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Problem statement 
 

Over 7 million1 South African (SA) households are financially excluded from the mortgage system 
as they are not poor enough to receive government-subsidised housing, but too poor to qualify 
for a mortgage. We refer to these households as the ‘missing middle’. 

Households emerging from poverty are precluded from accessing homeownership as a first step 
to wealth accumulation, or necessary social infrastructure that leads to a myriad of socio-
economic benefits, such as higher levels of education and healthcare. 

Since the 2008 financial crisis, the mortgage market has shrunk while the missing middle has 
grown quickly. High rates of urbanisation and unemployment and a lack of economic stability have 
inflated the mismatch between the supply of housing and associated finance with its demand. 

The missing middle lacks power to influence the entrenched mortgage system and is particularly 
vulnerable to the negative impacts of financial exclusion since the financial shock of COVID-19. 
Fortunately, government support is available as access to affordable housing is considered a 
constitutional right, and supporting the emerging middle class is essential to economic 
development. 

Problem landscape 
South African context and history 
SA geographies and classes are heavily racialised due to a history of systematic racial 
discrimination, inherited from the apartheid regime.2 During apartheid, the Group Areas Act 
forcibly removed people of colour (POC) from their homes that had been designated as white 
areas, which were closest to economic hubs. National resources were focused on white areas, 
while areas for POC received extremely poor service delivery. Until the 1990s, POC were legally 
excluded from accessing mortgages.3 

In post-apartheid SA, urban spatial integration and land ownership became major priorities given 
the myriad injustices of the past,4 however, SA remains the most unequal country in Africa by Gini 
coefficient.5 52.9% of the population lives below the poverty line and the unemployment rate has 
reached a critically high 35.3% since the impact of COVID-19.6 

 

1 (Venter, 2019) 
2 A system of institutionalised racial oppression between 1948 and 1994. 
3 (MM interview, April 2022) 
4 (Intermediary interview, March 2022) 
5 (The World Bank, 2022) 
6 (StatsSA, 2022) 
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South Africa’s mortgage industry 
This inequality and concentration of wealth overflows into the housing market: 

The SA mortgage industry is widely criticised for being unresponsive to the needs of the SA 
people. Instead of an impartial data-driven system, we learnt that housing transactions are shaped 
by sociality and moral judgements,7 which inherently politicised housing finance in SA due to 
decades of racist social engineering. 

In the economic expansion between the end of apartheid and the 2008 financial crisis, market-
making between the public sector driving millennium development objectives and the private 
sector seeking profit rushed to harness the fast-emerging middle class. 

As the 2008 crisis hit, the market effectively solidified with an ‘affordable housing’ submarket (or 
‘affordable market’) that was siloed from the traditional market and territorialised around 
developed urban areas to create artificial housing finance scarcity. Data on the real risk of the 
affordable market could not exist8 and so decisions on credit terms and capital allocation were 
based on the prejudices of those in power in the private sector. 

Mortgage penetration shrunk in the post-crisis recession and has yet to return to pre-2008 crisis 
levels.9 Unexpectedly, affordable loans performed well in the post-crisis recession, when 
associated housing prices grew 10x that of other segments. This related to the drop in interest 
rates to combat the recession and demonstrated the impact of small changes in mortgage 

 

7 (Smith & Munro, 2016) 
8 Mortgages in SA last 20-30 years, which had not lapsed since apartheid. 
9 (CAHF, 2018) 

Missing middle 
R3 500 pm – R22 000  
income pm 

+/-12% of SA 
households 

Low income  
<R3 500  
income pm 

Traditional market 
>R22 000  
income pm 

96% 

of Mortgages originated in 2017 
went to the traditional market 

23-30% 

58-65% 

(Internally generated; CAHF, 2018) 
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affordability on access for the missing middle.10 Yet, in 2012 only 4% of mortgages granted were 
to the missing middle and 83% of first-time black applicants were considered ineligible.11 

The importance of mortgages 
Mortgages are the predominant means to finance homeownership in South Africa. For 
households emerging from poverty, leveraged asset ownership is the most accessible first step 
to wealth accumulation for those with limited capital.12 Homeownership also functions as social 
infrastructure that precedes increased education and healthcare levels.13 Given the history of 
apartheid, homeownership provides a deep sense of security and greater social capital. 

