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The State of Housing Finance

in South Africa

ABSTRACT

This article, based on the findings of a na-
tional study commissioned by the National
Housing Finance Corporation (NHFC) in the
second half of 2000, sheds light on the na-
ture and scope of problems that impede the
housing finance process in South Africa.
The principal objective was to investigate
obstacles that hinder the delivery of housing
at scale to the lower- and moderate-income
markets in South Africa. The investigation
focused mainly on prospective buyers within
the target monthly income group of R1,000
te R6,000. The methodology adopted for the
preliminary investigation was to scan
through available documentation. In addi-
tion, the detailed questionnaire was aimed
at identifying typical issues that should be
further investigated and substantiated to ar-
rive at a high level organizational and func-
tional structure for the housing delivery sys-
tem in South Africa. The conclusion: almost
half of the market feels ill equipped to make
informed purchase decisions, a large per-
centage lack information on financial prod-
ucts, and there is a huge demand for hous-
ing stock at the lower-end of the market.
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Recommendations are therefore provided in
this regard.

INTRODUCFION: BACKGROUND
TO THE STUDY

First, bear in mind that South Africa’s hous-
ing policy is based on seven key sirategies:

+ Stabilizing the housing environment

* Mobilizing housing credit

+ Providing subsidy assistance

= Supporting the people’s housing process
* Rationalizing institutional capacities

» Facilitating speedy release and servicing
of land

+ Coordinating state investmsnt in devel-
opment

Thus, the National Housing Finance Corpo-
ration (NHFC) was established by the gov-
emment to search for new and befter ways
to mobilize finance for housing, from
sources outside the state in partnership with
the broadest range of organizations.

The NHFC initiated an investigation inio the
current situation of the housing finance and

delivery system of South Africa. The review
was necessary to find out if there are any
blockages in the system and to develop al-
ternative solutions to improve the system
and make it more effective. The overriding
purpose of the primary data was to investi-
gate blockages in the housing finance and
delivery process. The target market was de-
fined as would-be buyers' in the lower- and
moderate-income group who have not suc-
ceeded in purchasing a home.

Given the country's relatively smocth transi-
tion to democracy, South Africa is in the priv-
ileged position of having new policy that re-
flects many of the tenets of contemporary
development thinking. Although clear policy
directions have bsen set, many South
African policy instruments are still flexible. It
is also evident that policy, particularly hous-
ing and land policy, has shown significant
adjustments in its mechanisms of implemen-
fation in the past five years. Hopefully, this
process of refining policy in response tc an
assessment of its impact and an ongoing
monitoring, evaluation and review, will con-
tinue into the future.

Government
The 1996 Constitution of South Africa lays

a new foundation for housing in South
Africa, Housing is now a fundamental
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human right embodied in Section 26 of the
Constitution, stating that every citizen of
the country has a right to have access to
adequate housing.

The Department of Housing's White Paper
{1994) sets out a national housing strategy,
along with key substantive approaches to
housing defivery and a list of interventions
necessary to ensure that delivery occurs.
More specifically, it states that the “Govern-
ment aims fo establish a sustainable hous-
ing process which will eventually enable se-
cure tenure, within a safe and healthy
environment and viable communities, in a
manner that will make positive contribution
to a non-racial, non-sexist, democratic and
integrated society within the shortest possi-
ble time frame.”

Department of Housing

The national housing policy is encapsu-
lated in the Housing White Paper and the
Housing Act (1997) in which the govern-
ment commits itself to attaining adequate
shelter for all South African citizens. 1t is
evident from the budgetary alfocations, that
the provision of shelter is a medium-term
national priority.

Two common policy themes can be identi-
fied in the South African housing policy:

* Adequate shelfter for all

+ Sustainable human settlement develop-
ment

DEMOGRAPHIC OVERVIEW:
THE DEMAND FOR HOUSING

In 1996, South Africa had a total population
of 40.6 million. Out of this total, onty 13.8
million (34%) wete regarded as economi-
cally active. A total of 4.7 million (11.5%) of
the economically active group was unem-
ployed.

