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Executive summary
Globally the ability to use sustainable housing that fit the needs and affordability of a certain
household is one of the priorities that people have in life, because it gives shelter, security and
identity. Many people in the world do not have the luxury to live in such a house and are living in
semi-optima! houses that hinder their personal development This research demarcated this
problem to households with a middle income living in emerging economies. In these countries the
substantial growth of the middle income group takes place. However there people need to be
housed in sustainable human settlements in houses that fit their needs and affordability. South
Africa is one of these emerging economies and they struggle with housing problems.
In South Africa the gap market can be defined. This is a group of households with a middle
income that would like to purchase a house for the first time on entry-level in the housing market
These starters in the housing market are not able to purchase such a house because there are
many constraints in this housing market There are hardly houses available, they can not get a
mortgage and their affordability is decreasing. In total there is an estimated lack of three million
houses in South Africa, of which about 650.000 in the starters market
To problems in the housing market are complex and influenced by many factors. However the
need for a salution for this group of starter households is urgent because they influence the
economie and politica! stability. This group of middle income earners forms a bridge between the
rich and the poor in a country. They are an example for people with a low income and can grow to
the high income group. This group is able to pay taxes and forms the working class in the society.
This research describes the fact that starter households are not able to purchase a house that fit
their needs and affordability as a process that does not properly work. With the use of 'Six S', a
method to imprave process performance, the constraints in the housing market are analyzed. A
list of 23 constraints resulted from this analyses. These constraints are structured with the use of
the STEEPLE analyses and are ranked according to the principles of the Porras-method. With
this ranking became clear that the insufficient performance of the housing market is caused by
social problems in the South African society, urban growth and a lack of governmental capacity.
Looking more specific to the gap market it seems that there are no incentives for the public and
private sector to initiate housing development for the starter households. The public sector leaves
the housing market to the private sector, and this private sector is because of various not
interestad to invest in this group of starter households. This results in a stalemate position leaving
the group of starter households in a disadvantaged position.
This research claims that there are opportunities in this constraint housing market as well and
that sustainable human settlements forstarter households in South Africa are possible. There are
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different actars that have an interest in the starter households living in sustainable circumstances
that they can afford. The public sector has an interest in the development of sustainable human
settlements for vulnerable groups and in economie and politica! stability. The private sector has
an interest to create business around the starter households. The starter households have an
interest in housing that they can afford in a sustainable neighborhood.
The key issue is that these actars start communicating with each other about their interests.
When these interests are in line with each other they can start a joint initiative tagether to develop
products and services for the starter market This research gives a vehicle to start a real estate
development company based on this joint initiative. In an alliance these actars are cooperating
towards the development of a sustainable human settiement for starter households that fit their
needs and affordability. In the different phases of such a process sub-alliances will be started to
gather enough campetences and resources to enable the development.
Befare the decision is made to start a joint business initiative, elaborate research is needed to the
starters market, to the demand of products and services and to the feasibility of a joint effort
between the different actors. To describe the qualitative feasibility of this joint effort this research
developed a business concept towards starter housing. The business case is built up in three
parts: The aspects that are needed to realize starter housing, the aspects that are needed to
adapt starter housing to the market and the aspects that are important for the financial feasibility
of starter housing.
The business concept describes Starter City. Starter City is an economical entity developed by
the joint effort of actors. lt contains houses for the starter households to live in, economical
opportunities for employment and facilities and services to be able to live and recreate in the
environment. The development will be expensive, but the alliance will have an income during the
exploitation phase. This research assumes that with a long-term focus this project is profitable.
Strategie alliances with different actars are needed to realize this based on risks and
responsibilities.
DHV can fulfill different roles in this process towards the development of sustainable human
settlements for starter households in South Africa. They can execute pre-feasibility studies
towards sustainable housing development in South Africa. In the entire project range, the
department of urban and regional development of DHV can offer services trom strategie advice to
asset management. The joint alliance can also ask the DHV Company to be the organizer of their
plans. Eindhoven University of Technology can contribute to a salution for the problems in South
Africa by doing research to models towards housing development and knowledge about different
housing markets. The other way around, intermation this international study can be used to have
a different point of view on Dutch problems.
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Preface
This report is the dissertation for the academie degree of Master of Science in Construction
Management and Engineering at Eindhoven University of Technology. The dissertation is the
result of an individual research of ten months developed in cooperation with Eindhoven University
of Technology and DHV BV.
The idea for this research started during a congress organized at the University of Eindhoven
about the global shelter question caused by human or natural disasters in November 2007. At
that time I was already interested in poverty and proper housing since my traineeship as building
supervisor in Curacao in 2003. The publication 'State of world population 2007' of the UNFPA
was an eye-opener for me. Like many others I was not aware of the consequences of urban
growth. The number of people in the world that are living in informal settlements was enormous
and I was dedicated to do sarnething about that.
During the months afterwards this idea developed itself to a research to the middle income group
in emerging economies. South Africa is one of these emerging economies and is also confronted
with housing problems. Academie research was possible in this country because of a relationship
between Eindhoven University of Technology and the University of Pretoria and a partnership
between DHV BV and SSI. Therefore South Africa could tunetion as a case study.
In the time of ten months a study to a business approach for the development of affordable and
sustainable human settlements for starter households in South Africa was executed. From April
2008 to July 2008 an introducing literature study about housing problems in South Africa was
done during an intemship at DHV BV located in Amersfoort. From July 2008 to November 2008
the research was continued in Pretoria, South Africa, to analyze these problems in the market
From November 2008 till January 2009 research was done to the feasibility of a business concept
tor starters in the housing market in South Africa in the Netherlands again.
Hopefully this research can contribute to the constraints in the housing market in South Africa. I
hope you will enjoy reading this report.
Kind regards,
Wim van den Berg
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Introduetion

1.1

Research topic
Together with food, potable water and healthcare, proper housing is one of the priorities people
have in life because it gives shelter, security and identity. lt is also in most cases the largast
investment people make in one's lifetime. Unfortunately there are millions of people in the world
whoare not able to live in a proper house because of, among others, human or natural disasters,
urbanization and urban growth 1• Th is research should contribute to the research to proper
housing for the world population.
To understand the context and constraints for housing development this research focuses on
South Africa. South Africa has the largast economy of the continent Africa and has a large
challenge with a shortage of proper houses. The inherent housing backlog is mainly a result of
high levels of urbanization, poverty, high unemployment, together with a history of apartheid and
segregation. This research will provide the South African context of a global problem. Because of
economie development there is a growing group of people with a middle income. This group is
looking for affordable housing in a sustainable environment fitting their needs, but there is a lack
of products developed for this group. These households have only limited access to the housing
market what results in growing pressure on the housing market
Lack of housing for middle income earners limits entrepreneurial options for households. They do
not have the space to start their own businesses. The group of middle income earners has an
important role model that a large percentage of the population group aspires to follow. Promoting
sustainability in this group would set a good precedent to follow and is therefore important to
promote and achieve sustainable building (Müller-Warrens, 2001 ). Affordable housing should
have a priority on the agenda of the public and private sector to stimulate this.
This report pertains to affordable and sustainable housing for the low-middle income
households in South Africa, with the focus on housing for starters in the market h will provide
a business concept for the private development of sustainable communltles, affordlble for
starters. The business concept is focused on the South African context, but the concept could
have a global field of application.

1

The definition this research gives to these kind of words or abbreviations can be found in appendix 1
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1.2

Research motive
DHV is a leading international consultancy and engineering firm offering services that cover the
entire project range, trom strategie advice to asset management. The urban and regional
development department of DHV, The Netherlands, deals with the growing demand tor mobility,
urbanization and urban regeneratien and the quality of human environment. Housing and real
estate programs are characterised by an integrated approach that requires, besides technica!
expertise, in-depth knowledge of the socio-economie elimate and the positions of the various
stakeholders. SSI, a DHV Group Company, operates 20 branch offices in South Africa.
The Univarsity of Technologyin Eindhoven deals with research to Construction Managementand
Engineering. One of the research groups is focusing on business studies to the build
environment. In these business studies the buildingprocessis seen as an economical entity. For
this research group the development of a feasible business concept to enable housing tor starters
in the market can be valuable.

1.3

Research setting
This research is divided in six parts. In tigure 1 the different parts and chapters are shown. The
first part gives an introduetion to the research topic. In part B the research background and
research are described.
Figure 1 - Research index
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In part C a description of the context of housing in South Africa, a description of the vision and
attitude the people involved in the development process of housing and a description of housing
tor starters are given. In part D the constraints mentioned in part C is summed up and with the
use of different methodelogies the main constraints are separated with the side issues. In part E
is based to convert the main constraints into opportunities. With these opportunities a business
concept is set up. In part F the validation, conclusions and recommendations are described.

2

Research context

)

( Part B - Research background

2

Research context

2. 1

Urban growth
"In 2008 the world reached a momentous milestone. For the first time in history, more than
halfits human population, 3.3 bil/ion peop/e, wil/ be living in urban areas. By 2030, thls is
expected to swe/1 to a/most 5 bil/ion. This is mainly caused by urbanizatlon and popu/ation
growth. Many of the new urbanites wil/ be poor. Their futures, the future of citles In developing
countries, the future of humanity itself, all depend very much on decisions made now In
preparation of this growth. • (UNFPA, 2007)

2

Economie development in a country leads to urban growth • The new economie opportunities
enable people to find employment in the economie regions. Urban growth is inevitable, and so are
the problems caused by it. But this increase of the urban share can be positive as well. Cities
concentrata poverty, but they also reprasent the best hope of escaping it. Urbanization offers
significant opportunities to reduce poverty and gender inequality, as well as to promate
sustainable development. Cities embody the environmental damage done by modern civilization;
yet experts and policymakers increasingly recognize the potential value of cities to long-term
sustainability. lf cities create environmental problems, they also contain the solutions. The
potential benefits of urbanization far outweigh the disadvantages: The challenge is in learning
how to exploit its possibilities. (UNFPA, 2007)
Good gavernanee is essential to create sustainable cities tor the future. However, urban
gavernanee goes beyond the current needs. Urban gavernanee can be seen as urban
management focused on both government responsibility and civic engagement. lt refers to the
process by which local urban governments in partnership with other public agencies and different
segments of civil society respond effectively to local needs in a participatory, transparent and
accountable manner. lntegrating social and environmental concerns for urban growth within a
braader vision of time and space is therefore critica! for sustainability (UNFPA, 2007).

2

Urban growth is the development of a city based on an increasing amount of residents in a city and the
services and facilities needed. Urban growth is caused by migration to the urban areas, a higher birth rate
than a mortality ra te and a tendency of smaller families.
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The public and private sector tagether with civil society, supported by (inter)national organizations
and Universities, can take steps now that will make a huge difference for the social, economie
and environmentalliving conditions of a majority of the worlds population.

2.2

Emerging economies
In general countries can be differentiated as developed economy, emerging economy or poor I
developing countrl. Countries are characterized as ' emerging' when they profit from a
substantial economie growth based on significant productivity gains, technological change and a
change in their economie philosophy (Füss, 2001 ). These countries are also seen as emerging
when improving the potential for the mass of the population trough health, education, workplace
conditions, access to title, et cetera whether through public or private channels. This level of
development is measured by the gross dornestic product (GDP) and the genuine progress
indicator (GPI). In figure 2 the 'All Country World Index' by Morgan Stanley (MSCI) defines 25
emerging economies (in blue) . The developed markets are shown in pink. The counties in grey
can be seen as poor ordeveloping countries.
Figure 2 - The 'All Country World Index' by Morgan Stanley (Covarrubias, 2006)
Red: Developed markets
Blue: Emerging economies
Grev: Poor or developinq economies

Emerging economies are in transition from a central planned and non-economical process to
become market economies. The developing new economies are growing taster than the
established industrial economies of the world, which is a mayor feature of emerging economies .
Although these emerging economies are different countries, they equal in having rapidly growing
economies and are facing the same problems with the transition into the market economy. These
problems can be found in social, technica!, economical, environmental, politica! , legal and ethica!
matter. Managing urban development in emerging economies therefore could be even more
challenging than in developed economies.

3

4

More information about different types of economies can be found in appendix 3.

Research context

In a country that is in transition to become a market economy, there will be a great change for the
population. The new economy gives chances for the population to develop themselves through
education and employment These people are major tor the development of an emerging
economy, because they are an example of the population and the taxes that are raised on them
by the government The group, which is able to keep up with the economy, will form the middle
income group. This group consists of semi-skilied and skilied laborers. They are economically
active, but they have a minimal investment income. A part of this middle income group are the
starter household, they are looking for a house on the housing market, but do not succeed.

2.3 Importsnee of housing
To be able to participate in an economy a family has basic requirements. Basic requirements are
appropriate shelter, enough food, access to potable water and sewer, security and health care. In
emerging economies there is a lack of affordable housing caused by urban growth. This results in
a growing pressure on the housing market Lack of decent housing keeps people from
participation in the economy, what results in a lack of entrepreneurial options. When people are
not able to participate in the economy, a country is not succeeding (yet) in setting up a
sustainable society.
Housingas a foundation: Home ownership is a proven driver of household wealth; it is also
a tangible asset that can be passed on to children. lt helps build reserves and the financlal
stability that stimulates de mand tor education and healthcare. lt can be used as collateral fora
business loan to start up a small or medium sized enterprise. In terms of environmental
impact, home ownership stimulates energy and other utility efficiencies, such as solar panels,
water saving installations and insulation. A strong housing sector serves as an engine for
economie growth and employment, with spin offs to related industries. In many countries, it
can contribute as much as 20% of the GDP. Moreover, housing plays an important role in the
development of financlal sectors, especially capital rnarkets. (FMO, 2008)

The housing sector in emerging economies is in transition to a public and private driven housing
market In these countries the informal settlements do still exist, but the government is trying to
intervene in the lower income markets. However these attempts of transition are not without
problems and because of the different history of these countries it is questionable that the
housing market in these countries will be similar to the developed economies. Housing is
however only a small part in major socio-economie problems. Although all problems are
connected with each other this research will mainly focus on housingin emerging economies.
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Owning your own home is more than acquiring bricks and mortar. lf home ownership
increases, there are immediate economie and social spin-offs. Access to affordable housing,
however, remains a major obstacle in today's South Africa. (FMO, 2008)

2.4

Introduetion to South Africa
4

South Africa can be found at the southern tip of Africa and borders in the North with Namibia,
Botswana, Zimbabwe and Mozambique. The countries Lesotho and Swaziland are located within
the borders of South Africa. The administrative capital is Pretoria, the legislative institution can be
found in Cape Town and Bloemfontein is the judicia! capitalof South Africa. (CIA, 2008)
South Africa is one of the emerging economies in the world. Like in other emerging
economies, South Africa is facing problems with the transition into a market economy. This
research will focus on South Africa and will attend to the matter of affordable and sustainable
housing tor the households with a middle income and in partjeular the starters looking tor
entry-level housing.

The first multi-racial elections in 1994 brought an end to apartheid and ushered in black majority
rule. Since this time South Africa is trying to solve the problems that exist due to apartheid.
Segregation and housing problems are still two major problems and influences South Africa's
economy and society. The government chose to use a part of this new wealth tor large
investments in the country. For example South Africa is seen as a leader of the developing world
on issues such as elimate change, conservation, and biodiversity. But like any developing country
there are many problems that occur, like inadequate infrastructure in urban areas, poor housework transportation, lack of capitaland low level of skilis (Nordberg, 1995).
After the apartheid ended in 1994 the new demoeratic government gave housing 5 the highest
priority to the South African population. Access to housing, and the interplay between demand
(long housing waiting lists, burgeoning informal settlements, overcrowded inner city flats) and
supply (RDP delivery, social housing and bounded housing) has been given significant attention
by policy makers and indeed in literature. Access to recourses like secure land tenure is a
significant factor in creating community division (Royston and Narsoo, 2006). Housing is listed
under the category 'boosting ownership of assets and access to opportunities' (Charlton and
Kihato, 2005). The approach of the government had two angles: The government wanted tostop
the housing crises by large-scale delivery of subsidized housing tor low income households. New
housing policies were developed and all previous laws were replaced. South Africa has an
4

5

6

More information about South Africa can be found in appendix 4.
In appendix 5 the housing market is South Africa is described.

Research context

elaborate housing policl. This makes South Africa an interesting case for further research to
affordable and sustainable housing for a growing middle income group.

6

In appendix 6 more in formation of the housing po/icy can be found
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Research framewc1rk

3. 1

Problem definition
People should be able to live in a house that fits their needs and living standard. Therefore a
large differentiation of housing is needed, but in South Africa a large backlog in housing stock
exists. This backlog has an awkward negative effect on health, security and the entrepreneurial
options of the population.
The group of middle income households in South Africa has limited access to live in
affordable and sustainable housing. Because they do not have the chance to live in an
environment that fit their needs, they Jack social and economical chances to develop
themselves. They cannot grow towards the households with higher incames and so they lose
conneetion with the 'first economy'. They remain stuckin low income housing and invest their
money in consumable goods instead of durable goods. The gap between poverty and wealth
will grow. This is an ethically as welt as a social-eoonomic problem in a country that is one of
the most unequal oountries in the world. Problems make a sustalnable society impossible.

Because the middle income group is of high importance for the future economie development of
the country it is necessary to find solutions for this group on the housing market However, many
constraints in the housing market make it ditticuit to give an answer to the problems in this
market The complications with affordable and sustainable housing 7 in South Africa are complex
and a multidisciplinary approach is needed to solve these problems. Different actars are
influencing the process to a healthy housing market and they all have a different perception of the
problems. With a joint goal for all actars in providing affordable and sustainable housing for the
households with a middle income, a salution should be reasonable.
The national government does not have enough resources to fund all the housing developments
needed, so private resources are essential. Next to this fact South Africa has a liberal constitution
(Pienaar, 2008). Through this the national government focuses on law-ineome housing and
leaves other market segments for the private sector. The private sector is however not investing
in this market as well, what creates a gap market8 (Rust, 2006).
In this research the households with a middle income that are willing to purchase a house that fit
their needs and affordability are called starter households. They are looking new on the housing
market and looking for housing on entry-level.

