




































































































































































































































































































































































































































































511 Determine if the formal housing finance challenges are influential in the
development of incremental housing finance in South Africa

Thorough literature and qualitative analysis were explored to understand the evolution of
incremental housing finance as a viable alternative by the NHFC in South Africa. Accordingly,
the NHFC reports examined between 2003-2020 prove that incremental housing finance has
served a population that typically wouldn't qualify for formal mortgage financing. This
objective was also achieved through expert interviews with the NHFC executives. The study
found that incremental housing finance development in South Africa has been directly
influenced by the challenges of the formal housing finance in serving low- to middle-income
families. The findings demonstrate that incremental housing finance directly addresses a
housing affordability gap for low to middle-income earners in South Africa. This agrees with
findings by researchers like Ferguson and Smets, (2010), Amoako; and Frimpong Boamabh,
(2017) who also recommend that informal housing needs can be met through incremental

financing solutions built to scale.

5.1.2 ldentify performance risks for existing incremental housing finance

This objective was achieved by examining the challenges faced by formal housing finance through
an in-depth literature search and qualitative data analysis. In examining the NHFC reports, the
study identified the similarities and differences in challenges faced in implementing incremental
housing finance as opposed to the formal housing finance solution. The results demonstrated
significantly that incremental housing finance doesn't have the same challenges as the conventional
mortgage finance model and is rather resilient in improving access to financing for categories of
homeowners who have typically not been able to afford improved housing conditions. Top on the
list of identified performance challenges/risks include (1) Lack of institutional capacity, (2)

Macroeconomic uncertainties and rising interest, (3) Formal finance competition, (4) Lack of
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recognition of incremental property value, (5) Variable cost of construction. Therefore, the study
achieved the objective of identifying which factors inhibit the performance of incremental

housing finance.

5.1.3  Determine the role played by macroeconomic factors in innovation and adoption
of self-help or incremental affordable housing finance across South Africa

This objective was achieved through interviews and quantitative data analysis which involved
a regression model to determine the relationship between incremental housing funding and
macroeconomic indicators. The model derived showed that the partial correlation coefficients
for the regression contributors were 0.772 (inflation), 0.310 (unemployment) and -0.962
(lending rate). Consequently, lending rate demonstrated the highest significant impact on the
dependent variable followed by a positive contribution by inflation. The lowest significant
contributor is unemployment. However, interviews with NHFC executives affirm the
significant role of unemployment rate and other macroeconomic indicators in mitigating risk
of default and achieving a robust financing solution for incremental homeowners. The study
further determines that macroeconomic indicators help with risk mitigation practices within
the NHFC. This objective was achieved and it has contributed to the proposed incremental

housing finance framework earlier discussed in the results in Chapter 4.

5.14  Evaluate the impact of individual macroeconomic indicators on the growth of
incremental housing finance options for the low and middle-income section of
South Africa

The NHFC executives interviewed were able to provide detailed guidance on how individual
macroeconomic indicators impact decision-making. The results of the qualitative data
extracted from interviews suggested that unemployment is often the most indicative of how

aggressively incremental housing finance will be financed or curtailed. The regression model
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derived from the analysis achieves this objective as it agrees with the qualitative reports from
interviewing NHFC executives. This study objective was achieved to the limits of data

available concerning the growth of NHFC’s incremental housing investments.

5.1.5 Develop a hybrid model for financing incremental/self-help housing in South
Africa

In order to model the incremental housing finance framework employed by the NHFC, the
study interviewed top management executives and this combined with the regression analysis
of macroeconomic indicators. The framework proposed illustrates the 3 top components of the
financing structure that should include (1) Institutional financing (2) Funding from both private
and public entities (3) Regulation. The capacity of the incremental housing framework to
mitigate risk and maximize returns for investors is embedded in the disbursement structure,
and the extent to which macroeconomic variables influence decision-making. The proposed
framework is one that ensures that funding is adequately disbursed to end users through retail
intermediaries and building merchants. This study objective was achieved in light of the fact

that this framework has not been delineated prior to this study.

