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A Review of Affordable Housing Financial Instruments

Introduction
South Africa’s position as one of the most developed countries in sub-Saharan Africa and a member of BRICS 
(Brazil, Russia, India, China and South Africa) brings some key factors to light when considering the current 
landscape of property development which has both positives and challenges. Positives – South Africa’s well-
developed financial, legal, communications and transport sectors, and open trade policy with a relatively 
stable domestic market. These factors should provide an environment conducive to growth. There is also a 
strong drive towards the repurposing of inner-city office blocks to develop institutional rental housing stock, 
into residential units. These range from the most basic – such as residential development in the Maboneng 
Precinct, to The Onyx in Cape Town – which transformed Nedbank’s head office into a residential and hospitality 
development. Challenges – South Africa still has to overcome the triple challenges of poverty, unemployment 
and income inequality. In the property development market, economic downturns have resulted in a more 
moderate stance, as developers are more likely to invest in reinventing property, rather than building on new 
land.

Property Development involves a wide range of activities and processes, from purchasing land to constructing 
building, infrastructure and developing facilities. All these activities and processes require financing moments 
resulting in frontloaded project expenditures, while the flow of cash from the sale or the rental of property 
may not take place immediately and effected over a longer period of time, thus making property development 
risky and capital intensive in nature, regardless of the type of property (be it commercial, retail, mixed use and 
even residential) being developed. 

Most property developers cannot afford to fully self-finance projects and have to rely on banks, other financial 
institutions or support organisations to provide financing for some part of the development. When it comes 
to stimulating investment and interest in the affordable housing market segment; as much as there are some 
investors who see down market penetration with affordable housing as a low-risk addition to their portfolios, 
it is mostly evident that investors, especially in the private sector, interest is drawn towards market rated 
housing with the expectation of higher returns. In meeting higher minimum rates of return for investors, 
developers have to often charge higher prices for completed housing, which means that it then becomes 
harder for households to afford to buy or rent residential property. 

Some of the supply side constraints and demand constraints1 to financing affordable housing property 
development include the following: 

Supply constraints 

• Eligibility constraints for developers 

• Property transfer costs for land acquisitions 

• Construction cost barrier to reach scale and market

• Bulk infrastructure capital requirements 

• High lending costs for developers

• Land tenure issues 

Demand constraints 

• Land ownership

• High lending cost to borrowers

• Informal incomes

• Affordability

• Initial outlay (10%-20%) required 

1 Nqini, L. 2018. Presentation: Landscape of Africa’s Housing Market. Available (online): http://housingfinanceafrica.org/app/uploads/CAHF_The-Land-
scape-for-Africa-Houisng-Market_Nigeria_22November2018_Final_PamelaNqini.pdf. (Accessed December 2020). 
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The Housing Finance Value Chain
In general financing of affordable housing is undertaken by a variety of actors across the various stages of 
the housing value chains as highlighted in figure one below. 

Figure 1: The housing finance Value chain by the World Economic Forum (2019).

Land
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According to the World Economic Forum (2019) governments can play a critical role in increasing access to 
affordable housing throughout the housing supply-side value chain.  The primary mechanisms include:

• leveraging tax incentives, grants or exemptions to promote the construction of affordable housing. 

• government facilitated low Interest loans / discounts.

• government can also act as a debt guarantor for small scale housing developers and housing 
cooperatives. 

Institutional investors and creditors include banks, pension funds, insurance companies, private equity funds 
and wholesale debt markets as well as development finance institutions.  These institutions offer financing 
/debt to developers (for new affordable housing developments) and end users (to build, repair or extend 
existing homes).

Another source of funding for affordable housing is via capital markets (World Economic Forum). Examples 
of these include leveraging Local Currency Bind Markets and residential Mortgage& Equity REITs. 



3

A Review of Affordable Housing Financial Instruments

Real Estate Capital Markets Investment
Capital markets are markets for buying and selling equity and debt instruments. Capital markets allow for 
savings and investment to be channelled between suppliers of capital (e.g., retail investors and institutional 
investors) and users of capital (e.g., businesses, governments and individuals). Acquisition of finance can 
happen through debt (e.g., Banks GSEs, mortgages, REITS, private debt funds) or equity (private equity 
funds, insurance companies, sovereign wealth funds). The figure below constructs the 4 quadrants of capital 
markets investment.  

Figure 2: Classic approach of Real Estate Capital Markets Investment – 4 Quadrants (Source: P.L. Nqini)

Quadrant 1: Private Equity

Quadrant 2: Public Equity

Quadrant 3: Private Debt

Quadrant 4: Public Debt

Public Traded Funds and REITs fall 
under this segment.

