
	

	
	
	
	

Understanding	Housing	Markets	
Excerpt:	The	Housing	Market	–	an	analytical	framework	
Prepared	for	the	World	Bank	and	the	Cities	Support	Programme	of	National	Treasury1	
	
	
	
Housing	exists	 in	a	market:	housing	is	produced,	owned,	rented,	maintained	and	sold	in	a	complex	
system	involving	buyers	and	tenants	(individuals,	households,	companies	and	governments),	suppliers	
and	 sellers	 (developers,	 builders,	 homeowners,	 landlords	 and	 governments),	 market	 facilitators	
(financiers,	estate	agents,	conveyancers)	and	regulators	(the	City,	the	province,	national	government,	
and	various	public	agencies	and	 regulatory	bodies).	 	 Like	other	economic	goods,	housing	supply	 is	
influenced	by	an	expression	of	demand,	which	 itself	 is	 influenced	by	affordability	–	 the	ability	and	
willingness	of	the	buyer	or	tenant	to	invest	in	or	pay	for	the	housing	product.		In	most	cities	in	South	
Africa,	 demand	 is	 substantially	 constrained	 by	 affordability.	 	What	 the	 supply	 side	 delivers	 is	 too	
expensive	for	what	the	demand	side	can	afford	to	pay.		This	is	the	case	for	a	number	of	reasons,	but	
ultimately,	what	 it	 results	 in,	 is	a	widening	and	diversifying	of	 the	housing	market	 to	 include	both	
formal	and	informal	housing	supply.	Formal	housing,	delivered	or	improved	according	to	city	building	
regulations	with	 approved	 building	 plans,	 on	 regularized	 land,	 and	 by	 registered	 builders,	 targets	
higher	income	earners.		Informal	housing,	often	escaping	observation	without	plan	approval,	built	or	
improved	by	informal	builders,	 in	backyards	or	on	unregistered	land,	targets	 lower	income	earners	
and	the	poor.		To	bridge	the	affordability	gap	and	assist	poor	households	to	access	the	formal	housing	
market,	 the	national	 government	 offers	 a	 state-subsidised	housing	 programme.	 	 But	 as	 is	 evident	
across	 the	 country,	 this	 is	 not	 delivering	 enough	 housing,	 and	 inadequate	 housing	 circumstances	
persist.	
	
There	is	a	further	dimension.		Unlike	other	economic	goods,	housing	exists	on	land,	a	finite	resource	
that	has	value	relative	to	its	location	and	access	to	services	and	amenities.		The	value	of	land	often	
interferes	with	the	value	of	housing:	a	fabulous,	three-bedroom	unit	with	a	state-of-the-art	kitchen,	
on	a	piece	of	land	on	the	edge	of	the	city,	or	where	the	government	fails	to	deliver	its	services,	may	
have	cost	more	to	build,	but	is	likely	to	sell	for	less	than	a	tiny	bachelor	flat	in	the	city	centre	where	
the	homeowner	can	have	a	view	of	the	ocean	and	enjoy	uninterrupted	services	supply.		This	is	because	
households	with	affordability	will	compete	to	buy	the	well-located	and	well-serviced	housing,	and	may	
be	willing	to	pay	more	for	these	benefits.		House	prices	are	determined	by	the	trade-offs	that	buyers	
make	in	choosing	where	and	how	to	live,	and	as	a	result,	housing	markets	are	all	about	location.	
	