7

More information about housing affordability and housing sustainability can be found in chapter 6 of this
research.
8
More information about the gap market can be found in chapter 4.
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3.2

Research objective
This research should contribute to the research of affordable and sustainable housing tor people
with a middle income in South Africa. Large-scale housing development is needed, but this hardly
takes place in the gap market (Rust, 2006). In this research the people with a middle income in
the gap market who are looking tor a house at entry-level to enter the housing market are
mentioned as the starters. These households are the target group tor this research.
Through a study in literature it became clear that more information is needed about constraints
and chances tor starter households with a middle income to participate in the housing market in
South Africa. This market segment is insufficiently covered in South Africa. This research consists
of two parts to contribute to sustainable housing tor starter households that fit their needs and
affordability:
•

The first part aims to understand the constraints in the South African housing market

•

The second part aims to develop a business concept towards starter housing.

This research creates a model to approach the housing market as an economie entity. Because
the government is not willing to regulate other housing sectors than the law-ineome sector
9
(interview Luanne Werner ) the initiative will have to come trom the private sector. This will result
in a business concept that could imprave the development of sustainable housing tor starters on
the market
Research alm: This research will develop a business concept for a new opportunity for
sustainable housing development tor the starter households with a middle income in the
housing market that fit their needs and affordability based on cooperation between actors in
the development process and private sector development initiative.
In this research the following topics to understand the context of the business concept for housing
for starters in the South African housing market are described:
•

Process innovation for housing development

•

The South African housing market

•
•

Affordable and sustainable housing.
The demands of the middle income households.

•

Stakeholders that could be involved in housing development for starters.

9

The contact information of this contact and all other cantacts in this research can be found in appendix 2.
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3.3

•

The complications and opportunities in the housing market

•

How to make a business concept tor sustainable urban development.

Research process
In tigure 3 the model tor this research is shown. This model can be explained as an analysis of
subjects involved in affordable and sustainable housing tor starters in South Africa who want to
purchase a house in a sustainable environment that fits their affordability. The housing market,
stakeholders and housing finance are basedon information trom scientific literature, a casestudy
in a modern South African policy setting and interviews with experts (A). This study explains the
context of this research and gives a point of view on the characteristics of sustainable and
affordable housing in South Africa (8). This research is important because middle income
households have limited access to sustainable housing that fits their affordability (C). With the
outcomes of this research a business concept will be set up, meant to give a contribution to
affordable and sustainable housing tor the middle income households (D).
Figure 3 - Research model (Verschuren & Doorewaard, 2007)
(A) RequiNd knowledge

3.4

(B) Point of view I Research
context

Research questions
In the previous paragraph the research model was given. To acquire the information needed and
to be able to develop the business concept, a list of research questions is set up. This list
consists of a main question and saveral sub-questions. The sub-questions are answered in the

10
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different chapters of this research. Part F of this research can be seen as the answer on the main
question of this research.
Main questlon: What business concept can be developed tor the realization of sustainable
entry-level housing for starters in the housing market that fit their needs and affordability,
lnitiated bv the Drivate sector?
Sub-questlons:
What characteristics trom the theory are important to determine the main issues of this research?
•

Chapter 4. How could process innovation be implemented tor housing development?

•
•

Chapter 5. What are the characteristics of the South African housing market?
Chapter 6. What do the subjects' sustainable housing, entry-level housing and affordability
mean in the context of housing tor starters?
Chapter 7. What do the subjects' sustainable housing, entry-level housing and affordability
mean in the practical situation in South Africa?
Chapter 8. Who are the actors in the process towards affordable sustainable urban
development and what are their characteristics?
Chapter 9. What are the characteristics of housing tor starters?

•
•
•

What constraints are responsible tor the main problem and what can be done to decrease the
effect of these constraints?
•
•

Chapter 10. What are the main constraints that are influencing the development of housing
tor starters?
Chapter 11. What are the opportunities in the housing market that could positively affect the
development of housing tor starters?

How can a business concept that contributes to a solution tor the starter housing market be made
regarding to all different constraints?
•

•

Chapter 12. What are the characteristics of a business initialive towards sustainable urban
development tor starters that fit in their needs and affordability?
Chapter 13. What are the main features of a business concept towards sustainable urban
development tor starters that fit in their needs and affordability?
Chapter 14. What is the value of this research and its solution? Is it valid?

•

Chapter 15. What are the conclusions and recommendations tor this research?

•
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3.5

Research framework
The issue with affordable and sustainable housing tor starters should be seen as one in a broad
scale of problems in South Africa. All the complications are related to each other and multiple
factors are playing a role in this socio-economie problem. Within the time available tor this
research the focus is on housing. Other problems will be mentioned, but will not be discussed.
This research looks at the development of a housing framework tor starters in South Africa. To
come to this point problem analyses, problem definition and solution development is needed. The
basis of this research is to develop a feasible solution tor the shortage in affordable housing tor
this target group. Therefore a practical and diagnostic strategy is chosen to make structured
solution development and validation possible, because not much is known about making housing
affordable tor starters in South Africa and the multiple causes of the shortage of affordable
hou sing.
The framework shown in tigure 4 shows the damarcation of the research , by giving the position of
the research aim in a broad setting of topics directly or indirectly related to the main topic. By
solving this piece of the puzzle a contribution can be made tor the national and international
research to affordable and sustainable housing tor starters. Process impravement what leads to a
business concept has a central position in this research.
Figure 4 - Research framework
International Setting

- Urban Growth

- Houslng solutions
- Houslng development resources
Natlonal Setting

- Economie development
• Socio-cultural problems

- The South Afrlcan houslng market
• Bullding capac:lty

The South Afrlcan houslng sector • Mismatch In supply and demand for starter households
• Pollcy statement
• Housingladder

• Constraints and opportunitles

While the international trend of urban growth continues, housing challenges remain. Worldwide
there is a lack of houses which has a negative impact on health , safety and many other topics. In
emerging economies and development counties these growth rates are the highest, although
stakeholders in emerging economies are able to do something about it. South Africa is one of

12
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these countries trying to deal with the problems of a mismatch between supply and demand in the
housing sector.
Recently the governmental focus is changing from the low-income market to the whole market
But because this is only recent, the government has a lot of knowledge about the market as a
whole to catch up. Also financial institutions avoided for a long time the affordable housing
market This results in the fact that there is only little information available about the middle
income households and affordable housing. Affordable housing statistics are only provided in
national averages, no differentiation between 'new' and 'existing' houses is known. There are no
standards for affordable housing and the existence of a secondary market is unknown. (Meltzer,
2006)

3.6

Research strategy
The basis of this research is to develop a clear view of the theory and the main issues relating to
the housing problems. First broad research is done to the problems in the affordable housing
sector and people who are crossed by the problems. ln-depth research to one of the many
development problems is done afterwards to be able to find a part of the salution demarcated by
the time available. The strategy of this research is to combine the methods of a desk research
and a case study. This means a literature study and empirica! research are combined. In South
10
Africa information of the local markets and local experts is added to the research .
For the desk research different kinds of data are used. The information came trom policy
documents, books, scientific journals, newspapers, articles and websites. This literature is
combined with interviews for extra information and to become more aware of the South African
context. For the case study also different kinds of data are used. lnformation of the case study
came from project visiting, project websites, interviews and newspapers. The list with all the
references can be found in the back of this document.

10

In appendix 20 all interviews with experts are worked out.

Process innovation towards starter housing

Part C - Analyses
4

Process innovation towards starter housing
The housing constraints in South Africa are complex and a multidisciplinary salution is needed to
solve these problems. A view on the whole housing market is needed and change in policy focus
and private sector approach is inevitable to realize sustainable housing for starters that fit their
needs and affordability. The process of the development will be examined in this chapter to
understand what happens in these process steps.
A model to examina a development process and to aim tor process innovation is also known as
"Six S". In tigure 5 the model tor this research is shown.
Six S. "Six S" stands tor Factors, Actors, Rules, Decision actions, Phases and Levels that
have influence on the process of urban development. The aim of •six s· is process
impravement This could be aiming at process acceleration, interaction between stakeholders,
et cetera. lmproving the process in urban development can include the share of shareholders,
the level and phases of decision-making, creating a model for decision-maklng or the
gavernanee of a project. (Schaefer, 2008)

Figure 5 - Model of 'Six S' tor sustainab/e housing tor starters

! Phau

1 - Program deYelopment and business concept
• Reallzalion

Acton
- Public sector
- Private sector

-Consumen
/nsutfn:ient
development

- ~ --------

Sutrlclent
lievelapment

--------- I~ 1
levall
-

Strategie level
Management contrq
Knowleclge based
Operalionallevel

- Gevernanee
- Houaing policles

The 'Six S-model' gives a structure to a complete view over the aspects where impravement can
take place. The six aspects in the process tagether are able to imprave the market tor starters in
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South Africa. This works according to an iteration process. The aspects tor this research are the
following:
Phases: In a project different phases can be defined 11 • Every phase has it own characteristics
and needs another approach. The phases tagether must be an entity that farms a starter product.
The success of a business concept is supposed to be the combination and implementation of all
phases. Proparty development starts with a given parcel of land where something can be
developed on or with an idea and land to search tor.
Figure 6 - The different phases in the process to housing development
Proces& phases and results
Project denlopment

------------------------~
(1) lnltiation ph••
(2) F. .lblllty phaae

(4) Pre-contrilet phue

Ellploitatlon & management

----------·

(5) Poat-contract phaae
- Realizalion project
- Pro;ect marketing
- Set up exploltation atructure

Exploltatlon
- Time palh of exploitation
- Profit I nol lor prolil

(11) CloH-out ph...
- Ownershlp lnlnsfer

• Organizallon

Management

In tigure 6 the different phases of the process to housing development are shown (Pienaar, 2008
& Schaefer, 2008). This research will focus on the first phase in the development process: the

development of a program and business concept to imprave the performance of affordable and
sustainable housing tor starters on the housing market in South Africa. In this phase the preconditions tor a sustainable housing project are set and the focus of this research will be on the
feasibility of a starter housing development.
Levels: In a certain phase there are different levels in the organizational structure. In every level
in the organizations decision-making processas and responsibilities can be defined 12 . The level of
the decision-making process in this research is on strategie level. On this level long-term
objectives are set. Avai lable resources in the presence and the future are estimated and policies
and frameworks to reach the objectives are developed. The development of sustainable houses
tor starters that fit the needs and affordability of the starters is a business full of financial risks that
could influence the continuity of a company. On strategie level a decision is needed to start an
alliance tor housing development.

11
12

16

In appendix 14 these phases are furtherdefined
In appendix 14 these phases are furtherdefined

Process innovation towards starter housing

Rules and regulations: Rules and regulations are about the gavernanee of a project, the rules,
processas and behavior that affect the way on which powers are exercised. In this research the
private sector is supposed to initiate a housing development where they should cooperate with
the public sector and the starters. The rules of doing fair business matter for all parties. Three
things about the public sector and the starters are important to know:
•

The public sector has hardly laws, regulations and procedures to influence the private sector
tostart developing starter houses.

•

There are hardly laws, regulations and procedures to influence the private sector to involve
the starters in their developing process.

•

There is no quality standard described for houses for starters.

This research takes the view that the mentioned rules and regulations are in place. In chapter
eleven are some examples of rules and regulations shown that positively could influence the
development of the houses for starters.

Decision action: The situation where this research starts with, is a market where hardly starter
housing development takes place. The aim of this research is to create an opportunity to develop
enough sustainable starter houses that fit in the needs and affordability of the starters. The action
is to imprave the performance of the project development for starter housing. In the business
concept described in chapter 12 the pre-conditions of the decision actions are described.
Factors influencing the process: This research approaches the factors that influence the
process by looking to the characteristics of the South African housing market Also subjects like
sustainable housing, affordable housing and entry-level housing in the theoretica! and practical
context of South Africa are looked at. In chapter five to nine the factors that influence the housing
sector in South Africa are mentioned. In chapter ten of this research the constraints in the
development of housing for starters are summed up.
Actors influencing the process: Public parties, private parties and consumers are the main
actars in the process to an impravement of the performance in sustainable housing for the
starters. These actars and their characteristics in the development process and the
characteristics of starter households can be found in chapter eight.
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5

The South African context
In this chapter characteristics of South Africa are mentioned to learn about the situation in the
country. Also the housing situation in South Africa is described.

5. 1

Social characteristics of South Africa
South Africa has an estimated population of 47.7 million people in 2008. The expected population
in 2050 is 48.7 million. The next 5 years the urban growth rate will be 1 percent afterwards the
growth will be less. In 2005 sixty percent of the population was living in urban areas. In 2005 the
life expectancy had an average of 44.2 year. The infant mortality rate (39 per 1000 live births) is
high according to European standards (9 per 1000 live births) but rather low according to the rest
of Africa. From the population between 15 and 49 years old, 15 percent of the men have HIV and
13
22.5 percent of the women (UNFPA, 2007} .
The transition in the economy can be found in demographics as well. Since South Africa has a
fast growing economy, a lot will change in the demographics of the country. Because of the
modern technologies a new place for cultural aspects must be found. Women, who were always
disadvantaged, are now important in the labor force. This is something that will change the
normal family structure dramatically. (Sachs, 2007} The reason that the demographic transition is
not happening faster is because of diseases like HIV/AIDS, high unemployment, crime, lack on
housing and disrespect to women in South Africa.
Education used to be a primary vehicle for systematic, racially based unequal treatment of people
under the apartheid order. After 1994, with the advent of demoeratic government, access to
education was enshrined in the constitution as a basic human right. Education is regarded as a
key element in the strategy of government to bring about social transformation. This implies
improving access to educational opportunities for the historically disadvantaged and
implamenting policies that focus on redressing the inequities of the past (Statistics South Africa,
2007-2}. The lack of education causes a lack of skilis in the population.

5.2

Economie characteristics of South Africa
South Africa has the largest economy of the African continent. The international position of South
Africa got stronger inthelast few years (AT Kearney, 2008}. The South African economy can be
defined as a combination between the characteristics of a development country and the

13

In appendix 4 more information about social characteristics of South Africa can be found including some
explaining figures.
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characteristics of an industrialized nation. Dornestic demand has been the key driver because
consumer spending has been increasingly financed by credit and rapid increase in fixed
investing.
Household consumption expenditure remains under threat because of higher fuel and food
prices, a moderation in the real disposable income of households, higher debt servicing costs and
overall tougher economie conditions. The intlation rate in South Africa is above 10% and the
gavernor of the South African Reserve Bank (SARB) is warning that the global conditions are
becoming more ditticuit caused by intlation in the next years. Toface the intlation the interest rate
rose along with the intlation to 15.5% in October 2008. Intlation will stay in double figures,
especially if price intlation remains high, as seems probable, and the Rand continues to slide
(The Economist, 2008). However, despite the expected slowdown in household spending, South
Africa's economie growth remains strong and the economy is likely to continue expanding at
levels above 4% per annum. ABSA Bank expects the economie growth in 2008 to be
considerably lower than during the past three years and it will rebound in 2009 and 2010 (ABSA
Bank, 2007).
The unemployment rate is slightly declining. From 2001 to 2007 the unemployment rate
decreased from 29.4% to 23.0%. Although this is an improvement, still a large percentage of the
potential labor force is unemployed. The government is creating many new jobs, but can not keep
up with the urban growth in the country (Statistics South Africa, 2007-1).
14

About 79% of the South African households earned R3.500 or lessper month during 2004. Ten
years before this was 86% of the total households. Taking into account the levels of
unemployment, the government is facing a great need to imprave the living conditions for a larger
proportion of the population (RSA, 2007). Because of intlation the people's income has less value
in 2008 than it had in 2004.

5.3

South Africa's policy on housing
The housing policy, adopted in 1994, has evolved over the years into a complex, multifaceted
entity with many components. A variety of factors influenced and does still influence the evolution
of policy. Research, polities, power struggles, pragmatism and constraints in the external
environment are responsible for the housing policy of today.
After apartheid the government started the enormous job to ensure that the whole population has
a place to live. The conditions at that time where desperate and demanded a tast quantitative

14

The conversion rate of the Rand: €1 is worth R13,60 and R3.500 is worth about € 257,- (December 23'd,
2008)
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15

solution. The salution of RDP was only a short-term salution and more recent the government
16
started to stimulate more qualitative housing tor the low income group • The intention was to
daliver a starter house, which beneficiaries would add to and consolidate over time. This
incremental way of achieving the right to housing was related to a key assumption in the policy
that beneficiaries would be able to access loan finance which would be spent on improving the
17
house. (Charlton and Kihato, 2005) The government used different housing papers tor their
policy. The most recent one is the Breaking New Ground policy. For the first time the whole
housing market is part of the policy. This housing paper shows the governmental concern with
housing tor the population, improving the quality of life, access to title, breaking barriers between
the rich and the poor and sustainability.
Breaking New Ground policy. The policy, introduced in 2004, aims at the following topics.
These topics are also relevant tor the business concept in chapter twelve.
•

Utilizing provision of housingas a major job creation strategy.

•

Ensuring proparty to be accessed by all as an asset for wealth creation and
empowerment.

•

Combating crime, promoting social cohesion and improving quality of life for the poor.

•

Utilizing housing as an instrument for the development of sustainable human settlements,
in support of spatial restructuring.

•

Acealerating the delivery of housing as a key strategy for poverty alleviation.