Invests through direct and private 
investments. Fund managers (Private Equity) 
raise capital from pension funds as a key 
source of financing and, in returns, private 
equity funds offer pension funds a platform 
to assist them in meeting the objectives 
in the allocation of capital for alternative 
investment asset classes. 

Collaterized mortgage backed securities in 
forms of bond issuances to the market.

Wholesale loans, mortgages, unsecured 
home improvement: debt.

Real Estate Capital Markets Investments
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Existing Affordable Housing Development Finance 
Providers in South Africa
The investment landscape in South Africa is diverse and includes both local and foreign institutional investors 
(Davina Wood, 2019).

Figure 3: Affordable Housing Finance landscape in South Africa
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Table 1: Affordable housing finance actors/providers in South Africa

Type of investors Examples of institutions/ organisations

Government 
Investment

• The National Housing Finance Corporation (NHFC)
• National Urban Reconstruction and Housing Agency (NURCHA) 
• Rural Housing Loan Fund (RHLF) 
• Social Housing Regulatory Authority (SHRA) 

• DFI Investment
• International Private Equity 

• Old Mutual

• International Housing Solution
• Musa Group

• Capital Markets 
• Real Estate Investment and Service companies 

Foreign Institutional 
Investors 

Foreign Institutional 
Investors 

Pension Funds

Financial Service 
Providers

Private Equity



6

A Review of Affordable Housing Financial Instruments

Landscape of Long-Term Investors
The growing financial sector experience and 
increasingly sophisticated financial instruments are 
driving investor interest in South African real estate. 
This includes new market opportunities related to a 
rising urban middle class, an increasingly localised 
construction material industry and innovations 
in housing finance such as the emergence of Real 
Estate Investment Trusts (REITs) and mortgage 
liquidity facilities across the country. However, a 
key barrier to this growth remains the chronic lack 
of rigorous data in relation to the housing sector 
financing infrastructure (Melzer and Ria. 2008). 

In providing market intelligence that makes the case 
for investment in underserved markets (segmenting 
and quantifying the demand side; and scoping, 
understanding, and tracking the supply side), a better 
policy environment can be supported and increased 
private sector activity in affordable housing markets. In 
this way, scale interventions can be catalysed. Without 
highly differentiated data, targeted interventions 
become challenging and result in unresponsive 
housing finance packages, the high occurrence of 
non-performing loans (NPLs) and poor uptake of new 
residential developments (Melzer and Ria, 2008). 

With an estimated value of over R5.1 trillion, the 
South African residential real estate market is large 
and complex. It is dominated by the state, with about a 

third estimated to be government-subsidised homes. 
The need to diminish the backlog has been made a 
priority by the government, but much work remains 
to be done. Residential markets in South Africa 
behave in very different ways, which is reflected 
across numerous property market indicators, such 
as growth in values and sales prices, transfer rates 
of new properties and resales, access to mortgage 
finance, and growth in equity (El-hadj M. Bah et la., 
2018). 

Comparing and trending indicators, it appears 
housing markets are operating in two different 
economies, with a division at the R600 000 line. 
Those properties valued below R600 000 are largely 
government-facilitated and growing quickly with 
private investment. Those above R600 000 are 
growing steadily, with ready access to credit, and 
experiencing an increase in activity. Despite this, the 
South African housing deficit remains the largest 
in SADC, at an estimated 2.3 million units. This is a 
problem that the government and subsidies alone 
cannot fix. It is imperative that the private sector be 
encouraged to go further down-market. Opportunity 
abounds in the below- R600 000 market, as demand 
outstrips supply. Strategic partnerships between the 
state and private developers, as well as innovative 
financing models, should be promoted and explored 
(El-hadj M. Bah et la., 2018). 

According to the World Economic Forum (WEF), Blended Finance consists of three main 
characteristics: Leverage- the use of grant funding to attract private financing into 

deals; Impact- investments that drive social, environmental and economic progress; and 
Returns- financial returns for private investors in line with real and perceived risk. 

Blended Finance
A mechanism available to development funders that crowds-in private capital into development is Blended 
Finance. This concept has gained much traction internationally in recent years and refers to the strategic use 
of development and philanthropic funds to mobilise private capital for high-impact initiatives. Through this 
financing mechanism, development funders can expand the impact of their limited resources by leveraging 
billions of Rands in capital sitting with private investors, and thus closing the substantial (local and global) 
development funding gap. 
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Figure 4: Pillars of Blended Finance

Returns

Impact

Leverage
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Unlocking Resources for Development

Figure 5: How Blended Finance Works2

Investors

Two main types provide Long-Term 
Large-scale capital to fund critical 
to development needs

Receive the financing and 
apply it to specific needs 
often found in emerging 
markets, including clean 
water access, medical 
facilities and sustainable 
development programs.