At	the	same	time,	the	city	has	a	direct	impact	on	the	supply	of	housing	in	particular	market	segments,	
through	the	development	controls	it	applies,	its	zoning	choices,	and	the	attention	it	gives	to	specific	
development	interventions.		Cities	play	a	significant	role	in	place	making	and	value	creation,	and	also	

																																																								
1	This	is	an	excerpt	of	a	report	prepared	by	the	Centre	for	Affordable	Housing	Finance	in	Africa,	for	the	World	Bank,	as	part	of	its	technical	
assistance	programme	to	the	Cities	Support	Programme	of	the	SA	National	Treasury,	under	contract	7174693.	
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in	managing	the	effects	of	social	exclusion	precipitated	by	gentrification,	or	in	creating	inclusionary	
housing	opportunities.	 	City	 investment	 in	 infrastructure,	 the	delivery	of	 services,	 zoning,	effective	
regulation	and	the	imposition	of	bylaws,	and	property	taxes,	not	to	mention	the	delivery	of	subsidized	
housing,	all	influence	housing	demand	and	supply	dynamics	and	create	opportunities	to	leverage	both	
public	 and	 private	 resources	 towards	meeting	 housing	 needs	 and	making	markets	 perform	 in	 the	
interests	of	all	residents	and	the	city	as	a	whole.			
	
The	Housing	Asset	
	
The	question	of	market	performance	–	the	value	that	housing	realises	for	both	the	household	and	the	
city	as	a	whole	–	is	important.		Housing	is	an	asset.	For	households,	it	is	likely	to	be	the	most	significant	
investment	that	they	will	make	in	their	lifetimes.		With	the	national	housing	subsidy	programme,	it	is	
also	a	significant	investment	for	the	State.		Beyond	the	subsidy	programme,	housing	markets	also	offer	
the	city	substantial	revenue	opportunities	that	create	the	budget	that	makes	the	city	function.		Cities	
want	to	make	sure	that	they	get	the	best	value	out	of	their	investment.		
	
To	understand	housing	market	performance,	it	is	useful	to	think	about	housing	as	an	individual,	private	
asset,	and	to	think	of	the	housing	sector	as	a	public	good.	
	
Figure	1		The	Housing	Asset	

Source:	CAHF	
	
As	a	private	asset,	the	house	brings	value	to	the	household,	whether	they	own	or	rent,	in	three	main	
ways.		First,	there	is	a	social	value.		The	house	sits	within	a	neighbourhood	and	is	the	place	to	which	
family	and	friends	come	to	celebrate	and	share	life	experiences,	and	from	which	the	household	goes	
to	find	work	or	otherwise	engage	in	society.		In	the	neighbourhood,	the	household	can	access	local	
services	 –	 schools,	 clinics,	 community	 centres	 –	 that	 profoundly	 impact	 on	 their	 quality	 of	 life.		
Enhancing	 the	 social	 asset	 performance	 of	 housing	 is	 about	 improving	 the	 quality	 of	 the	
neighbourhood	and	creating	spaces	for	families	to	come	together.	
	
The	house	also	has	a	financial	value:	it	is	worth	something	and	can	be	traded	for	money.		It	can	also	
be	used	to	leverage	a	loan	from	a	bank	–	the	home	owner	can	secure	a	mortgage	loan	by	using	the	
house	as	collateral.	This	can	be	used	to	 invest	 further	 in	 the	house,	 to	start	a	business,	 to	pay	 for	
education,	 or	 to	 make	 other	 significant	 investments.	 	 The	 house	 can	 also	 be	 passed	 on	 as	 an	
inheritance	 to	 children	 	 or	 other	 family	members,	 and	 in	 this,	 operates	 as	 a	 form	 of	 savings	 that	
contributes	towards	household	wealth.		Enhancing	the	financial	asset	performance	of	housing	is	about	
enabling	 incremental	 home	 improvements,	 improving	 property	 values,	 increasing	 access	 to	 loan	
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finance,	and	improving	transaction	support	to	ensure	that	households	can	access	the	financial	value	
of	their	properties	when	they	need	to.	
	
