’s website for all the reports of this 2004 study into the workings of township residential 
property markets.  http://www.finmarktrust.org.za/themes/trpm/trpm.asp  
12 See the Financial Diaries website: www.financialdiaries.com  
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Table 2 Prices of affordable (40-79m²) houses – ABSA House price index, Rode Report 2004 & 2005, 
Building Cost Report 2006 

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

1.4.2 Rising interest rates 
 
Rising interest rates have had a dramatic impact on housing affordability and, while property 
prices have been rising, have decreased the amount of loan that a low-income household is 
able to support.   
 

 
 
In 2004, a household earning R3500 would have been eligible for a R101 000 loan at 11% 
interest over 20 years; in June of 2008, a household earning R3500 is only eligible for a loan 
of about R79 000, now at 16.5% interest.  In 2004, a household earning R9000 per month 
would have been eligible for a R261 000 loan, well within the ‘affordable’ target market.  Now, 
a household earning R9000 per month cannot find a house to buy at the R205 000 of 
mortgage finance that they can afford. 

1.5 Lessons for Africa   
 
South Africa has a highly developed economy, a solid banking infrastructure and a very 
strong construction sector.  Its land legal framework is solid and its deeds registry is 
recognised as world class.  In the past 14 years since the advent of democracy, more and 
more South Africans have access to financial services and within that, to housing finance.  
The housing subsidy programme has been generous and has delivered more subsidised 
units in a shorter period of time than any other country on the glob.  The South African 
government has committed itself to meeting the Millennium Development Goals and has 
established a national housing vision that supports housing delivery and a functioning 
housing market: 
 
The new human settlements plan reinforces the vision of the Department of Housing, to promote the 
achievement of a non-racial, integrated society through the development of sustainable human 
settlements and quality housing. Within this broader vision, the Department is committed to meeting the 
following specific objectives: 
 Accelerating the delivery of housing as a key strategy for poverty alleviation 
 Utilising provision of housing as a major job creation strategy 
 Ensuring property can be accessed by all as an asset for wealth creation and empowerment 
 Leveraging growth in the economy 
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 Combating crime, promoting social cohesion and improving quality of life for the poor 
 Supporting the functioning of the entire single residential property market to reduce duality within 

the sector by breaking the barriers between the first economy residential property boom and the 
second economy slump. 

 Utilizing housing as an instrument for the development of sustainable human settlements, in 
support of spatial restructuring. 

A New Housing Vision, from  
Breaking New Ground: A comprehensive plan for the development of sustainable human settlements.  

September 2004 

 
And yet, as illustrated above, the housing backlog continues to grow and a wider segment of 
the population now struggles to access affordable housing.  If the average ‘affordable’ house 
is classified as costing R265 000, then only about 1,6 million households or 13% of the 
population can afford to buy a new home in the current market.  What has led to this situation 
and what are the lessons for Africa?  Three issues can be identified. 

1.5.1 Insufficient attention to the finance affordability of low income households 
 
Although the National Housing Subsidy Scheme has provided a significant benefit to a vast 
number of low income households, its narrow, single-product approach has undermined 
access to housing opportunities13.    
 
Hoek-Smit (2006) makes the point that a target market can generally be split into two broad 
segments, namely  
 the middle and lower-middle income market (she suggests this is typically upwards from 

the 40th or 50th percentile of the income distribution) “where household incomes would be 
adequate to obtain formal, moderate-income housing, but most live in unauthorised or 
substandard formal housing” and  

 the low-income or perceived high risk segments of the market (normally households 
below the 40th percentile of the income distribution) “where households live in sub-
standard housing or sub-standard neighbourhoods with limited access to services”.   

 
In principle, the R3500 income threshold of the housing subsidy was designed to address this 
split.  However, households earning upwards of about R1000 - R2000 per month (in the 
current economy14) can indeed afford to pay something towards meeting their housing needs.  
They may not be able to afford the full costs of housing, but given serviced land, they would 
have the capacity to address their housing needs incrementally. 
 

                                                
13 While the housing subsidy is available to beneficiaries through a series of mechanisms, all those relating to 
ownership seek the delivery of a housing unit to national minimum norms and standards.  The subsidy for rental does 
provide some choice, but delivery has been too little for this to be considered a real alternative. 
14 The actual number is unimportant.  The principle is that the population should be segmented on the basis of 
affordability for credit rather than affordability for a full house. 



Housing finance in sub-Saharan Africa: Reflections from South Africa AMCHUD II 

Kecia Rust, FinMark Trust                      28-30 July 2008, Abuja Nigeria 13 

Figure 4  Housing loan affordability by income 

 
 
Because the housing subsidy programme allocates a full house for all eligible households 
earning up to R3500 (US$455)15 per month), it reduces the number of households it is able to 
serve, while also creating an incentive for households just outside the income eligibility 
threshold to under-report their incomes and get a subsidised house for free.  Households who 
earn an estimated R2000 (US$260) per month can afford some housing credit, albeit not 
enough for a full house.  Their capacity to participate financially in their own housing process 
should be recognized. This will expand the capacity of the state to meet the needs of the 
most poor. 

1.5.2 Need to support incremental housing 
 
Although low-moderate income (including a portion of subsidy-eligible) households have the 
capacity to finance their housing incrementally, the systems necessary to facilitate this kind of 
independent engagement in the housing process do not exist.  Specifically: 

 Land: It is virtually impossible for a low-moderate income household to access a 
serviced, residential stand for ownership.  The only way for households earning less than 
R3500 per month to access formal housing opportunities is via the state subsidy 
programme which provides full houses.  While this would seem preferable, the delivery 
rate means that households need to wait upwards of seven years before their name tops 
the waiting list.  In the meantime, instead of addressing their housing needs in some other 
way, they live in informal conditions and make due, waiting for their subsidy entitlement. 