Mortgages encourage households to prioritise municipal fees and compliance with land and 
building regulations, which have a sticky history of being boycotted as anti-apartheid activism. 
This prioritisation maintains the value of a property in the interest of its resale, which both develops 
cities and stimulates housing market performance. 

Areas historically allocated to POC have a wealth of affordable housing stock, but instead of 
flourishing housing markets, we see entropic decline characterised by informal trade, poor 
compliance with local by-laws and extremely limited mortgage activity. Homeowners in these 
areas cannot use their homes as collateral or sell them for fair valuations because of the impact 
of this decline. 

This has left households feeling “stuck and needing help”. The missing middle is trapped in paying 
high rent or high transport costs to get to work as they live far from economic hubs, in areas that 
are often unsafe and underserved by the public sector due to the legacy of apartheid structures.14 

  

 

10 (Property24, 2011) 
11 (Butcher, 2020) 
12 (HIP Interview, March 2022) 
13 (Intermediary interview, March 2022) 
14 (MM interviews, April 2022) 
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Iceberg model 
The model below was used to develop an understanding of the mental models underlying the 
problem. The model highlighted a lack of flexibility in the system, based on the normalisation of 
racist standards of risk measurement. The only agency felt by the missing middle is through 
mass political protest, which has been ongoing for decades to limited effect. 

Millions of SA households cannot access 
mortgage finance as they fall short of credit 
risk thresholds. Households are largely 
overindebted with little savings. 

Widespread service delivery protests 
culminating in destructive riots and looting. 

Unadministered development funds  
due to a lack of trust and coordination 
between the public and private sectors. 

• Poor uptake of current  
solutions due to lack of trust  
in new mortgage providers. 

• Dependence on unsecured  
lending to supplement a 
lack of real income growth. 

• Lack of financial literacy for  
household credit management. 

• Higher perceived default risk 
associated with the missing 
middle, who are largely POC. 

• Weak administration of  
solutions by government,  
which are plagued by corruption. 

• Normalisation of systemic racism. 
• Previously disadvantaged groups  

are seen as unreliable by mortgage  
providers due to poor financial education. 

• Sense of security associated with  
homeownership for previously  
disadvantaged South Africans. 

• Responsibility for development is  
attributed to the government only. 

• A mortgage system 
purpose-built for 
apartheid. 

• A segmented 'affordable' 
submarket based on profit-
seeking without data or 
experience. 

• Lack of agency of the 
gap market in the credit 
system. 

• Well-funded solutions that 
lack stakeholder 
coordination or 
accountability measures. 

• Symptom-focused 
solutions instead of 
treating system flaws. 

(Internally generated.) 
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Systems thinking approach 
Stakeholder map 
The stakeholder map below illustrates the key actors and their influence on the mortgage system, 
relative to their direct incentive to build financial inclusion into the system. 

‘Pioneer mortgage providers’ refer to non-bank mortgage providers that focus on serving the 
affordable submarket. They typically share risks via PPPs and have historically raised over 
ZAR1.1bn through blended finance structures15 due to financial inclusion being a development 
objective.16 

The group of intermediaries encompasses think-tanks like the CAHF,17 credit unions, and property 
technology providers, amongst others. Funding available to address this development objective 
has grown, supported by goals such as the UN SDGs 10 and 11.18 This has driven intermediary 
growth. 