SOUTH AFRICA

Table 1  South Africa’s Demographics
(996 Census)
POPULATION 40,583,573  100.0%
ECONOMICALLY ACTIVE 13,785,494 34.0%
EMPLCYED 9, 113, 845 21.5%
UNEMPLOYED 4,671, 649 15%
TOTAL HOUSEHOLDS 9,058, 570  100.0%
DWELLING SATISFACTORY 7,479, 208 82.6%
DWELLING UNSATISFACTORY 1,580,364 7.4%
Source: Statistics South Africa
HOUSING AFFORDABILITY

In 1998 the human poverty index for South
Alfrica was 20.2% (UNDP, 2000). This index
is comprised of deprivations in three areas
of human life: longevity, knowledge and a
decent standard of living.

The Income and Expenditure Survey con-
ducted by Statistics South Africa in 1995 re-
veals that the poverty headcount ratio (that
is the percentage below $1 a day) was
18.2%. The same survey indicates that the
poverty gap ratio stands at 5.8%. The
poverty line in South Africa ¢an be defined
by considering the poorest 40% of house-
holds as “poor,” having a monthiy household
expenditure of R353 per adult equivalent
(UNDP, 1988). Inflating that to 2000 results
in a breadline of R392.

Table 2 shows that, presently, in the income
bracket befow R1,200 affordability s driven
purety by the subsidy. Assuming Jand devel-
opment costs of R7,500 per stand and
house costs of R350 per square meter, a re-
sultant product of 24 square meters can be
delivered. This does not make provision for
any adverse circumstances (geo-technical,
slopes, stc.) and also assumes a scale of
delivery of -a minimum 1,000 units per
contract,

A household earning R1,000 to R1,500
should be able to borrow approximately
R8,000 and maximize the subsidy, resuiting
in the ability 1o buy a house double the size
of the previous group. For those households
with monthly incomes in the range from
R3,500 and up to R8,000, the subsidy falls
away, but the household is still abte to ac-
quire a house in the region of 40 square me-
ters to 80 square meters at monthly bond re-
payments varying between R1,300 and
R2,300 per month.

Beyond the incomes R8,000 per month
there is no real problem in accessing finance
and the factors influencing decisions to buy.

Expenditure on Housing from the Budget

According to the Budget Review 2000, the
medium expenditure estimates of naticnal
expenditure on housing and other social ser-
vices constituted 5.9% and 6.1% for the pe-
riod 1999/2000 and 2000/2001, respectively,

Houses Completed 1994-2000

The number of houses completed or under
construction as supplied by the Department
of Housing between 1994 and 2000 was re-
ported at 896,552. It was assumed that 90%
of this was allocated to people eamning less
than R1,500 per month and spread accord-
ing to the population profile. The remaining
10% was assumed to be afiocated at 2.5%
to households earning between R1,500 and
R2,500 due to the difficulty of this market in
obtaining fop-up finance, and 7.5% to the in-
come groups earning R2,500 to R3,500 who
have better access to top-up finance,

Presently, unofficial figures reveal that 1.129
million houses have been completed or are
under construction, and more than 5 million
people have been housed since 19942,
However, another 2 million to 3 million units
are still needed, as there is still a backlog of
7.5 miillion people who need proper shelter.
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Affordability and Inflation Bites

The subsidy per lowerincome bracket has
" remained basically the same since the in-
ception of the housing subsidy scheme, but
due to inflation, has declined significantly in
buying power. The point is that, it has be-
come less affordable for households to pur-
chase the same size and quality of house in
2001 as was built in 1996.

Thus, we (NHFC) recommend the refine-
ment of the subsidy policy and encourage
housing finance institutions to play a lead
role in lending for low-income households.