5.2. Research Conclusions

Considering the outcomes of the research, it is ideal to make the following conclusions:

1. Incremental housing finance is an ideal alternative for improving inclusive and

affordable housing finance solutions in South Africa.

2. The incremental housing finance model is adaptive to changing macroeconomic

conditions and deploying this model is capable of mitigating default risk.

3. Low or middle income earners are not to be considered as risky borrowers when
accessing incremental housing finance as these borrowers are found to be generally

great with repayment.
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4. The ability to anticipate the macroeconomy gives incremental housing financiers an
ability to mitigate risk of default. The macroeconomy, therefore, has a significant impact on

the performance of incremental housing finance and access to this kind of financing.

5. The challenges facing incremental housing finance are not as pervasive as those facing
formal mortgage financing. This model is more suited to the nature of housing needs in

developing economies and should be explored further.

5.3. Research Contribution to Theory and Science

Considering the critical nature of housing and finance research, there have been several
researches focused on formal or mortgage financing across Africa and the world. However,
this study brings an in-depth mixed method approach to understudying a scarcely considered
alternative to formal financing. This approach allowed the researcher to consider varying
dimensions to the housing finance problem. Beyond the often definitive outcomes of
quantitative data, additional qualitative research broadens the scope of data collected and
analysed. This study narrows in on observing the evolution of a phenomenon within the
housing finance space which would provide other policy designers insight into how housing

finance is evolving in developing economies.

By focusing critically on the NHFC, an apex financier in one of Africa's top economies, this
study demonstrates the capacity of the state and private entities to create inclusive financing
instruments collaboratively. This also demonstrates that in looking at the behaviour of
incremental housing target markets, many of the theories that suggest this to be a risky market

have not fully explored the reality of low-income borrowers.
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Self-help, or incremental housing provides an interesting outlook to asset ownership and the ability
of low-income households to contribute to improving their own living conditions. Also, the ability
to measure the impact of the macroeconomy on the growth of the incremental housing finance

market suggests that this market is more predictable than has been previously known.

This study further extends the debate between neoliberalist ideals and state-controlled housing.
The findings suggest that there is a nexus between the two almost opposite approaches to housing
provision. The sustainability of the framework it proposes hinges on the idea that a well-

functioning housing market must not rule out government intervention and vice versa.

5.4. Policy and Practical Recommendations

Financial inclusion and the goals of achieving housing finance affordability across the African
continent will continue to motivate studies like this. In order to maximize the development of
policy and financing instruments for housing in the low-income target groups, this study

recommends as follows:

1. The role of government as housing provider should transform to that of an enabler
through establishing institutional entities like the NHFC. Incremental housing finance should
then be implemented by such apex financing bodies funded or subsidized by the state for on-

lending to retail intermediaries.

2. Operation of incremental housing finance niche lenders should be guided by
regulations established by the government to mitigate risk and standardise governance.
Retail intermediaries must be guided by prudent financing guidelines that ensure that

risk of default is minimal.

3. Incremental financing should be disbursed through reliable building merchants to

ensure that funding is used for the purpose of homeownership and quality homes are built.
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4. Macroeconomic data should be collected regularly and employed in anticipating the
performance of incremental housing finance funds. This will ensure that public and private
stakeholders are making informed decisions about financing the low-income target market and

how to minimise default.

5. Risk mitigation practices must consider the macroeconomy as a significant risk

consideration when disbursing incremental housing finance.

6. In less developed countries, incremental financing must be prioritised as an

alternative financing approach that is suited to self-help housing needs.

7. In order for the private sector to be harnessed for incremental housing finance public
sector actors must work to strengthen the framework that guarantees developmental

financing will be provided for incremental housing.