Teams of finance subject 
matter experts, often 
sponsered by development 
banks or private 
institutions (foundations 
and NGOs) who match 
projects to investment 
capital.

Supply constraints Supply constraints 

How Blended Finance Works

• Institutional investors (banks, 
insurers, asset managers, e.t.c.) 
who invest the vast majority 
of the required capital and 
typically invest for profitable risk 
adjustment returns.

• Concessionary investors (public 
development assistance and 
foundations). who invest lesser 
amounts but may be willing to 
accept higher risk of loss or earn 
below market rates of return.

2 BOM (2020) What Is Blended Finance, and Why It Matters. Available (online): https://about.bankofamerica.com/en-us/what-guides-us/blended-fi-
nance.html#fbid=F8CP30wapXG. (Accessed November 2020).
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Within Blended Finance, a number of financial tools are available to development funders, which include 
(but are not limited to) grants, debt, equity and guarantees. Blended finance deals comprise of three distinct 
features as identified by Joan Larrea of Convergence: 

1. The transaction – whether a project, company, fund, or structured offering – is intended to yield a 
financial return. 

2. The venture or activity contributes toward meeting development objectives. 

3. The public and/or philanthropic parties at the table are catalytic, making a deal happen that would 
otherwise attract little or no interest from the private sector. 

Figure 6: World Economic Forum How-To Guide for Blended Finance (2015).3
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An example of a local Blended Finance transaction is the Inclusive Youth Employment Pay-for- Performance 
(PfP) pilot structured by one of Tshikululu’s partners, and to which they have brought two of their clients. The 
investor side of the Inclusive Youth Employment PfP pilot includes three organisations: 

• A large South African insurer which invested using its balance sheet and is looking for market related 
returns; 

• An impact investor which is looking to preserve its capital; and 

• a large corporate foundation which has taken on a first loss position. 

This subordinated position taken by the corporate foundation has resulted in the strengthening of the project’s 
creditworthiness by cushioning the downside losses for investors and thus shifting the risk- return profile to 
one that is attractive to private capital. The involvement of a corporate foundation (and in particular its ability 
to absorb the highest risk), has seen philanthropic funding play a catalytic role in unlocking three times the 
amount it would have been able to contribute on its own. 

3 WEF (2015) A How-To Guide for Blended Finance. Available (online): http://www3.weforum.org/docs/WEF_How_To_Guide_Blended_Fi-
nance_report_2015.pdf. (Accessed December 2020). .
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Social Impact Bonds
A pay-for-performance platform is a type of social impact bond, where initial private investors provide 
funding for the delivery of social programmes. This funding is used by “operators” to deliver the social 
programmes, with the goal of reaching pre-determined outcomes. If these outcomes are achieved (and 
verified by an external party), an “outcomes funder” pays the initial investors back. If the outcomes are not 
achieved, no outcomes funding is paid. In other words, the initial investors expect both a social and financial 
return on their investment, but take the risk that a return (of either kind) is not guaranteed. 

Figure 7: A high-level structure of a Pay-for-Performance platform

Investors

1. Invest7. Return

6. Pay for 
performance

5. Measure/Evaluate

4. Achieve Outcomes 

3. Deliver

2. Structure, Coordinate, 
Manage Risk

Intermediary

Outcome Funders Service Providers

BeneficiariesIndependent Validators

The figure above provides a high-level structure of a Pay- for-Performance platform. This is a relatively new 
financing model in South Africa; other than the Inclusive Youth Employment PfP, there are currently few 
bonds that exist in the country operating in the Health and Early Childhood Development sectors (some of 
which are funded by Tshikululu managed funds working in these sectors). 
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Case Studies

Cosmo City
Cosmo City is a mixed-use, integrated housing development of approximately 12 300 units on a 1 105ha site 
in the north-west of Johannesburg. The project was conceived out of the need to accommodate the residents 
of the Zevenfontein and Riverbend informal settlements, and is described as a joint venture between the City 
of Johannesburg and the Gauteng Provincial Department of Local Government and Housing.

The project includes fully subsidised, credit-linked and bonded housing, as well as social rental housing 
and incorporates institutional and social facilities throughout the development. CODEVCO, a joint venture 
between Basil Read Developments and Kopano Ke Matla, was appointed to act as the City’s agent to undertake 
the development in a public- private partnership. A Land Availability Agreement was signed between the City 
and CODEVCO in 2000. 