Table 2  Housing Affordability

SOUTH AFRICA

Strategy of the Major Banks Lending in the
Low-Income Housing Market

Traditionally, Absa, Standard Bank, Ned-
bank and First Rand have been the main
providers of housing finance in South Africa.
Under the record of understanding in 1994
betwaen the government and the banking
sector, banks were expected to extend
housing finance linked to the capital subsidy
program.

Despite the general perception that big
banks are not servicing the low- to medium-
income market, stakeholders in the afford-
able housing sector’ expressed the opinion

that the major banks are still the biggest
providers of affordable housing finance.
However, it is difficult to quantify that state-
ment. Figures currently provided on mort-
gage loans do not make any distinction be-
tween income levels of borrowers. The
market share of the four big banks is 76.3%
of all mortgage loans.

Standard Bank and Absa (on its own and
through its stake in Unibank) are seen as the
most active players in the affordable housing
market. Absa has acquired a controfling stake
in Unifer, the holding company of Unibank.
Shitiing its affordable housing activity to Uni-
bank appears to be Absa’s new strategy.

INCOME GROUP AFFORDABILITY PRODUCT DESCRIPTION
Bond

Repayment Bond Theoretical

Disposable per Interest Bond

Average Monthly Housefiold Aafe Amount
Monthly Household Income at with at Total Approx.
Income per Breadling per Percenfage Prime Interest Property land Bulding House
Household Income Household of income: at: Rate of: Subsidy Value Cosf  Rale  Size
from To 1996 2000 2000 2000 25.0% 14.5% 20.0% 2000 2000 2000 Rm2 m2
0 0 0 0 1,192 0 0 120.0% 0 16,000 16,000 7,500 350 24
1 500 251 329 1,192 0 0 60.0% 0 16,000 16,000 7500 350 24
501 1,000 751 985 1,192 0 0 40.0% 0 18,000 16,000 7500 350 24
1,001 1,500 1,251 1,641 1,192 449 410 21.5% 8,205 16,000 24,205 7,500 350 24
1,501 2,500 2,001 2,625 1,192 1,434 596 20.5% 19,681 9,500 29,181 12,600 1,300 13
2501 3,500 3,00 3937 1,192 2,146 984 19.5% 54,167 5,000 59,167 12,500 1,300 36
3,501 4,500 4,001 5,250 1,192 4,058 1312 18.5% 75,507 75,507 12500 1,560 40
4,501 6,000 5,251 6,800 1,192 5,699 1,723 17.8% 103,787 103,787 16,000 1,872 50
6,001 8,000 700 9,187 1,102 16.5% 145,182 145,182 16,000 2,246 50
8,005 14,000 | 9501 12467 1,192 15.5% 207,104 207,04 | 16000 289 70
11,601 16,000 13501 17,716 1,182 16,525 4,429 14.5% 309,963 309,963 25000 2200 130
16,601 30,000 23,001 30,183 1,192 28,991 7546 13.5% 557,338 557,338 30000 2300 230
30,601 30,001 30,001 39,369 1,192 38,178 9,842 13.0% 768,933 768,933 40,000 2400 300

Source: Nationa! Housing Finance Corp.
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Table 3 Market Share of Qverall
Morigage Industry
R biflion %
Absa Group 64.0 32.1
First Rand 18.1 9.1
Nedcor 36.6 18.4
Standard Bank 33.3 16.7
Others 47,5 23.7
Market 199.5 100.0

Source: Banking Sector Report, May 2000

Nedbank's position, through People’s Bank,
is unclear at the moment. People’s Bank re-
cently bought out NBC Fidefity Bank. This
could be seen as a move toward affordable
housing finance, since the NBC loan portfo-
lio was mostly in that sector. However, Peo-
ple's Bank appears internally focused with
no clear product strategy.