 

 

15 A mix of private debt or equity with concessional debt, equity or grant funding from philanthropic or public 
institutions. These structures aim to de-risk or de-cost financial structures to catalyse private capital towards 
development objectives. 
16 (Maluleke, 2015; Paine, 2015) 
17 Centre for Affordable Housing Finance in Africa (CAHF, 2018). 
18 UN SDG 10: Reduced inequality and UN SDG 11: Sustainable cities and communities. 
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Systems map19 
Consumer factors 

Over-indebtedness: 
 The key problem cited for the missing middle, and SA in general, by the private sector;20 

34% of missing middle households are 90 days+ in arrears on their worst account. 
 Households lack financial literacy for credit management, and fall into a debt spiral 

(reinforcing loop 2). 
 When exposed to debt spiral factors, consumers use unsecured debt to supplement real 

income growth and fund lifestyle improvements, rather than long-term investments.21 This 
is especially prevalent as the missing middle shouldered the brunt of recent global crises. 

 As a result, households cannot access mortgages, and pioneer banks struggle to raise 
funds for solutions.22 

 

 

Real default risk in the affordable market: 
 The graph above illustrates that the difference in loan performance between the affordable 

and traditional markets is not significant. 
 Traditional mortgage providers can and do price for risk, however intermediary modelling 

has shown that higher interest rates and the lowest incidence of early repayment23 in the 

 

19 https://embed.kumu.io/b089694fce5e35e7e2a1ac57d4664c11  
20 (HIP Interview, March 2022; Public sector interview, March 2022) (AWCI, 2019) 
21 (Isaacs, 2014) 
22 (HIP Interview, March 2022) 
23 Early repayment of a mortgage reduces the interest received by mortgage providers, and thus profitability 
of the mortgage. 

%
 o

f 
lo

a
ns

 9
0+

 d
ay

s 

Non-performing loans by calendar date 

Affordable market loans 
originated between 2004 
and 2008 compared to the 
rest of the market 

Affordable market loans originated 
between 2009 and 2011 compared 
to the rest of the market 



 9 Financial exclusion in South African mortgage provision  |  Map the System 2022 

missing middle more than compensates lenders for higher default risk and should not 
preclude the missing middle from accessing mortgage finance. 

 To this effect, small changes to mortgage affordability can provide access to millions while 
supporting the return of mortgage providers.  

Mortgage providers 

The SA mortgage industry is “very untransformed”, per the CEO of HIP,24 and we know from the 
history of the industry that it is a result of its quick formation between apartheid and the post-2008 
crisis recession. 

Risk calculations use risk proxies that disadvantage the missing middle on a racialised basis. For 
example, a proxy for an area with protected housing values and an association with safe mortgage 
applicants is plot size and the availability of telephone lines. However, areas that were historically 
for POC during apartheid have small plots and an ongoing lack of public service provision (such 
as telephone lines),25 despite affordable housing being abundant in them.26 

These systemic biases limit a wealth of affordable housing stock in historically POC areas from 
circulating in the secondary market and providing upward mobility for previous owners. Two 
missing middle households we spoke to reported that their houses in historically black areas were 
valued at R650k and R850k, but were only saleable at R300k and R400k, respectively, due to a 
lack of access to mortgage finance in the area. 

Therefore, the SA mortgage industry has not met a state of equilibrium and intermediary research 
has shown that there are opportunities to expand servicing the affordable market by recognising 
pockets of strong performers27 and the role that stimulatory mortgage activity can play in creating 
new housing markets in developing areas. 

Major SA banks have turned their long-term strategies from high-income groups to affordable 
markets.28 There is recognition of the benefit of scaling within this market, due to: 

 Higher risk premiums with additional interest on overdue payments; 
 High-priced credit and life insurance;29 and 
 Growing funding targeted at development goals from government and impact-linked 

sources.30 

  

 

24 (HIP Interview, March 2022) 
25 (Spazzoli & Ngoepe, 2017) 
26 (Butcher, 2020) 
27 (Stern, 2019) 
28 (HIP Interview, March 2022) 
29 (Butcher, 2020) 
30 (Intermediary interview, March 2022) 
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Government 

Government support 

 Almost 2 million properties directly to low-income households towards housing mobility; 
 Various incentives to property developers for the supply of affordable housing stock; and 
 Policies that all interviewees agreed support affordable mortgage activity. 