5.5. Research Limitations

Despite the value of the research conducted, it was not without its limitations. Acquiring reports
and especially quantitative data regarding incremental housing within NHFC proved difficult due
to a lack of uniform reporting methods across years. The lack of consistent data reporting methods
made it difficult to collect data across the years, and this made analysis limited. In order to
overcome this limitation, data from differing sources were utilized to achieve a representative
sample. The dichotomy between the Rural Housing Loan Fund (RHLF) and the NHFC before the
merger also made it difficult to collect data from both entities. Therefore, the data utilised in
quantitative analysis are considered as close estimates more than an exact representation of the
state of incremental housing financing in South Africa. Noticeably, only 5 executives out of 9
were responsive to the survey instruments that were administered. Despite a lengthy

engagement period where executives were contacted individually and as a group, it was
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impossible to get insights from some of them. This also limited the outcome of the survey to
the few executives who responded. However, the data collected gave considerable insight to

the research objectives as many of the themes reached saturation.

While following up to acquire more data regarding incremental housing financing performance,
the executives were unresponsive with some data, and this made it imperative to identify more

complete and reliable data sets which could be used in the quantitative analysis.

5.6. Areas of Further Research

Incremental housing finance is still in quite a developmental phase with little adoption or use
of cases across the African continent. Even though self-help or incremental housing seems to
be the most popular approach to homeownership, there is little knowledge on the applicability
of these methods to financing of housing. Beyond the achievement of this study, more research
is needed to determine how well this model will perform in other less-developed African
countries. Pilot studies and cases can bring more practical outcomes for deploying incremental

housing finance in more countries across Africa.

Also, in the pursuit of prudent financial practices, risk mitigation and repayment guarantee
schemes are yet to be fully explored. This provides an opportunity to discover how government
guarantee schemes and pension programs can improve incremental housing finance
frameworks. More research can be done to understand the relationship between government
guarantee schemes and the ability of private sector financiers to invest in incremental housing

finance.

Ultimately, incremental housing finance is one in many models of financing that brings public and

private sector stakeholders together in solving the housing affordability challenge. The impact of
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the public sector in activating new markets and piloting innovation presents a major opportunity
for further research. The enabling role of government in housing affordability through
developmental finance is a critical area of research that must still be explored. In the journey
towards achieving housing affordability for all, incremental housing research is going to

benefit from regional, and country specific research across the African continent.
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Research Ethics Committee.

If action is taken beyond the approved application, approval is withdrawn automatically.

According to the regulations, any relevant problem arising from the study or research methodology as well as
any amendments or changes, must be brought to the attention of the EBIT Research Ethics Office.

The Committee must be notified on completion of the project.

The Committee wishes you every success with the research project.

Prof K.-Y. Chan
Chair: Faculty Committee for Research Ethics and Integrity

FACULTY OF ENGINEERING, BUILT ENVIRONMENT AND INFORMATION TECHNOLOGY
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Faculty of Engineering,
Built Environment and
Information Technology

v Fakulteit Ingenieurswese, Bou-omgewing en
UNIVERSITHIT VAN PRETORIA Inligtingtegnologie / Lefapha la Boets
UNIVERSITY OF PRETORIA : .
VUNIBESITHI YA PRETORIA Tikologo ya Kago le Theknolotsi ya Tshedimodo

29 June 2022
Reference number: EBIT/168/2021 Line 1
Mr JD Oladeji
Department: Construction Economics
University of Pretoria

Pretoria
0083

Dear Mr JD Oladeiji,

This is to notify you that the amendments to your application entitled "THE IMPACT OF MACROECONOMIC
INDICATORS ON HOUSING AFFORDABILITY IN SOUTH AFRICA ", have been approved by the EBIT Ethics
Committee.

Interviewee to sign an informed consent form prior to interview.

Kind regards

£,

Prof K.-Y. Chan
Chair: Faculty Committee for Research Ethics and Integrity
FACULTY OF ENGINEERING, BUILT ENVIRONMENT AND INFORMATION TECHNOLOGY
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APPENDIX 2: NHFC APPROVAL TO CONDUCT RESEARCH

/

National Housing Finance Corporation SOC Ltd.