Lastly,	the	house	can	also	function	as	an	economic	asset	for	the	household.		In	this,	the	house	becomes	
the	 base	 from	 which	 a	 household	 might	 run	 a	 small	 business,	 offer	 accommodation	 for	 rent,	 or	
otherwise	earn	an	income.		In	the	context	of	high	unemployment,	this	creates	an	especially	important	
opportunity	 for	 households	 to	 realise	 a	 sustainable	 livelihood.	 	 The	 establishment	 of	 home	based	
enterprises	also	diversifies	land	uses	and	creates	more	sustainable	human	settlements.		A	spaza	shop	
operating	from	a	home	in	a	residential	neighbourhood	saves	neighbours	from	taking	the	bus	to	buy	
milk,	while	creating	an	income	stream	for	the	shop	owner.	
	
The	formality	of	the	household’s	rights	over	the	property,	and	whether	or	not	the	housing	unit	itself	
is	a	 formal	structure,	 impacts	substantially	on	the	performance	of	housing	as	a	private	asset.	 	 It	 is	
obvious	that	formally	titled	or	 leased	properties	that	are	well-placed	within	the	urban	context	and	
constructed	out	of	durable	building	materials	that	protect	their	inhabitants	from	the	elements,	offer	
stronger	social,	 financial	and	economic	potential	than	informal	housing.	 	 Informal	housing	also	has	
value,	however.		A	shack	in	a	well	located	settlement	may	offer	the	household	better	income	earning	
opportunities	 than	a	 formal	 structure	 that	 is	outside	an	area	of	economic	activity,	or	may	provide	
better	access	to	economic	opportunity.		Similarly,	an	informal	transaction	may	be	worth	more	to	the	
transacting	parties,	even	if	 it	realises	 less	financial	value,	simply	because	it	can	be	concluded	more	
quickly.		Cities	need	to	understand	these	dynamics	if	they	are	to	improve	housing	asset	performance	
for	their	residents,	whether	they	live	in	formal	or	informal	settlements.	
	
While	the	house	performs	as	a	private	asset	for	the	household,	the	housing	sector	performs	as	a	public	
good	 for	 the	 city,	 also	 in	 three	ways.	 	 First,	 the	 construction,	maintenance	 and	 rental	 of	 housing	
contributes	substantially	to	economic	growth.		According	to	research	undertaken	by	the	CAHF,	at	a	
national	 level,	 the	 housing	 construction	 and	 rental	 sectors	 contribute	 about	 2.4%	 to	 Gross	 Value	
Added,	equivalent	 in	 the	economy	to	 the	agriculture,	 forestry	and	 fishing	sectors,	and	to	 the	 food	
sector.2		The	reason	for	this	contribution	has	to	do	with	the	economic	activity	that	housing	stimulates	
–	upstream	demand	for	building	materials	and	labour,	and	downstream	demand	for	furniture,	home	
improvements,	and	other	housing	services.			
	
Housing	construction,	maintenance	and	rental	also	contributes	to	 job	creation	–	and	this	can	have	
very	 tangible	 local	 benefits.	 	 According	 to	 CAHF,	 the	 housing	 construction	 sector	 created	
approximately	242	000	full	time	equivalent	jobs	in	2014	(formal	and	informal)	across	the	country.		The	
rental	housing	sector	created	a	further	226	000	full	time	equivalent	jobs	across	the	country	in	2014.3		
Cities	 that	promote	housing	construction	and	 rental	 can	use	 this	 to	 stimulate	 job	creation	 in	 their	
areas,	further	contributing	to	economic	growth.	
	
Finally,	the	housing	sector	contributes	to	the	sustainability	of	human	settlements,	a	key	public	good	
that	supports	the	performance	also	of	the	house	as	an	individual	asset.		As	properties	appreciate	in	
value,	they	increase	a	city’s	rates	base,	and	this	contributes	to	the	growth	in	city	budgets	that	enable	
them	 to	 invest	 in	 further	 infrastructure	 and	 services	 delivery,	 which	 further	 supports	 growth.		
Functioning	 human	 settlements	 also	 create	 more	 stable	 living	 environments	 where	 productive	
residents	contribute	effectively	to	the	economy.	
	