 Housing support services: Even if a household were to own a serviced, residential plot, 
the construction process is not an easy one.  Building processes vary from one 
municipality to the other, and often come with a range of fees.  The household would 
need to organize for the preparation of an approved plan by a draughts person or an 
architect, and would need to have this approved by the municipality.  In addition, the 
household would need to contract building services – while these are often available in 
low income settlements the management of the housing process is not always 
straightforward.  There is little support available for households to undertake the 
construction process independently. 

 Political support: Governments are generally wary of incremental processes, which 
often look inadequate as the housing process unfolds, and which take a longer time than 
more traditional housing processes.  They worry that temporary accommodation built 
while the construction is underway will become permanent and that the delivery will not 
contribute towards their goal of eradicating informal settlements.   However, with positive 

                                                
15 Households earning R1500 –R3500 are required to save an amount of R2479 (US$322) towards accessing their 
subsidised housing unit.  However, other research has shown that this is not consistently applied and is often 
avoided. 
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political support, lenders will feel confident that their loans will contribute to improved 
housing environments that, in turn, will support borrower willingness to pay.  The 
experience of the Kuyasa Fund in South Africa’s Western Cape province has shown that 
as more and more households are successful in their individual, incremental housing 
process, more will seek to improve their housing, contributing to a settlement-wide home 
improvement process.  

 
In truth, households build incrementally in any event.  But without support, such 
incrementalism is often compromised in terms of quality and the housing outcome is 
inadequate.  This is, in fact, what has undermined the sense that incremental housing 
processes offer potential to the low income housing crisis that besets many countries.  
However, by targeting incremental housing as an explicit housing approach, government 
would have the opportunity to ensure that it does realize quality housing outcomes that suit 
the financial affordability of its owners. 

1.5.3 Opportunity for the development of housing microfinance 
 
South Africa’s experience with its non-bank housing lenders, supported in part by its two 
wholesale finance lenders the National Housing Finance Corporation and the Rural Housing 
Loan Fund, has been positive, albeit at a moderate scale.  At the end of its 2008 financial 
year, RHLF had ten active client lenders with facilities to the value of R168 million (US$ 21,8 
million).   The experiences of the Kuyasa Fund, which operates in the Western Cape province 
of South Africa, have been reported internationally, and that organization won the Dubai 
Habitat Best Practices award recently.  Lendcor is another housing microlender, which 
operates from a base in KwaZulu Natal province.  Their approach is the provision of credit 
through building material supply stores.  Across the range of institutions which offer housing-
specific microfinance, South African lenders offer a variety of experiences which could be 
considered by practitioners in other African countries. 
 
Microfinance that gets used for housing once borrowed (i.e. a general loan which does not 
specify the housing use) is even greater.  Gardner (forthcoming, for the FinMark Trust and 
Hivos Foundation) estimates that the total housing-related microfinance portfolio in South 
Africa is between R3,2 billion / US$416 million (assuming that 10% of all microloans are used 
for housing) and R10,7 billion / US$ 1,4 billion (assuming 33% of all microloans are applied to 
housing). 
 
Clearly, given the non-affordability of housing for the overwhelming majority of South Africans 
(upwards of 85%), it stands to reason that incremental housing processes, financed with 
smaller scale loans, would be more appropriate.  The growth of the housing microfinance 
sector is caught in a vicious circle however: unless the environment becomes more friendly to 
an incremental housing process, housing micro finance will not be made available as a 
distinct product, together with housing support services and access to land, both of which are 
critical.  Without an explicit focus on housing microfinance, the facilitative mechanisms to 
ensure a sound housing process to occur will not be put in place, which means that 
households will be left to their own devices to meet their housing needs.  On this basis, their 
success in realizing adequate housing outcomes will be constrained, contributing to the 
negative perceptions regarding the incremental housing process, and the environment will 
remain unfriendly to this housing approach. 
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2 Housing finance in Sub-Saharan Africa 
 
A January 2007 article by Dr Michael Lea in a special Housing Finance edition of The 
Banker16 argues that “housing finance is enjoying robust growth in many countries across the 
globe, in both developed and emerging markets”.  Citing growth of mortgage markets 
internationally, Lea notes that even in some emerging markets, mortgage debt exceeds 10% 
of GDP (China, Mexico and Thailand).  In South Africa, the figure is 20%.  And yet, as Cas 
Coovadia, Managing Director of the Banking Association of South Africa, notes in the same 
edition, “Africa’s home-financing sector is generally in its infancy.”  The exceptions, he writes, 
are South Africa, Ghana, and to a lesser extent, Kenya, Uganda and Tanzania.  
 