Figure 8: Role players in Cosmo City, with the extent of the model indicated by the dotted line.4
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Project Funding
Provincial housing subsidies were used to cover the cost of the BNG top structures and basic servicing.  
Higher levels of service (e.g., tarred roads and underground electrical connections to all units) required was 
funded by the City of Johannesburg. First National Bank (FNB) provided a commercial loan to the developers 
to build the internal services and top structures for the first phase of the credit-linked and bonded housing. 
For the latter phases, NURCHA provided finance for the internal services and the top structures were funded 
through pre-sales. 

4 Urban LandMark (2011) Urban LandMark Land Release Assessment Tool: Cosmo City Case Study Report. Available (online): 
http://www.urbanlandmark.org/downloads/lram_cosmo_cs_2011.pdf (accessed December 2020).
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Figure 9: Cosmo City, Johannesburg

International Housing 
Solutions (IHS) is a real 
estate fund manager focused 
on the development and 
management of affordable 
housing communities. IHS 
currently manage three 
multi-investor funds, one 
single investor fund, and a 
publicly traded REIT.

• South Africa Workforce Housing Fund (“SAWHF”) – 
Our first multi-investor fund.

• IHS Fund II SA – A multi-investor fund focused on 
investments in South Africa.

• IHS Fund II SSA – A multi-investor fund focused on 
investments in Namibia and Botswana.

• IHS Residential Partners – Our single investor fund, 
focused on investments in middle-income residential 
properties in South Africa.

• Transcend Residential Property Fund – A REIT publicly 
traded on the AltX of the Johannesburg Stock 
Exchange.

Source: https://www.ihsinvestments.co.za/
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International Housing Solutions (IHS)- Fleurhof, Gauteng
The International Housing Solutions (IHS) finances the development of energy efficient, affordable housing 
communities. They recognize the need to both create viable housing investments and provide broader 
community infrastructure with easy access to schools, shops and work opportunities. 

The Fleurhof Project was a Joint Venture with Calgro M3, a listed developer specialising in mixed income 
residential developments. Originally planned for 6,467 units, the total was increased at the request of the 
municipality to 9,468 units. Private equity played an important role in financing this project. IHS invested 
R105.8 million into the project development and committed an additional R24.1 million for the purchase of 
162 units for its own rental portfolio. 

Figure 10: Fleurhof, Johannesburg

The project is an infill development between the established areas of Roodepoort and Soweto, two 
large suburban areas respectively located in the west and south-west of the City of Johannesburg, good 
employment in the area, good transport links. 

In 2018, the total development cost for Fleurhof stood at R78 million. When completed it comprised of 10 
193 free standing and sectional title, low-and middle-income housing units, eight nursery and pre-schools, 
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five schools, five religious sites, 38 community gardens and play areas, a shopping centre, five business 
centres and an industrial park.

TUHF Holding (Pty) Limited (TUHF) has played an important role in the South African residential 
property sector as an impact investor and financier offering long-term debt finance, bridging 
finance and equity funding to entrepreneurs.

One of the alternative developmental projects it supports is township backyard rental financing 
through its uMaStandi Programme. uMaStandi is commercial property finance offered in target 
township areas based on freehold title. It is designed to regularise title if required, use the 
entrepreneur’s property equity to gear a rental enterprise and to ensure that construction is 
professionally designed and constructed with all necessary planning permissions in place.

Property owners who hold title deeds can approach uMaStandi for finance to develop units on their 
property for rental. If an individual qualifies based on their character, the location and project they 
have identified, a feasibility study will then be conducted. If the project is approved, uMaStandi 
will help with the finance as well as training during construction, let up, and ongoing property 
management.

Source: https://www.tuhf.co.za/

Trust for Urban Housing 
Finance (TUHF) Sisana 
Heights Case: Khosi 
Makolota, Soweto, 
Gauteng

Khosi Makolota worked as a travel agent, but her 
dream was to develop two stands in Soweto, which 
she had owned for some time. Her vision was to 
refurbish the stands into a high-quality residential 
rental property for middle-income tenants. 

In 2015, Khosi made the tough decision to focus 
exclusively on getting Sisana Heights completed. 
She approached several financial institutions 
to fund her dream, but without success. Then, 
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just off one of Soweto’s main roads, it also offers 
easy access to transport, 24-hours a day. And, with 
South Africa’s continuing challenges around the 
provision of electricity, the building incorporates 
energy-storing LED bulbs, ensuring residents will 
have up to 8-hours of light should the building be 
affected by load shedding.