A	key	point	of	focus	for	the	city	is	to	understand	how	the	two	asset	triangles	–	housing	as	an	individual	
asset	and	the	housing	sector	as	a	public	good	–	 interact,	and	the	impact	that	the	informal	housing	

																																																								
2	See	http://housingfinanceafrica.org/what-role-does-housing-play-in-african-economies/		
3	Centre	for	Affordable	Housing	Finance	in	Africa	(2017)	Housing	Economic	Model:	South	Africa.		See	
http://housingfinanceafrica.org/what-role-does-housing-play-in-african-economies/		
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sector	has	on	both.		Ultimately,	the	goal	is	to	maximise	housing	market	performance	for	the	benefit	
of	City	residents,	as	well	as	for	the	city	itself.		This	requires	careful	attention	to	the	extent	to	which	
households	 can	maximise	 the	 social,	 economic	 and	 financial	 performance	 of	 their	 housing	 –	 and	
implementing	measures	that	support	them	in	this	effort	–	while	also	enhancing	the	impact	that	the	
City’s	 work	 in	 human	 settlements	 has	 on	 its	 local	 economy,	 its	 labour	 market,	 and	 its	 overall	
sustainability	as	a	city.			
	
Property	Market	Filtering	
	
Beyond	 the	 asset	 value	 of	 the	 stock	 itself,	 new	 housing	 supply,	 and	 functional	 resale	 markets	
(including	 finance,	 market	 information)	 enable	 filtering:	 households	 moving	 from	 one	 housing	
circumstance	(or	pool,	in	the	diagram	below)	into	another	to	meet	their	particular	housing	needs	to	
the	extent	they	can	afford.4			
	
For	example,	in	South	Africa’s	current	policy	context,	if	there	is	sufficient	supply,	a	household	in	an	
informal	settlement	may	access	government-sponsored	housing,	may	buy	an	existing	RDP	house	on	
the	 resale	 market,	 or	 may	 move	 directly	 into	 entry-level	 or	 starter	 housing,	 depending	 on	 their	
affordability	 –	 their	 income	 and	 the	 availability	 of	 finance.	 	 As	 their	 incomes	 improve	 or	 their	
circumstances	change,	they	may	find	the	opportunity	to	further	improve	their	housing,	moving	into	
something	larger	to	accommodate	a	growing	family,	or	to	a	better	neighbourhood.		As	they	proceed	
through	the	housing	ladder,	they	may	find	that	rental	housing	is	more	appropriate	for	a	time.		Housing	
needs	 are	 not	 static;	 housing	 circumstances	 must	 change	 to	 meet	 the	 changing	 needs	 of	 the	
household.			
	
	
Figure	2		Pools	and	flows	to	enable	property	market	filtering	

	
	
As	households	move	up	the	housing	ladder,	and	existing	housing	becomes	available	for	low	income	
households	who	do	not	qualify	for	subsidies,	or	indeed	also	for	subsidy	beneficiaries,	the	demand	for	
state	production	of	new	housing	is	replaced	by	available	supply	in	the	resale	market.			Private	sector	
supply	then	meets	the	needs	of	the	sellers	who	use	the	equity	from	the	sale	of	their	homes	to	invest	
in	higher	value	housing	up	the	ladder.	
	

																																																								
4	Rosenthal,	S	(2013)	Are	private	markets	and	filtering	a	viable	source	of	low-income	housing?	Estimates	from	a	“repeat	income”	model.	
Forthcoming:	American	Economic	Review	
http://faculty.maxwell.syr.edu/rosenthal/recent%20papers/Is_Filtering_a_Viable_Source_of_Low-Income_Housing_%206_18_13.pdf		
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When filtering works, there is sufficient supply of affordable 
housing for ownership and rental, enabling household mobility 
and the leveraging of the housing asset.
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That	is	the	ideal	scenario,	and	what	the	nation	is	trying	to	achieve	with	its	policy.		The	property	market	
does	not	always	work	this	smoothly,	however:	there	are	far	many	more	households	needing	housing	
at	the	bottom	end	(subsidised	housing,	social	housing	or	entry	level	housing	for	ownership),	than	there	
is	 supply	 of	 new	 housing	 that	 they	 can	 afford.	 	 This	means	 that	 the	 number	 of	 households	 living	
informally,	 whether	 in	 backyard	 shacks	 or	 in	 informal	 settlements,	 or	 overcrowding	 in	 existing	
housing,	is	growing,	and	the	filtering	pathways	are	blocked.		
	