Public and private sector interactions 

 The private sector has historically demonstrated its capacity, financial resources, and 
incentive to direct and implement local interventions towards their market-making 
interests, by exerting influence over all spheres of government. 

 However, the market is divided to capitalise on the missing middle in such a way that 
disincentivises deconstruction of racialised biases in risk assessment.31 

 Benefits of solving this problem for mortgage providers: 
o A broader mortgage market; and 
o Innovative risk-sharing solutions backed by the public sector. 

 Historically, the private and public sectors have struggled to coordinate on how to allocate 
risks, but this is slowly being addressed with the development of PPPs. 

 Resolution of this public-private dissonance is a deep structural change that is needed to 
realise systemic change and tackle the scale of the missing middle. 

  

 

31 (Butcher, 2020) 
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Solutions landscape 

Local 
FLISP32: A down-payment assistance subsidy for first-time home buyers,33 however, a registered 
bond is required to qualify, making it difficult to access for the missing middle. 

GEHS34: A PPP with SA Home Loans35 to support government employees through mortgage 
repayment contributions. Despite improving affordability of mortgage finance, the instrument is 
limited due to payroll deduction laws.36  

Fractional ownership37: Considering different risk profiles presented by individuals as well as 
being extremely restrictive for financial mobility, this product as a homeownership finance model 
may be limited.   

Affordable finance institutions: Aimed at the inclusion of the missing middle, institutions such 
as HIP,38 a PPP that utilises interest rates and loan terms to manipulate the affordability of monthly 
repayments. A limitation of this is the increased costs to the missing middle of the lower interest 
rate over a longer term. 

Global 
Homebuyers have recently sought improved rates through credit union loans.39 Similar institutions 
in Kenya called SACCOs40 have extended to the housing market too, offering competitive 
products to a community-based catchment market, such as church groups or farm workers and 
are estimated to supply 90% of the country’s housing finance. The institutionalisation of these 
groups has offered products with regulated interest rates, which is often excessive in the informal 
sector; however, liquidity, good governance, technology and scalability were often inhibitors to 
the institutions.41  

Strategic PPPs have also contributed to the successful growth of the affordable mortgage market 
in Africa by providing medium and long-term liquidity to mortgage lenders alleviating pressure to 
lend to this market. The KMRC42 has empowered banks to provide loans at single-digit interest 

 

32 (FLISP, 2022) 
33 (Stern, 2019) 
34 Government Employee Housing Subsidy 
35 (SA Home Loans, 2022) 
36 (James, 2014) 
37 (Buthelezi, 2021) 
38 Housing Investment Partners  (HIP, 2022) 
39 (Hanrahan, 2022) 
40 Savings and Credit Co-Operatives 
41 (Wood, 2018) 
42 Kenya Mortgage Refinance Company 
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rates due to the significant de-risking the instrument provides, whereas the TMRC43 expanded 
the Tanzania housing finance market by 700% by similar means. Fannie Mae and Freddie Mac 
apply a comparable model in the USA.44 

Impact Gap Themes 
Analysing the existing solution space and the shortcomings thereof, the following impact gaps 
have been identified under three themes: 

1.      Visibility 

 Make the affordable market more visible to mortgage providers; assist the missing middle 
with understanding credit management.  

 Enable the private sector to better understand the actual risk versus perceived risk. 
 Provision of credit terms that are not inflated by information asymmetry.  
 There is scope for mortgage providers to compensate for affordable market risk using 

interest rather than excluding the segment.45 

2.      System coordination and partnerships 

 Greater coordination within the mortgage system, to synergise the efficiency of the private 
sector with the scalability, asset base, and accessibility of the public sector.  

 Foundations of making mortgages affordable have been set by the public sector; follow-
through in promoting financial accessibility will need to be carried out by the private sector. 