Total Investment after construction and 
value created: R2 247 232

Number of tenants housed: 14

Rental value per unit: R 2 500 – R 3 000 
per month

Number of units: 14

Current tenanted units: 90% as a 
percentage of total

Turnaround time for full tenanting: 1 
month

Short term jobs: 51

Green building features: low flow taps, LED 
Lighting

Khosi met Henry Chitsulo, owner of Bold Moves 
and appointed mentor for uMaStandi clients. 
uMaStandi, a member of TUHF, specifically funds 
rental property entrepreneurs in townships. 
uMaStandi together with the TUHF Programme for 
Property Entrepreneurship (TPPE) helped Khosi to 
fulfil her long-term dream in just over six-months.

Khosi received a tailor-made mortgage loan for 
her project, and training with mentorship to help 
her achieve her goals quicker. With funding from 
uMaStandi in place, development at Sisana Heights 
started in earnest in July 2019. Unfortunately, 
the contractor became ill and passed away soon 
after, which was a blow to Khosi and her team. 
However, they were able to restart in October 2019. 
Construction on the first site has been completed 
and units are ready for tenanting. The demand 
is promising, as the ground floor is already fully 
rented, and tenants are keen to move in. 

The first site contains 14 studio apartments. Each 
unit is intended to house a maximum of two 
people, aimed at couples or single parents of young 
children. The open plan studio layout includes a 
kitchenette, combined living and bedroom area, 
and a bathroom. The rent ranges between R2 500 
and R3 000 per month, depending on the unit’s 
total floor space. Sisana Heights is conveniently 
located close to a mall, clinic and church. Situated 
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Funding for Small Scale 
Developers

Financial Products or 
Funding Opportunities for 
Small Scale Developers 

 Unsecured Term Loans - A loan granted 
where the loan is supported by the borrower’s 
creditworthiness rather than any collateral or 
security. As there is no security or collateral 
required, the risk is higher and so the interest 
rate is higher. 

 Secured Term Loans – Some form of collateral 
or security is pledged by the borrower against 
a loan. As there is security, the risk is lower 
than an unsecured loan and the interest rate is 
normally lower than an unsecured loan. These 
loans can also have a longer repayment term in 
comparison to unsecured loans.

 Revolving credit – this can be secured or 
unsecured and can be offered by a wide range 
of lenders, not necessarily just banks. 

 Overdrafts – facility that is offered by the 
borrower’s banking intuition. The advantage 
of overdrafts is that there is no set repayment 
period. 

 Property Backed Loan - Security in the form 
of property can be used to secure a loan and 
allows the borrower to free up equity that is 
locked up in un-bonded property to secure 
credit. 

 Savings – use your own savings to invest in 
your project. 

 Approach private investors or angel 
investors – Private investors have investment 
capital available and may want to specifically 
support property development. These loans are 
usually drawn up with own set of criteria, with 

a possibility of higher interest rates. Sometimes 
in the case of angel investors, mentorship and 
skills transfer can also become part of the 
agreement. 

 Property Development Finance – This loan 
is specifically used to kick start, construct and 
complete a small to medium size property 
development project. It is often necessary that 
the developer should have a proven track record. 

 Property Bridging Finance – This 
bridging loan is a type of short-term.  
property backed finance that can essentially 
‘bridge’ the gap between buying a property and 
securing a more permanent type of finance for 
it. It is used to fund a borrower fund you for 
a period of time whilst allowing the borrower 
to either refinance to longer term debt or sell 
a property. 

 Equipment Finance -used to purchase 
machinery or vehicles for that would be used in 
the property development business. 

Considerations 
 Develop a proven track record – Gaining 
experience that counts toward a track record 
that gives you a level of credibility before trying 
to borrow. 

 Consider partnerships to co-fund projects with 
other small-scale developers.

 Education and skills development – develop 
your credibility and knowledge will help deepen 
your understanding of residential property 
markets and all the opportunities and risks 
involved.

 Research and understand the local property 
market – develop a plan is attractive to 
potential investors. The more information you 
can provide, the more assured the potential 
investors will be.  Also ensure you understand 
the zoning and titling conditions that 
specifically pertain to the site or property that 
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your proposed development does not conflict 
with the land use scheme within which it falls. 
There are time and cost implications if conflicts 
occur, for example, when applications and 
approvals are needed for the relaxing of town 
planning scheme conditions or rezoning of land 
use. 

 Access government funding support and 
information sources – there are government 
initiatives, be it national or local, that support 
residential property development and small-
scale or new property developers through 
education and skills development or through 
providing access to financing instruments. 
Examples government initiatives include NHFC, 
NURCHA, Gauteng Partnership Fund, SHRA. 