Finagncier | Innovator | Facilitator ' .L
[

, subject to the company’s viewing of and prior a

company's

(such as company's archived

Bruce Gordon
2022.03.07
13:32:54 +02'00'

National Housing Finance Corporation SOC Ltd. NHFC Reg. No.: 1996/005577/30
Old Trafford 3 « Isle of Houghtan + 11 Boundary Road * Houghton 2198 = P O Box 31376 = Braamfantein » 2017 « Tel.: +27 11 644 9800 = Fax: +27 11 484 6406 |
DIRECTORS: Non-Executive: = P, Ramarumo [Acting Chairperson] =S, Tati = T.Chiliza = K. Shubane = A, Harris = P Mthethwa

*Compary Secretary: A.C. Higgs National Credit Regulator Reg. no.: NCRCP763

\- /
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APPENDIX 3: INFORMED CONSENT FORMS

IMPACT OF MACROECONOMIC INDICATORS ON INCREMENTAL HOUSING
FINANCE IN SOUTH AFRICA

Consent to take part in research

e | J. Jabulani Fakazi voluntarily agree to participate in this research study.

e | understand that even if I agree to participate now, | can withdraw at any time or refuse to answer

any question without any consequences of any kind.

e [ understand that I can withdraw permission to use data from my interview within two weeks after

the interview, in which case the material will be deleted.

e | have had the purpose and nature of the study explained to me in writing and I have had the

opportunity to ask questions about the study.

e | understand that participation involves an oral interview following up on the gaps in data already

obtained through questionnaire surveys.
e [ understand that I will not benefit directly from participating in this research.
e [agree to my interview being recorded.
e [ understand that all information I provide for this study will be treated confidentially.

e [ understand that in any report on the results of this research my identity will remain anonymous.
This will be done by changing my name and disguising any details of my interview which may

reveal my identity or the identity of people I speak about.

e [ understand that disguised extracts from my interview may be quoted in thesis and journal

articles published by the principal investigator/researcher].

© University of Pretoria
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I understand that if I inform the researcher that myself or someone else is at risk of harm they
may have to report this to the relevant authorities - they will discuss this with me first but may be

required to report with or without my permission.

I understand that signed consent forms and original recordings will be retained by the
investigators from the Department of Construction Economics, University of Pretoria throughout

the period of research publications and thesis reporting.

I understand that a transcript of my interview in which all identifying information has been

removed will be retained for the period of research publications and thesis reporting.

I understand that under freedom of information legalisation | am entitled to access the

information I have provided at any time while it is in storage as specified above.

I understand that I am free to contact any of the people involved in the research to seek further

clarification and information.

If you have any concerns, please contact me on the details provided below.

Rescarcher name: Oladeji Jonathan Damilola; Email: ul 7046701 @tuks.co.za: Phone: +27812093165

Signature of research participant Jabulani Fakazi
2022.07.11
7 17:42:43
-------------------------- +02'008 - -~
Signature of participant Date

Signature of researcher

I believe the participant is giving informed consent to participate in this study

29/06/2022

Signature of researcher Date

© University of Pretoria
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UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
Q= YUNIBESITHI YA PRETORIA

IMPACT OF MACROECONOMIC INDICATORS ON INCREMENTAL HOUSING
FINANCE IN SOUTH AFRICA

Consent to take part in research
e | Bruce Gordon voluntarily agree to participate in this research study.

e [ understand that even if I agree to participate now, I can withdraw at any time or refuse to answer

any question without any consequences of any kind.

e [ understand that I can withdraw permission to use data from my interview within two weeks after

the interview, in which case the material will be deleted.

e | have had the purpose and nature of the study explained to me in writing and I have had the

opportunity to ask questions about the study.

e [ understand that participation involves an oral interview following up on the gaps in data already

obtained through questionnaire surveys.
e [ understand that I will not benefit directly from participating in this research.
e | agree to my interview being recorded.
e [ understand that all information I provide for this study will be treated confidentially.

e ] understand that in any report on the results of this research my identity will remain anonymous.
This will be done by changing my name and disguising any details of my interview which may

reveal my identity or the identity of people I speak about.

e [ understand that disguised extracts from my interview may be quoted in thesis and journal articles

published by the principal investigator/researcher].
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I understand that if I inform the researcher that myself or someone else is at risk of harm they
may have to report this to the relevant authorities - they will discuss this with me first but may be

required to report with or without my permission.

