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1. Background
In 1948 the Universal Declaration of Human Rights was adopted, as a result the right to adequate housing 
has been recognized as an important component of the right to an adequate standard of living (Williams, 
2005). Nevertheless, in today’s world, housing is still a problematic issue - one of the problems which 
urbanizing countries have, can be mentioned as informal settlements where the way of building an 
‘‘informal’’ shelter becomes an important issue.

Obstacles exist in the form of a lack of access to adequate and suitable land, and property rights which 
effectively exclude poor people from actively participating and owning property. Another dimension of the 
housing problem is the different ways in which it affects different social and income groups. More than half 
of the population in most South African cities is housed in informal settlements. Informal settlements are 
considered flexible, responsive, and affordable housing processes that enable families to extend and improve 
their dwellings over time. At the same time, their legal status is usually insecure, they are under-serviced by 
urban infrastructure, are often unhealthy living environments, and in some cases are physically unsafe.

Another pivotal dynamic is access to housing finance, which is a key factor to the realization of sustainable 
development, and this has proven incontestable in the case of many African countries. Limited access to 
housing finance is a stumbling block to any form of development. The predicament that rapid urbanization 
puts the African and South African housing sector in makes it an increasing challenge for policy makers and 
the private sector. African countries are struggling with the dual challenges of housing low-income citizens 
and providing housing at a reasonable cost.
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2. Housing policies and frameworks post-Apartheid
South Africa’s housing policy was introduced soon after the first democratic elections in 1994. Since 
the housing policy and programme were introduced in 1994, there have been a series of procedural and 
legislative milestones. While the formulation and policy reforms were being implemented, housing delivery 
continued to happen with its challenges.  Some of the milestones in these initial stages included: 

Timeframe Housing Policy changes 

1992 - 1994 • National Housing Forum negotiation commenced on the formulation of housing 

policy in South Africa, birthing the white paper

1994 • Reconstruction and Development Programme adopted

• The Housing Subsidy Programme launched; National Housing Accord signed; Housing 

White Paper promulgated 

1995 • Implementation of the subsidy programme commenced  and the National Home 

Builders Registration Council was established

1996 • The Constitution of the Republic of South Africa finalised 

1997 • The Housing Act (Act no.107 of 1997) promulgated

Early 2000’s • We saw the commencement and implementation of new industry codes of practise 
wherein the entire value chain of both the built sector and sales side had standards 
to comply with.  These where followed by mega integrated project deliveries. 

2004 - 2014 • Shift from building houses to building human settlements 
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The illustration below shows the work completed while policy continued to happen:

Figure 1: Timeline Analysis of Housing Policy, 2011

Housing Delivery 1994 to 2009
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Most of the housing problems are caused 
by a lack of adequate supply at all levels, 
which is accompanied by suitable financial 

instruments at each level of the household 
income levels.  Adequacy also relates to scarcity 
of land in the right locations. Also, factors such as 
urbanization and unemployment contribute to the 
housing problems.

The “GAP market” is an important, emerging sector 
in South Africa’s property market, which is defined 
as households that are considered to be earning 
“too high” an income to receive freegovernment 
subsidies, yet considered “too poor” to fall within 
the normal mortgage lending stream of banks. This 
segment of citizens earns between R3 500 to R22 
000 per month (R26 000 in other provinces). 

 The “GAP Market” opportunities/ backlog is 
estimated to be at 60 000 to 70 000 units per 

annum, while the delivery rate is currently at about 
6 000 per annum. It is the largest market in South 
Africa. At the end of 2019, South Africa’s residential 
property market was valued at R5.5 trillion,with 
the national deeds registry recording 6.6 million 
formally registered residential properties,of which 
55% where valued at R600 000 or below and a 
third valued at less than R300 000 (CAHF 2020). 
This attests to the sheer size of the gap market, yet 
despite the potential of this market, delivery has 
been far below the expressed demand. Thus, the 
question of housing is not simply about subsidised 
houses for the poor, it is an economic structural 
issue of access. The discourse around housing is 
inextricably linked to the question of land; in fact, 
most of the current conflicts are about access to 
and ownership of land, or the lack thereof. 

3. Challenges around access to housing
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4. Land issues

There has been a number of schemes, 
programmes, and institutions created to 
deal with the challenge of housing. For 

instance: People’s Housing Process (PHP), Informal 
Settlement Upgrading Programme Consolidation 
Subsidy, Housing Development Agency (HDA), Rural 
Housing Loan Fund (RHLF), National Home-Builders 
Registration Council (NHBRC), Finance Linked 
Individual Subsidy (FLISP) and other programmes. 