Figure	3		Blocked	pools	and	flows	undermine	property	market	filtering	

	
	
South	Africa’s	property	market	has	very	little	churn,	or	resale	market	activity,	at	the	bottom	end.		In	
part,	 this	 is	 because	 the	 Housing	 Act	 has	 placed	 an	 8-year	 pre-emptive	 clause	 on	 government	
sponsored	housing,	which	means	that	a	homeowner	is	only	able	to	sell	their	home	after	eight	years.		
However,	sales	levels	among	older	properties	are	also	very	low.		What	this	means	is	that	filtering	from	
subsidised	housing	into	entry-level	housing	is	not	happening.		This	creates	three	problems.		First,	it	
means	that	residents	of	subsidised	housing	are	not	realising	the	financial	asset	value	of	their	stock	and	
using	 this	 to	 leapfrog	 into	 better	 housing.	 	 This	 then	 means	 that	 the	 only	 housing	 that	 can	 pull	
residents	 from	 informal	 living	 conditions	 into	 formal	will	 be	new	housing	 –	 housing	 that	 in	 South	
Africa’s	policy	context	must	therefore	be	built	by	the	state.		And	third,	it	means	that	potential	buyers	
into	entry-level	housing	are	 likely	to	be	first	time	homebuyers,	and	therefore	without	equity.	 	This	
means	 that	 they	 will	 need	 to	 borrow	 possibly	 the	 entire	 purchase	 price,	 severely	 limiting	 their	
affordability.		Developers	and	financiers	respond	to	this	limitation	of	effective	demand,	and	reduce	
the	amount	of	housing	they	deliver	into	this	market.	
	 	
When	households	in	lower	value	housing	move	into	higher	value	housing,	they	up	their	old	homes	as	
supply	on	the	resale	market.		In	South	Africa,	at	the	moment,	this	creates	an	important	opportunity	
for	housing	affordability	for	 lower	 income	earners.	Houses	on	the	resale	market	 in	some	areas	are	
often	more	affordable	than	the	entry	level	new	build	houses	currently	being	built	by	developers.	
	
Finance	enhances	affordability	because	it	means	the	buyer	doesn’t	have	to	have	cash	for	the	purchase	
–	they	can	pay	for	the	house	over	the	period	of	the	loan,	usually	up	to	twenty	years	–	and	this	means	
that	the	seller	can	get	a	better	price.		At	the	same	time,	the	sale	of	the	house	creates	new	demand,	
higher	up	the	housing	ladder,	as	the	seller	now	has	equity	that	they	can	use,	together	with	finance	to	
buy	another	home.		In	Cape	Town,	today,	the	filtering	process	might	look	like	this:	
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When filtering doesn’t work, household mobility is constrained, 
the value of the housing asset declines, and poor households 
cannot access the property market.  This also depresses 
household affordability for entry-level housing, and widens the 
housing gap, as first time buyers come without equity.
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Figure	4		A	Property	Ladder	in	Cape	Town	

	
	