•

Leveraging growth in the economy.

•

Supporting the functioning of the entire single resldential proparty market to reduce duality
wlthin the sector by breaking the baniers between the first economy residentlal proparty
boom and the S8<XJI'1d economy slump.

Out of this policy are two financial mechanisms developed to reduce the gap between the poor
and the rich in South Africa. These two policies do not work because the affordability of the South
African decreasas every year because their income increases less than the intlation does.
•

The Financial Sector Charter is a program developed in cooperation with government,
business, labor and community constituencies to make agreements on transforming the
financial sector to help the black population gain economie power. The charter focuses on
targeted investments in the black population of South Africa like infrastructure, agricultural

15

The Reconstruction and Development Program (ROP) focused on building houses for households who
were earning less than R3.500 per month. They wanted to build 1 mil/ion houses in 5 years startingin 1994.
Finally this was done in seven years.
16
The Jow income group is earning less than R3.500 per month and where ab/e to get a subsidized house
from the government. Other income groups were not helped by the government.
17
More information about the housing paperscan be found in appendix 7.
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5.4

development and law-ineome housing. lnvestment for law-ineome housing is for people
earning between R1.500 and R7.500 and will rise tagether with inflation. Caused by the rise
of the CPIX-index the cover of this program is for people with an income between R1.800 to
R9.080 in 2008.
Finance-linked subsidy program is introduced to assist tirst-time home buyers who earn
between R3.501 and R7.000 per month to obtain a home loan. The subsidy attaches to the
beneficiary and not to the property. This will be used to decrease the mortgage bond and is
only applicable to people who have never befare been assisted by the government. lt is
disbursed as a once-off subsidy.

The housing Ladder
During their life people need housing that fits with their needs on that certain moment. These
needs are changing tagether with major happenings in life. During childhood, a person lives with
parents and they move out when they start working or studying. Afterwards this person wants a
house tagether with a partner and later on they need room for kids as well. Locations of work can
change, tagether with financial resources and living circumstances. This research is based on the
fact that there should be proper housing available in every segment of the society for every phase
in life. This is called the housingladder ortheliving career.
Figure 7- The housingladder (Rust, 2006}
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In an ideal situation every person owns a house that fits in his needs. In every culture people
have pre-conditions on how housing should look like. Regarding to the different cultures in South
Africa, it would be an utopian situation that everyone would live in a fitting house. However,
providing different types of housing can make this possible. In tigure 7 a global interpretation of
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the South African housing ladder is given. In this research the group earning between R3.500 and
R12.000 can be described as the gap market and will be the target group for this research . This
group is chosen because they are not able to get housing finance, there are no houses available
tor them and their affordability is decreasing unless there are subsidy arrangements and is
market in the tigure with the red line.

5.5

Backlog in housing in 5outh Africa
There is a large backlog in housing in South Africa. There is an estimated demand of 3 million
houses for the population (Nell et al, 2005; FinMark Trust, 2006; Jansen, 2007) . Fora long time
the focus of the government was on law-ineome housing with the result that a lot changed in the
lower segments but nothing really changed in the higher segments. In tigure 8 the housingladder
is combined with information about housing demand and supply.
Figure 8 - Housing supply and demand in South Africa (Meltzer, 2006 & Rust, 2006)
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The group with a middle income contains about 22% of the South African society. This group
should be able to live in a house that fits in their affordability class, but only a small percentage
does. Projects tor affordable housing is very rare, which means that a majority of this 22% lives in
places that does not fit their needs. The 18.000 units that are developed do not end up in the
group with a middle income. These units are taken by people with a higher income because in
that segment is a backlog as well. People in the middle income segment are stuck in informal
settlements, in RDP-housing or living in overcrowded houses with family and friends. Housing
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shortages can lead to undesirable situations. Overcrowded houses, homeless and displaced
people and rising housing prices are results of a lack of housing. These results have also some
side effects. Population without shelter is not able to work. This makes purchasing food, following
education and improving their situation a lot more ditticuit Homeless people are more vulnerable
tor health problems and violence. These problems hinder the development of healthy
communities. In a healthy community it should be possible to live in a house fitting to the persons
own needs, paying less than 25% of the total income tor housing. People with a higher income
should be able to live in larger houses or should be able to upgradetheir farmer house.
A house in the middle income segment was R265.000 in 2007 (ABSA, 2007). Current interest
rates are at prime 15.5% and the Financial Sector Charter is at 16.5% because of the risk,
administration et cetera. To be able to afford a house, you need to earn an income of R12.000
per month. This upper boundary of R12.000 tor the target is chosen because it is the price of the
cheapest house in the private market that was available in 2007. The price of R265.000 is
increased in 2008, but was not definite during research. A mortgage in South Africa is very
expensive tor consumers because of the interest rate. For banks this rate seems necessary to
take the risks into account
There is a growing housing demand trom 650.000 in 2005 to 725.000 in 2008 tor people with an
income between R2.500 to Fl7.500 per month. For the group trom R7.500 to R12.000 the backlog
is not specified (Nell et al, 2005). An average of 18.000 affordable housing units is constructed
each year in the FLISP-market and the government promised to bring this to 30.000 units. But
because of the rise of fuel prices, interest rates and the current credit crises this number is not
reached (Interview Kecia Rust). However a production of 132.000 per year is needed to solve the
problem (Coovadia, 2006).
"Vel}' little new development, especially in respect of the middle lncome target, has happened
in recent years. The biggest problem here is that housing is not real/y available for the mlddie
income househokJs. There are a tew resale market houses but marginar (Rust 2006).

There is hardly development of housing tor the people in the middle income market There are
many problems that are negatively influencing the development process of new residents tor
people in this target market In chapter 10 these problems are summed up. In appendix 4, 5, 6
and 7 more intermation can be read about the problems in the housing sector.
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6. 1

Affordable housing
In many countries the term affordable housing can be applied to public sector and private sector
efforts to help the middle income group to purchase a home. South Africa is in an early stage to
realize affordable housing which is part of the reason why affordable housing statistics are only
provided in national averages. No differentiation between 'new' and 'existing' houses is known
yet, there are no standards tor affordable housing and the existence of a resale market is
unknown.
Definition: The term affordable housing means that the rnonthly costs of a household fortheir
housing may not exceed 25 percent of the gross income of the household. The restrietion of
25 percent is necessary to ensure the other monthly expenses are met adequately from the
remaining household income and to avoid financial difficulties in the futura. Affordable housing
is housing that fit in the needs of the household paying a rent or bond of less than this
percentage a month. Affordable housing can be either rental or ownership.

In this research the people with a middle income in South Africa earning between R3.500 and
R12.000 per month are not able to live in a house that is affordable tor them. There are no
houses where they can stay and have monthly expenses on housing between R875 and R2.500.
ABSA Bank describes affordable housing as houses between 40 and 80 square meters and
costing less than R265.000 (ABSA, 2007). Because of inflation, affordable housing prices are
growing every year.
For people with a middle income housing is the largest investment one's lifetime. For the
households it is important that the asset 18 of the house keeps its value, but it is also important tor
economie growth of a country, the development of human settlements and job creation.

6.2

Sustainable urban development in South Africa
Sustainability has become an increasingly important element to be considered in the planning of
urban areas. Although it is central in the consideration of cities, tor some reason it has received
less attention in the development of neighborhoods. (Choguill, 2007) Sustainability is generally
referred to the three P's which stands tor People, Planet and Profit In the sense of affordable
housing sustainability can mean various things, not excluding that they can contradiet each other.
This chapter will clarify what sustainability stands for in this research.
18

In appendix 7 an e/aborate document about the importance of housing as an asset is added.
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General definition of sustainable urban development
Generally sustainability (People, Planet and Profit) is the term used to describe an
environmentally responsible way of development by reducing the negative impact of pollution,
continued growing traffic flows and scarcity of space. Also it contains increasing demands for
sound public health and robust ecosystems while simultaneously meeting the needs of current
users and respecting the needs of future generations. Sustainable urban development refers
to the quality of new urban projects in the urban environment. The combination between the
social, economical and environmental component of sustainability represents a viabie
development for bearable neighborhoods with equitable chances tor the population. (DHV,
2008) A house has been recognized as an influential factor that contributes to sustainability
and the health of the livlna environment. CMüller-Warrens. 2001 l
Sustainability can be divided into three main directions. Tagether they are the basis of
sustainable development. These directlans are:
•
•

People, also mentioned as social sustainability.
Planet, also mentioned as environmental sustainability.

•

Profit, also mentioned as economical sustainability.

In housing environmental sustainability refers to the durable use of energy and recourses, waste
management and the care tor nature and requires judicious and informed management. For this
research this refers to quality of the urban environment in speeltic urban zones, such as city
centers, public transport hubs, industrial estates, urban renewal quarters and new housing
developments. In the development of urban area's space, energy, services and utilities should by
used efficiently, therefore awareness among citizens and business, communities is needed. This
growing market is supported by new internationallegalization and declarations like the Kyoto and
Bali conventlans (DHV, 2008; Boley, 2006).
In tigure 9 these topics are shown tagether with their internal conneetlans tor sustainable urban
development. The Netherlands ministry of Housing, Spatlal Planning and Environment (VROM)
focuses on six key aspects to realize the development of sustainable neighborhoods. They are
also shown in the figure.
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Figure 9 - A model of sustainable urban development
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Using the six aspects of the Netherlands ministry of Housing, Spatial Planning and Environment,
a more practical approach to sustainable housing is given.
•

Sustainable housing and efficient use of energy. Taking into account the citizens' demands
and needs gives a view what is needed to be produced. The efficient use of recourses, house
maintenance and waste management, the quality of the building and the awareness of
residents to besparing with recourses, can realize this. (Boley, 2006).

•

The attitude of residents to sustainable housing . The residents need to be aware what the
issues of sustainability are and they should be willing to attribute to it.

•

The improvement of health aspects. Home security, shelter and adequate services are health
aspects. A near medica! clinic and pharmacy as well.
The livability of the neighborhood and value development. Secure land tenure, no crime, a
healthy neighborhood and the availability of economie chances are elements that encourage
families to invest into upgrading their plots and diversify their use. This gives them proteetion
against possible evictions and provides them with an asset that may serve as a guarantee in
certain markets (Boley, 2006).

•

•

Construction regulations. There should be clear quality targets tor construction.

•

Cooperation based on results. A quality mark is needed for houses build. A building team is
ready and should get paid after a set quality target is reached.

The combination of people, planet and profit together with the aspects for sustainable urban
development is an approach to realize sustainable development in South Africa. Sustainable
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housing refers to the development of sustainable residential communities tor the people in South
Africa. This means that the social, economical and environmental characteristics of the
community are generating a livable neighborhood. In the textbox the definition of the South
African government towards sustainable urban development in South Africa is shown.
Sustainable urban development In South Afrlca
Sustainable housing is the establishment and maintenance of habitable and sustainable
public and private residential environments. In these environments viabie households and
communities are ensured in areas allowing convenient access to economie opportunities, and
to health, educational and social amenities. In these areas all citizens and permanent
residents of the Republic of South Africa will, on a progressive basis, have access to:
•
•

6.3

Permanent residential structures with secure tenures, ensuring internal and external
privacy and providing adequate proteetion against the elements; and
Basic servlees lke potable water, sewage and electrlcity. (RSA, 2000)

Relevanee of sustainable urban development
Regarding the problems for the households with a middle income, the housing sector is not
affordable and sustainable in South Africa. By the lack of housing the community has limited
access to entrepreneurial options what keeps this group of right-minded participation in the
economy. As aresult of the segregation policy of the apartheids regime, different races are still
living apart trom each other and the gap in inequality does not derive yet.
Because people do not live in the house that fits their needs, they do not take care of it. This
results in bad conditioned houses caused by the lack of maintenance and the garbage is spread
over the garden. To create a sustainable environment in South Africa people need to have a
chance to live in the houses that fit in their needs. They need to be able to use transport, their
houses should be properly serviced, they have to teel save in their environment, they have to
have job opportunities or other entrepreneurial options and social help for who needs it, et cetera.
To realize sustainable housing initiators should concentrata on solving the problems of the
majority of urban populations in ways that make use of their own creativity and involve them in
decision-making (Boley, 2006) but current information available on sustainable housing does not
address the specific needs of the households with a middle income (Müller-Warrens, 2001 ).
The challenge is in finding creative and sustainable solutions in providlng affordable housing
tor the South African population. Decent shelter constitutes a major investment and oonfers
statusofits owner, and in many cases creates places of work (Turner, 1976).
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7. 1

lmplementation of Breaking New Ground
Cosmo City is a housing project initiated by the national government and the city of
Johannesburg that started in 2004 as an example of the Breaking New Ground policy. The keyitems of the housing policy are implemented in the housing project about 25 kilometers northwest
of Johannesburg. This chapter is a part of this research because it gives the practical
implementation of the breaking new ground policy of the government.
The national government is initiating these projects because of the 2014 target that no squatter
areas will remain in South Africa. Therefore the city of Johannesburg has set itself the goal of
completing 100.000 houses by 2011 and continues to develop the total amount of 450,000
houses which is short. In total there are 182 informal settlements around Johannesburg, with
some 350.000 people living in shacks. (City of Johannesburg, 2008)
Figure 10 - One of the in forma/ settlements near Johannesburg

Formalizing settlements involves registering the properties, naming streets, and putting in
services. Settiement dweilers will be given the land on which their dwelling has been erected,
along with title deeds, thus tormalizing their ownership. The City has made this goal more
manageable by means of a five-year plan, the Housing Master Plan. lt ensures that all informal
settlements will be formalized, and that hostels, originally created tor single, migrant men, will be
upgraded and transformed into family units.
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7.2

The Cosmo City Project
Cosmo City 19 is a mixed-use, integrated housing development made up of fully and partially
subsidized dwellings, rental apartments and bonded houses near Kya Sands in northern
Gauteng. The Department of Housing currently provides subsidies tor the construction and
servicing of 12.300 units (www.infosouthafrica.com). Cosmo City provides tour different types of
housing:
•

5.000 fully subsidized units of 32m 2 on a plot of 250m2 • These units are available tor people
earning less than R3.500 a month and are a part of the ROP-program. The new accupants
were living in informal settlements near Cosmo City.

•

3.000 partially subsidized units of 60m 2 • These units are part of the FLISP and are meant tor
people earning between R1.500 and R7.000 a month.

•

3.300 affordable housing units. People with a middle income can purchase a house. This is
housing within the financial sector charter or without governmental help when the household
income of the purchaser exceeds R9.080 per month. The affordable housing units are fully
bonded houses to be sold on the open market and costs between R275.000 to 675.000.

•

1.000 units in flats. These units will be developed by social housing institutions to cover the
subsidized rental market tor people with an income between R1.500 and R7.500.
(City of Johannesburg, 2005)
Figure 11 - An overview of the affordable housing units in project Cosmo City
----------------~

Cosmo City covers an area of about 1.200 hectares and is a Greenfield 20 project. About 15% of
the area, or 50 hectares, has been earmarked tor parks. There will be a park within a 1a-minute
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In appendix 8 more information about Cosmo City can be found than mentioned in this chapter.

20

A greenfield project is a project that is buildon new ground that was not used befare or tor agricu/ture.
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walking distance of any given point. Some 230 hectares of fenced-off conservation areas will form
a green corridor. All roads will be tarred and have lighting. lnformal trading will be allowed in
demarcated trading areas, which will have proper marketplaces. The development will also have
twelve schools, clinics, libraries, a police station, 40 churches, sports fields, a public swimming
pool, taxi ranks, markets, shopping centers, business nodes, petrol stations and an industrial site
on the Kya Sand border. Commercial and industrial sites, churches and other sites will be soldon
the open market and the Department of Education will pay the bill for school development. The
development costs of housing units will be borne by Codevco, the Cosmo City developers. In
tigure 12 the location of Cosmo City is given.
Figure 12 - The /ocation of project area of Cosmo City

The project is being coordinated by the Gauteng provincial government and the City of
Johannesburg. lt comes with a R2-billion price tag, with funding trom the private sector and
government. The work began at the end of 2004 and it is called an ideal mixed development, with
nearby economie opportunities by the initiators of the project. In a mixed income area people with
a middle income can help the people in a lower income group. Sustainable communities can
develop when those who earn better salaries are able to create jobs for the unemployed. The
mixed housing for the mixed income groups creates a nicer environment by the diversity of
houses and gives people the possibility to identify themselves with their house. The presence of
trees, gardens and parks makes the place look friendlier. Safety is given by building high walls
around the houses.
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To realize the projects the developers knew that community participation is essential for the
success of the development. The community was engaged via workshops, public notice boards,
advertisements and personal notification processes. The design proposal accommodated the
community's comments. On completion, the population of Cosmo City is expected to be between
65.000 and 70.000 people, according to a report compiled by the City's department of
development planning and urban management.
Now Cosmo City is expected to be completed in September 2009, new developments for projects
are initiated. The new Cosmo City will be Chief Albert Luthuli Housing Park and is projected in the
east of Johannesburg near Benoni. 10.300 houses will be built over the next three years (from
2007), with the bonded houses expected to cost between R180.000 and R300.000.

7.3

Challenges
Many beneficiaries of subsidized housing who moved to Cosmo City operate businesses from
21
their homes as their only income. These businesses range from spaza shops to crèches, and
even butcheries and taverns. According to the department of development planning and urban
management report, these businesses do not comply with the town planning scheme and related
by-laws, and cause unnecessary crime, noise and other disturbances. Residents are also
concerned when shacks are built. They feel that when people settie illegally they engage in
crimina! activities and the crime level in the area rises. The government wants visitors to see the
beautiful houses. That is not possible if someone has got a cellular container right in front of the
house. In some instances people spray paint their walls to market their spaza shops. Because
Cosmo City is a new area and not provided with an own police force, people are very concerned
with crime.