Developers find it difficult to acquire suitably priced 
land in the private market, and it is extremely 
difficult to set up public private partnerships 
especially on privately owned land. The cost of 
acquiring land close to urban centres tends to be 
higher,however the cost of connecting to existing 
utility infrastructure is typically lower compared 
to developments that take place in the periphery 
of urban areas. The cost of acquiring land on 
the periphery or outskirts of urban areas tends 
to be cheaper, reduces the cost of development 
for housing, making it more affordable to low 
and middle income households, however it is 
further away from employment centres and other 
amenities and services, making it an unaffordable 
opportunity for people who have to then commute 
long distances such opportunities. Furthermore, 
despite the three spheres of government (national, 
provincial and local) having considerable land 
holdings in provinces, it is difficult for the private 
sector to access this land without a tender/proposal 
for the development of the land being issued by the 
relevant government department. To date, a limited 

number of tenders/land release proposal calls for 
housing targeted generally at the FLISP market have 
been advertised but the FLISP lower-gap market has 
not been specifically mentioned in these tenders/
land release proposal calls.

How opportune land can 
potentially be distributed 
in SA for the delivery of 
affordable housing
There has been a limited roll-out of FLISP-related 
incremental housing despite the perceived 
benefits thereof. The policy allows the provision 
of free serviced sites to households in the lower 
gap housing market which qualify to receive the 
sites instead of FLISP mortgage deposit subsidies. 
The main constraints include the limited land 
supply, high product standards, finance costs and 
availability, contractor capabilities, infrastructure 
constraints and the lack of household technical 
support. The other constraints include community 
and consumer resistance, the inability of 
households to raise affordable finance, and the 
limited quantum of the subsidy amount.

The roll-out and take up of serviced sites targeted 
at the lower-gap market has however only really 
been via municipal/provincial government-led 
mixed income and informal settlement upgrading 
projects. This is due to several supply and demand 
related constraints experienced by developers 
and homeowners. While this market has, by and 
large, been responsible for its own top structure 
construction, it is believed that the potential 
exists for the private sector to play a greater role 
in top structure construction in the lower-gap 
market if the constraints - land issues, standards 
and government fees, infrastructure, subsidy 
arrangements, finance costs and project scale, 
sub-contractor capabilities and incremental 
house construction and technical support can be 
addressed. The constraints inhibiting the roll-out 
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of the subsidised sites are a function of factors 
impacting on the delivery of the sites (supply-side) 
and the ability and willingness of the households to 
pay for the sites and any subsequent top structure 
on them (demand-side).

Using FLISP subsidy in informal settlements 
(informal settlement upgrade) that are already 
situated in developable land, vacant/under-utilised 
land, and land with geotechnical issues. Acquiring 
land formally, creating a layout plan with plots and 
services for development. Costs incurred during the 
process should be covered by the FLISP subsidy.

To continue with development the following two 
models can be used:

Supported self-build: The state appoints a 
contractor to develop serviced sites,which are then 
transferred to lower-gap FLISP subsidy beneficiaries. 
Eachbeneficiary takes responsibility for financing 
and managing the construction ofher/his home 
drawing on limited external technical support and 
advice that maybe provided by the state and/or 
building suppliers. The property owner reliesheavily 
on her/his social network for support.

Intermediary facilitated self-build: The state 
appoints a contractor to developserviced sites, 
which are then transferred to lower-gap FLISP 
subsidybeneficiaries. Each beneficiary then 
appoints an intermediary organisation tofacilitate 
the construction of a formal top structure (UCT-
Nedbank Urban Real Estate Research Unit, 2019).

Land occupation/Accessing 
land
Informal land occupation
Informal land occupationoccurs for various 
reasons including poverty and intra-urban 
migration to better-located land. Informal land 
occupation results ininformal settlements which 
are characterised by self-help efforts, often illegal, 
and are considered ‘informal’ as they do not align 
with prevailing regulations. In these unplanned 
settlements, residents use the limited resources 
available to them to erect shelter on interstitial or 
marginal land (Dovey and King, 2011), often close 
to economic, social or survival benefits. Informal 
settlements are complex, popular, and spontaneous 
neighbourhoods that offer an immediate response 
to housing, and their location is critical for 
the socio-economic activities of the involved 
community (Huchzermeyer, 2011). Interestingly, Roy, 
2011 suggests a more progressive interpretation of 
informal settlements as being spaces of habitation, 
livelihood, self-organisation, and politics. This 
concept moves away from the pathology of 
informal settlements, envisaging their potential as 
dynamic places of living.

Problems arise such as people settling in flood 
plains or setting up shacks next to formal 
neighbourhoods whose homeowners turn to the 
courts for action. Often people occupy vacant land 
and need to be moved when the area is upgraded 
and formalised.