In	the	example	above,	a	household	living	in	Delft	has	put	their	property	up	for	sale	for	R125	000.		At	
current	mortgage	rates5,	and	with	a	R10	000	deposit,	this	would	be	affordable	to	a	household	earning	
about	R7000	per	month.		If	a	FLISP	subsidy6	were	available	for	such	a	purchase,	the	house	might	be	
affordable	 to	a	household	earning	R3500	–	 just	outside	 the	eligibility	 for	a	government	 subsidised	
house,	who	could	then	service	a	ten-year	mortgage	with	a	monthly	payment	of	R600	to	cover	the	
difference.		Meanwhile,	the	seller	of	the	Delft	house	now	has	equity	which	he	or	she	can	use	to	buy	
the	next	house.	And	so	the	housing	ladder	works	with	households	climbing	up	and	houses	filtering	
down.7				
	
The	critical	opportunity	from	the	City’s	perspective	is	that	the	buyer	of	the	Delft	house	is	no	longer	
part	of	the	housing	backlog	–	and	this	has	been	achieved	without	the	City	or	Province	building	another	
house.	At	the	same	time,	the	filtering	process	also	stimulates	the	market	in	other	ways:	the	mortgage	
lender	will	be	much	happier	to	give	a	smaller	loan	that	doesn’t	cover	the	full	purchase	price	–	they	
always	want	the	borrower	to	put	in	a	deposit	to	demonstrate	their	commitment.		This	could	mean	
that	the	interest	rate	could	come	down,	making	the	loan	more	affordable.		And,	a	buyer	with	equity	
demonstrates	 to	 the	 developer	 that	 there	 is	 a	market	 to	which	more	 housing	 can	 be	 developed.		

																																																								
5	A	R115	000	mortgage	calculated	at	13,5%	in	this	market	segment,	would	imply	a	monthly	repayment	of	R1400.	

	
6	The	Finance	Linked	Individual	Subsidy	Programme	(FLISP)	is	offered	to	first	time	home	buyers	earning	between	R3501	–	R15	000	
household	income	per	month	and	accessing	mortgage	finance	to	buy	a	home.		The	subsidy	applies	both	in	the	new	and	resale	markets,	
and	offers	qualifying	beneficiaries	a	subsidy	amount	relative	to	their	income:	households	with	an	income	of	R3501	per	month	get	the	
maximum	of	R87	000,	while	households	with	an	income	of	R15	000	get	the	minimum,	a	subsidy	of	R20	000,	to	go	towards	the	purchase	
price	of	their	home,	thereby	reducing	the	size	of	the	mortgage	that	they	need	to	access.		There	is	a	clause	in	the	FLISP	policy	that	suggests	
that	households	earning	between	R3501	and	R7000	can	access	rather	a	serviced	site	for	free,	on	which	they	are	then	required	to	construct	
a	dwelling.		See	https://www.nhfc.co.za/Products-and-Services/flisp-overview.html		
7	See	http://housingfinanceafrica.org/documents/note-understanding-the-challenges-in-south-africas-gap-housing-market-and-
opportunities-for-the-rdp-resale-market/		

Household	1	lives	in	a	shack	in	
Meway,	Cape	Town

Household	2	lives	in	an	RDP	
house	in	Delft	South,	that	they	
received	in	the	early	1990’s

Household	3	lives	in	an	RDP	
house	in	Delft,	Roosendal that	
they	received	in	the	early	1990’s

Household	4	lives	an	RDP	
house	in	Khayelitsha

Household	1	sells	the	rights	to	
their	shack	for	R10	000	and	
buys	a	home	for	R125	000	in	
Delft	South.		With	that	
purchase,	they	are	no	longer	
part	of	the	housing	backlog,	
and	they	have	helped	
Household	2	realise	the	
financial	asset	value	of	their	
home.

Household	3	sells	their	home	
for	R280	000	and	buys	a	home	
for	R450	000.		

Household	2	has	R125	000	

equity	from	the	sale	of	their	RDP	

house.		This	means	they	need	a	

loan	of	R155	000.

At	13,5%	interest	over	20	years,	

and	with	a	repayment	of	

R1900/m,	this	is	affordable	to	a	

household	earning	R9500.