I understand that signed consent forms and original recordings will be retained by the
investigators from the Department of Construction Economics, University of Pretoria throughout

the period of research publications and thesis reporting.

I understand that a transcript of my interview in which all identifying information has been

removed will be retained for the period of research publications and thesis reporting.

I understand that under freedom of information legalisation I am entitled to access the

information I have provided at any time while it is in storage as specified above.

I understand that I am free to contact any of the people involved in the research to seek further

clarification and information.

If you have any concerns, please contact me on the details provided below.

Researcher name: Oladeji Jonathan Damilola; Email: ul 7046701 (@tuks.co.za; Phone: +27812093165

Signature of research_participant

Signature of participant

Signature of researcher

I believe the participant is giving informed consent to participate in this study

Signature of researcher

30 June 2022

29/06/2022
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APPENDIX 4: SURVEY QUESTIONNAIRE FOR NHFC EXECUTIVES

03/10/2022, 14:15

.

Incremental Housing Finance & The Macroeconomy

Incremental Housing Finance & The
Macroeconomy

My name is Oladeji Jonathan D, a Doctoral Candidate of the Department of
Construction Economics, University of Pretoria. In fulfilment of my research
objectives, | seek your voluntary participation and response to a 10-minutes
questionnaire. The Thesis is titled Impact of Macroeconomic Indicators on
Incremental Housing Finance in South Africa. This interview seeks to unravel
how the National Housing Finance Corporation (NHFC) has developed its
incremental housing finance framework to serve the low-income groups while
achieving profitability. All research data and results will be used for academic
purposes only and in compliance with the University of Pretoria code of ethics
found here:https://www.up.ac.za/media/shared/7/ZP_Files/EBIT-
EthicsFiles/uppr039051.zp86642.pdf. This electronic interview approach has
been adopted to protect both researcher and participants against the COVID-
19 pandemic. If you have any concerns, please contact me on the details
provided below. Researcher name: Oladeji Jonathan Damilola; Email:
u17046701@tuks.co.za; Phone: +27812093165

By selecting the "Yes" option | hereby voluntarily grant my permission for
participation in this survey. The nature and the objective of this research have
been stated to me and | understand it. | understand my right to choose
whether to participate in the research project and that the information
provided will be handled confidentially. | am aware that the results of the
survey may be used for academic publication

Yes

No

Kindly confirm that you are in executive leadership position at the National
Housing Finance Corporation (NHFC)

True

False

https://form jotform.com/221214822991555
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03/10/2022. 14:15 Incremental Housing Finance & The Macroeconomy

To what extent do the following constitute performance risk factors for
housing finance in South Africa? Rate responses on a scale 1-7 (where 1
represents the lowest performance risk and 7 is the highest performance risk)

Weak Secondary mortgage market
Low-Income levels

Unstable Macroeconomy

Lack of credit history

Poor regulation and collateral
Financial illiteracy

Lack of tenure security

Please feel free to express your views on the above question here:

Type here...

How familiar are you with incremental housing finance solutions designed by
NHFC for the low-income South Africans?