The roll-out and take up of 
serviced sites targeted at the 
lower-gap market has however 
only really been via municipal/
provincial government-led 
mixed income and informal 
settlement upgrading projects. 
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Vacant/under-utilised land

Vacant land can consist of both vacant land 
and abandoned structures. It can be zoned for 
residential, industrial, or commercial use depending 
on the area.Vacant land is most often associated 
with cities that have expanded theirpolitical 
boundaries while structural abandonment 
is more related to a city’s population loss.An 
excess of empty urban lots can disconnectthe 
local community, generate unsafe conditions, 
lower thequality of life, produce unsightly 
aesthetic consequences, blight surroundingareas, 
deter future development, and decrease 
economicgrowth. Vacant land may be associated 
with a few potentially positive consequences.For 
example, underutilized vacant land can provide 
theopportunity for assembling vacantparcels, 
clearing them, and redeveloping the space for low/
middle-income housing.

Geotechnical issues affecting 
land quality

Land quality is the ability of land to perform 
specific functions. In South Africa, most land 
situated in urban areas has complex topography 
- rocks underground, hills and valleys making 
suitable land for residential development scarce. 
This issue requires geotechnical skills which assess 
aspects such as conditions of the land surface 
(slope, runoff and erosion rates, sediment transport 
by wind, surface salinity); hydrological conditions 
(flooding incidence, groundwater dynamics); and 
physical, biological and chemical conditions (toxins, 
nutrients) of the soil. Such informationwill allow 
the developer to identify suitable building materials 
to be used, types of foundations for structures. 
Assessing land quality usually escalates the cost of 
development.

Urban land markets

Although there is a growing urban land market 
particularly in peri-urban areas, urban land markets 
are relatively small compared to other parts of 
the country. This is in part due to the history of 
customary forms of land ownership which do not 
treat land as a resource for trade or sale. Moreover, 
colonialism initially restricted the supply of land 
in urban areas to certain types of people, often 
excluding the majority from ownership or even 
trade. For an active land market to exist, land has to 
be alienable – there has to be an owner or owners 
with rights to own, use and sell the land. People 
may trade the rights to use the land or buy and sell 
what is built on the land, but unless they can own 
it, they are not trading the land itself.

The business of land 
ownership in SA
In South Africa, tenure arrangements may be based 
on both official laws and policies, and informal 
customs. Tenure is categorised as follows: 

Type of 
ownership 

Description

Private land Ownership and rights are in 

the names of private people or 

entities e.g. an individual, couple, 

company or organization.

Communal 
land

Ownership and rights belong to 

a communal entity e.g. Tribal 

land, Ingonyama Trust Board 

(applicable in Kwa-Zulu Natal)

State land Ownership and rights belong to 

an authority in the public sector 

e.g. Municipal, Provincial or 

National government
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Some major zoning categories include:  

• Recreation 

• Transport 

• Agriculture 

• Commercial 

• Cemetery 

• Utilities 

• Residential 

• General & Transitional Residential 

• Business 

• Institutional 

• Industrial (General/ Noxious)

• Conservation

A property can be zoned for a particular zone category and can allow for one or more land uses. For example 
it can be zoned as residential but its land use allows for both residential and part commercial/business land 
uses. Figure 2 below provides a template for a Model Land Use Scheme (MLUS) that is used as a guide for 
municipalities in developing their own zoning and land use scheme and Figure 3 below provides an example 
of how it can be applied, showing zoning (Transitional Residential), permitted land uses (Spaza shop, home 
enterprise, dwelling) and coverage (60%).

Formal tenure is established, registered and secure whereas informal tenure is unregistered and insecure. 
Dwelling units that lack security of tenure, have limited access to urban services and are not compliant with 
city planning and regulations are referred to as informal.

Local municipal authorities are responsible for the land use management and the rights thereof which fall 
under their area of jurisdiction. Municipalities are mandated to implement zoning schemes that regulate and 
control the development of different properties. Since the enactment of the Spatial Land Use Management 
Act of 2013 in 2015, all municipalities within South Africa had a period of 5 years (ending October 2020) 
to implement land use schemes. Land use schemes should ideally reflect zoning, associated land uses and 
development control parameters. SPLUMA also requires municipalities to also develop a set of Municipal 
Land Use Management bylaws to use as a framework to guide different types of land development 
applications.  