7.4

Affordable and sustainable IJousing
Regarding the 3.300 houses build for the middle income group, the cheapest house casts
22
approximately R275.000. Out of the theoretica! research is shown that a house of this price is
only affordable for the upper end in the middle income group. For the people earning between
R3.500 and R12.000 per month there are no houses constructed. However the cheapest houses
in Cosmo City what is available now is not in the range of prices between R275.000 and
R675.000, but the price range changed into R400.000 to R1.000.000. People who want to

21

A spaza shop is the South Atrican name tor an intormal business usually run trom home. They serve as
convenience shops and se/I smal/ household items.
22
This can be tound in chapter 4.5.
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purchase the cheapest house, with a twenty year bond and a present interest rate of 15.5
percent, should earn at least R17.500 a month to be able to pay for the home loan.
During a site visit different measures where found that enables the residents of Cosmo City to live
in a sustainable environment. The availability of services, the condition of the houses, the mixture
of the housing project, the infrastructure of the project and the parks seems developed according
to the aims of the initiators of the project. The first signs out of the community that a sustainable
society is developing can be seen in the people who are taking care of their houses and gardens
and garbage is removed.
In the prevention of backyard shacks and other kinds of informal housing, Cosmo City looks
structured and clean. Cosmo City however does have a large attraction for people not in the
possession of proper housing. Around the city informal settlements are created by this attraction.
This Cosmo City is a part of this research to show that the theory about the development of a city
for a mixed population is different than the practice. The Breaking New Ground policy of the
National Department of Housing seems to be a clear policy and in many views this policy is well
implemenled in a practical situation as Cosmo City. The topics combating crime, promoting social
cohesion, improving the quality of life of the poor and the speed of the development seemed to be
in order. The problem of the gap-market, inefficient land use, locations far trom economical
opportunities and levering growth in the economy however are still problems in project Cosmo
City.
There must be another way to realize housing projects that add value to the public sector, the
private sector and especially the population itself that is not able to find a house that fit their
needs and affordability. Therefore this research tries to contribute to this problem. In a business
concept to develop housing in South Africa this research tries to realize a part of another solution.
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8. 1

Housing development
There are three parties who are able to start a housing initiative. This could be the public sector,
the private sector and consumers. Because South Africa has a liberal constitution, the
government prefers not to interfere in the middle income housing sector and they are only
focusing on the lower income group. For the private sector, the middle income group is nat
interesting based on risk and profit that they can make in this income group. The size of the
middle income group is interesting. The consumers are organizing themselves on a smal! scale at
the moment in South Africa to initiate housing projects (interview Jennifer Mirembe) . New housing
development, the development of property or real estate is based on three main actars in the
process:

8.2

•

The consumer sector: in this research the starter households in the market

•

The public sector: National, provincial and local governments and governmental related

•

organ izations
The private sector: Banks, developers, suppliers, contractors, et cetera

The starter households in the market
23

This research will focus on the middle income group . This target group is chosen tor this
research because it is a vulnerable group, although the group is important tor the country. The
people with a high income can take care of themselves and the low income market is in need tor
help, but is already taken care of the South African government.
A characteristic that shows the development of an emerging economy is the growth of a group
with a middle income (Unilever, 2007). This group has an important role in a country tor the
sustainable development of a country. Three reasans tor this are:
•

This group of middle income earners farms a bridge between the rich and the poor in a
country. They are an example for people with a low income and can grow to the high income
group. The gap between the rich and the poor can be made smaller by the growth of this
group of households with a middle income.

•

The growth of the group of households with a middle income is important for a sustainable
economy in the country. When the group of middle income households gained an economie
position in the country, they are able to pay taxes and to be active on the consumer market

23

Other income groups are mentioned in appendix 9.
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•

These economical activities results in new jobs that enables the possibility tor low income
groups to grow.
Social and economical development is only possible with a stabie democracy and the
development of the group of middle income households can establish a stabie democracy.

This middle income group is not a homogenous group. In tigure 13 the middle income group is
divided into different sub-groups. Within this group of middle income earners a group of starters
on the housing market can be defined. lt is a group of households who are looking tor entry-level
housing on the housing market that fit in their affordability level. Starters are new on the private
housing market and do not have a stabie economie position in the country yet, because they are
stuckin a semi-optimal place24 to live. They did not purchase their own house before and are not
having a housing assee 5 yet. Their problem is that they can not afford a mortgage tor a house
that fit their needs, what makes them a vulnerable group within the middle income group.
Figure 13 - Sub-groups in the middle income market
About 3 million households

More than 650.000 households

This research will focus on starters who are looking tor a house tor ownership. At the moment
they are living in a semi-optimal place and are looking tor sustainable housingin a house that fit
their needs and affordability. This group is vulnerable on the private housing market and is
different in characteristics trom other income groups because of their affordability, education and
employment. Therefore this group has different needs and constraints than other groups have.

24

With the word semi-optima/ is meant that these househo/ds are living in informal settlements or RDPhousing, bad-conditioned houses, with family or friends, or far away trom their work.
25
The group living in RDP-housing but with a middle income does have a housing asset and should part of
the target group. There are more reasans that they are not moving up to housing tor people with a middle
income although they should. In appendix 9 more information about this problem is written although this
research wil/ not look closer to it.
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8.3

The pub/ie sector
After a review on the housing policy in 2004 the government decided to focus on the development
of sustainable communities in their policy Breaking New Ground. Since that time a lot of policies
were developed going beyond the department of housing. Communication between departments
is more important than ever. These departments are for example the housing department, the
water department, the transport department, et cetera. The department of housing itself is looking
to ideal housing location, building techniques, design, layout, orientation, parks and open space
to make is more sustainable. This is both a community and governmental initiative (interview with
Namso L. Baliso).
Pfactically the government stayed focused on low-cost housing production, partly influenced by
the reduced delivery by the private sector. The government stated that the private sector should
take care of other housing market segments (interview with NamsoL Baliso).
Many mainstream housing finance providers overlooked or actively avoided the low and middle
income market, while others interacted with it in a fairly narrow product range. Therefore the
government started up the Financial Sector Charter in 2004 to force business and employers to
invest in low and middle household incomes. The Finance Sector Charter (FSC) and afterwards
the Finance Linked Subsidy Program (FLISP) were developed by the banks and government.
They agreed to split the risk in mortgage bands for these income groups. "These policies did not
really work because in this case funding is not the problem but there are no houses in stock.
There is nousein having a loan without the opportunity to buy a house." (Interview Kecia Rust)
When the government (in 2004) found out that the middle income market became distra~ed
this did not result in a policy change. After setting up the FLISP and FSC the government did
not interfere in this market again because of the liberal constitution of the country. Although it
is important not to distract the housing market by intertering in it, a housing market is too
important tor the countries' economy for the government not to regulate it (Sachs, 2007;
interview wbh Luanna Wemerl.
The problem is that there is no sufficient regulation. The private market is manipulating the
market and creating an even bigger problem to the state 26 • As a reaction the government is
pointing to responsibility so the private market will look to the social aspects of development as
well. This is on own initiative and not regulated by law. Cooperating with the government is a sign
of good will. lt is not legally bonded, but the different stakeholders are trying to help each other in
a project with their own expertise. The Financial Sector Charter is an example of this cooperation
(interview with Luanne Werner).
26

In appendix 10 is an explanation given about this manipulating and what the government is doing about
the situation at the market.
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An important issue in developing a housing policy tor South Africa is the question of how
marketing risk is to be handled. In short the issue here is who should bear the risk of selling the
affordable units tor the middle income segment: the private sector developer or the government
The issue is particularly pertinent if government imposes a mandatory quota of starter houses per
project and also specifies standards for affordable housing which may affect price and hence
marketing. One approach would be tor government to buy the units trom the developer (at cost or
an agreed profit) and then take responsibility tor the marketing of the properties (and make
arrangements tor their subsequent management). Because the percentage of starter units is not
too high, it might be reasanabie tor developers to take this risk. Once the proportion of affordable
units goes beyond this level, other arrangements may need to be made to deal with marketing
risk (Smit, 2005).
The (national) government is facing a lack of skilis and capacity within the organization. They are
trying to solve the problem with scholarships, promoting the government as employer and the
exchange of international experts (Interview with Namso L Baliso).

8.4

The private sector

The private market can operate tree in the housing market above the househeld income of
R3.500 per month. The government predicted that the private sector would be able to make the
backlog in this part of the housing market smaller.
Commercial banks encounter difficulties to extend loans in the affordable housing market despite
supporting initiatives by the ~~overnment There is a lack of knowledge on the borrowing behavior
and preferences and experiences of low and middle income households in accessing housing
finance trom the commercial banking sector. Recently banks started to provide accurate statistics
about the low and middle income housing sector, but still there is a lack of data to support critica!
analysis of the nature and extent of the credit problems experienced by households and banks on
the housing market (Pillay and Naudé, 2006)
Needed is optimization and modification of existing mortgage products and their associated
processes to align with the needs and risk profile of the different housing markets. At a higher
level, banks also need to engage productively with government to demonstrata clearly if and
where additional non-commercial interventions are required in order to enhance access to
housing finance on the target market (Melzer, 2006) Even if optimized mortgage products are
unlikely to meet the needs of the majority of households. Thus, the development or support of
non-mortgage housing finance products, specifically incremental housing loans, is also required if
access to housing finance is to be enhanced in the low and middle income housing market
(Melzer, 2006)
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"The providers of long-term individual mortgage loans are, today, essentially the ltuge A 1
commercial banks. The fending practices of these banks with traditional credit criteria app/ied
tor higher income housing sector have resulted in significant gaps in the end-user financing of
entry-leve/ and lower-income housing sector. • (Nell et al, 2005)

Besides all the other financial products and loans of banks, housing loans are the only key
category to show a decline in penetratien year after year. There are positive signs tor the housing
loan industry with an increasing number of people percaiving their home as growing investments
and a growth in numbers of people considering to move up the proparty chain. (FinMark Trust,
2007)
To help the starters, the financial institutions could develop specific services such as mortgage
products and loans tor the market Developers can develop starter housing concepts that fit in the
demand to this type of housing and create sustainable neighborhoods tor the starter households
with a differentiation in housing types. The aim is to lower the monthly costs and enable housing
finance. Forthese types of developments knowledge about this market segment is needed. Next
to the measures done by the private sector, the public sector and eensurners have to support
these measures to share risk.
Financial constraints are not the only constraints in the private sector. There is a large number of
building projects going on in South Africa. The construction companies have their hands tuil on
the projects tor the World Championships of Soccer in 201 0 and the projects as a matter of the
economical growth of South Africa. Next to these influences there is a lack of capacity in building
skilis and machinery. Further investigation to this problem is needed, but it seems that finding a
salution tor the housing problem is not only finding a salution in the financial sector, it is also a
matter of investment in relating sectors such as in education, employment and machinery in the
building industry.

8.5

Actor analyses
Within urban development co-operation between the different actars is inevitable. The market
mechanism (Vries & Schröder, 1993) in tigure 14 is combined with the relationships between the
different actars in the development process. The KEI-centre 27 (2008) developed this model that
elaborated the relationships to urban development. The tigure shows the possible relationships
between the actars and the contracts that result trom these relationships.

27

The KEI-Centre is a Dutch institute to gather knowledge about urban renewal topics.
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Figure 14 - Co-operation between actors in property development
( Competltlon In the houslng market )
Private secfot

(Vries & Schröder, 1993;

KEI centre, 2008)
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The model in the tigure shows the following aspectsof market mechanisms:
• Competltion in the housing market Because of the lack of capacity in the market, there is
hardly competition in the market This does not force developers to specialize in certain
markets. Competition in the housing market diracts to new trends of professionalizing in the
market what results in new concept development (Drenth , 2006).
• Governmental reg ulations. South Africa has a system of urban zoning plans where they
point out locations for development of residential neighborhoods. In these plans they also
mention maximum building heights and percentages of low- and middle income housing. But
there are no regulations for developers to develop middle income housing, so the government
is not able to control the market Therefore the middle income market will have no central role
in the housing market, because developers are not toreed to move into this market
• Needs and demands of the consumer. In a market based on consumer demand the wishes
and needs of the consumers should fulfill a central role. To develop specific concepts fora
certain market customer requirements can be within reach of the developer.
From the viewpoint of the developer three main relationships can be mentioned (Bioks, 2008) :
• Co-operation with residents and consumers. Residents can be, tagether with a market
participant, owner of a building. In this kind of co-operation the residents are responsible and
involved in the project. This will have positive influences on the sustainability of a community.
• Co-operatlon with institutions and market participants. When bath parties have a
common purpose in a project, they can farm a strategie alliance.
• Co-operation with the government. The co-operation between the government and private
companies can be named 'Public-Private-Partnerships' (PPP). The aim of this co-operation is
to realize commercial and communal goals. In South Africa this partnership is known ,
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however the Gautrain project8 is the first large PPP-project since the elections of 1994 so
there is nota lot of experience available.
The government is hardly regulating the market so there is no control over the private market and
over the fact that this private market has problems in developing products for the target group.
The target group itself is inexperienced on the housing market In total there are quite a few
constraints in the market which need to be solved to be able to develop a model to make starter
housing development possible. Change in this situation is needed, because housing prices are
still rising and the lack of housing for households with a middle income is still growing. The
problem will only get worse.
The government can regulate the housing market, the private sector can develop specific
products for the market and the middle income households can give insight in their needs. In
table 1 this is summed up in a scheme.
Table 1- Scheme with key-characteristics from the actor analyses
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-~~" -'- ~

Starter
households

Demand

Public
sector

Regulation

Private
sector

Supply
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that fit their needs

To purchase or rent
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Building regulations for
sustainable
urban
development
Risk-bearing investor in
real estate

Regulation of urban
development and
housing stock
Continuity of the
company and profit

~

Diverse
policies

housing

Develop products
for the market

The gautrain project is a rapid train conneetion between Tambo International Airport, Johannesburg and
Pretoria (www.gautrain.co.za). The first part of the construction work wil/ be finished befare June 2010.
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Starter housing concepts
This chapter presents in more detail a closer look at the starter housing market in South Africa
and how starter housing internationally is adopted.

9. 1

Starter housing in South Africa
Definition of a house tor a starter. Housing for starters is defined in the category above
RDP-housing. The floor area is normally between 40m2 and 80m2, the minimum slze of a
small house. The house should cost less than R265.000 according to 2007 standards.
Because of the high interest rate households with an R12.000 income are able to afford this
R265.000. In this research's calculations, the restrietion on housing expenses is 25% of the
income. Starters have different demands in housing. Some define their house as one with two
bedrooms, a kitchen, a bathroom and a living and dining area others just need a studio In a
flat This depends on househokt size, age, employment, income and personal taste.

The price of a single unit is depending on different factors such as location, building height,
building type, size, use of materials, et cetera. An optima! mixture between these factors can
enable a salution tor an affordable unit with correct quality standards29 •

In South Africa a project tor starters does not exist yet. A project in South Africa that is
camparabie with starter housing is being constructed during this research in Johannesburg. The
project is a social housing project30 and initiated by Joshco 31 and the municipality of
29

In appendix 10 a summary of different building types is given.

30

Social housing focuses on rental housing tor the income group between R1.500 and R7.500. A part of this

target group is camparabie with starter housing.
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Johannesburg. The project is called brickfields and has the size of a housing block shown in
figure 15.

9.2

The need fora business concept
logether the public sector, private sector and starter households are able to find a salution for the
current situation . To achieve this , there is pressure on all players to find innovative ways of
keeping housing casts down, funding and using alternative technology and developing innovative
financing products for affordable housing (RSA, 2006) . To initiate starter housing on the housing
market in South Africa a business concept is needed to position the product into the market.
Marketing research is needed to find out what the needs are of a certain target group. Afterwards
a concept for the product can be developed that fits in the need of the target group. After testing
the feasibility of the business concept the next step wil! be the start of the implementation . This
research faces the housing problem for starters the same way. After analyzing the starter market,
a business concept for the target group will be made.
Three themes are important in the development of a sustainable human settiement and in this
research for a place for starters. These themes are live, work and play (Verweij, 2008). Below
these themes are explained :
•

Live. Residential units are needed for people living alone, couples who are living tagether and

families with children . Because of the variety in households a mixture in social background
can develop. This is one of the targets in the Breaking New Ground Policy.
•

•

Work. Starters are normally employed, so near a housing development for the starters

economie opportunities should be available. This shortens traveling time and transport casts
between home and worl~. In South Africa already big problems exist with traffic jams in the
morning and evening . Office space, retail , industry and grocery stores are needed for
employment, but also to purchase products.
Play. All activities that starters can do in their spare time are preterred near their houses.
Sport facilities, leisure facilities , shopping facilities, spiritual facilities , educational facilities,
cultural facilities and communal facilities are needed in the close environment of a
development. These facilities keep the residents happy and healthy.

The development of starter housing is more than only building houses. The starter market is part
of a dynamic lifestyle. A concept that is able to integrate these themes can be successful. Being a
starter in the market means a few things. Starters begin building up a housing asset, but they can
not afford luxury. The starters are economically active and a place for living near working
opportunities is desirable. Regarding the jobs the ideal place for living is in urban locations.
31
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Regarding to land prices the development of starter housing will be medium and high rise
building. This has a few advantages :
•

lt is a reaction against suburban growth and urban sprawl.

•

The use of limited resources of land and finance can be optimized.

•

Casts of infrastructure and other services can be reduced.

•

Concentrating population results in greater viability of public transport, amenities and facilities.

•

Traveling time and expense can be reduced and private traffic can be cut down.