In early 2007, the FinMark Trust commissioned a review of recent (post 1999) literature into 
housing finance in Africa.  Written by Mary Tomlinson, the paper reviews articles, documents 
and reports that have looked at developments in housing finance, both mortgage and micro, 
in Sub-Saharan Africa.17  Tomlinson finds that while there certainly is literature in respect of 
mortgage finance, the field of housing micro finance is less well published.  Overall, academic 
literature seems to give more focus to other continents; the majority of published work that 
specifically addresses the question of housing finance in countries throughout Africa is the 
result of development agency commissions.  Tomlinson also finds that there is very little 
literature published by local, in-country experts.18 
 
This section of the report considers the findings of studies undertaken recently by the FinMark 
Trust (with support from Habitat for Humanity), which each look into the housing finance 
sectors of Zambia, Botswana, Kenya and Uganda.  Preliminary findings for Mozambique (with 
support from the World Bank), Rwanda, and Namibia are also presented.19 

2.1 Macro economic contexts 
 
“…even as the rest of the global economy slows down and some parts even flirt with recession, 
business in large parts of Africa is booming like never before.  Despite the credit crunch in the rich 
world’s financial markets, in sub-Saharan Africa in particular there is no sign of any reduction in a 
growth rate that has averaged over 5% a year for the past decade.” Economist July 8th 2008 “Africa 
Shines” 
 
The economies of many African countries are growing healthily, spurred not only by demand 
for Africa’s raw materials, but also by the growth of business.  The Economist reports that at 
the beginning of 2008, “some 15 sub-Saharan African countries had stock markets, listing 
some 500 companies with tradable shares and a combined market capitalization – excluding 
relatively mighty South Africa’s – of US$100 billion, according to a report from Goldman 
Sachs, “Africa Rising”.20  In the context of the current global investment slow-down, African 
markets offer investors an opportunity for relatively high returns. 
 

                                                
16 The Banker is published by Financial Times Business Ltd, in the United Kingdom.  Visit www.thebanker.com 
17 Attached as Annexure 1. 
18 In an effort to fill this gap, the FinMark Trust has been commissioning a series of studies that outline the nature and 
character of the housing finance sector in individual countries throughout Africa. The focus of the exercise is on 
documenting the current status quo of housing finance in individual African countries, and recommending areas for 
intervention by organisations, governments and practitioners.  Each housing finance sector study (to date four have 
been published and another four are in various stages of development) explores the simple question: how do people 
finance their housing in Africa?  The answer to this question relates to two issues: opportunity and affordability.  
Regarding the opportunity for housing finance, the papers explore the state of the financial sector and access to 
financial services, as well as the availability of housing products, or land for individual construction. On the 
afffordability side, the papers consider employment levels, income and expenditure, and the performance of the 
property market in each country studied. In the long term, the FinMark Trust and its partners hope to develop a library 
of reports which together will allow for cross-country comparisons and which will facilitate local level attention as well 
as focused, scale engagement by lenders, investors, donors, development agencies, NGOs and other parties who 
may wish to work on a regional basis. 
19 Reports for Zambia, Botswana, Kenya, Uganda, and an advance copy of the report for Mozambique, are attached 
as Annexes 2-6.  Future studies, including the reports for Rwanda, Namibia and Ethiopia (available soon) will be 
available on www.finmark.org.za.  
20 From: www.economist.com/daily/columns/businessview/PrinterFriendly.cfm?story_id=11698186  
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The reasons for this recent boom are many.  First, most countries have now had a good 
number of years of independence without conflict.  Second, countries across Africa have 
been pursuing financial market development initiatives with the World Bank (currently into its 
Second Generation of Financial Sector Reforms in most African countries).  These have led 
to interest rate liberalizations, removal of credit ceilings, restructuring and privatizing of state-
owned banks, and so on.  As Treasury Bill rates come down, investors seek other 
opportunities to improve returns.  Housing becomes one area of focus. 
 
Table 3 Summary of macro-economic factors in some sub-Saharan African countries 

South Africa 

 

 Economic reforms since 1994: growth focused strategy 
 3-5% avg GDP growth annually over past 10 years 
 Increasing inflation (8.8% in May 2008) 

Zambia 

 

 Independence in 1991; completed 5th yr Highly Indebted Poor Country programme 
 4.6% avg GDP growth annually over past 7 years  
 Prime lending reduced from very high levels (46% in 2001) to 28% in 2005 and 21% in 

January 2007.  T-Bill rates have come down significantly. 
 Declining inflation (15.9% in 2005, down from a high of 30% in 2002) 

Botswana  6.5% avg GDP growth annually over past 10 years 
 Gradually rising inflation (7.2 % in February 2007) 

Kenya 

 

 Independence in 1963; economic reforms in 2002 
 From 1.4% annual GDP growth in 1997-2002, to 5-6% growth in recent years 
 Increasing inflation (14.5% in 2006) 

Uganda 

 

 Independence in 1957; economic reforms since 1987 
 6.5% avg GDP growth annually over past 10 years 
 Rising inflation (7.7% in 2006/7) 

Mozambique 

 

 Wars 1969-74 and 1979-92 
 7.72% avg GDP growth annually 2002-2006 
 Double-digit inflation (14.9% in April 2008) 

Rwanda 

 

 War and genocide ended early 1990’s 
 6% avg GDP growth annually over past 10 years 
 Increasing inflation (currently above 10%) 

Namibia 

 

 4.3% avg GDP growth annually over last 11 years 
 Increasing inflation 

 
As in South Africa, there is a sense among investors of an untapped mass market, “a fortune 
at the bottom of the pyramid” as CK Prahalad put it recently in his book of the same name.  
African countries offer new markets for investors seeking opportunities to make their own 
footprints and realize high returns in what is still a relatively high risk environment. 
 