Before purchasing or developing a piece of land, it is essential to know the zoning of that piece of land, its 
town planning scheme clauses and or amendment to scheme clauses pertaining to its land use/s, and the 
development permissions allowed on it such as the density, height restrictions, building line and line of no 
access restrictions. One can contact their local municipal authority land use department or town planners to 
obtain such information. In addition, the same authorities can be contacted for proposed land development 
that sits outside its current zoning with its accompanying land use/s and development permissions which 
may include the subdivision of land, rezoning, additional rights, consolidation of plots of land and relaxation 
of certain development permissions. This may be done through an amendment to scheme application 
process as prescribed through the municipality’s bylaws, subjected to approval by the municipal authority. 
If the municipal authority approves the zoning amendments (rezoning, new zoning, etc.) within a set 
timeframe, the proposed zoning falls away and the property will revert to its former zoning.
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Figure 2: Template for the Model Land Use Scheme (MLUS) Use Zone Table

Code: 1. Code of the Use Zone 2. Name of Use Zone

Purpose: 3. Purpose and/or intent of the Use Zone

LEVEL OF CONTROL

4. The level of Control the LM to Regulate

USE OF LAND AND BUILDINGS
7. LAND USES THAT ARE PROHIBITED

5. PRIMARY USES: 6. CONSENT USES

Permitted Land Use subjected to a 
Consent Application

CONTROLS ON THE EXTENT OF THE DEVELOPMENT
DENSITY COVERAGE FAR HEIGHT OTHER

CONTROLS REGARDING BUILDING LINES

STAND SIZE STREET REAR SIDE

This category includes land uses that are considered to 
be compatible with the surrounding land uses, and 
which may be permitted by the municipality.   

Currently an application in writing for a permitted use is 
still required although a building plan is often su�cient. 

PARKING AND
LOADING
REQUIREMENTS

The height of a property 
refers to a vertical 
dimension of the structure 
from the natural ground 
level, to the wall plate or in 
the case of a pitched roof, 
the ridge of the roof or the 
highest point of a building.

The FAR of a property refers 
to a ratio, which is prescribed 
for the calculation of the 
maximum �oor area of a 
building or buildings 
permissible on a 
land unit. 

The coverage of a property 
refer to the percentage of 
the lot area that is covered 
by the building area, which 
includes the total horizontal 
area when viewed in a plan.

This category includes land uses 
which are considered to be 
incompatible with the 
surrounding land uses, and which 
a municipality is precluded from 
considering in a particular zone. 

The density zoning of 
a property refers to 
the maximum number 
of dwelling units that 
may be erected there 
upon.  

Source: DRDLR Development of a Model Land Use Scheme 2018 (http://www.kzncogta.gov.za/wp-content/
uploads/2018/02/DRDLR_ModelLUS_KZN_Splum_Forum_V01_16112018.pdf)
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Figure 3: Model example of a Land Use Scheme

Code: TR

PRIMARY USES:

Transitional Residential

USE OF LAND AND BUILDINGS

LEVEL OF CONTROL
Low

Permitted by SDP:

DENSITY

STAND SIZE STREET REAR SIDE PARKING & LOADING REQUIREMENTS

N/A As approved by the
municipality

60% As approved by the municipality

As approved by the municipality

2 Storeys

COVERAGE FAR

CONTROLS ON THE EXTENT OF THE DEVELOPMENT

HEIGHT OTHER

CONSENT USES LAND USES THAT ARE PROHIBITED

R=255; G=242; B=204

Purpose: To provide adequate land for residual development in the formerly “non-white” townships, segregated urban areas and informal 
human settlements, which might include low-cost housing (RDP) while provideing ample economic opportunities and necessary social 
amenities within the zone without creating any inconvenience to the residents and disturbing the residential fabric of the zone.

Dwelling House, Shelter, Home Enterprise, Spaza 
shop, Open Space, Street

Guest House, Bed and Breakfast, Car Wash,

Municipal Purpose, TOwn Houses, Flats,

Hostel, Informal Trade Area, Crèche,

Day Care Centre, Children’s Home,

Retirement Village, Tea Garden, Tavern,

Place of worship, Social Hall,

Service Enterprise,

Service Industry,

Sports Facility,

Place of Instruction,

Private Club,

Utilities

Noxious Use and Risk Activity

Any use not mentioned under 
primary, or consent use

Source: DRDLR Development of a Model Land Use Scheme 2018 (http://www.kzncogta.gov.za/wp-content/
uploads/2018/02/DRDLR_ModelLUS_KZN_Splum_Forum_V01_16112018.pdf)

Some municipalities also charge rates and taxes for 
the land parcels that fall within theirjurisdiction, 
which is also subject to the municipal authority and its 
own particular bylaws. Not only does this differ from 
municipality to municipality, but also the rate randages 
can vary based on the zoning or categories of the 
land parcels and is then also applied to the value of a 
particular land parcel. 

The table below provides a comparison of the 2018/2019 
rate randages for categories of land in eThekwini 
Municipality, South Africa. This example shows how 
rate randages differ for different categories of land 
parcels. Rate randages for vacant land and land that is 
has unauthorised or illegal development is much higher 
compared to residential or agricultural land.
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Table 1: Rate randages eThekwini Municipality 2018/2019 in comparison to proposed rate randages for the 
2019/2020 and 2020/2021 financial year.