•

More land remains for open space. (Pienaar, 2008)

Creating a concept for the starters market, the developers should adapt to the lifestyle of the
tuturistic residents. Concepts with a combination of condominium and rental, with a mix of
functions in the neighborhood, with local economical options, focused on middle income demands
and needs can be successful. For structural development of a business concept Tinge (2003) has
a model that divides the development process in different phases shown in tigure 16. After every
step is a go or no go moment to control the process.
Figure 16 - Phases in the process tor new product development (Tinge, 2003)
Concept
phase

Product
planning

(Tinge, 2003)

•

ldea phase: There is a certain demand tor affordable and sustainable starter housing.

•

Market exploration : A market research to the opportunities and constraints in the market to
develop starter housing.
Product planning : The development of a business concept to imprave the performance in
affordable and sustainable starter housing in the middle income group.
Detailed development: The business concept will be worked out in detail. In agreement of
the stakeholders involved.
Testing and evaluation : The business case will be tested and evaluated. Depending on the
risk to implament the starter concept, a go or no go decision will be made. A no go means
stopping the project or adjusting the concept.
Market introduction: The starter concept is introduced in the market

•
•
•

•
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This research focuses on the first three steps. The generic model and business case will be the
final productsof this research. In chapter thirteen this business concept can be found.

9.3

Starter housing international
Many solutions are developed tor low- and middle income earners in the world. Mechanisms
differ, but there are also characteristics they have in common. Private and public parties are
always involved in the process. Public parties are in all cases developing regulations tor the
housing market And there always is discussion about finance. In appendix 10 starter housing
concepts in different countries are worked out. The five examples given are in the United
Kingdom, the Netherlands, Malaysia, Australia and China. In these countries the low and middleincome residents are helped within different housing policies. There are ditterences in
implementation, but in all countries subsidies are available to keep the prices of low- and middle
income housing affordable.
The level of regulations on the housing market differs in the countries. In the United Kingdom, the
Netherlands and Malaysia the regulations made by the national government are elaborate. In
Australia and China the regulations are less elaborated. Also the level of private market
participation is different in the countries. In China and Malaysia the private market is active in lowand middle income housing development. On a large scale new projects tor this target group are
developed in these two countries. In Australia and the Netherlands development of housing tor
the target group by private developers has a more cooperative approach between the public and
private partners. In the United Kingdom the initiative is on the site of the government. Their
change trom governmental initiative to private initiative generatas some complications. A
relationship between the governmental regulations of the market and the level of private party
participation in the process is put in a basic model in tigure 17.
Figure 17 - Relation between regu/ations and market participation in different countries
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Part D - From constraint to opportunity
10

Constraints in starter housing development
In chapter 5 is mentioned that constraints hinder the development of starter housing. There are
23 constraints that can be summed up from chapter five to chapter nine. More constraints can be
described, but more elaborate research is needed then. These constraints are all related to the
problem that starters in the housing market are not able to live in entry-level housing that fit their
needs and affordability. Within this list of constraints a few are a cause of this fact and some are
more an effect of this fact.
In this chapter this research wants to structure the constraints to see in what kind of perspectives
the constraints can be seen. The method of STEEPLE is used for this. STEEPLE stands for
social, technica!, environmental, economical, politica!, legal and ethical aspects. The result of this
analysis is not very survey-able. With the use of the lshikawa-model the constraints are visualized
in a tigure that looks like a fish-bone.
Now that the constraints are structured this research wants to find out what constraints are more
important than the other ones. Therefore the ranking principles of the Porras-method are used. In
a kind of flowchart the constraints are linked to each other. The constraint that is only a cause of
a problem and is no effect of another constraint will be the main constraint of this research. To
solve the problem of the main constraint, the Porras-method assumes that the size of the
remaining problem decreases. At the end of this research, one of the constraints will be used to
find a solution for the housing problem of starter households.

10. 1 Methodology
The constraints found in this research are structured according to the principles of STEEPLE.
This analyzing technique approaches a problem from seven different categories. Using these
categories a broad spectrum of constraints can be structured. The STEEPLE analyzes for this
research focuses on the lack of housing development for starters as described in chapter 8. In
table 2 the categories and the perspective for this research are shown.
Table 2- Theseven categoriesof the STEEPLE analyses and their perspectives
The social-economical problems influencing housing and vise versa.
The physical aspects in housing and housing development.

EconomlcaJ.
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Environmental

Sustainable use of scarce resources.

Politica!
Legal

Politica! statements how the housing market should function.
legislation provided by the government to control the quality in the market

EthicaI

lllicit actions in the housing market

The lshikawa model is used to put the amount of constraints in this research in a survey-able
model. The lshikawa model is an example of a cause-and-effect diagram shown in tigure 18. The
aim of the lshikawa method is to find with a survey-able and visual approach a broad amount of
causes tor a certain problem (the effect) so all causes will be analyzed before well-considered
decisions can be made. (Blokhuis & Gassel, 2005)
With the use of the Porras-method the main cause out of all the causes will be found. With this
method the relations between the constraints within a problem are mapped. This method
continues the research were the lshikawa model stops. At first the relationship between the
considered constraints is worked out in a table. Afterwards the considered constraints are ranked
in importance in a diagram to visualize the table. This ranking process is done in maasure of a
constraints are more or less a cause or effect of another constraint. The main constraints will end
up at the top of the diagram and will be used tor further research.
Figure 18- The lshikawa model in combination with STEEPLE categories

(Blokhuis & Gassel, 2005)

10.2

Cause

Effect

Constraints sorted by the STEEPLE analyses
Starters in the housing market have limited access to housing that fit their needs and affordability.
They are hindered to live in sustainable human settlements where they can develop themselves.
The constraints of the research are put in the lshikawa model shown in tigure 19. The elaborate
description of the constraints can be found in appendix 12.
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Figure 19 - /shikawa model for the prob/ems of the starters in the housing market
Topic

Cause

•

People are not wllling to move up the houslng
ladder.
Starters lack finanaal understanding.
People are living In undesirable situations.
The popuiatien is dysfunctional because of
social problems.
Urban growth.

•
•

Lack of environmental understanding.
Lack of urban planning.

•
•
•
•

•
•
•

There is a lack af building capacity.
There is a lack af sustainable human settlements.
There is no quality frameworkin construction.

•
•
•
•
•

The housing malilet is distracted.
The price of a house Is lncreasing.
The price of land Is lncreaslng.
Lack of information about the starter market
The private sector is moving away frorn lhe starter
mar11et.
Much af the housing asset is lost.
People can notgat a mortgage tor a house.

•
•

•
•
•

No voice tor the starters.
Lack of govemmental capacity.
Housing and land are politica! sensitive
subjects.

Effect

Problem

10.3

Constraints analyzed by the Porras methad
The list of constraints of the lshikawa model in tigure 19 is used tor the Porras analyses. These
23 constraints are first put in a matrix to find their mutual relationships. Because this matrix is not
survey-able, the constraints are ranked in a diagram. The table and diagram belonging to Porras
analyses can be found in appendix 13. The results of the Porras analyses are described below.
There are three constrai nts ranked as main cause of the tact that starters have limited access to
sustainable housing that fit their needs and affordability. These are named the first ranked
constraints and are shown in tigure 20. These first ranked constraints are:
•

The population is dysfunctional because of social problems.

•

Urban growth.

•

Lack of governmental capacity.
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Figure 20 - Ranked constraints as result of the porras analyses
Porras analyses
First ranked problems

Second ranked problems

Tilere Is alack In
building~.

The Master Construction Management and Engineering is a combination between the themes
business engineering and construction. However recognizing major social and politica! problems
is an aspect of the study finding solutions tor these topics is not one of its fieldsof research. That
is why this research will continue to focus on the second ranked problems in the technica!
category of the STEEPLE analyses.
This research will not focus on the lack in building capacity and not on a quality framework in
construction as well, however a salution tor these constraints should be found befare sustainable
human settlements tor starterscan be developed.
This research should contribute to the development of sustainable human setttements for
starters in South Africa that can afford.
All the constraints in tigure 20 are putting a large pressure on the housing market For finding a
salution tor the starters the first ranked problems are accepted and put aside. This enables this
research to start somewhere in the field of problems to contribute to sustainable human
settlements tor starters.
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Opportunities for starter housing development
As already seen in the list of constraints in the previous chapter there are many factors of
influence in housing development. Because of the diversity of constraints there will be no specific
salution for the problems but a combination of opportunities that do enable housing for starters.
This research assumes that the way that people are looking to housing development can and
should change, but also in aspects that are more related to building itself there could be a change
in mindset. The aim of this chapter is to provide a broad spectrum of possible solutions for the
development of sustainable human settlements. However this research focuses on a business
concept, these summed up factors are not less important for housing development.

11. 1 Sustainable human settlements as a private initiative
In most situations the public sector is the initiator of the development of cities. When the private
sector is the initiator the approach on the development will be different. The approach of the
private sector will be business like and this sector sees a housing development as an economie
entity.
Rudy Stroink, the diractor of TCN Proparty Development, is an advocate of the private sector
initiating housing development. ~ more flexible approach and more private initlatlve would
have resulted in more balsneed development" (Reede, 2007). The governmental interterenee
in the market is causing friction. The role of the government In urban development Is too big
and equilibrium is to be found for steady growth. Stroink says: 7he govemment deeldes
where the buses stop, who receives permits, where land is released, et cetera and has
become a multi-headed monster that Is tuming into an urban monopoHst. Everything is
govemed and planned on the basis of rislc management. We need to look for the tricky

balance between dreams and practical implementatlon' (Reede, 2007).

The economie entity will be self-containing and profitable with a long-term strategie focus on
sustainability of the neighborhood to maintain the value of the project. Self-containing means that
the residents can live in the area. They are able to meet their daily needs for food, leisure and
shopping but the area can attract other consumers as well. This also creates local employment.
Self-containing means the gavernanee of the area as well. The role of the government can be
minimal and the development can be seen as a company. In a private urban development the
public facilities are organized by a private organization.
lnternationally there are already residential projects provided by the private sector. Between
32
these examples there are a few similarities • The private cities are all developed in a certain
32

Examples of private sector initiated projects can be found in appendix 15.
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theme and the target group is defined in detail. These developments are produced for the higher
and luxury segment and not for low and middle income households. When starter housing is seen
as a theme of development it might be successful. Not only housing development but also the
infrastructure, services and facilities should be involved focused on this market
When private developers are convineed that such a development could be valuable for a long
time, there will be the incentives needed to start the development. With a minimal role of the
government the speed of the decision-making process can be fastened. A detailed business
concept with an estimated return on investment and long time profit will attract large investors.

11.2

Practical point of view on opportunities
The development of starter products is limited by different boundaries also mentioned in chapter
10. Different points of view and aspects can contribute to a successful concept forstarter housing
although the financial feasibility is the most important aspect (Strik, 2007). The KEI centre (2008)
gives advice to make a sustainable housing project for starters affordable. lnitiatives to improve
the performance of the starter market can be divided in tour categories. An optimal salution
between these tour categories can improve the performance of the starters market in South
33
Africa. The categories are (KEI centre, 2008) :
•

Constructional opportunities. The constructional opportunities are all opportunities in the

•

physical approach of a building. Options are to lower the costs of a project or to improve the
quality and functionality. In the physical construction value of a building can be created with
the smart use of space, materials, building processas and techniques.
Financial 01pportunities. Financial opportunities are available for developers and starters to

•

33

realize and maintain starter housing. This can be seen in two different ways: in project
development and in the financing mechanisms for future residents to be able to afford a
house of their own.
Rules and regulations. South Africa is a country with a liberal constitution and wants the
private market to operate without barriers. However a little regulation of a market is needed to
keep control so the market can not be abused. The amount of regulation can be discussed
because next to the advantages, regulating the market will distract the market as well, just like
what is happening with RDP-housing. Regulating the market means rising prices. Rules and
regulations mentioned can create more structure in the market lt results in the opportunity to
develop housing for every segment in the market and it torces the private market to focus on
more community groups.

More information about these categories and initiatives to imprave the performance of the starter housing
market can be found in appendix 15
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•

General opportunities. Next to the three points of view tor improving the performance of the
starter housing market, there are a tew general points that need attention to find an ideal
salution tor improving the performance of the housing market tor starters. These points can
be found in the environment of housing and are part of the components of a housing delivery
system (IHS, 2008).

These opportunities can be summarized in a model. In this model is visualized what the
opportunities are tor a housing delivery system tor sustainable housing tor starters that fit their
needs and affordability in South Africa. The majority of the topics mentioned are inevitable tor the
success of entry-level housing development tor starters. In tigure 21 the aspects of the different
opportunities are shown.

Figure 21 - Possib/e opportunities for entry-/evel housing deve/opment

lmprove education
Enebie aconomic chances
Community services (Public facilitias)
Municipal services (lnfrastructura)
Differantiation of housing and people
Centrat role tor startera
Developmant time must ba short

Owne,.hlp
Shared ownership
Equity share
Sectional tille
Low-cost dlscounted market sate
Alfordebie houslng for rent

Peraonnal finenee
Discount on lhe product
Speciel loan

Buy-.Jnder-praconditions
Profil sharlng
Colective private par1nerstlips
Govemmental subsidy
Land and building are disconneded
Flexible mortgage
Selt and buy back
lower lntarest rates

Project finenee
Subsidized development
Project extrapoleiion
Large-scale development
Long time exploitation

Build on a smaller plot
Spacity 1he product on buyers prevelences
Large scale housing development.
Prefabricated houslng tor standard elements
Use of modular building systems
Repelilive building or atandardization
Bulld medium or high density products
Reduce 1he siza of lha house and 1he luxury
Not too many requirements for archltectuna
Ablfity of easlly adjuttments
Long-term quallty

Govemmental guarantee fund
A clear and short frarnewortl of procedures
lnatitutions forstarter houalng
Legislation for starter houslng development
Extended policy for urban plan!Wlg
Starter houslng procedunaa
Proteetion for stakahoiden and nssidents

Prualng rneaturet
Governmenls daim requirements for land use
A systarn based on permits
Tax Incentivesforstarter houling
Stlmullltlng

meaaures

Direct subsld let
Decreaslng costs
Density bonuses
VAT reduction
Provide starter houslng on non-residentlalland
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)

Characteristics of a business initiative

12. 1 Introduetion
This research wants to contribute to the research tor the development of sustainable housing tor
starter households in South Africa. This group of households is not able to find a house that fit
their needs and affordability. In the analyses of this research is shown that this has various
reasons. One of them is the lack of development of sustainable human settlements tor starter
households. This chapter wants to add to a possible solution for the development of sustainable
human settlements tor starter households. As starting point there are two principles to mention:
•

The private sector as well as the public sector does not have the priority to develop housing
tor starter households in South Africa. The private sector is not interestad to invest in this

group because of the high risks and low profit in this market segment. The public sector is not
involved in this market because they do notwant to elaborate their subsidy system.
•

Starter households are an important group to invest in. This group can realize economie
stability and politica! stability. They form a bridge between the rich and poor in South Africa
and are an example tor the poor people in the country. This group is growing in size what
stimulates the South African economy.
'Cuffently entry-level housing does not fit in the economie incentives of the dtwelopers. That is
awkward, because there is a large growing middle income market'. (Unilever, 2007)

In business concepts for proparty development the participants involved are coming trom the
public sector, the private sector and the consumer sector. They have to move to each other to
make entry-level housing tor starters possible. This is possible in a project where these actors
can reach the following targets that results in a save bet situation.
•

The target group can to live in sustainable housing that fits their needs and affordability.

•

The public sector can fulfill their responsibility to provide housing tor vulnerable groups.

•

The private sector can make profit tor the continuality of their business.

Before the people can actually live in the houses they wish tor, the public sector tultilled in their
responsibility and the private sector makes profit a certain process will precede34 . Before that time
34

This is shown in tigure 16 in chapter nine: The phases in the process tor new product development.
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at least an analyses of the market, a business concept and a pilot project should be initialized to
make sure the development of housing tor starters will be successful. This chapter will focus on
the actars that are important that can make a business concept feasible.
Figure 22 - Aspects that influence the deve/opment of housing tor starter households
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Based on process innovation, the aspects that influence the development of housing tor starter
households are shown in tigure 22. There are different phases during the process to housing
developmene 5 . During these phases there are various participants involved. These actars are
involved in different decision levels in the process. They are needed to make the housing
development possible however these actars have an interest that influences the development
process. During the different phases to housing development factors and rules and regulations
are influencing the feasibility. For this chapter is important:
What is needed to start a successtuf housing development project lor starter households?
What aspects are responsible tor the value of a business concept for the development of
sustalnab/e housing tor starters In the housing market?

Housing development is a sensitive topic and a development according another system will take
time. In tigure 23 a model is shown how the process to housing development can look like and is
35
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This is shown in tigure 6 in chapter tour: The different phases in the process to housing development.
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divided into small process steps. This makes change easier to bear. In this model interests of
different actars are put in a vehicle to ensure all interests do justice. These interests will result in
the initiative to start a housing development. To realize the housing development all kinds of
alliances between stakeholders can be made dependent on the amount of influence and
responsibility a certain actor will have. In this chapter this tigure is explained. In the tigure the
numbers of the paragraph are added where more information can be found.
Figure 23 - A vehicle to enable sustainable housing tor starters
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12.2

The target market

12.2.1 Characteristics of the starters households
The target market tor this research is a group of households who are willing to participate on the
housing market in South Africa. These households want to purchase a house on this market on
the entry-level of the housing market, because they have a middle income. In this research this
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group is named the starter households. This group of starters is not a homogenous group. There
are ditterences in their employment, education, income, social status, development, et cetera.
The group of starters that is used for the business concept is the group of households who will be
part of the middle income group for a long time. They are employed and have jobs in the category
of clerks, administrators, assistants, bookkeepers, skilied workers in construction and relating
36
functions . This research assumes these starter households on the housing market have a joint
income between R3.500 and R12.000 per month and are living in a semi-optima! place to live
based on interviews with Ke!cia Rust, Michelle Essink, Gerard Vermeulen and Harmen Oostra.
This income group will change because of income growth and inflation.
In the past a lot went wrong with banks caused by the banks' resistance or by perception of the
market Therefore a lack of confidence in financial institutions exists. People are afraid and highly
suspicious of the institutions due to past experience. People think they do not qualify for a loan,
they do not know the principle of savings and they lack relevant intermation (Pillay and Naudé,
2006). When a persen is buying a financial product at a bank, this persen has to be educated
properly about the product. He needs to know what the importance of a housing asset is and
what the advantages and risks are.
In the reports of FinMark Trust and the South African Bureau for Marketing Research research is
37
done to the income and expenditure of the middle income group . Between 25% and 30% of
their income is spend on housing and househeld equipment. The starters have access to different
kinds of financial products, such as loans, savings, investments and insurance. An average of
one or two persons in a starter househeld is responsible for the househeld income. The average
size of a starter househeld differs between 3 and 4 people.