They	receive	no	further	support	

from	the	state,	and	their	home	

has	been	bought	by	a	non-

qualifier	in	the	gap	market.

Household	4	sells	their	home	
for	R450	000,	and	so	on...		

Household	3	has	R280	000	

equity	from	the	sale	of	their	RDP	

house.		This	means	they	need	a	

loan	of	R170	000.

At	13,5%	interest	over	20	years,	

and	with	a	monthly	repayment	

of	R2100/m,	this	is	affordable	to	

a	household	earning	R10	500.

They	receive	no	further	support	

from	the	state.

Household	2	sells	their	home	for	
R125	000	and	buys	a	home	for	
R280	000.		

Household	1	has	R10	000	equity	

from	the	sale	of	their	shack.		They	

need	a	loan	of	R115	000	to	buy	

this	house.

At	13,5%	interest	over	20	years,	

and	with	a	repayment	of	

R1400/m,	this	would	be	accessible	

to	a	household	earning	R7000.

Or,	a	household	earning	earning	

R3500	could	afford	the	R125	000	

house	If	they	accessed	the	full	

FLISP	subsidy	and	a	mortgage	loan	

of	R38	000.		This	would	involve	a	

loan	repayment	of	R600/m	over	

10	years	at	13,5%.	

Sources:

https://www.privateproperty.co.za/fo

r-sale/western-cape/cape-

town/bellville/delft/T1225789

https://www.privateproperty.co.za/fo

r-sale/western-cape/cape-

town/bellville/delft/T1297382

https://www.privateproperty.co.za/fo

r-sale/western-cape/cape-town/cape-

flats/khayelitsha/2-khayelitsha-

sections-street/T1331209
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Developers	use	this	expression	of	demand	to	apply	to	banks	for	construction	finance,	which	enables	
them	to	build	more	housing	in	this	particular	target	market.		
	
Cities	can	support	the	filtering	process	by	making	and	maintaining	neighbourhoods	as	“investment	
grade”	 for	 all	 market	 participants:	 resident	 households,	 buyers,	 lenders,	 developers.	 	 This	 would	
involve	 a	 focused	 undertaking	 of	 its	 normal	 urban	 management	 functions	 at	 scale,	 in	 targeted	
neighbourhoods	and	precincts.	Focused	and	effective	service	delivery,	 investment	 in	 infrastructure	
and	connecting	neighbourhoods	to	developing	transport	 linkages	are	all	prioritised	 in	Cape	Town’s	
Transport	 Oriented	 Development	 strategy,	 for	 example.	 	 It	 also	 involves	 facilitating	 households’	
efficient	 and	 cost-effective	 engagement	 with	 the	 City	 around	 their	 property,	 enabling	 them	 to	
participate	 on	 the	 supply	 side	 through	 the	 resale	 market,	 the	 delivery	 of	 backyard	 rental	
accommodation,	or	incrementally	upgrading	serviced	sites.	
	
In	a	 functional	property	market,	which	cities	can	support	through	the	strategic	application	of	their	
development	controls	and	other	levers	in	particular	local	contexts,	the	private	sector	supplies	more	
and	more	of	the	required	housing	for	a	wider	spectrum	of	the	population,	while	the	government	then	
focuses	increasingly,	on	the	most	poor.	
	