Categories
2018/2019
Cents in the rand

2019/2020
Cents in the rand

2020/2021
Cents in the rand

Residential at 1.1191 1.1255 1.2032

Agricultural at 0.2798 0.2814 0.3008

Industrial at 3.2748 3.2936 3.5208

Business and commercial at 2.5375 2.5520 2.7281

Public service infrastructure at 0.2798 0.2814 0.3008

Vacant land at 5.0176 5.0464 5.3946

Unauthorised or illegal development or use 
and abandoned property or building at

7.8337 7.8787 8.4223

Rural Residential at 1.1191 1.1255 1.2032

Urban Development Line at 1.6558 1.6653 1.7802

Source: eThekwini Municipality 2018 (http://www.durban.gov.za/Resource_Centre/reports/Budget/
Documents/TariffTables2018_2019.pdf)

Housing challenges across Africa range from rapid 
urbanization, inadequate infrastructure, scant 
supply of long-term finance, inadequate supply of 
affordable housing and property/title registration 
among others. These are behind the housing 
deficit and slums we see in many African cities. At 
the bottom of the pyramid, the bulk of housing 
investment is done by families, whether building 
on their own or with the help of small scale, 
usually informal, construction enterprises. These 
families are often the financially excluded; lacking 
meaningful access to formal housing finance 
to purchase residential plots or finance home 
construction.

Low-income households build houses incrementally, 
which limits financial risk, but leads to long periods 
of living in partially-built structures, with the 
attendant health and safety consequences. Access 
to affordable and appropriate financial services 
mitigates these risks, whether through access 

to credit to be able to borrow to buy, repair, or 
improve housing; savings products that help clients 
structure their finances and plan towards building 
milestones; or insurance to protect the home in 
which they have invested.

What is in place to deal with this predicament gives 
the continent of Africa little hope - a call for more 
concrete and responsive actions from various [key 
players] housing actors.

5. Incremental housing
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Incremental housing begins at its most elemental 
with the land, usually in the form of serviced 
sites or irregularly occupied plots. Serviced sites 
are the most basic form of sites and services and 
arguably the least-cost housing solutions that are 
based on the principles of self-help and mutual 
aid in settlements that can be easily upgraded. 
Incremental housing/self-help housing has been 
around for a long time. People used their minds and 
intelligence to come up with ideas of creating what 
they liked, and they located their shelters where 
they wanted them to be, and their shelters served 
the purpose they were built for. This means that 
if a family wanted to build their own house they 
would start building and stop when they run out 
of resources. The building process would continue 
when they have resources again. They built their 
houses room by room every time they got resources 
until their house was finished and looked like what 

they want it to be and met their needs. This is what 
Turner refers to as a progressive development. The 
house would be located closer and accessible to 
where they often spent their lives like school and 
workplaces. For Turner to explain and demonstrate 
his argument, he compared what he called a 
supportive shack and the oppressive house (Turner, 
1976). Below is a comparison of the main attributes 
of the supportive shack and the oppressive house 
according to Turner.

Appropriate finance can greatly increase the speed 
and lower the cost of incremental housing, the 
process used by most of the low/middle-income 
majority to acquire shelter. Informal finance 
continues to dominate the funding of incremental 
housing. However, new sources have developed 
including housing microfinance, community-based 
finance savings and loan groups, and consumer 
credit for building materials.

Appropriate finance can greatly increase the speed and lower the cost of incremental 
housing, the process used by most of the low/middle-income majority to acquire 
shelter. Informal finance continues to dominate the funding of incremental housing. 
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6. Financing incremental housing
Finance for incremental housing options include informal housing finance, housing microfinance, 
community-based housing finance, and consumer credit for purchase of building materials. Low/middle-
income residential development requires a broad spectrum of credit methods suited to many types of 
housing and income levels.

Many people, majority of whom are low-income households don’t have access to formal housing finance 
owing to several factors including the nature and size of their income and lack of collateral. Mortgage 
facilities across the globe have several limitations and financially exclude the majority of people. 
Development of affordable housing finance, therefore, is deemed crucial to reducing the housing deficit in 
the continent of Africa.

Though housing challenges are born of both demand and supply factors, the supply side [if well managed] 
is more influential than the latter in changing the status quo. You cannot influence low and middle-income 
households’ income in the short run to qualify them for mortgage facilities but you can invest in the supply 
side by providing long-term funding to the financial institutions for on-lending to the low and middle 
income households. In addition, you can capacitate them to design and successfully manage market-driven 
suitable housing finance products.