12.2.2 The needs of the starter households
People who qualify for starter housing are in general looking for a house on a location near
economie opportunities, shops, schools and other services and facilities. Often is this near the
center of urban areas. The starters need a place where they feel safe and with good amenities.
Most of the people are looking to a house with two bedrooms, a kitchen, a bathroom and a living
2
2
and dining area. The normal size of such house can be between 40m and 80m (ABSA Bank,
2008). lt is plausible that these requirements can be afforded by the majority because of the
intended price below R265.000. But for most of the middle income households this remains
unattainable. Among the target market it would appear that affordability is not the key obstacle
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In appendix 9 more in formation about the characteristics of starter households is summed up.
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In appendix 9 more information about the marketing research is summed up.
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and that the desired house may be attainable, proved that blockages relating to availability of
suitable housing stock and finance could addressed (Pillay and Naudé, 2006).
This research presumes that a sustainable human settiement can be created when people are
able to live, work and play in the neighborhood38 . These functions are needed in this urban
development as well. In the new development the words live, work and play can be interpreted as
shown in table 18. Next to these words, different fields of attention can be mentioned such as
security services, health aspects and space to live and recreate.

Office space
Retail & Grocer areas
Services

Public transport

Leisure facilities

In the analyses of this research is already mentioned that the middle income group is not able to
access finance to purchase a house. A financial service that is designed tor this specific market is
needed to facilitate the starter households with housing finance. Because the group of starter
households is not homogenous there are different financial solutions needed. Also tor the people
who will stay tor a long time in the houses has different characteristics that make those different
products necessary.

12.2.3 Products and services that fit the needs of the starter households
The product that is needed tor people in the starter market is a house where they can live
pleasant, what fit their needs and what they can afford. A housing project is more than building
houses like creating services and facilities to change the location into a sustainable environment.
A developer should be aware of the needs of the starter household and an elaborate market
research is needed before the feasibility phase starts.
The house itself is the physical product that is developed. To make the transaction possible tor
the starters in the market, there is a financial service needed as well. Mortgage products tor the
starter market are not affordable yet. For the starter market a rent-to-buy construction could work.

38

In appendix 17 more information about tangible produels tor a sustainable human settiement are shown.
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Rent-to-buy. The starter will pay a monthly rent tor the use of the house. At the end of the
contract the starter will have the opportunity to buy the house tor a reduced amount, because
the starter already paid a lot tor the house. Therefore he needs a decreased mortgage, what
will be affordable for the starter at that moment. The advantage is that the starter can live in
the house trom the start. A disadvantage is that rent-to-buy options are relatlvely expensive
oomparing with other landing opportunities. When the bank does not receive the rent needed,
the institution is allowed to evict the starter out of the house.

Rent-to-buy can be adapted to the different characteristics of the target group. A personal
approach tor a household needed to accomplish that. Some starters can use the subsidy
programs that are available for t~em to purchase a house. The Financed-Linked subsidy program
tor households with an income to R7.000 and the Financial Sector Charter tor people earning an
income to R9.080 in 2008 are available.
When the developer of the house will only sell the house itself and remains owner of the land the
costs of the mortgage can be lowered. The house will be sold to the starter household on the
principle of sectional title. The starter builds up a housing asset tor its own private area of the
house. Semi-public and public space and the land proparty remains part of the developer.

12.3

The interest to invest in the target market
In the previous paragraph the market and target group is described. They are in need of
sustainable housing and financial services. The private sector, the public sector and target group
have all different interests in this target group. This is summed up below.
Starters' interest inthestarters market:
•

Starters. The starters themselves have the largast interest in their market They need
housing to live and develop. They can group themselves and can add input such as finance,
labor and information. With their input they can have a strong position in the decision making
process that will result in housing that fit their needs and affordability.

Public sector interest in the starters market:
• Government. The government has an interest in the development of sustainable human
settlements tor vulnerable groups. The starters market is one of them. lnvesting in the starters
can eventually create an income tor the government when they are economically active and
able to pay taxes. The government can add land positions or financial support in guarantees
or loans. lt is possible that the government is also the employer of starters. Their interest
counts as well.
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Private sector interest in the starters market:
•

lnvestors. lnvestors have large amounts of cash that they would like to invest. Their aim is to
get revenue on their investment. Two or three percent revenue will be the minimal interest for
these investors to participate. The starter market can be market for them.

•

Employers. Employers that have starters in their list of employees have a similar aim to

accommodate starters in sustainable housing that fit their needs and affordability. When the
starters are living close to their work they have less transportation costs. An employer can
invest in the houses to ensure that their employees can live in proper housing or an employer
could invest in an office near the project location and will tunetion as marketing for the project.
•

•

•

12.4

Banks. Like investors banks can invest in projects to aim for revenue on their investment.
Their second interest is the market of starters. Starters are customers of the bank so the bank
will be interestad because the group of starters is a growing market for them.
International organizations. In South Africa is corporate social responsibility not very
common yet. lnternationally a network from small to large-sized enterprises is investing in
emerging economies to help them in their development. Their aim is not only to make some
profit but also to add in the social position of the population and to help the environment.
These companies do also aim for the development of sustainable human settlements for
vulnerable groups.
Retail. Large retail companies such as Piek 'n Pay, Woolworths and Mr. Price in South Africa
have people from the starter households in their list of employees and starter households are
buying products at these companies because they are affordable for them. Especially this
kind of retail companies can add to corporate social responsibility to participate in a housing
project for these starters.

Actor conversations
There must be at least one actor who is initiating the housing development. The private sector,
the public sector and the target group are all able to start development of a sustainable human
settiement for starters as long as it is a part of their interests . When actors have similar interests
in the target market they can move towards each other how theseinterestscan be combined toa
feasible housing project. The interestad actors can point out a few spokasmen that will start
conversations about the interests of the different actors. In these conversations becomes clear if
there are possibilities to start a housing development project together and will be decided whether
the actors are going to work together towards sustainable human settiement development.
For South Africa this is already a large step in the process. The different actors are not used to
work together in this country and a well-structured approach is needed to start a positive
conversation between the actors.
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12.5

Business initiative
When the results of the actor conversations are positive they can form a team tagether to start
feasibility studies whether their business initiative will be feasible. This can be a research to the
exact wishes of the target group, how they want to live, how do their demographics look like and
what can they afford? Also has to be studied how the organization to arrange a whole project
should look like and what kind of product and service will be developed tor the starter
households39 • In this phase the initiatives and interests are structured to make a project
realizable. When all such questions are clear and the actars have faith in a positive result they will
pass a go, or no go point to set up a vehicle towards the development of sustainable housing tor
starters.

12.6 A vehicle to make t,rousing deve/opment feasible
A vehicle to implament the interests of the initiating actars is needed. This vehicle is already
shown in the first paragraph of this chapter. The vehicle is an organization that clusters the
interests of the actors and that enables the development of sustainable and affordable starter
housing. The actars will starttheir own real estate development company that functions as a selfsupporting private sector company. The type of legal entity of this real estate development
company does not matter tor this research. That type is dependent on the preferences of the
shareholders in a specific case.
The success of a real estate development company can be found in the following:
• Flexlble: A project rather than a program focus (nothing is permanent), extensive use of
outsoureed contractors and partnering with foundations, management support
organizations, private consultants et cetera.
• Small: Structured as a vital corporatien with no 'offices', minimal overhead and
outsourcing of nearly everything.
• Market-orlented: A high-profile presence, a profit-like emphasis on marketing.
•

Entrepreneurlal: An emphasis on new project development and fee generation and a
goal of becoming self-supporting through fees and project-specific grants.

• Stlte of the art: No
(NONB, 898)

•-=-•es tor outdateet technology, facilltles, programs, or ideas.

A real estate development company can be a small flexible organization. That makes the
organization able to grow in energetic periods and shrink in economical hard times. Gompetences
and resources are soureed trom external parties. Specific knowledge and expertise that is
needed can be applied on the right place at the right moment in the development process.
39
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Chapter thirteen will describe a business concept that wil/ focus in detail to this business initiative phase.
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Therefore the real estate development company needs a broad network of actors that can add
value to the development process. A strategie sustainable relationship with actors can turn out in
intensive and long-term relationships what has a positive influence on the development.
For the continuity of the company they aim for profit, although this will maybe hard in the segment
the development will take place. Profit can be used for the start of new sustainable projects, or
will be divided among shareholders. Because of the governmental background of the organization
it will be easier to get a loan.
The real estate development company will start alliances with public and private sector
companies to realize the product and service needed. The principle for cooperation with the real
estate development company is sustainable human settiement development in combination with
sustainable economie growth and social responsible entrepreneurship. A sustainable human
settiement impraves sustainable economie growth and vise versa. The real estate development
company is oparating in between the public sector, the private sector and their target group. They
bring parties tagether to start up the housing development project. The real estate development
company has the role of promoter, coordinator, consultant and project manager during the
development.
The steering committee is a group of experts attracted by the shareholders that is responsible for
the performance of the alliance. They drive operational management in line with the vision of the
board of directors. The shareholders have influence on the strategy and policy of the company
and are represented by a spokasman in the board of directars of the alliance. They also have a
broad network that the organization can use. With the use of this network sustainable alliances
can be made with different organization in the society such as universities, housing institutions,
the chamber of commerce, retailers, employers, the government, energy suppliers, banks, et
cetera. Operational management is done by a group of professionals that are experts in project
and process management to realize a housing project. They are driven by the steering committee
and board of directars of the alliance.

12.7 Alliances and sub-alliances
A real estate development company is highly interdependent. They are dependent on the
campetences and resources of other parties in the different phases to be able to develop their
own product. In chapter 4 of this research the different phases in the process of housing
development are shown. In every phase in the development process different resources and
campetences are needed tor progress in the development. The company has to souree these
resources and competences. This could happen in cooperation between different actors. In tigure
24 an amount of resources and campetences are shown.
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Figure 24 - Resources and campetences needed for housing deve/opment
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This cooperation can happen in different ways and is dependent on the resources and
campetences needed , but also on the role of the actars in a certain phase of the housing
development and their interest. In table 4 the different phases in a project are shown. In this table
are some major aspects in housing development mentioned and the actars that could be involved
in this aspect. An amount of different taskforces are shown. Cooperation in these taskforces will
be different.
Table 4- Different phases, aspects and actars involved in the housing deve/opment
~

~

- -

-----~

Initiatien phase

-

Concept
for
a
development for starters
Land authorization

housing

Market survey to target group

Feasibility phase

- _ ~~~
_!_

j

Initiatien
Land acquisition
Market survey

Land owners, government
Starters, market research office
' Consultants specialized in different
fields of study

Feasibility studies

The business concept is financial
viabie

Financlal viability

Bank, investor, private sector and
public sector parties and starters

Design team

Architect, developer, contractor

Secure funding

Bank, investor, private sector and
public sector parties and starters
Contractor, supplier

development project
A feasible financial plan tor the
housing development

Pre-contract

A complete building team

Building team

phase

Cost administration

Project control

Marketing of the housing product
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The business concept is feasible

Complete design of the housing
Pre-design phase

._

~

I

Project marketing

Marketing office, starters

The new residents of the housing
development

Selection

Housing institute, starters

Close-out phase

Ownership transfer trom developer
to resident

Transfer

Starters, bank

Exploitation

n.

Post-contract

tostarters

phase

...

c.~·

-•

·~· ·~

I
I

Characteristics of a business initiative

properly used
The housing development
properly maintained

I

is

Project maintenance

Exploitation company, contractor

For example the real estate development company can outsouree the search tor certain
information. For example the company can order a market research office to start a market
survey to the group of starters. The market research office dalivers the survey and the company
pays the company tor it. Consultandes are asked to inform the real estate development company
about social, technica!, economical, environmental, politica!, legal and ethical aspects during the
development process.
A certain construction company can propose to arrange the land and to service the land so it is
ready tor building activities. This company will use his own network to finish this job. He starts a
sub-alliance with his suppliers that are indirectly building tor the real estate development
company. They can workas contractor and sub-contractor, as a consortium in a tender, et cetera.
The alliance between the real estate development company and the construction company can
be different as well.

12.8

The real estate development company
In South Africa there is hardly development tor starter households. As mentioned in chapter nine
already the need tor a business concept is substantiated. However a team is needed that is going
to initiate this business concept. This team, their vision and their mission are the key factors
whether this business concept is going to be successful. Many questions occur while describing
the characteristics of a business initiative towards starter housing.
The vehicle that is used in this research is the start of a real estate development company to
cluster interests of the private sector, the public sector and the starter households. So the starter
households can to live in sustainable housing that fits their needs and affordability, the public
sector can fulfill their responsibility to provide housing tor vulnerable groups and the private sector
can make profit tor the continuality of their business.
A large network of stakeholders is needed to realize the aims of the shareholders. In many
different kinds of alliances the process will proceed. There are best practices of different actors
startinga shared business to realize their goals. One of them is the example of Atlantic Station in
the United States of America. Others can be found in appendix 15.
Atlantic Station , United States of America
The real estate developer AlG investments started tagether with a large retail developer, the
environmental proteetion agency, local and state government and diverse neighborhood partners
the development of Atlantic station. The project contains homes tor 10.000 people, employment
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opportunities for 30.000, with shopping and entertainment for even more people. lt is a 24-hour
community with pedestrian traffic on wide boulevards and leisure in the sidewalk cafes and
expansive parks. Atlantic Station aims forsmart growth and sustainable development. The project
developers focus on architectural quality, functionality and finesse that combines an attractive mix
of affordable, middle-income, and up-scale housing with world-class restaurants, theaters, and
retailers.
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13.1

Introduetion
According to the Breaking New Ground policy Cosmo City is constructed. This governmental
initiative succeed in the fast development of a human settlement, however they did not create a
housing project that will be sustainable. This is based on the tact that there are no starter
households able to live in entry-level housing, there is a lack of economical opportunities near the
project, that the land in the project is inefficiently used and the gap between the rich and poor is
still very wide.
There must be another way to realize housing projects that add value to the public sector, the
private sector and especially the population itself that is not able to find a house that fit their
needs and affordability. Therefore this research tries to contribute to this problem. In a business
concept to develop housing in South Africa, this research tries to use another point of view to the
situation. The business concept in this research is based on qualitative feasibility. The
quantitative feasibility would be the next step after this concept. With the use of literature,
interviews, observations and assumptions this business concept is developed. The phase that
this business concept is written is during the business initiative phase, described in the previous
chapter.
Business concept: A business concept is a set of assumptions about how a firm will create
an appropriate value tor all its stakeholders by connecting technology to economie profrts.
(Verhoef, 2008)
This chapter will describe how a team of actors who have benefit to cooperate with each other will
develop a business concept tor their business initiative. First this group will be described and with
the use of a business model the business concept will be worked out. In tigure 25 the business
model that is used tor this research is shown. The model is split into three components:
infrastructure management, market segment and financial management. These components and
their subcomponents are described in the figure. This model to develop a business concept is the
base of the business concept of housing for starters.
The process to make this concept is an iteration process. All components are related to each
other and are intluencing each other. For example: what could be an effort tor one stakahoider
could be negative tor another stakeholder. More relations between the subcomponents can be
made. This is, tor example, shown in the tigure with the dash line.
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Figure 25 - Business model used tor this research (Verhoef, 2008)
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13.2

The business concept: Starter City
Starter households are nat able to find entry-level housing in a sustainable human settlement,
that is affordable for them and that fit their needs. They are nat able to find the physical house,
but housing financeis a problem forthem as well. This is the base of this research. In a practical
situation a more elaborate research and description of the target group and their needs is needed
of course.
The public and private sector do have their interest in the group of starter households. The public
sector is, among others, responsible for economie and politica! stability. Their interest in the
starter market is economical growth and personal wellbeing to succeed in their responsibilities.
For the private sector the starter market is a group where they can develop products and services
for to succeed in the continuity of their business and making profit
As mentioned in chapter twelve this research wants these groups of interest to have a
conversatien with each other where different interests and aims can be shared. These
conversations are major for the incentives for cooperation between actors. This research
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assumes that these actor conversations went well and that four actors were positive to start a
business initiative together. These actors are:

•

•

•

•

Starter households. The starters themselves have the largest interest in their market They
need sustainable housing to live and develop. They can group themselves and can add input
such as finance, labor and information. With their input they can have a strong position in the
decision making process that will result in housing that fit their needs and affordability.
The National Department of Housing. This department is responsible for housing in South
Africa. The government has an interest in the development of sustainable human settlements
for vulnerable groups. The starters market is one of them. lnvesting in the starters can
eventually create an income for the government when they are economically active and able
to pay taxes. The government can add land positions or financial support in guarantees or
loans.
A large South Afrlcan Bank. Banks can invest in projects to aim for revenue on their
investment. Their second interest is the market of starters. Starters are customers of the bank
so the bank will be interestad because the group of starters is a growing market for them.
They want to extend their network with starter households.
An international NGO. lnternationally a network from small to large-sized enterprises is
investing in emerging economies to help them in their development. Their aim is not only to
make some profit but also to add in the social position of the population and to help the
environment. These companies do also aim for the development of sustainable human
settlements for vulnerable groups. An example of such network is ORIO initiated by the
ministry of foreign aftairs in the Netherlands. They are introducing Dutch enterprises in an
international environment and vise versa.