Segmenting	the	Housing	Market	
	
Such	an	approach,	however,	requires	targeting,	and	this	requires	market	segmentation.		South	Africa’s	
housing	market	is	not	homogenous.		It	comprises	a	wide	variety	of	housing,	available	for	rent	or	for	
sale,	on	single	plots,	on	farms,	or	in	buildings,	in	different	locations,	and	of	a	variety	of	values.		Cities	
have	 high	 and	 low	 value	 neighbourhoods,	 that	 are	 more	 or	 less	 well	 located	 for	 their	 residents,	
responding	to	and	driving	city	and	private	investments	made	over	time.	 	A	focus	on	the	high	value	
market	is	not	surprising:	South	Africa’s	property	market	is	well	known	for	its	luxury	estates	and	high	
value	 properties.	 	 These	 properties	 drive	 the	 rates	 base	 of	 local	 municipalities,	 giving	 them	 the	
financial	capital	to	operate,	delivering	local	services	to	residents.		And	yet,	about	two	thirds	(62%)	of	
properties	in	South	Africa	are	valued	at	less	than	R600	000,	and	a	further	22%	are	valued	at	between	
R600	 000	 and	 R1,2	million.	 These	 properties	 serve	 the	majority	 of	 the	 population	 –	 low	 income,	
working	 class	 people;	 beneficiaries	 of	 government’s	 subsidized	 housing	 programme;	 established	
residents;	and	new	migrants.		It	is	the	challenge	of	the	local	municipality	to	maximize	the	performance	
of	 these	 lower	value	market	segments	 in	particular,	so	that	 the	asset	potential	of	property	can	be	
enjoyed	by	all	city	residents,	while	supporting	the	capacity	of	the	City	itself	to	improve	and	broaden	
the	services	it	delivers.	
	
To	do	this,	the	nuance	of	what	is	happening	in	the	property	market	needs	to	be	understood,	especially	
among	those	properties	worth	less	than	R1,2	million,	and	worth	less	than	R600	000	–	market	segments	
not	commonly	exposed	in	the	press	or	in	conventional	property	market	analyses.			
	
This	data	is	available.		Data	from	the	National	Deeds	Registry	can	be	considered	in	market	segments	
that	suit	a	policy	interest	in	improving	performance	at	the	bottom	end.		CAHF	tracks	South	Africa’s	
residential	property	market	along	four	value	bands:	
	

• The	 entry	 market—properties	 worth	 R300	 000	 or	 less,	 including	 government-sponsored	
housing;	

• The	affordable	market—properties	worth	between	R300	000	and	R600	000;	
• The	conventional	market	—properties	worth	between	R600	000	and	R1.2	million;	
• The	high-end	market—properties	worth	over	R1.2	million.	
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The	analysis	is	especially	interested	in	the	government-sponsored	property	sub-market	and	how	this	
performs	in	relation	to	the	wider	market.		This	submarket	cuts	across	the	value	bands.		In	principle,	all	
new	 government-sponsored	 properties	 enter	 the	 market	 valued	 at	 below	 R300	 000.	 	 Over	 time,	
however,	 they	may	appreciate	 into	higher	value	bands.	 	 This	 is	 a	 success:	policy	wants	 its	 subsidy	
beneficiaries	to	see	the	value	of	their	properties	grow	over	time	so	that	their	asset	wealth	improves	
similar	to	all	property	owners.		
	
A	 further	 dimension	 to	 the	 segmentation	 is	 place.	 	 While	 South	 Africa’s	 cities	 still	 reflect	 the	
segregation	 of	 their	 apartheid	 past,	 there	 is	 evidence	 of,	 or	 opportunities	 for	 integration,	 as	
households,	 businesses	 and	 the	 City	 itself,	 make	 investment	 choices.	 Public	 investment	 in	 roads,	
infrastructure,	and	services,	along	transport	routes	or	at	specific	nodes,	can	contribute	to	property	
price	appreciation	as	the	city	works	towards	making	neighbourhoods	“investment	grade”.		Similarly,	
failure	to	make	such	 investments	or	to	adequately	manage	urban	areas	can	 lead	to	property	price	
depreciation.		This	further	supports	household	investment	decisions,	and	one	by	one,	neighbourhoods	
reflect	a	stronger	sense	of	value	as	maintained	by	residents.		By	looking	back	at	investments	made	
and	tracking	local	property	market	dynamics	going	forward,	City	officials	can	better	understand	cause	
and	effect,	and	plan	future	investments	accordingly.			
	