Despite three decades of expertise among microfinance institutions (MFIs) and Cooperatives in Africa and 
the rest of the World in providing sustainable housing finance, the role of microfinance and cooperatives 
in the housing sector remains small. There are several obstacles that have restrained the ‘mainstreaming’ of 
housing finance. Housing finance requires more long-term loans than microenterprise credit, which brings 
a host of challenges including the need for long-term funding for MFIs and cooperatives. Few clients can 
provide the hard collateral to mitigate risk to the microfinance institution and cooperative. Assessing clients’ 
capacity to pay is difficult.



Informal housing finance

Informal housing finance encompasses individual and group savings, fabrication of their own building 
materials by households, sweat equity, small loans from neighbours, moneylenders or pawnbrokers, barter 
arrangements and community self-help, and transfers from family members (Baken & Smets, 1999). Many 
studies suggest that low/middle-income households join a wide variety of sources to build their homes.

13

High-level Market Assessment

Long-term loans increase the actuarial likelihood that the client family’s income-earner may die before loan 
maturity. Security of land title among low-income populations remains a challenge. The opportunity for MFIs 
and cooperatives to respond to this obvious demand with housing products and support services is enormous. 
Two key issues, therefore, impede access to affordable housing finance: inadequate supply of long-term 
funding for on-lending to the target population and capacity of financial institutions to develop and manage 
[suitable] market-driven housing finance products.

Some lessons across Africa reveal that many financial institutions suffer more from lack of capacity to develop 
and effectively manage housing finance products than from inadequate supply of long-term funding for on-
lending to the low and middle income households. For successful realization of increased access to affordable 
housing finance among low and middle-income households, the lessons further reveal that capacity building to 
design and successfully manage affordable housing finance loans should precede the long-term funding.

Incremental housing finance is emerging as an important contributor to tackling the conundrum of 
improving shelter for low and moderate-income families in developing countries located in East and 
Southern Africa (Esipisu 2008; FinMark Trust, Rooftops Canada Abri International & Habitat for Humanity 
International 2008; Kihato 2009, The Centre for Urban Development Studies, Harvard University Graduate 
School of Design 2000).Incremental Housing finance is a relatively new field with lessons emerging from the 
diverse approaches in practice especially in the developing world. 

For successful realization of increased access to affordable housing finance among low and middle-
income households, the lessons further reveal that capacity building to design and successfully 
manage affordable housing finance loans should precede the long-term funding.
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Housing microfinance
Since the late 1990s, housing microfinance has 
increased dramatically. Up to the late 1990s, MFIs 
made loans almost exclusively for micro-enterprise. 
Housing finance, however, is not always an easy 
endeavour for MFIs. Housing microfinance has 
the potential to serve many low/middle-income 
households. These families neither want nor can 
afford a large long-term traditional mortgage to 
purchase a developer-built complete unit. Instead, 
these households build progressively, by acquiring 
and upgrading title to a lot, building a makeshift 
shelter, replacing this makeshift shelter with 
permanent materials and expanding it, and lobbying 
government for services. A series of small short-
term loans can fund the steps in this progressive 
housing process with payments affordable to 
households. 

Community-based housing 
finance
Typically, individual loans to families best finance 
house construction. However, many aspects 
of incremental residential development from 
acquisition of a land parcel for subdivision, 
to provision of communal infrastructure and 
services, frequently involve many households in 
a common enterprise. Government upgrading 
programs typically subsidize a portion of the cost 
of basic services in well-established low-income 
neighbourhoods but lack sufficient funding to 
cover much of the need. Community-based housing 
finance groups can help resolve this problem. 

Consumer credit for 
purchase of building 
materials
Consumer credit for the purchase of building 
materials is when households select the place 
where they buy construction materials by mainly 
taking into account the price, method of payment, 
store brand, and the distance of the store from 
their house. Many pay for their building materials 
by cash, but serial consumer credit for building 
materials is on the rise. Here, microfinance expertise 
can be brought in through business alliances with 
building material retailers.

7. Successful cases on 
Incremental Housing

Subsidized housing projects in developing countries 
are constrained by important challenges. Up-
front subsidies are often insufficient to solve the 
housing needs of beneficiaries and subsidized units 
are considered too small. However, the delivery 
of ‘finished’ units might be neither necessary nor 
desirable. 