First Rand has visibly withdrawn from the af-
fordable housing market. The bank offers no
bond under the range of R100,000 to
R150,000. This is clearly unaffordable for
most low- and even middle-income house-
holds. Assuming a minimum loan of
R100,000 at current prime rate {13.5%) over
the standard petiod of 20 years, a house-
hold would need a monthly income of
R5,565 to be able to fit the affordability re-
quirement: the monthly installment of
R1,381 should not be more than 25% of
gross income.

Big banks have also grown their microloan
portiolics, part of it being used for housing
projects. These banks have been able to at-
tract a significant part of the market despite
being latecomers to microfinance. Standard
Bank, for instance, has a microfinance book
of over R1 billion. However, determining
which part of the microfinance book is used
for housing is very difficult.

SOUTH AFRICA

In summary, the banks have not been proac-
tive in targeting affordable housing but are
still major players due to various factors
such as:

* Political pressure (government, unions)

* Keeping corporate clients (agreement
with employers)

* QGetting market share of microfinance
lending

Smaller Banks

A few small banks are actively targeting the
affordable housing market. They provide
housing “finance either through specific
loans (Cashbank), microloans (African
Bank) or both (Saambou and Unibank).
These banks have shown innovation by:

+ Extending housing products fo their mi-
crofinance clients

* Targeting smaller employers
*» Forging alliances with big banks

Saambou, Unibank and Cashbank provide
mortgage loans. Although their product
might look similar to the big banks, their
terms and conditions are more accessible.
Mortgage bonds as small as R40,000 are
provided, although the typical morigage
wouid be between R60,000 and R150,000,

Most of these banks’ primary business is mi-
crofinance. African Bank does not propose
any specific housing loan, but estimates that
62% of its payrell loans are used for housing
and education purposes. African Bank's total
portfolio is R4.7 billion and represents 1 mil-
lion customers throughout the country.

Small banks {Cashbank and Unibank) also
provide housing leans guaranteed by-pen-
sion funds. In that regard, the issue of teak-

age™ is a concern. However, small banks
are reliant on national development finance
institutions (DFIs) such as NHFC for funding
of their housing loan portfolios.

Although housing may be provided by a
range of parties, the government is ulti-
mately responsible for ensuring that housing
opportunities are provided to all, especially
the poor. The financial institutions, in turn,
have been required to improve their mobi-
lization of funds strategies to bear responsi-
bility to the lower end of the market through
large-scale funding, This evidence is sup-
ported well when one looks at the key block-
ages that have been identified:

*+ Perceptions from end-users® reveal that
far too little new stock is being created,
other than the government-subsidized
housing units.

* More than half (56%) of prospective buy-
ers could not find a home in the sec-
ondary property market, while 64% were
unable to find an affordable home to pur-
chase.

+ Perceplions that developers concentrate
in market segment above R100,000; 43%
use developers as the first point of call.

+ Alarge percentage (41%) of the market
felt that financial institutions would not
provide credit facilities for housing due to
their low income.,

* Nearly a third (31%) were unable to ac-
cess credit for housing from finangial in-
stitutions because they are informally or
self-employed.

* Nearly a third {29%} were unable to ac-
cess credit because of over-indebted-
ness.

* Almost 17% believed that redlining of a
desired area is a blockage.
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* Only 5% of the total market was suc-
cessiul in obtaining financing.

+  Only 38% applied for finance, with 13%
being successful (5% of the overall mar-
ket).

= Of those who did not approach banks,
17% said they were ignorant or lacked
information about banks and their prod-
ucts.

Savings Profile

The savings profile revealed the following:

+  Two-thirds (66%) of the target market in-
dicated that they had saved money
specifically to buy a house.

+ The average peticd for which the target
market saved for a house was 24
months.

+. The average amount saved was R8,702.

¢ The money saved for a house was most

Table 4 End-User Affordability

SOUTH AFRICA

likely to be held in a bank account (60%;)
or a stokvel or post office savings ac-
count (12%).