 Banking institutions may not cover the full 
cost of the project (cover up to 80%, with 

the developer required to have 20% secured), 
and may not cover working capital or cover 
costs incurred during pre-construction stages, 
therefore it is important that the borrower has 
some equity or collateral in place that can be 
used to secure a loan. 

 Prepare detailed cost estimates – Detailed cost 
estimates can also help you distinguish the 
overarching budget of the project and also 
determine the type of funding that will be 
required for different costings of the project – 
see table below. The cost of money (equity or 
debt) required to assess opportunity, buy, build, 
and operate the project becomes important. 
A well-managed and controlled funding 
throughout the development is important to 
maximize investment returns, limit risks and 
ensure the success of the project. 

Table 2: Cost Categories of Real Estate Development5

Pre-acquisition costs Construction Costs 

• Land option costs

• Market analysis 
fees

• Legal fees

• Environmental 
studies

• Feasibility studies

• Zoning and traffic 
studies

• Hard Costs
• Materials and 

labour
• General 

Contractor/
Subcontractor fees

• Soft Costs
• Interior build out/

finishes
• Inspections
• Security, 

telephone, cabling, 
millwork

Development Costs Operating Costs 

• Land costs

• Architect, 
design fees

• Permit fees

• Land 
preparation, 
demolition, 
utilities, 
grading

• Property taxes

• Insurance

• Common area maintenance 
fees

• Management fees, 
building maintenance 
& repair, property 
lighting, water, electrical, 
landscaping, internet/ 
technology, janitorial, 
window washing, 
parking lot maintenance, 
security, sales/leasing 
commissions, elevator, 
water & sewer

5  DAE Group (2020) Real Estate Development Cost Breakdown. Available (online): https://daegroupllc.com/real-estate-development-cost-break-
down/. (Accessed December 2020). 
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Overview of Demand-Side Challenges 
There are three major challenges on the demand-side of affordable housing: determining eligibility, 
evaluating purchase models (rental vs ownership) and credit financing.  The criteria to qualify for 
government driven affordable housing programs highly depends on the countries service delivery models, 
values and level of poverty level.  Wealthier more equal countries tend to take the “universal approach”, 
while countries which experience higher levels of poverty, tend to take the “targeted approach” (aimed for 
the most vulnerable). The figure below illustrates the government investment/support level and approaches 
associated with delivery of affordable housing to each of the targeted income groups. 

Figure 11: The Housing Ladder by the World Economic Forum (2019)

Target 
income Housing type

Affordable home 
ownership (social 
and private)

Median 
income

The housing ladder

Very low 
income

Market rental 
housing

Affordable rental 
housing

Social rental 
housing

 Grants - home start initiatives for first homes

 Exemptions - stamp duty waivers/ concessions

 Credit - mortgages, shared equity

 Rental support - housing vouchers, rent assistance 
                                 programmes

 Grants - Housing preservation grants

 Exemptions - Tax reliefs

 Grants - Operating subsidies, capital grants, e.t.c.

 Support services - Income support, allowances.

Government support for home seekers



18

A Review of Affordable Housing Financial Instruments

The targeted approaches are often designed to alleviate any other social and economic pressures faced by 
national or local governments (including cities). For example, affordable rentals / home ownership grants/
subsidies programmes targeting scarce skills professionals in order to attract and retain highly skilled labour 
within a city (i.e., Reducing brain drain).  Examples of this strategy are found in Poznan, Poland & Dupnitsa, 
Bulgaria. 

Governments and developers have to select an affordable housing model that responds to the need of that 
particular location, and is aligned to the means/capabilities of the target population and also financially 
feasible and profitable.  Figure 12 below highlights some of the key benefits and challenges that ought to be 
taken into account when deciding on the appropriate model for delivering affordable housing. 

Figure 12: World Economic Forum (2019) Consideration for evaluating Purchase Models: Ownership vs Rental

• Personal sense of security

• Potential income 
generation & benefits 
associated with 
appreciation of the 
property. 

• Can be leveraged for 
accessing additional 
financing (i.e. can be used 
as collateral for debt)

• Lower capital requirement

• No citizenship requirement

• Shared risk between 
the renters and owner 
(operation and maintanance 
costs)

Restricts labour mobility 
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and processing costs)
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comparison to home 
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in lesser uptake from 
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Demand for Financial Instruments to Fund 
Affordable Housing

One of the most common obstacles South African markets face is a shortage of affordable housing. The 
main contributing factors to this obstacle, is the high GDP expansion, limited job creation, strong population 
growth and rapid urbanisation. The main common features in the market are the chronic housing deficits, a 
lack of funding and affordability gap. Demographic trends alone point to the pressing challenge of housing 
provision. While much of the world is experiencing a slowdown, or even a decrease, in population growth, 
the rate of demographic expansion in South Africa continues to rise.