Their mission is to determine the feasibility of the development of a real estate development
company for the development of housing for starter households that fit in the interests of the
different actors. Therefore a team of representatives of the actors will be formed. This group will
start their own real estate development company to start their business. This business alliance
will aim for business continuity; their profit can be divided among the stakeholders.
In chapter seven is spoken about Cosmo City. Cosmo City is the public sector equivalent of a low
and middle income housing development. This business concept will introduce an imaginary
project so-called 'Starter City'. The main objective of this business concept is to describe the
qualitative feasibility of Starter City. The strategy of this business concept is to create bridges
between the private sector, the public sector and the starters. These bridges should develop to
strategie partnerships in the future between these actors. This is a key factor to realize
sustainable human settlements for starters that fit their needs and affordability. Because of social
dysfunctional behavior in South Africa reliability and responsibility are important for this strategie
partnership.
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Starter City is a sustainable human settiement with houses affordable for starter households.
There are opportunities for employment and opportunities for leisure. For them Starter City is
an attractive place to work or recreate. The exploitation of Starter City is based on the income
of live, work and play that are also available for people from outside Starter City. These
aspects create a sustainable human settiement and it creates an income for the business
alliance. Interests of the actars involved are comlna toaether into a business alliance.
Starter City will be an open community where education, employment and social coherence will
be important. All services and facilities that are needed to realize these targets need to be
40
available in Starter City • In figure 26 the main idea of Starter City is shown.
Figure 26 - The main idea behind the business concept
AIU.nce
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lnfrastructure management
In the business model one of the three main items of a business concept is infrastructure
41
management • This part is about the realization of the product and services for the starters from
the point of view of the business alliance. Within infrastructure management this research focuses
on insourcing, resources and campetences and production. About insourcing is already spoken in
chapter twelve and the previous paragraph.
Resources and competences. The business alliance is in need of different kinds of resources
and campetences from the first to the last phase in housing development and exploitation.
Therefore the business alliance starts new alliances with stakeholders that are willing to
cooperate. These alliances can have many types of legal structures based on the best way to
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In appendix 16 the challenge of the development of Starter City is explained.

41

In appendix 17 this paragraph about infrastructure management is worked out more specifical/y.
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cooperate tor both parties. Possible legal structures could be alliances such as a corporation, a
tender or a alliance. Even these alliances can have sub-alliances. This research however does
not look closer to these kinds of alliances.
Some stakeholders will, butsome stakeholders will not be interestad in only profit Other things
that add value to their effort could be topics such as the extension of their network, marketing,
branding, improved elient relations, a living area tor employees, officespace and corporate social
responsibility. In every phase other stakeholders will be needed. All alliances are based on
interests of the stakeholders coming together to start cooperation. Eventually a broad network of
stakeholders will be involved in the development.
Figure 27 - Resources, campetences and organization structure tor Starter City
lnaourclng
(ahareholdera)
I

••
'•

In tigure 27 the resources and competences shown are the seven competences of a housing
delivery system (IHS, 2008). This is a system to involve all stakeholders that should be involved
in the development process. Resources and competences like exploitation and maintenance are
needed when the development is finished.
Production. The development of a product and service is based on three terms that can enable a
sustainable human settiement These terms are live, work and play (Verweij, 2008). The product
and service is basedon the following points of attention .
•

The location. The center of Johannesburg is too expensive to develop residences for
starters. That is why the location of Starter City is will be best on the edge of the city near
good infrastructure and industries. Cosmo City is built on a location with good infrastructure.

DHV BV I TU Eindhoven

There are two highways close to the project and an airport close. Industries are not close to
this project.
Market positioning. A house is tor many people the biggast investment that they will ever
make in one's life, what makes it an important strategie product tor them. lt is a risk tor people
to buy a house, because it is insecure what the future will bring. Purchasing a house is
accepting a long-term relationship with a financial institution or housing institution. The
starters want to cooperate with an alliance that is reliable. The alliance and his partners
should position themselves as a reliable and willing to help the starters. Starter households
are also united in the alliance so they can help to position the product in the market as well.
Cost reduction. Cast reduction is necessary to keep the casts of the project affordable tor
the starter households. Low casts make it easier to find finance tor the houses and starters
have less trouble to pay their mortgage. This results in less risk tor all the stakeholders in the
process. Cast reduction does not mean quality reduction.
Conceptual planning. The factors live, work and play can be further developed to a list with
tangible facilities and services. A tew examples of services are: lnfrastructure, waste
management, security and maintenance. A tew examples of facilities are a church, a
community oenter, a school, a park, a doctor, a restaurant and café, a market, a sports field, a
hotel et cetera. In appendix 17 these facilities are also shown in a table.
Design. The design of this new urban location will be functional and pleasant to stay in. To
lower the development costs, large-scale development would be an option, although more a
pilot project would be recommended first. In this matter prefab, standardization, modular
systems, repetitive buildingor new materialscan be used to realize this. A team of architacts
specialized in designing houses tor the starters or middle income housing will be responsible
tor the design of well considered architecture; not to expensive but with a sufficient quality. A
good design can also create a secure environment (interview with Mark Napier). To create a
compact city attached houses in a medium to high density setting will be developed. The
combination between commerce and residential unitscan be made. The availability of shops
on ground level with residential units or office space above them could be an option. lt should
all fit in the lifestyle of the starters.

•

•

•

•

Unlque welling points could be:
•

A reliable determined alliance that is open tor input trom the starters, the public sector and
private sector working with leading consultants and partielpants to support the project.

•

Support of national and international (governmental and non-govemmental) organizations
that support private sector initiative in housing development and soclal vulnerable groups.
The development of a business concept that is baad on the needs and affordabllity of the
itularlin the IMdt9t • nd IIM is DOSSÖI
lll• to .....
uaol.

•
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13.4

Market segment
This part of the business concept is about the question how to market the product and services
for the starters from the point of view of the business alliance42 . Within the market segment this
research focuses on the value contiguration of the product, on the distribution and human
resources management and on the consumer segment.
Offer (value configuration). There are three physical things that will be affered to the starter in
the project.
•

The house. A house that is affordable forthem that fit their needs. In an apartment block that
is three stories high, the price of a simple three bedroom apartment of 45 m2 casts
approximately R260.000 43 (Pienaar, 2008}. This is a fully serviced house that could fit the
needs in space for a starter. To save casts the houses does nat have to be completely
finished . The starter households who are going to live in the houses should be capable to do
some construction work as well. An example could be that a contractor builds the carcass
work and that the structure is closed for wind and rain. The wet spaces can be constructed by
a contractor but the division of space in the house can be done by the starter household. The
starter households can finish their house themselves. They can realize their kitchens or they
ask a company to do it for them. This could be seen as an appearance of inclusionary
housing or self-help.

•

Housing finance. Housing finance so the starters are able to live in the house. The group of
starter households is nat a homogenous group. Housing finance should be arranged per
household. People will have more or less trouble to pay their mortgage laan. The income of
starters can be variable. Flexibility in housing finance could be pleasant for the starter
households. A financial product should accompany this flexibility. The principle of rent-to-buy
is a mechanism that can include this flexibility although it will result in extra casts because of
the personal approach and the rent-to-buy system. The bank involved can develop this
flexible product for the starters . When such a product can be developed by a bank, the banks'
profit will be less, but other values can be created by servicing the starter households with a
financial productfortheir house.

•

Services and facilities. To create a sustainable human settiement for a starter household
44

services and facilities should be provided For the public facilities and services , the starters
have to pay. For the other facilities they have to pay when using it, like shops and the sports
centre. The aim of the services and facilities is to create a healthy community. For the starters
42

43
44

In appendix 18 this paragraph market segment is worked out more specifically
R260.000 was worth about€20.000,- on the 2:fd of December 2008
In appendix 17 more information about facilities and services is given.
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this is an opportunity to become part of a community. The starters have similarities with each
other, but there are still large differences. The lower boundary is three times less than the
upper boundary set tor the starter group. The starter group will not be a homogeneaus group
so there will develop a variety in cultures.
Distribution of the products and human resources management (HRM). A team that should
introduce the product in the market needs skilis to manage the introduetion and knowledge about
the local market Marketing tor such a project is when people who are living in Starter City are
enthusiastic about their living environment. These local people are also important tor the
organization tor information about their needs as starter. The sub-alliance can in cooperation with
an educational organization, educate localstarters and give thema position in the organization.
This group of starters is a dynamic group and their needs will change. With starters in the
organization or close to the organization the needs of the group remain up to date. People's
management is very important with this group. Some of the starters will be in the target group for
the long time and others only for a few years. This needs another approach per starter
household.
The distribution systems used are those within the stakeholders involved in the project. For
example banks have a lot of experience with mortgage products. A local bank in the development
project will provide special mortgages tothestarters whoare going to live in Starter City. Housing
institutions have a lot of experience with proparty management and exploitation of a housing
development for low and middle income groups.
Consumer segment. The eensurners have a quite vulnerable position in the housing market and
are dependant on the help of the public and private market to succeed in finding a house. The
time between marketing and the moment that people can move into their houses should nottake
to long. Most starters are in directneedof a house and can not wait tor a long time. In Starter City
their voice is important because without the help of the consumers the alliance is not able to
create a sustainable human settiement The role of the starter households as an initiator,
shareholder and end-user is to give input in the process to realize the houses they need. They
can help to finish the construction of the house, with input in the project development and finally
with participating in the human settiement
Unique selling points could be:
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•

The long-term relationship can contribute to social coherence.

•
•

The starter market is a niche in the market with only little concurrency.
The starter householels are a key group in the development process

•

The products and . . . . dP fll kJ lhe,...

ttw
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13.5

Financial management
The feasibility of the project is dependant on the finance available, the time planning of the project
and the concept plan for the development. The success of the project is dependent in the ability
and willingness of the private and public sector to participate . With a lower profit share, and the
ability to use the unique project for marketing and branding and creating goodwill for future
project, they can participate. The project will be a long-term investment for about 20 years. The
proparty itself should be designed fora period of about 50 years. In this research the feasibility is
not based on calculations, but on literature, interviews, a case, own observations and logical
thinking.
This research focuses on three things. The costs of the project, the revenue of the project and the
cash flow during the project. The main constraint in developing starter housing is that starters do
not earn enough money in the first few years that they are living in Starter City. On the other hand
the costs of the development of the project are the highest in the first few years. This creates a
problem in the cash flow of the project 45 . There are a few opportunities to make this less of a
problem such as:
•

Risk sharing. When the cash flow is divided under the stakeholders involved the risks that

there will be major problems in the cash flow will be less. This is better than one stakahoider
bearing these costs.
•

Phased development. When the development is organized in different phases , the business
alliance is already earning revenue during the development.

In figure 28 the costs and revenue for Starter City is shown from the point of view of the alliance.
In this figure is also shown how the alliance can receive investments, knowledge and guarantees
trom the stakeholders and the consultants in the process. However the parties in the alliance
have to divide the profit when the alliance gets profitable. The revenue of the alliance is coming
trom the starters living in Starter City, companies who are having their shops and offices in
Starter City and people from outside Starter City who are visiting the settiement The costs for the
organization are the development, exploitation , management and maintenance of the project.

45

In appendix 19 a tigure of the cash flow is shown to explain the potential probfem more specific.
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Figure 28 - The cost and revenue structure tor Starter City
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Figure 29 - An indication of the cash flow of Starter City
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In the construction phase there will be the highest casts. In that time there will be no income tor
the alliance. After the first buildings are in use, there will be an income. This can cause problems
with the cash flow. The project will have in relation to the high casts, low revenue. A financial
partner has to be found that is willing to bear the risks of a strategie long-term laan agreement. An
arrangement with long-term revenue of 2 or 3 percent a year will be the bases. This laan can be
secured with the asset of the project. In tigure 29 a simplified model of the cash flow is shown tor
the project Starter City during the different phases of the project.
The financial feasibility must count tor the starters as well. One of the things that should be
calculated in the quantitative analyses is that the maximum casts tor housing may not exceed
25% of their monthly income. In tigure 30 this is shown in a model.
Figure 30 - lncome and expenditure structure of starter househo/ds
WCH'frllltJ ü/lfs
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lncome mey be spent on
houslng

.

(
E:rpenditure

13.6

...

lncome

Qualitative feasibility of the project
In this qualitative analyses about the product and the theoretica! feasibility of it are aspects
mentioned that are needed tor the success of the project and the alliance. There are constraints
as well and most of them are mentioned in chapter ten. The success factors of Starter city are the
46
value drivers of the alliance ; the constraints and the value blocks •
Starter City is an imaginary project to project the idea of a private sector initiated project on a
South African background. The aim of this business concept of private development is to
contribute to the research to realize affordable and sustainable housing tor the starters in the
popuiatien group of middle income households. The starter households, the government and
private sector parties have tagether a central role in this development, because they have various
interests in these development activities. This research gave a qualitative analysis of the project
46

In appendix 18 these va/ue drivers and blocks are described.
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and the opportunities and constraints to realize housing for starter households. lt is a topic to
discuss and reflect with people involved in a potential project for starters in South Africa.
This qualitative research aims to bring these different parties together and invite them for a
conversatien what they can do for each other. This business concept gives an example how
starter housing can be realized with the aim that all stakeholders involved will have advantage
with this development. In every part of the decision-making process this 'save-bet' approach is
important.

13.7 International context of the business concept
This research was focused on South Africa as one of the emerging economies. An emerging
economy has the characteristic of a growing middle income group and the characteristic of urban
growth as well. These characteristics are rasuiting in a lack of houses that fit in the needs of the
population. The tact th at these countries are emerging economies at the moment means that they
were not able to develop themselves in the past century. Human or natural disasters were in
many cases keeping these countries from development (Sachs, 2007). Another similarity could
be the social problems in these countries although every country deals with these problems on
another way.
The vehicle that is shown in tigure 22 and tigure 23 could be used in other emerging economies.
Figure 22 gives a. method to analyze the problems in the housing sector based on process
innovation. Afte r this analyzes the strength, weakness, opportunities and threats of their housing
delivery system can be stated. Then a country can start with finding a solution for their problems
in housing development. Fig1ure 23 gives a vehicle for countries that have problems to develop
houses for vulnerable groups. The government is not able to supply houses for all so they need
the private sector to enable housing development. However often is forgotten that the private
sector needs the target group as well to sell or market their products. The target group can be a
partner in development whon they organize themselves. The use of a business concept is an
effect of the change in approach for the starters market in other countries such as the United
States of America, Malaysia and India. Often these economie antities are meant for the higher
income segment or with the use of cross-finance also for middle and low income housing. In this
research the feasibility such a project only for middle income households is discussed. When this
feasibility is quantitative based, it could work for South Africa and other countries interested.
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Validation and valuation of this research

14.1

The constraints in the housing market in South Africa

)

The analyses of this research gives a global view on the major problems of the housing market
focused on the starter households whoare looking torentry level housing. In the analyses of this
research literature is used written by authors who are involved with the social-economical and
housing problems in the country. Interviews are held with people whoare involved in housing in
South Africa trom the private and public sector trom different points of view to the building sector.
Also in the Netherlands experts are interviawed about project development in emerging
economies. The Case study Cosmo City was important to get practical insight in the housing
situation in South Africa. Based on process innovation the search to constraints in the market is
started.These constraints were found and structured by STEEPLE analyses. For visualization of
the problems the constraints were put in an lshikawa-diagram. The Porras-methad is used to
understand the mutual relationships between the constraints and to rank the eenstraint trom
cause to effect.
The value of this research is to understand that the problem in the housing market must be put in
a braad context of social-economical problems. The apparently problems in technica! and
financial problems seem to be less important. However this research justifies that building
regulations and capacity problems do instigate in the development of sustainable human
settlements tor starter households.

14.2

The business concept tor housing development
In tact there are two products tor this research. The second product is a business concept as a
contribution to a salution tor the constraints analyzed. A different approach to housing
development is needed since there is a stalemate situation in the housing market tor sustainable
human settlements tor starter households. New opportunities tor the middle income market in
South Africa can be enabled in a business concept that brings the different actars in the
development process together. lnspirited by best practices around the world the idea of a
thematic development of an urban settiement focused on starters was barn.
The key of success is according this research to bring the actars involved together. Although they
have different interests in starter households , tagether they can create a plan that is feasible and
will create profit tor all. Central is the thought that sustainable human settiement development tor
starter households can be affordable tor starters and be profitable as well. The type of legal farm
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this alliance between starter households, the private sector or public sector must have is not
important jet at the moment. This research could be a motive to start a joint effort for housing
development forstarter households.
Looking practically at the research it is hard to gather private parties, public parties and
consumers for the business concept this research describes. High risks and low profit are not two
aspects where investors are interested in. Most of the South African private sector companies are
not involved with corporate social responsibility (interview Gerard Engel). The value of this
research is the fact that it contributes to a new vision on the housing market for starter
households.