Table 4 provides a comparison of estimated
and affordable housing costs across the re-
spective income groups. The conclusion,
based on these calculations is that afford-
ability may not be a problem.

Table 4 ilustrates the average cost of a
house, as estimated by the prospective buy-
ers themselves. Looking at the column for
the monthly income bracket of R1,000 to
R2,600, the estimated purchase price is
R55,900 with an estimated required deposit
of R16,036 (29%) and average monthly re-
payments of R1,718, This far exceeds sav-
ings, even after two years. The table shows
that an affordable deposit for such a house
is actually R8,576 (15%) with affordable
monthly repayments of R700.

The data illustrate how end-users are ill-
equipped and uninformed about issues of
savings, affordability and purchasing. Table
4 shows that end-users do have a measure

MONTHLY INCOME GROUPS

R1,000- R2,601- R4,201- R6,001-

A2,600 R4,200 Re6,000 A710,000

Estimated purchase price R55,500 R79,500 R86,400 R143,800
Estimated Deposit Needed R16,036 R19,930 R22,713 R30,845
(= 29%) {= 25%) {= 26%) {=22%)

Affordable Deposit R8,576 R11,716 R13,876 R20,655
Estimated Monthly Payments R1,718 R1,939 R2,01 R2,567
Affordable Monthly Payments R700 R886 R982 R1,363
Potential Loan Required R47,324 R67,784 R72,524 R123,145
Potential Affordable Loan R54,687 R63,219 +R76,719 R106,484

Source: End-User Survey 2000; Schematization by the author.

of affordability and the ability to save to-
wards purchasing a house, but lack under-
standing about how the whole process
works.

Hence, in this regard, we recommend that
houssholds re-prioritize their budgets to
eliminate fess essential debt items (see Fig-
ure 1). Based on the demand, creation of
new housing stock in the price ranges and
sizes desired by the homeowner, and the
lack of available housing stock in the range
of R60,000 to R100,000, has an adverse im-
pact on the potential growth of the housing
secondary market for low- and moderate-in-
come groups. Equally important, more infor-
mation should also be provided to assist
consumers.

CONCLUDING REMARKS

The low- and moderate-income households
are often self-employed; their incomes vary
greatly and are infrequent. As a result, com-
mercial financial institutions have little inter-
est in lending to this market, particularly
mortgages that require payments every
month for a long period of time. 1t is there-
fore recommended that banks should com-
mit themselves to expanding levels and
types of financial services offered to poor
consumers. They should cease redlining®
practices that take place regardless of the
borrowers’ creditworthiness or the condition
of the house. Banks should also retrain pér-
sonnel to guard against assumptions that
the poor will not keep up with repayments or

" that it is unprofitable to service transactions

on such a small scale.

It is alsc essential to effectively monitor the
recently approved Home Loan and Mori-
gage Disclosure Act, which requires banks
te lodge full details of their approval or re-
jection of home loans. To sum up, the gov-
ernment must also beef up its financial insti-
tutions to provide the poor with easier
access o loans.
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Figure 1

SOUTH AFRICA

Summary of Current Household Expenditure
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NOTES 4 Loans being used for other purposes.

1 Would-be buyers are defined as people
who want to and are trying to buy or build a
housefflat. The group is not limited to first-
time buyers but also includes pecpie who al-
ready own property and want to trade or
down-size. These prospective buyers have
joint monthly income of R1,000 and R6,000
and have tried to buy for at |east three
months prior fo the research. They have
started the process, for example, put their
name on a waiting list, contacted estate
agent, contacted developer, etc.

2 All this with secure tenure, running wafer,
sanitafion, and electricity.

3 Developers, real estate agents, and
brokers.

5 Target market or would-be buyers.

& Banks moving out of certain areas or sim-
ply writing off some areas, including town-
ships, certain inner-city' areas, and even
areas where middle-income homes are near
shack settlements. Or banks may refuse to
accept property in such areas as coltateral.
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