One such investor has been NewLine Capital Partners, an early stage private sector investor 
that works with banks and non-bank financial institutions in emerging markets.  NewLine 
Capital is launching an Africa Fund with an initial focus on South Africa, Kenya and Ethiopia, 
with plans to expand to nine sub-Saharan African countries.  In identifying sub-Saharan Africa 
as an investment target, Newline was especially interested in the size of the potential market, 
which could support multiple transactions over a 5-7 year period.  Their nine target countries21 
have a combined total population of over 390 million, with good GDP growth forecasts (all 
over 5% into 2010) and geographic diversity throughout the region.  NewLine argues that 
economic policies, debt forgiveness for HIPC countries (Ethiopia, Kenya, Tanzania, Uganda 
and Mali), increased government support for education and healthcare, growth in remittances, 
improved telecommunications and growth in foreign direct investment have all played a 
positive role in attracting investment. At the same time, NewLine identifies risks which 
negatively affect the forecast: political crises, food and energy price stresses, inflation, and 
health.22   

2.2 Access to financial services 
 

                                                
21 South Africa, Kenya, Ethiopia, Botswana, Ghana, Mali, Nigeria, Tanzania, Uganda. 
22 See www.finmark.org.za/hmf.aspx for NewLine Capital’s presentation at a recent workshop in Tanzania. 
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A key challenge for new investors and the growth of business is access to financial services.  
A recent book published by the World Bank shows how access to finance in Africa is limited 
to less than 40% of the population in all but two countries: South Africa and Botswana.   
 

 
 
The FinScope™ survey, which has been conducted in eleven African countries, has found 
levels of financial exclusion to be over 40%, even when access to informal financial services 
is taken into account.  The access strand23, below, compares seven African countries where 
FinScope™ has been undertaken.24 
 

 
 
The landscape of access shows that transaction services are more popularly used than 
savings and insurance for the three Southern African countries (South Africa, Namibia and 
Botswana) as well as for the four Lower Income Countries (Kenya, Uganda, Tanzania, 
Zambia) surveyed.  Access to credit services is limited to about 25% across the board. 
 
A further analysis considers the extent of the potential market for financial services that are 
currently not banked.  While some may not access financial services by choice, and others 
may be too poor, a substantial untapped market for financial services does appear to exist. 

                                                
23 “Banked” refers to anyone using at least one of the services of a formally regulated deposit taking entity (i.e. bank 
and building society); “formal other” refers to anyone who is not banked but uses at least one of the financial services 
provided by a formal registered entity, although the entity may not be regulated as a financial service provider (i.e. 
insurers, large retailers, employers); “informal only” refers to anyone who is not banked or formally included but uses 
at least one financial service provided by an informal, unregistered entity as part of an intentional financial service 
relationship (i.e. informal, group-based savings and credit; loans from unregistered money lenders); and “excuded” 
refers to anyone not in the categories above, who may manage their finances on a personal basis, i.e. leaving money 
with family or under the mattress, or borrowing from family or friends. (From Bankable Frontier Associates (2007)). 
24 Bankable Frontier Associates (2007) Financial service access and usage in Southern and East Africa: What do 
FinScope surveys tell us? 
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At the same time, investors and financiers look at the data regarding the rate of urbanization 
in African countries, the need for basic water and sanitation services, and for shelter, and the 
opportunity for a housing-focused financial product that also serves longer term 
developmental objectives becomes very attractive. 

2.3 Availability of housing finance 
 
It is within this overall environment of opportunity that a housing finance sector is 
beginning to develop in Africa.  Still, in many African countries the sector is in its 
infancy, with housing finance available to only a few. An overview of the housing finance 
availability in some African countries is provided below.   
 
Table 4 Summary of housing finance availability in some African countries 

South Africa 

 

 Four major banks (ABSA, First National Bank, Nedbank and Standard Bank) provide bulk of 
housing finance (mortgage, pension-backed and micro loans) to low income earners as part 
of their Financial Sector Charter commitments.  Access to mortgage finance by high income 
earners is widespread. 

 Microlending banks (African Bank, Capitec Bank) provide micro loans, 30% of which are 
estimated to be used for housing purposes 

 Government facilitation: Non-bank housing micro lenders access wholesale finance from 
either the National Housing Finance Corporation or Rural Housing Loan Fund.  Housing micro 
lenders are beginning to grow in scale, in some cases beyond the financial capacity of their 
wholesale financiers. 

Zambia 

 

 Development banks (Development Bank of Zambia, Development Bank of Southern Africa, 
African Development Bank, Shelter Afrique) are entering into financing arrangements 
including the capacitation of commercial banks for housing lending 

 Pension and provident funds: The Public Sector Pension Fund is the only pension fund legally 
able to provide mortgage finance in Zambia, and only to its members; The Local Authorities 
Super-Annuation Fund is allowed to provide limited volumes of mortgage finance to its 
members. 

 Commercial banks: Key players are Zambia National Commercial Bank; Barclays Bank, 
Stanbic Bank and Standard Chartered Bank.  Mortgage lending is a relatively new product for 
these lenders. 

 Building societies: Zambia National Building Society, Finance Bank, and Pan African Building 
Society all undertake housing lending but until recently were seriously under capitalized. 

 Micro finance institutions: including first, second and third tier MFIs, but none focusing 
explicitly on housing. 

Botswana  Commercial banks offer mortgages at prime (16% in 2007) over 20 years; the minimum loan 
is offered by Stanbic at $8 130.  Main include Stanbic, Standard Chartered, Barcklays and 
FNB. 

 Botswana Building Society (BBS) loans have no minimum value.  About 10% of mortgages 
are below the Stanbic minimum mortgage loan of $8 130. 