The vast majority of people in Africa cannot 
access formal financial instruments to purchase 
a complete home but still manage to realise their 
housing aspirations, even if undertaken informally. 
Mortgage markets are also not well developed 
in Africa, are expensive and mostly accessible to 
higher income earners. Completed housing units 
would require formal financing instruments such as 
mortgages which are not accessible to low to lower 
middle-income households. 
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Table 2: Successful cases on incremental housing

Location Description 

El Salvador – 
Latin America

El Salvador has a national industry of developers supplying legal low-cost sub-divisions 
with services. Developers provide 8–12 year loans for lot purchase, with affordable 
payments. 250 000 lots are financed some with 10-year rent-to-own contracts for 
families with monthly incomes of approximately US$170. Families have access to 
additional financial services - immediate loans of up to half of the amount paid on the 
lot at any time in the transaction. Families can access these funds for emergencies and 
home improvements or expansions

Mexico Starting in the early mid-1940s, responding to demands from newly arriving rural 
migrants, government invited and authorized private developers to lay out vast 
residential housing estates without requiring development codes or planning 
regulations, and sell plots affordable to very low-income buyers. One of these, Ciudad 
Netzahualcoyotl, then the far outskirts of Mexico City, was developed in 1958 (with a 
layout of streets covering about 45 square kilometres) with minimal services. By 1970 
it had a population of 570 000

Ashoka favelas 
in Sao Paulo

All households in the favelas owned their own home. The municipality provided basic 
services in these favelas and 91% of households intended to improve their homes 
through expansion and/or remodelling. Families prioritized price, financing, store brand, 
and distance from their house as the main factors in choosing stores to purchase 
building materials. Half of all purchases were made in cash. The stores reported that 
their sources of financing typically qualified customers for a maximum of US $1500 in 
credit - the building materials stores offered credit of their own by accepting two to 
three monthly instalment payments.

Netreg – South 
Africa

Bonteheuwel, initiated a project to develop both economic opportunities and housing 
solutions for informal shack dwellers. The community asked for the assistance of a 
Community Support Organization (CSO) to overcome the major delays it had achieved 
in obtaining housing subsidies. CSO identified a piece of land in the settlement; which 
had administrative obstacles related with the identification and transfer of the property 
delayed the beginning of the project. It was finally discovered that the Municipality 
owned the land and agreed to sell 192 plots of 81sqm each to beneficiaries. Stakeholders 
involved agencies of funding and control, beneficiaries, Units of project procurement 
and delegated organizations

Huambo, Angola KixiCrédito, Angola’s largest microfinance institution, provides a microfinance housing 
product, Kixicasa, that that is designed to be used for improving houses or incremental, 
phased up-gradable houses over several loan cycles.  Loans can range between US$1 000 
and US$5 000 for incremental and upgradeable housing over a 36 month term. HabiTerra, 
an organisation that provides urban development and land management services, 
developed a project with KixiCrédito in Huambo comprising 600 affordable housing units. 
It employed a rent-to-buy model structurally designed to allow for incremental build. 
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Location Description 

Thailand Thailand has a successful history with incremental housing development. Three main 
approaches have been used for incremental housing build: site-and-services, slum 
upgrading and independent progressively expanded housing.  A self-help housing project 
were initiated by the government during 1976-1977, consisting of both site-and-
service and slum improvement options. The pilot project was used to demonstrate the 
technical and financial feasibility of unsubsidized sites and services projects and of slum 
improvement schemes as alternatives to conventional, higher cost approaches. In 1978 
the National Housing Authority emphasized site-and-service approach to incremental 
housing development with core-housing, rather than a fully constructed unit.

Tung Song Hong Community was the first bank-financed project which included a 
sites and services development at Tung Song Hong with about 3 000 units, 5 slum 
improvement projects, loans to small businesses and industries in project areas and 
technical assistance to NHA. Under Ban MunKong scheme, slum upgrading was the 
prime driver for incremental housing development which was stated-supported self-
help housing and involved the collective effort of community. Security of tenure was 
a priority and this was realised with the assistance of the Community Organizations 
Development Institute (CODI). CODI’s main mission was to support and assist community 
organizations and their networks in improving standard of living, income earning, 
housing and environment development both in urban and rural through integrated 
development process. 

 India The World Bank supported sites and services projects in 27 cities across India between 
1977 and 1997 which were intended for low-income households to incrementally build 
their homes.Initial reviews in the 1980s indicated that these projects were a failure, 
however 20 years on, some of these projects were revisited and evidence suggests that 
these sites and services projects have now flourished into thriving neighbourhoods with 
a number of houses growing from 1 roomed units to multi-storey houses over time.
Four technical features was found to be key in realising these incremental housing 
developments:
1. Small plots of land where used that were tiny compared to those “standard” at the 

time, making it far more affordable, allowing lower-income households to enter the 
housing market.

2. Spatially-efficient site planning norms where used that helped lower the unit costs 
of developed plots while further increasing density. 

3. A range of plot sizes where included toattract different income groups. Now these 
neighbourhoods display a mix of lower to high income households. 