3.      Reporting and monitoring 

 Consistent monitoring of the functionality, progress and success of proposed solutions.  
 A common issue within government is the lack of long-term, sustainable solutions; a result 

of poor administration, weak accountability measures and corruption.46 

These themes are not unique to the affordable housing issue. They are visible across South 
African sectors utilising systems inherited from apartheid, rather than setting up systems purpose-
built to suit the new SA and its growing and diverse middle class. 

 

43 Tanzania Mortgage Refinance Company 
44 (Federal Housing Finance Agency, 2022; Tremeau, 2021) 
45 Segments of visibly stronger performance within the affordable market also exist based on gender, age 
and sector of employment. 
46 (Public sector interview, March 2022; Intermediary interview, March 2022) 
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Levers of Change 
Considering the above analysis, the following levers to effect change are proposed: 

A.     Political pressure, policy, and regulation 

Historically, civil unrest and mass discourse bring about change in South Africa - the affordable 
housing issue is no different. Civil society can continue applying pressure on government as part 
of their constitutional right to adequate housing and discontinue the history of exclusion from SA 
systems. The private sector has historically demonstrated capacity to influence all levels of 
government,47 which can be catalysed by intermediaries. 

B.     ESG and Impact-linked financing 

With growing interest in the adoption of ESG48 principles globally, more funds are becoming 
available for servicing underserved markets such as the missing middle.  

 Financial inclusion is an important development objective for SA and multilateral 
development banks.  

 Intermediaries, public and private sector actors can de-cost and de-risk solutions using 
impact capital,49 as pioneer mortgage providers have found that they have met impact 
standards before measuring them. 

C.     Intermediaries 

Intermediaries have substantial influence on addressing the exclusion of the missing middle. The 
efforts of intermediaries are directed by their sources of funding, often from government, 
developmental or philanthropic organisations. They help to: 

 Generate data informing actor decision-making; 
 Develop and advocate for solutions;  
 Create financial literacy resources; and 

 Provide credit management counselling, amongst other contributions. 

D.     Innovation and risk-sharing PPPs 

When government fails to efficiently allocate public resources, this opens up opportunities for 
private sector intervention.50 Private intervention may be encouraged through a range of 

 

47 An example of this is when government tried to pass regulations forcing private sector reinvestment in 
the affordable market post-apartheid. The private sector used their influence to block this, and instead made 
non-binding commitments to lend downmarket under the Financial Sector Charter (FSC). 
48 Environmental, social and governance. 
49 The TMRC and subsequent investment by the IFC evidences the potential success in incorporating 
impact-linked financing into the mortgage system. (SARB, 2021)(Intermediary interview, March 2022) 
50 (Alagidede, 2012) 
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instruments,51 facilitating the emergence of public-private partnerships (PPPs) with the technical 
assistance of intermediaries.  

Whilst PPPs have been increasingly successful, the mutual mistrust between the public and 
private sectors often disrupts risk allocation negotiations. This mistrust is borne from information 
bottlenecks, crowding out of investments and rent-seeking behaviour. To implement optimal 
solutions, the public and private sectors should not operate in silos. The role of government is 
necessary to achieve economies of scale, systemic linkages and infrastructure; whilst the private 
sector offers efficiency, scalability and organised administration. The risk-sharing opportunities 
are better facilitated through PPPs. 

Conclusion and Key Insights 
 

The affordable market is being excluded from accessing mortgage financing by a series of 
complex, interconnected issues that perpetuate socio-economic discrimination. Research has 
shown that access to financing for homeownership enables wealth accumulation, financial 
stability, upward mobility and escape from debt cycles, improved education and access to 
healthcare. These benefits culminate in greater income equality in SA. For government, improved 
income equality promotes GDP growth; reduced instances of civil unrest; and political instability 
driven by systemic exclusion. For the private sector, banks have an opportunity to broaden the 
market by stimulating the middle class, and to collaborate with government to de-risk and de-cost 
affordable mortgages further. 

 

51 Tax incentives, subsidies, and guarantees. 