 Self-Help Housing Agency (SHHA): originally funded by foreign donors, this is now a 
responsibility of local authorities.  In urban areas, land and housing finance are provided to 
low-income households.  Interest rates are subsidised below prime.  Default is high. 

 Government facilitation: government guarantees bank loans for government employees, as 
well as 25% of the value of each BBS loan. 
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Kenya 

 

 Main providers of mortgage finance are: Housing Finance, Savings and Loan, East African 
Building Society Bank, Standard Chartered Bank, Barclays Bank, Stanbic Bank.   

 Housing micro finance offered by the National Cooperative Housing Union (Nachu) and the 
Kenya Affordable Shelter Project (KENSUP) of the K-Rep Development Agency.  Others 
include the Pamoja Trust, Jamii Bora, and various SACCOs. 

 Government facilitation: Social housing finance includes slum upgrading initiatives, public 
rental and sight and service schemes. 

 Informal housing finance: a survey of slum dwellers in Nairobi found that most finance their 
housing with loans from relatives or friends, followed by NGOs, savings group or credit 
providers. 

Uganda 

 

 Uganda’s housing finance sector has substantially grown from one government owned 
institute to 4 commercial banks (HFB, DFCU Bank, Stanbic Bank, Barclays, Standard 
Chartered) and 1 Micro-finance Deposit taking Institution (Uganda Microfinance Limited). The 
sector is however small in relation to the housing needs of the country and it has principally 
been serving the middle and higher income earners. The average mortgage loan size issued 
by commercial banks is between UShs 60 (US $ 34,000) and 80 million (US $ 46,000), an 
amount too high for the low income earners. 

 Absence of adequate housing finance for the last 30 years and the weak foundations made 
by consecutive governments in building the country’s housing industry have greatly crippled 
the formal private sector to such an extent that their contribution to housing delivery has been 
relatively insignificant. 

 Non-bank housing microfinance is new, supported in part by the Stromme Foundation (a 
wholesale lending institution) and Habitat for Humanity Uganda (working with UGAFODE). 

Mozambique 

 

 Statistics published by the Banco de Moçambique indicate that housing loans accounted for 
only 3.8% of the bank credit outstanding in March 2008 and represented far less than 1% of 
the GDP. 

 Five main commercial banks operate in Mozambique and provide housing loans: Millennium 
BIM, BCI Fomento, Barclays Bank, Standard Bank and First National Bank.  The interest rate 
is 18% over 20 years with a debt service ratio of 30%. 

 Much housing construction is financed by short and medium term consumer loans (up to five 
years) of up to $12 000 for which the banks charge interest rates of 20-25%p.a.   

 The microlending sector is does not have any housing-specific products.  No analysis has yet 
been undertaken to determine if loans from MFIs are used for housing purposes.   Habitat for 
Humanity provides housing finance and development support in the greater Maputo area and 
rural Manica province. 

Rwanda 

 

 The banking industry in Rwanda is small and under-developed, with bank assets amounting 
to only 17% of GDP in 2005.  Mortgages comprise only a small proportion of the banks’ 
balance sheets, estimated at less than 6% of banking sector assets. 

 Only 3 banks provide mortgages to non-bank employees: Banque Housing Du Rwanda 
(BHR), Banque de Kigali (BK), and (BCR) 

 The microlending sector is very young with most MFIs having been in existence for less than 
five years.  No analysis has yet been undertaken to determine if loans from MFIs are used for 
housing purposes. 

Namibia 

 

 Mortgages are the largest single part of banks’ loan portfolios, accounting for 43% of their 
total portfolios, where mortgages to individuals are a dominant portion of this.   

 Commercial banks (Bank Windhoek, Nedbank, First National Bank and Standard Bank) and 
the National Housing Enterprise finance the middle to high-income households.   

 The NHE also finances the lower to middle income households together with the Shack 
Dwellers Federation, and the Build Together Programme. 

 Registered micro credit providers including banks, SACCOS and Savings and Credit 
Associations provide micro loans.   Anecdotal evidence suggests that these are sometimes 
used for home improvements. 

 
A few issues bear noting: 

 Mortgage markets exist in a number of the countries studied.  In many of these, 
however, these markets are newly established and only beginning to grow.  In many of 
these countries, opportunities for growth is constrained by affordability in the market and 
by the availability of secure title against which to secure the mortgage instrument. 

 Regional strategies: Barclays, Stanbic, Standard Chartered, and to a lesser extent First 
National Bank and Standard Bank are dominant in most mortgage markets, where these 
exist.  This suggests opportunities for regional or cross-border initiatives.  Also, the 
lessons that these banks have learned in South Africa through their participation in the 
Financial Sector Charter may prove helpful as they engage with similar markets in other 
African countries. 

 Housing-specific microfinance appears to be limited, although anecdotal evidence 
suggests that households use personal and micro loans to finance their incremental 
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housing processes.  As a result, it is likely that incremental housing construction as it 
currently exists is often (although not always) ad hoc, which can compromise the quality 
of the housing output. 

 Pension-backed lending is only available in South Africa, although a few other countries 
(Botswana, Zambia, Namibia) do involve pension and provident funds in their housing 
finance sector. 

 South Africa’s housing subsidy programme is unparalleled.  Housing subsidy systems in 
other countries (Kenya, Namibia and Botswana) appear to offer limited scale and to be 
poorly targeted.  