4 \ / N \ / # \
v ) (2 ) (3 ) [ 4) s ) (6 ) | 7))
S - _,/I L g “\__ _,’J “,_ _,"I N \\ —
Minimal Comprehensive
Knowledge Knowledge

Kindly rate to what extent do the challenges facing formal mortgage financing
constitute performance risks to the NHFC's investment in incremental housing
finance. Rate responses on a scale of 1-7 (where 1 represents the lowest
performance risk and 7 is the highest performance risk)

hutps:i/form.jotform.com/221214822991555
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03/10/2022, 14:15 Incremental Housing Finance & The Macroeconomy

L4

Low-Income levels of informal homeowners

Volatile macroeconomic conditions caused by political
and socio-economic crises.

Unavailability of credit history data for primary lenders
to assess repayment risk of beneficiaries.

Poor enforcement of regulation and collateral security
litigation in cases of default

Financial illiteracy influencing the attitude of
beneficiaries toward repayment

Lack of tenure security resulting from inadequate and
costly deeds registry process

Please feel free to discuss more

Type here...

Kindly rate from the following options the impact of performance risk factors
facing the growth of incremental (informal) housing finance in South Africa
Rate responses on a scale of 1-7 (where 1 represents the lowest impact and 7
is the highest impact)

Poor governance and management by retail
intermediaries

Poverty and affordability challenges
Financial capacity of retail intermediaries

Beneficiaries misuse loan funds for other
purposes.

The unsecured nature of incremental loans

A hike in interest rates affects housing prices.

https://form jotform com/221214822991555 36
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03/10/2022, 14:15 Incremental Housing Finance & The Macroeconomy

unemployment

Slow take-up by clients

Kindly discuss this freely

Type here...

Rate your level of agreement with the statement, Incremental Housing Finance
increases the level of housing finance affordability for low and middle-income

groups in South Africa

Strongly disagree Strongly agree

Kindly discuss this freely

Type here...

How significant are the following macroeconomic indicators for making
decisions about providing incremental housing finance solutions in South
Africa? Rate responses on a scale of 1-7 (where 1 represents the lowest
significance and 7 is the highest significance)

GNI per capita (income)

Unemployment rate

’( Now create your ow tform

hitps://form_jotform com/2212 14822991555
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03/10/2022, 14:15 Incremental Housing Finance & The Macroeconomy

Gross Domestic Product (GDP)
Life expectancy at birth
Interest rates

Inflation rates

Kindly discuss this freely

Type here...

What level of risk do the macroeconomic indicators constitute to incremental
housing financing in South Africa?

Very minimal risk
Minimal risk
Risk-free

High risk

Very high risk

Kindly discuss this freely

Type here...

Please describe the role that macroeconomic indicators play in NHFC's
decisions about incremental housing finance in South Africa

’I Now create your own Jotf t's free

https://form jotform com/221214822991555 56
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03/10/2022, 14:15 Incremental Housing Finance & The Macroeconomy

Type here.

Please describe the role that Macroeconomic data and influences play in
investment decisions for incremental finance in South Africa

Type here...

hutps://form jotform.com/221214822991555 66
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APPENDIX 5: ORAL INTERVIEW QUESTIONS

Thanks for your insightful responses to our research questions and for the referral to speak to other executive members including the Mortgage
retail intermediary. Here's a recap of the core questions asked:

. Please provide us with the estimated annual figures of incremental housing finance beneficiaries from 2015-2020.

. Kindly explain the role of the retail intermediaries in the incremental housing finance value-chain.

. What's the annual disbursement for incremental housing finance between 2015-2020?

. Can you provide an estimated annual figure of cumulative incremental housing finance repayments between 2015-2020?

. Please provide the annual repayment figures for other formal financing options that the NHFC provided between 2015-2020.

. Is the rate of repayment for incremental housing finance more than other formal financing options? Kindly state the reason(s) for your
answer.

According to the NHFC reports there was a sporadic growth after a major fall/break in 2015. Is there an explanation for the higher
incremental housing loans provided between 2015-2020?

oA WN =

o

We look forward to receiving the recording of the session and truly appreciate your time. During the course of the research reporting, | will be in
touch again to share the work done with you and seek your input and guidance. Thank you.
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