Current housing demand is poorly understood and, in some 
instances, is interpreted as a housing backlog. Focusing only 

on backlogs carries the risk of excluding households that 
live in inadequate housing but do not qualify for housing 

subsidies and mortgage loans. 

A uniform approach is needed, so that both the current and future demand can be estimated accurately, 
using data such as population growth, household formation and size, urbanisation, movement between rural 
and urban areas, movement between outlying areas and city centres, and life stage.  

While industry commentators are noting that the property market is still stronger than it was in the 2008-
09 recession, some areas are doing better than others. The top end of the market is slowing down, and the 
more affordable, less popular towns and suburbs are expected to experience a resurgence in interest and 
investment. Homebuyers continue to seek areas that offer good value and good return on investment. These 
will offer opportunities for first-time buyers looking to invest, and for those looking to downscale or find a 
more practical way of living closer to work in order to avoid a long and often expensive commute.

The relevance of affordable housing interventions hinges on the specific constraints whether on the demand 
or supply-side impacting affordability in the country, and these constraints vary from parts of the country. 
The following constraints are usually found on the demand side; informal and irregular income, the cost of 
finance, and high taxes and down payment requirements are major constraints to affordability. Interventions 
to address these demand side constraints can be through the provision of subsidies, guarantee schemes, 
subsidized financing, and reducing the risks of mortgage lending (IEG, 2016). 
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Existing Affordable 
Housing Development 
Finance Providers
The National Department of Human Settlement’s 
support institutions play an important role in 
enhancing the norms and standards of housing, as 
well as making housing finance more accessible to 
all South Africans. The institutions are the National 
Home Builders Registration Council, the National 
Housing Finance Corporation, the National Urban 
Reconstruction and Housing Agency, Servcon 
Housing Solutions, Thubelisha Homes, the Social 
Housing Foundation, the Peoples Housing Process 
and the Rural Housing Loan Fund (NDHS, 2018). 

Landscape of Investors

The government’s support of affordable 
housing has been delivered via four different 
institutions, all overseen by the NDHS:

 The National Housing Finance Corporation 
(NHFC), 

 National Urban Reconstruction and 
Housing Agency (NURCHA), 

 Rural Housing Loan Fund (RHLF), and 

 Social Housing Regulatory Authority 
(SHRA) 

The first three are undergoing a process 
of consolidation to create a single Human 
Settlements Development Bank (NDHS, 2018). 

The investment landscape into affordable housing 
in South Africa is largely driven by the government. 

This is due to the South African constitution 
mandating the government to deliver adequate 
shelter to the previously disadvantaged. The 
National Department of Human Settlements (NDHS) 
is responsible for the delivery of affordable housing 
units (NDHS, 2018). 

In 2014/15 it was estimated that government 
investment into the property market had reached 
R300 billion. This is on the backdrop of a residential 
market, in the same year, with a total worth of 
around R3 trillion. Despite heavy government 
involvement, there are currently problems, 
blockages or challenges in every part of the human 
settlements value chain in South Africa. 

These are often exacerbated by funding 
issues, including insufficient funding for 

land assembly, limited or fragmented 
funding for bulk and link infrastructure, 

limited contractor and developer 
finance, limited equity funding for new 
developers, limited innovative end user 

finance. 

Rather than viewing the housing shortage as a 
crisis that needs intervention, there is a need to 
shift the view to the notion of an opportunity for 
investments. Which is a need to extend focus from 
the housing demand value chain to the housing 
supply value chain. 

Across the African continent, the limited availability 
of construction finance undermines the housing 
delivery process. Lenders and investors are focused on 
the demand side with scant attention to the finance 
needed to enable supply. Ultimately, this undermines 
the availability of affordable housing, which then 
pushes prices up. It is this negatively reinforcing cycle 
that undermines prospects for scale, or increased 
incremental housing construction. 
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Case Studies

Sofala Capital 
Sofala Capital brings together private sector capital 
with Development Finance Institutional funding. 
They believe it is important to blend offshore 
investment with onshore, African sources of 
funding. In this respect, they have proven to have a 
strong track record in issuing local currency, African 
bonds to domestic pension funds. Sofala Capital 
is a trusted partner to more than 10 international 
development finance institutions, African pension 
funds and other private funders. 