 
More recent research has been highlighted in two recent editions of the journal Environment 
& Urbanisation (Volume 19, No 2 (October 2007) and Volume 20, No 1 (April 2008).  
Summarizing the papers in the journals, Mitlin (2007) notes the “considerable variation in the 
framework for financing shelter…”  A critical area that she highlights which is not sufficiently 
addressed in the FinMark papers is the role of savings.  Mobilized primarily by local NGOs, 
Savings and Credit Cooperatives, or community groups, she suggests that “savings are more 
than simply a means of financing shelter improvements; they are the core organizing “glue” 
that holds together local organizations, enabling them to build the trust and confidence 
necessary to identify collective priorities and implement development projects.” 
 
The Environment & Urbanisation papers give a lot of attention to the potential for housing 
microfinance, especially when applied in contexts where there is access to secure tenure on 
serviced land.  Examples from Malawi, Namibia, Angola, Tanzania, and South Africa provide 
insights into workable models while also offering lessons for their replication elsewhere. 

2.4 Demand for housing finance 
 
Possibly the driving rationale behind a focus on housing microfinance by local development 
initiatives is the affordability limitations of the vast majority of Africa’s urban (and rural) 
populations.  With an estimated 75% of the urban population in Africa earning less than $2,00 
per day, the mortgage instrument can only address the needs of a small minority of the 
population.   
 
Drawing quotations from the recent housing finance sector studies, the table below illustrates 
that in the African countries studied to date, excluding South Africa, affordability for housing 
finance is restricted to less than 10% of the population.  In the case of Mozambique, it is 
illustrated that even key public sector workers are unable to afford basic housing. 
 
Table 5 Affordability for housing finance in some African countries 

South Africa 
 

“within South Africa’s population of about 12.7 million households, only about 2 million can afford to 
participate freely and comfortably to the extent of their needs in the housing market.” (Rust, 2007) 

Zambia 

 

“Few self-employed people earn sufficient to qualify for a home loan.  This leaves the 16% of all 
Zambians that are formally employed (2.2-million) as the potential market for housing finance. 
However, of these, 40% are currently un-banked.” (Gardner, 2007) 

Botswana “Few self-employed people earn sufficient to qualify for a home loan. This leaves the 17,3% of all 
Batswana that are formally employed (281,915) as the potential market for conventional housing 
finance.” (von Rudloff, 2007) 

Kenya 

 

“only a small proportion of urban households – estimated to be less than 10% -- have traditionally 
qualified for mortgage loans from HFIs, with the majority ruled out by their low incomes. Borrowers 
generally consist of high net worth individuals. Even with the fall in interest rates since the 1990s, and 
the recent extension of lending terms to 25 years by some HFIs, the impact of mortgage lending is still 
very limited.” (Alder and Mutero, 2007) 

Uganda 
 

“Out of 5.2 million households in the country, only 0.68% can access mortgage loans through 
commercial banks, 19.95% can access housing micro-finance loans through Micro-finance Deposit 
taking Institutions, 7.2% can access loans from Micro Finance Institutions and Savings and Credit 
Cooperatives, 10.3% can only access loans through Savings and Credit Cooperatives only and 62.3% 
have no access to financial services.” (Kalema and Kayiira, 2008) 
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Mozambique 

 

“On the basis of an interest rate of 18%, using a debt service ratio of 30% and a 20% deposit, a 
household would require a monthly net salary of 48 000 MT ($1 900) to borrow $40 000 over a 20 
year period to purchase a small apartment in the less attractive areas of the cement city of Maputo. … 
This is more than the net basic salaries of a couple senior doctors working for the national health 
system.” (Allen and Johnsen, forthcoming) 

Rwanda 
 

“The CSR (Social Security Fund) shows that of the 270 000 formally employed, only around 50 000 
people earn above RWF1.2 million (US$2000) per month.  … this means that the income of the bulk 
of the population will fall below the level where they can secure mortgage financing in the formal 
market.” (Oyier, Ketley & Davis, forthcoming) 

Namibia 

 

“In Namibia only 14% (74,000 households) of the households can afford to or have already purchased 
formal housing using a mortgage bond.  In addition, the fact that the large parts of Namibia are 
designated as communal land, complicates access to conventional (on-balance sheet) housing 
finance.” 

 
 
In South Africa today, only about 15% of the population can afford the lowest-cost, newly built 
house available on the market.  FinMark Trust has recently commissioned country housing 
finance sector studies, which further substantiate the UN Habitat statement.  In Zambia, for 
instance, Gardner (2007) reports on the Lilayi development in Lusaka.  This is a 5 000 unit 
development which has received development support from a range of donors and aid 
agencies.  A one-bed unit in Lilayi was recently priced at $25 000.  Financed with a 100% 
mortgage at 15% interest over 20 years, this would require a monthly repayment of about 
$329.  However, only 18% of Zambians earn above $118,11 per month.   
 
The situation is similar in Kenya, where Mutero (2008) reports that “the majority of new 
houses [being developed] are in up-market areas, with limited provision for lower-middle and 
middle-income groups.”  In Botswana, von Rudloff (2007) notes that commercial banks 
generally require a minimum income of P4000 ($650) in order for the client to be considered 
for a mortgage loan.  However, about 73% of all household income falls below this threshold, 
effectively excluding the vast majority of households from this form of housing finance. 
 
Given these challenges, effective demand for the traditional forms of housing finance is rather 
limited, and other forms of home financing have emerged.  In Uganda, where less than 1% of 
the population has access to mortgage loans from commercial banks, housing micro finance 
loans from mortgage lenders and SACCOs address the housing need.  Still, 60% of the 
population in that country has no access to finance.  In Namibia, the vast majority of the 
population, even among high-income earners, finances their housing using savings and 
inheritance.  Kenya has a number of relatively high profile micro finance organizations which 
provide access to non-mortgage finance – Nachu and Jamii Bora are examples.   
 