14.3

Disturbing thoughts
This paragraph is about possible constraints in the implementation of the business concept. lt is
based on own observations and on interviews held. In this report is mainly spoken about housing
complications in South Africa. Next to housing there are more major problems in the country, that
are able to influence the development of the housing market on a negative way as already
mentioned in chapter nine and the analyses. In the search for a salution these social-economic
problems were put aside to create an environment to work in.
Affordable and sustainable housing is just a piece of a large puzzle to make South Africa from an
emerging economy into a developed economy. As long the major problems in education and
employment are not solved , there is no use toeven try to develop housing. The lack of economie
options for a large part of the South African population is making the gap in equality bigger than
ever. Crime rates are increasing and the hope of people is decreasing because of all the
promises the government did last 15 years, but did not substantiate. South Africa is in need of
good leadership to prevent the country for a disaster. All aspects are available: There is a global
economie crisis that affects also South Africa, the parliament is recently collapsed, there is a lot of
inequality, people are disappointed, Politica! parties disagree with each other and there is no
strong leadership (interview with Mark Oranje).
The politica! structure of South Africa needs change. In the fitteen years the ANC is in charge in
the country, they made a good policy. But the practical outcome of the policy is in need of drastic
impravement Local governments have a lack of skilied personnel. This has astrong conneetion
with the lack of education that people have in South Africa. The intention of the government is
good, but because of the lack of a framewerk to work in and a raadmap to realize goals is
missing, the policy does not work.
An example of this is Cosmo City. Cosmo City is one of the products coming from the Breaking
New Ground policy of the national government. The policy has a basic framewerk and raadmap
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but is not detailed enough with a timeline and a progressive scheme to realize the aims in the
policy. One of the aims of this policy document is to realize quality mixed-use housing to
accommodate the low and middle income groups. However there was no affordable housing
developed for people earning between R3.5000 and R 17.50047 per month .
For this research the residents, public sector and private sector are important. Unfortunately
residents are living still separated since the apartheid and are very cynical about new policies and
developments. The residents do nottrust the public sector as the private sector. The government
does not trust the private sector and the private sectors apinion about the public sector is not
positive as well. Before they can cooperate with each other there are still many problems to
overcome.

14.4

The potential role of DHV in this research
The DHV Group is active as consultant on the housing market With the information of this
research DHV can extent their knowledge of the housing market In South Africa DHV is not
active in this topic yet, but the role as consultant in the development of sustainable human
settlements has potency tor the company. In cooperation with their South African partner SSI they
can enter the consultancy market in South Africa in housing.
DHV can fulfill different roles in this process. They can execute pre-feasibility studies towards
sustainable housing development in South Africa. In the entire project range, the department of
urban and regional development of DHV, can offer services trom strategie advice to asset
management. The awarding authority can also ask the DHV Company to be the organizer of their
plans.
In this research is spoken about international development programs in cooperation with
international enterprises. DHV could be a partner in this network of enterprises.

14.5

The value of this research tor Eindhoven University of Technology
Eindhoven University of Technology deals with research to Construction Management and
Engineering. One of the research groups is focusing on process innovation in the build
environment and is using business models to accomplish that. In these business studies the
building process is seen as an economical entity. The development of a feasible business
concept to enable housing tor starters in the South African market can contribute to this research .

47

R17.500 is the monthly income needed to be able to afford a mortgage of R400.000 with an interest rate
of 15.5%. This is the cheapest house availab/e in Cosmo City.
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This research shows that in an international environment countries are using different approaches
to give shelter to the population. These approaches can be interesting for Dutch problems as
well. The Netherlands is also known with people who wants to purchase a house but are for
different reasans not able to do so. International research, including this research, can contribute
to a salution forthese problems.
The other way around, Eindhoven University of Technology can contribute to a salution for the
problems in South Africa by doing research to models towards housing development and
knowledge about different housing markets. In cooperation with local South African Universities
they can do research to specific problems. The role of this research can be seen as an
introduetion in the problems in South Africa. lt also gives a model to work with to come to a
solution. Eindhoven University of Technology can continue with research on topics that are not in
detail described yet

48
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Topics tor further research are mentioned in the paragraph recommendations in chapter fifteen.
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Conclusions and recommendations

15. 1 Conclusions
This research shows South Africa as one of the emerging economies. The emerging economies
have similar characteristics such as large economie growth (Fuss, 2001 ), urban growth (UNFPA,
2007), demographic change (Sachs, 2007) and the development of a middle income group. The
starting position to economical change is different in the emerging countries. The growing middle
income group in South Africa is not sufficiently served at the housing market This is a cause of
many complications that have developed in the past decennia, but it effects the development of
the middle income group and the development of a healthy housing market as well (Royston &
Narsoo, 2005). This research approaches starters in the market This part of the housing market
is defined as the gap market (Rust, 2006) . In this gap market the public sector and private sector
have come into a stalemate position. South Africa has a liberal constitution which means that the
public sector leaves the market tor the private sector (Interview Luanne Werner). The private
sector however is leaving the middle income sector. In different researches is already shown that
there are many complications with the housing supply tor the people in the gap market and that
there is an urgent need tor a salution (Charlton & Kihato, 2005) . lf home ownership increases,
there are immediate economie and social spin-offs. Access to affordable housing tor most
households, however, remains a major obstacle in today's South Africa. (FMO, 2008)
South Africa has a shortage of around 3 million houses (Nell et al, 2005) mainly in the low and
middle income sector. This research focused on the shortage of about 650.000 houses that are
needed in this market tor households that are willing to purchase their first house. These starters
on the housing market looking torentry-level housing in a sustainable environment. To contribute
toa salution tor this problem the following question is asked tor this research.
Main question: What business concept can be developed for the realization of sustainable
entry-level housing tor starters in the housing market that fit their needs and affordabillty
initiated by the private sector?

This research was built up in two parts. The first part is about the problems in the housing market
in South Africa. The second part focuses to a salution tor the main question. This research will
develop a business concept tor a new opportunity tor affordable and sustainable housing
development tor the starter households in the market with a middle income. This is based on
cooperation between actars in the development process to start a joint effort of housing
development. In chapter three the following sub questions are written down to contribute to the
housing problem in South Africa. In chapter tour to chapter thirteen the answers of these
questions are given. Below the summary of these answers are shown.
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How could process innovation be implemented tor housing development?
In this research is assumed that the problem that starter households can nat purchase a house, is
an effect of the housing delivery process that does nat effectively works. The methad of 'Six S' is
used to structure process innovation in housing development. In the phase where the program
and concept development takes place a business concept can be made to approach housing for
starter households in an urban development initiated by the private sector. On a strategie level
decisions actions are made that are influenced by rules and regulations, factors and actors.
What are the characteristics of the South African housing market?

South Africa has the largest economy of the continent Africa and has different characteristics of a
development country and an industrialized nation. The growth of last years has been strong but
the country has problems with high intlation and rising land and building prices. The country has
the heritage of a past with apartheid which still leads to social problems resulting in a
dysfunctional part of the population.
The constitution of South Africa is liberal and therefore the public sector is nat invalving in the
private sector housing market They count the middle income sectoralso as a part of the private
sector market, but hardly housing development takes place in this market segment. Rules and
regulations are needed to structure the private housing market and prevent that abuses occur. A
quality mark is needed to ensure the quality of the houses built.
The lack of housing in South Africa distracts the market that seems more a delivery problem than
a financial problem (Rust, 2006}. People are nat able to move up the housing ladder to live in
housing that fit their needs, although their financial and social situation gets better.
What do the subjects' sustainable housing, entry-level housing and affordability mean in
the context of housing tor starters?

Sustainable housing is the establishment and maintenance of habitable and sustainable public
and private residential environments to ensure viabie households and communities in areas
allowing convenient access to economie opportunities, health, educational and social amenities
(RSA, 2000}. Starter households are nat able to live in such sustainable human settlements.
Starter households are nat able to afford an expensive house, so they are looking for entry-level
housing in the private housing sector. Affordable means that the monthly casts of a househeld for
their housing may nat exceed 25 percent of the gross income of the household. Affordable
housing can be either rental or ownership and is in South Africa described as housing with a floor
area between 40 and 80 square meters and casting less than R265.000 (ABSA, 2007). There is a
lack of approximately 650.000 unitsforstarter households (Nell et al, 2005)
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What do the subjects' sustainable housing, entry-level housing and affordability mean in a
practical situation in South Africa?

The national government took initiative to start mixed-use housing development in their Breaking
New Ground policy to decrease the effect of segregation in the country caused by building low
cost housing. Cosmo City was an example of this new housing policy of the government, but the
development forgot to develop housing for the middle income households earning between
R3.500 and R17.500. There was eventually no entry-level housing developed for the middle
income household that they could afford. However the development was focused on
sustainability.
Who are the actors in the process towards affordable sustainable urban development and
what are their characteristics?

Starter households on the housing market have a joint income between R3.500 and R12.000 per
month, are living in a semi-optima! place and are looking for sustainable housing. This group is
vulnerable on the private housing market and is different trom other income groups because of
their affordability, education and employment.
The public sector is not willing to develop rules and regulations for the housing sector but is
however concerned with the housing market They presurne the private sector is dealing with this.
The public sector has problems with their capacity within their organization. That is the reason
that process time and policy development in the organization is going slow.
The providers of long-term individual mortgage loans are, today, essentially the large A 1
commercial banks. Because of the high risk and low profit in the middle income market and the
distraction of the market the developers and banks moved away trom the market
What are the characteristics of housing tor starters?

Housing for starters is defined in the category above RDP-housing. The floor area is normally
2
2
between 40m and 80m , the minimum size of a small house. The house should cost less than
R265.000 according to 2007 standards. Because of the high interest rate households with an
R12.000 income are able to afford this R265.000. In this research's calculations, the restrietion on
housing expenses is 25% of the income. Starters have different demands in housing. Some
define their house as one with two bedrooms, a kitchen, a bathroom and a living and dining area
others just need a studio in a flat. This depends on household size, age, employment, income
and personal taste. Sustainable human settlements are needed for this group. The words live,
work and play are the principles of such a sustainable human settiement
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What are the main constraints that are influencing the development of housing for
starters?
To structure and rank the constraints found in the analyses of this research the methods of
STEEPLE and Porras are used . There are three constraints ranked as main cause that starters
have limited access to sustainable housing that fit their needs and affordability. These are a
dysfunctional population as an effect of social problems, urban growth and a lack of governmental
capacity. This research focuses on one of the fields of study of the master Construction
Management and Engineering. This is the approach of business engineering on housing
development processes.
What are the opportunities in the housing market that could positively affect the
development of housing for starters?
In most situations the public sector is the initiator of the development of cities. When the private
sector, the public sector and the starter households start a joint effort the approach on the
development will be different. With the use of a business concept the joint effort will start a real
estate development company to realize their aims. To make housing development successful a
developer should consider a list of opportunities to realize sustainability, cost-reduction, et cetera.
What are the characteristics of a business initiative towards sustainable urban
development forstarters that fitintheir needs and affordability?
Currently the development of entry-level housing does not fit in the economie incentives of the
developers . This research assumes that there must be another way to realize housing projects
that add value to the public sector, the private sector and especially the population itself that is
not able to find a house that fit their needs and affordability. The public sector, the private sector
and the target market have to move to each other to make entry-level housing for starters
possible. This can be possible when all actors can reach their targets:
•

The target group wants to live in an affordable proper house that fits their needs.

•

The public sector has to fulfill their responsibility to provide housing for vulnerable groups.

•

The private sector should make profit for the continuality of their business.

When the need of development is clear the different actars can share their interests with each
other. They can combine these interests with each other that lead to an alliance that will be a
shared business initiative of a real estate development company. This company will provide
products and services for the starter households in the market To structure this business
initiative this research developed a vehicle to organize the development. The alliance of
shareholders in the project is starting new alliances with stakeholders to make developments
such as market research , housing design, construction and exploitation possible. These alliances
are needed because there are many resources and campetences needed in the different phases
of a housing project.
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Conclusions and recommendations

What are the main features of a business concept towards sustainable urban development
tor starters that fitintheir needs and affordability?
The business concept described in this research assumes that the four actors have the incentive
to start a business together because it fits in their interests . These actors are a South African
bank, the National Department of Housing, an international NGO and the starter households that
united themselves in a group of interest. Together they start a business initiative so-called Starter
City. In this research a business model is used to provide an example of how housing
development for starters could look like. The business model describes Starter City as an open
community and functions as an economie entity. The business concept describes the resources
and campetences needed to make the development of products and services for the starters
possible. The concept also deals with the products and services and the marketing aspects of
such products and services. The financial aspects are perceived with a qualitative point of view.
The ability to live, work and play is important for two reasons :
•

These are three items that can create a sustainable human settiement for starters.

•

All three items can generate an income for the alliance. People from outside the city can be
attracted by its facilities as well. The exploitation of the houses and facilities is optima! when
many people are using it.

The aim of this business concept of private development is to contribute to the research to realize
affordable and sustainable housing for the starters in the population group of middle income
households. The starter households, the government and private sector parties have together a
central role in this development, because they have various interests in these development
activities. This research gave a qualitative analysis of the project and the opportunities and
constraints to realize housing for starter households . lt is a topic to discuss and reflect with
people involved in a potential project for starters in South Africa.
The value of this research is to understand that the problem in the housing market must be put in
a broad context of social-economical problems. The apparently problems in technica! and
financial problems seem to be less important. However this research justifies that building
regulations and capacity problems do instigate in the development of sustainable human
settlements for starter households.
The key of success of a business concept is according this research to bring the actors involved
together. Although they have different interests in starter households, together they can create a
plan that is feasible and will create profit for all. Central is the thought that sustainable human
settiement development for starter households can be affordable for starters and be profitable as
well. The type of legal form this alliance between starter households , the private sector or public
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sector must have is not important jet at the moment. This research could be a motive to start a
joint effort tor housing development tor starter households.

15.2

Recommendations
This research can be divided in two parts. The qualitative analyses of the constraints and
opportunities in the housing market in South Africa and the development of a business concept to
start an alliance to realize a sustainable human settiement tor starter households in the housing
market in South Africa. In these recommendations topics are given that could use extra attention
or detailed research. Research institutes such as Eindhoven University of Technology could help
in this detailed research needed.
Qualitative analyses

In a qualitative analyses to the opportunities and constraints in the housing market in South Africa
literature and interviews are used. This gave a broad research to these problems with the result
that a list of constraints was set up in the housing market focused on the starter household. This
list is structured and ranked trom cause to effect to conclude that the housing constraints are an
effect of social-economic problems, urban growth and a lack of governmental capacity. This
research has been broad and not every topic is described in detail. These details might be
important in the development of a housing project tor starters. There are many things that
influence a topic like housing, so more academie research will be needed to specity the problems.
Towards the qualitative analyses this research summed up the following recommendations:
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•

There was during the research not a lot of quantitative intermation is available. People in
South Africa are not aware of the size of their housing problems, because such intermation is
not available. For example the last popuiatien census was done in 1995 and since that time
no large scale research to the popuiatien is done. This intermation could help in the image
formation about the starter households, the availability of houses tor this target group, market
prices of these houses, et cetera.

•

The interviews tor this research gave a background tor the problems in South Africa and a
taste of the sphere in the housing business. During this research not every actor is
interviewed to realize a complete view in the market and the constraints. For a better view on
the market it would add to interview a group of starter households, banks, et cetera.

•

This research argues that rules and regulations are needed to ensure that the quality of the
projects and processes will be sufficient. Also a framewerk tor the housing policy is needed to
disseminate the policy among the people using it. How these rules and regulations should
look like is not mentioned in this research.

•

This research argues that social problems are making the society dysfunctional. About this
topic a lot is already written. Education, employment and social help are needed to do
sernething about these social problems. This research however did not look closer to these

Conclusions and recommendations

•

•

problems. lt could be that more problems are influencing the society on a negative matter.
This needs further research.
In this research a few times the problems of a capacity problem in the government and also in
the construction sector are mentioned. This is based on interviews , but exact information is
not available about these capacity problems . The question whether it is a lack of skilis or a
lack of materials or an increased demand can not be answered yet.
At the moment the actors are not really cooperating with each other. lt is known that there are
many social problems in South Africa. lt could be that this is the reason that they are not
cooperating. Maybe other reasans are influencing this.

Business concept
In the development of a business concept to start an alliance to realize a sustainable human
settiement for starter households in the housing market in South Africa not all aspects are worked
out in detail. Towards the business concept this research summed up the following
recommendations :
•

More market research is needed to the starters in the housing market There is only little
known about their needs, they live and what the effects of the backlog in housing are. Before
this is possible the group has to be defined carefully. The need of the starters is now based
on little literature and some assumptions are made. For future research more literature or
other information is needed. An example of an assumption in this research is that the
government is seen as a homogenous organization. In reality there are ditterences between
the national, provindal and local governments . The same counts forthestarters market

•

The business case of Starter City is based on projects like Sun City in the United States of
America and projects in India and Malaysia. For this research only the concept of these
projects is used. An interview with the developers or extra information of these projects can
be used for project Starter City. Their experiences can add a strong background for private
incentives for the project. Also the financial data of these projects can be used to determine if
project Starter City is feasible.

•

This research focused on the qualitative feasibility of housing development in the concept
phase of a housing development. In a quantitative analyses can be shown whether the project
will be financial feasible or not. For the business concept is mostly spoken about the concept
phase of the project. In other phases and on other decision levels in different kinds of
alliances are also problems that need a solution.

•

The feasibility phase is a creative phase in the process with many opportunities. In this
research is chosen to focus on a business concept. Other solutions are possible as well. With
the focus on the business approach the opportunity of the development of an economie entity
like Starter City is not the only solution . Also within the business concept not specifically has
to be chosen fora business alliance tostart a real estate development company.
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•
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When in theory is determined whether such project is feasible a start can be made with the
housing development itself. A smali-scale pilot projecttotest the business concept in practice
can convince other actars as well if it is successful and start a movement towards the starter
housing market After the successful pilot project, a project on a larger scale is possible .
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