4. One of design features was aimed at creating mixed use neighbourhoods by 
including a mixture of commercial businesses and services, social amenities as 
well as light industrial areas. Currently these neighbourhoods display mixed use 
environments that have created vibrant spaces.
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8. SAHFs role
SAHIF is aptly positioned in not just being a corporate success but also an enabler in contributing to the 
housing shortfall that exists, estimated at between 2.3 million and 3.7 million units. SAHIF’s business model is 
focused on the delivery of serviced land, with a strong bias for this land being utilized for affordable housing. 
SAHIF recognizes that housing finance is not the only intervention required to improve affordable housing 
markets. Access to finance actually increases the demand for housing and could further drive housing prices 
up. It is crucial to address the supply side of affordable housing to meet the growing demand.

Alternative Finance 
Instruments

Built Environment Professionals 
and Developers

Government 
Institutions

Find opportunities to partner with 
organizations and communities that 

o�er alternative �nance instruments for 
low/middle-income housing.

Create partnerships 
with schemes, 

programmes, and 
institutions created 

to deal with the 
challenge of  

housing (FLISP, 
NHBRC).

Secure partnerships 
with alternative 

building material 
providers.

Market catalyst 
through service 

delivery

Creating partnerships with built 
environment and planning 

professionals.

Alternative 
Building 
Materials

Source: SAHIF

Through facilitating a more inclusive housing value chain, low-income people will have greater access to 
housing solutions that will suit their needs, preferences and capacities for shelter.

The gap lies in creating partnerships with different stakeholders involved in housing development to create 
an impact by targeting:

 Innovative entrepreneurs and small businesses to gain access to funds and grow their operations 
sustainably.

 Low-income clients to gain access to quality goods and services to improve their shelter.

 Housing markets to expand, generating employment and livelihood.

In Phase 1 of the program SAHIF, will conduct market mapping to identify the gaps and constraints 
in the affordable housing value chain. The findings will inform the design and testing of solutions 
aiming to improve the functioning of the affordable housing supply chain.
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Based on the South Africa country context, some of the research questions SAHIF will explore include:

 Under what conditions developers can go downmarket to provide more affordable housing units?

 What are the cost drivers of housing delivery in South Africa?

 What short term interventions/facilitation would promote sustainable linkages between government, 
financial institutions, developers and customers?

 How to stimulate and grow local construction related small and medium enterprises?

 What local materials, appropriate technologies and innovation can stimulate growth of local 
construction materials suppliers?

9. Conclusion

Over 3 million people in South Africa live in inadequate housing, a need far beyond the reach of 
governments and philanthropy alone. This makes the role of local markets critical. Most low-income 
people already use the available market options to improve their housing, and SAHIF works to support 
the market actors who expand affordable housing. Putting this into action requires SAHIF to develop its 
programs beyond direct serviced sites into homebuilding to become a market facilitator. In this facilitator 
role, SAHIF now will work to advance client-responsive products, services, and financing so that low-
income households can improve their shelter. The goal is to achieve a vibrant marketplace of choices for 
low-income households to access affordable, durable, and appropriately designed shelter products and 
services.

SAHIF will work across the spectrum of the housing value chain: partners and microenterprises active 
within the housing market (masons, technicians, independent builders). 

To respond to this opportunity SAHIF seeks to generate scalable high-impact shelter products and 
services for low-income people by supporting Small but Growing Businesses (SGBs) with capital and 
services to help them expand their outreach and impact in the housing value chain. SAHIF’s program is 
to catalyze the supply side of the housing market through small businesses that provide affordable goods 
and services for housing. Goods include new technologies in building materials, water and sanitation 
(WASH), and environmental value-add components such as solar panels. Services include design and 
technical support, land tenure assistance, and disaster insurance. The impact would be threefold: (I) Small 
businesses gain access to funds to grow their operations sustainably; (II) low-income clients gain access 
to quality goods and services; and (III) the housing market as a whole expands, generating employment, 
economic growth, and housing impact.

Incremental housing finance is emerging as an important contributor to tackling the conundrum of 
improving shelter for low and moderate-income families in developing countries .Incremental housing 
can work in different countries with different cultures and isresilient in the face of economic and political 
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change. This means that time settlements tend to consolidate into cohesive communities with the 
most appropriate housing solution/technologies that have alternative building materials. These have 
also shown to be well suited for incremental improvements in infrastructure and services. Serviced 
sites give low-income and middle-income families the greatest freedom to build, at their own pace 
and responding to their own needs. They also require the least amount of government intervention 
and international financial support, as opposed to the one-size-fits-all approach of conventional 
low-income housing delivery. Finally, compared to conventional large-scale housing delivery, the 
incremental housing approach seems to be more amenable to going to a large enough scale to meet 
the enormous demand of rapid urbanization. 

With this Program SAHIF aims to contribute towards improving the housing market in South Africa 
that would increase the access to affordable housing for thousands of low–income families and 
that would increase the supply of affordable houses.
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