The relevance of non-mortgage forms of housing finance, however, demand a new sort of 
housing process which accepts incremental home construction through step-by-step 
investment of one micro loan after another.  This becomes a critical challenge that policy 
makers must face. 

2.5 Developments in housing policy  
 
No other country in Africa has a housing subsidy scheme like South Africa’s.  The relative 
wealth of the South African economy, supported annually by a growing tax revenue, has 
made it uniquely possible for the government to provide fully subsidised housing for free to 
the poor and low income earners who together comprise the majority of the South African 
population.  This degree fiscal capacity is not present elsewhere in Africa.    
 
At the same time, the global debate on the role of the state in housing has changed quite 
considerably over the past few decades, and housing policies found throughout the continent 
are a reflection of this.  Most countries have moved or are moving away from an emphasis on 
government provision of housing to government facilitation for housing development by the 
private sector.  Even South Africa, with its expectation for an estimated 250 000 subsidised 
housing units to be delivered annually, relies on the participation of the private sector to make 
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this happen.  In many countries where state-led housing corporations or institutions do exist, 
the policy debate is on how to make these more productive in their local contexts. 
 
One of the reasons for a shift away from direct government provision of housing has to do 
with the targeting problems that often arose, and the sustainability of the intervention.  In 
Uganda, for instance, the 1992 housing policy had the unintended effect of advantaging 
middle and upper income earners while the most poor were left to live in inadequate housing 
with no policy support.  A new policy is pending in that country, which promises an enabling 
environment for private sector developers and financiers, as the state withdraws from the 
direct provision of housing.  Botswana’s 1999 housing policy also shifted government’s role 
from that of provider to facilitator – even so, its commitment to guarantee bank loans only 
benefits those who can afford a bank loan.  This issue was raised recently (June 2008) at a 
workshop in Gaborone, hosted by the Ministry of Lands and Housing, seeking stakeholder 
inputs into the NDP (National Development Plan) 10 Draft Chapter. 
 
Another problem experienced in the past has to do with scale. For example, the state-owned 
National Housing Corporation has been Kenya’s main financier for formal housing targeted at 
lower-middle and middle-income groups.  Between 1965 and 2004, Kenya’s NHC has 
financed just under 6000 units for tenant purchase, 4000 units for rental, about 8250 site and 
service plots, just under 2000 mortgage units and just under 1000 other units – all in, a total 
of just over 30000 units over a period of 39 years. The Kenya Settlement Upgrading 
Programme (KENSUP) promises to make a difference in providing in situ upgrading support 
in Kibera and some other informal settlements – however the scale projected at this stage is 
no where near the upgrading requirements of Kenya’s informal settlements. Botswana’s Self-
Help Housing Association has also not been the success imagined by policy, and in Zambia, 
there has been no new delivery targeted at the poor for over ten years. 
 
A third issue facing policy makers as they deliberate an approach, is the cost of housing, 
which is rising faster than inflation in most countries.  As in South Africa, the cost of housing 
relates both to the availability of land (and the concomitant tenure issues), and the cost and 
availability of building materials, many of which are imported.  Also as in South Africa, the 
affordability challenges faced result in the adoption of informal housing solutions: informal 
settlements, backyard shacks, overcrowding in formal housing, and so on.  While there 
seems to be an acknowledgement of the need for subsidies, how these should be structured, 
afforded, targeted (whether at land and services, or also at housing), and implemented is a 
subject of much debate. 
 
Finally, in the context of growing private sector interest and limited public sector capacity, 
governments are struggling to define the respective roles and responsibilities of the 
players when considering specifically the housing needs of the poor.  In Botswana and 
Kenya, the issue of poor coordination between programmes has been raised, and the failure 
of the system to meet the needs of the most poor is usually the outcome.  In Zambia, a 
housing developer recently piloted an approach at the scale delivery of housing in which local 
government services such as land registration, infrastructure investment and management 
were all privatized as part of the implementation process.    
 
In many countries, housing departments are developing housing policies to revise their 
approach to housing delivery and the affordability challenges in their countries.  While this is 
encouraging, it does mean that the housing sector in these countries is in flux with little policy 
direction until the policies are finalised.  Botswana, Zambia, Mozambique and Uganda are all 
revising their policies and developing new legislation although delays have been experienced 
in almost all these countries.  Botswana’s National Development Plan 10 will include a 
chapter on housing and land.  A Mortgage Bill is pending in Uganda, and Rwanda is 
considering the development of a mortgage market. The progress of these governments in 
addressing their challenges is being keenly watched by investors. 
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3 Conclusion: Challenges and opportunities 
 
In her overview of housing finance literature in Africa, Tomlinson (2007) summarises trends in 
housing finance in Africa: 
 Very minimal amounts of finance (quasi-mortgages, over shorter terms) are available to 

high-net worth clients through a handful of banks. 
 High income earners usually buy formal housing with cash.  
 The middle class finance their own housing construction, also usually with cash.  Their 

housing process is usually incremental, over time, and often in unplanned areas. 
 Low income earners finance their housing incrementally, with savings, loans from family 

and friends, or micro loans, usually on an informal basis and in unplanned areas. 
 