In South Africa Sofala works with IBUILD Home 
Loans (“IBUILD”). They provide low income South 
Africans with affordable construction mortgages to 
build “separate entrance rooms” for rental purposes. 
The rental income generated from the rooms 
supports the ability of the borrower to repay the 
mortgage and can ultimately improve the client’s 
ability to support a family or help in retirement. 
IBUILD works in partnership with Cashbuild Limited, 
South Africa’s largest building material supplier as 
well as a funding syndicate including Habitat for 
Humanity Inc and the Rural Housing Loan Fund to 
help individuals achieve their dreams. They provide 
the following finance options: renovate your home 
and build rental units/ ama-backroom. 

CABS Old Mutual in 
Zimbabwe
The evolution of CABS from a building society to a 
bank, including successfully raising US$ 62m from 
pension funds for the development of Budiriro 
scheme in Harare. CABS’s success in Zimbabwe was 
facilitated by their ability to involve of multiple 
stakeholders, most notably pension funds and 
Local Government in providing bulk infrastructure 
to the site, while the developer provided on-site 
infrastructure. The CABS case provided compelling 
evidence that with the right development capacity, 
it was possible to leverage pension funds for 

housing development, including the investment in 
key infrastructure projects. 

The potential for the involvement 
of Pension funds in affordable 
housing remains a key concern 

across the continent, particularly 
due to its long-term investment 

requirements which are well 
suited for the long-term nature 
of housing loans. Some of the 
elements considered by long-

term funders prior to investment 
are financial viability of projects 
in the long-term; stability and 

predictability of returns; reduced 
risk for their investment; and the 
yields. There is therefore a need 
for affordable housing projects 

to meet these criteria in order to 
attract investment from long-term 

funding (www.auhf.co.za). 

Blended Capital: Case of 
Zambia Home Loans 
In 2018, FSD Africa invested GBP 1.6 million 
into Sofala capital Pty Limited, acquiring 25% 
shareholding in the company. Sofala Capital 
is a housing finance catalyst based in Cape 
Town, South Africa focused on the provision of 
construction mortgages in Zambia and South 
Africa. This investment represented a good case 
for the application of blended capital in Africa’s 
affordable housing sector. In the case of Zambia 
Home Loans, the different parties had different 
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but complementary objectives. FSD Africa works 
with a variety of financiers and banks across 
Africa, and was seeking out innovative models and 
platforms for investment. Sofala Capital, the private 
investment vehicle, had identified Zambian Home 

Recommendations
The World economic Forum provides a strong framework for strengthening and increasing access to 
affordable housing. Figure 13 and Figure 14 below are recommendations for government actors and private 
sector, respectively. 

Figure 13: World Economic Forum (2019) Recommendations for Government Actors 

Eligibility

Purchase 
Models

Credit 
Financing

Deploy clear and transparent rules to determine eligibility and identify beneficiaries 
for affordable housing, accounting for characteristics such as occupation (e.g. 
higher priority for key workers), years of residency, income, household size, age, 
health risks and productivity. 

• Encourage a balanced mix of tenure models ranging from rental housing, including 
long term leases, through shared-equity ownership and shared ownership to 
complete homeownership. 

• Develop a regulatory framework that protects tenants without distorting supply, 
and protects landlords from the unfair effects of first-generation rent controls. 

•  Reach out to community representatives, private developers and employers to 
discuss their opinions and concerns related to affordable housing projects. 

•  Use regulations to encourage uptake of new technologies, while addressing risks 
such as privacy. 

•  Enforce measures that strengthen credit assessments, underwriting and risk 
management in order to create a viable market for private investors.

Loans as an investment opportunity, but wished 
to extend its investment further. Zambian Home 
Loans was looking for long term capital to grow its 
lending capacity. With this investment, Zambian 
Home Loans is able to extend funding to more low 
and middle-income residents. 
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Figure 14: World Economic Forum (2019) Recommendations for Private Sector Investors and non-Profit 
Actors

Eligibility

Purchase 
models

Credit 
Financing

Develop innovative ways of establishing creditworthiness and serving low-income 
households wanting to improve their informal housing. 

• Explore the potential of diversifying tenure structures through models such as 
build-to-rent and long-term rentals. 

• Employers consider supporting employees to meet housing costs through loans, 
subsidies or mortgage deals

• The Non-Profit Sector can explore innovative methods to provide financial 
assistance to the informal sector, working where helpful with the private sector 
and city government. 

• The Non-Profit Sector can provide education to improve the financial literacy of 
borrowers, helping them to plan expenses and minimize costs of construction 
or home improvement. 

Conclusion

With both public resources and philanthropic funding coming under pressure, development funders will 
need to be innovative in the way they deploy their capital. Although Blended Finance is still a relatively 
new concept in South Africa, it is proving to be one model that provides development funders with new 
opportunities to enhance development impact and contribute in new ways towards achieving the country’s 
2030 agenda. 
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