Ferguson (2004) describes this state of affairs as the “Global Housing Finance Syndrome“: 
 
The Global Housing Finance Syndrome (Quoted directly from Ferguson (2004) The Key Importance 
of Housing Microfinance, in Daphnis, F and B Ferguson (eds.) Housing Microfinance: A Guide to 
Practice. Kumarian Press Inc. Bloomfield, CT, USA (page 17-18) 

1. The small amount of mortgage finance available goes for the purchase of new, commercially built 
units of upper-class and some middle-income households.  Most households cannot afford the debt 
service on even the smallest commercially built unit.  Sometimes the central government attempts 
to bridge this affordability gap by creating a large subsidy system to drive mortgage finance down 
market.  But these subsidies end up going disproportionately to middle- and upper-income 
households. 

2. The remainder of the population must build and finance their own homes incrementally.  Without 
support and guidance, this process generates enormous public costs.  In particular, the reordering 
and extension of basic infrastructure (water, sanitation, roads, drainage, common facilities) to 
informal settlements typically costs three times the amount of extending infrastructure to formal-
sector settlement.  Thus, governments usually end up behind the curve of housing and urban 
demand and try to catch up at enormous public cost.  Governments lack the subsidies to bridge the 
affordability gap necessary to satisfy new household formation, thereby creating great pent-up 
demand that households satisfy through informal settlement (land invasion and informal 
subdivisions) and unsupported progressive housing, whose costly regularization further depletes 
government resources – thereby aggravating this vicious cycle. 

3. No significant amounts of institutional debt finance go to support the progressive housing process 
of the low- to moderate-income majority (three fourths of the population), to rental housing, or to 
development finance (land/ infrastructure) or construction finance of formal sector housing.  For this 
and other reasons, housing fails to fulfill its economic function – in particular, that of building 
household wealth and assets – and falls short in its social function, as too few and too low-quality 
units get built to house an expanding population. 

 
Evidence from South Africa, as well as all of the sub-Saharan African countries studied by the 
FinMark Trust and its partners illustrates that the mortgage instrument is not appropriate or 
relevant for the vast majority of people, given their limited affordability.   
 
Still, experience in many of these countries also has shown that low income people do have 
affordability for some credit, and that poor households do make housing investments despite 
their poverty. To this end, the real challenge facing policy makers is the promotion of 
appropriate housing finance products – products that respond to the financial 
capacities of low-income earners – and the creation of enabling environments in which 
such products can be offered.  Once such a framework for relevant lending is created, 
the realisation of scale becomes the next challenge: with 75% of Africa’s population 
earning less than two dollars a day, the demand for such an approach will be virtually 
infinite. 

3.1 Housing microfinance as appropriate housing finance for the poor 
 
Housing microfinance, a growing field internationally, offers governments and the private 
sector with dramatic opportunities for investment and development.  The growth of this sector 
is constrained, however, by a housing policy and housing delivery process that only considers 
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the delivery of whole houses and which doesn’t accommodate the potential for incremental 
construction.  If households cannot access secure tenure on land with access to bulk 
infrastructure, they will feel their residence in a particular area to be temporary.  In this 
context and given their limited resources, they will have little incentive to build formal, quality 
housing units.  However, it has been demonstrated in case studies throughout Africa that if 
they do have access to secure tenure on serviced land, even poor households will invest in 
improving and formalizing their housing conditions. 
 
A second condition for the growth of the housing microfinance sector is the provision of 
housing support services to assist households in the construction of quality units.  Higher 
income households benefit naturally, by virtue of the whole-house building process, from the 
services of architects, quantity surveyors, engineers, plumbers and electricians, and so on.  
Lower income households need to seek out, contract and finance these services 
independently.  Without support, it is unlikely that they will manage to find the range of 
services their own housing process requires, and as a result, the housing outcome may 
suffer.  Again, there are numerous, documented experiences in both Africa and Latin America 
which demonstrate the viability and affordability of the provision of housing support services 
even to very poor households.  These experiences should be replicated. 

3.2 Scale delivery of housing finance 
 
Of course, if the enabling environment for housing microfinance is established, this creates 
real opportunities, for lenders and investors, as well as for governments and low-income 
earners.  The financial sector stands to benefit from a growing market in which the financial 
capacities of low-income borrowers will grow as their housing situations improve.  
Government will see the development of sustainable housing systems in which households 
access quality housing that they can afford.  And low-income households will see a dramatic 
improvement in their housing situation.   
 
It is well known and fairly well documented that commercial banks struggle with 
understanding the mechanics (and concomitant ‘security’) of the incremental housing delivery 
process that is a reality for the poor.  This is terrain normally left to NGOs and CBOs, micro 
lenders and other non-bank credit providers.  While their approach may be appropriate, 
however, their capacity is miniscule compared to the challenge, largely hampered by limited 
access to capital – something the commercial lenders have.  Is there an opportunity for 
collaboration and what might this involve?   

3.3 Conclusion 
 
The challenge of housing finance for the poor in Africa is an enormous one.  At the root of the 
solution, is a need to understand the problem not on a the macro, continent-wide level as is 
so attractive, but rather to consider it on a settlement-by-settlement basis.  With broad, 
enabling policy which sets the key ingredients of land and infrastructure in place, settlement- 
and household-level responses to housing become feasible.  Over time, such investment will 
hopefully also lead to the realisation of a financial asset potential in housing, as is now being 
pursued in South Africa.  In the short term, however, it will at least address the needs for 
shelter, protection from the elements, and a quality of life as promised by the Millennium 
Development Goals. 
 
 
 
 


