gap market
housing

is a term that describes the
shortfall, or ‘gap’ in the market
between residential units supplied
by the state and houses delivered
by the private sector.
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Introduction

This chapter is an analysis of one of the Greater London Authority’s (GLA) Mayoral Covenant housing
delivery strategies, “Homes for Working Londoners”. The broad approach adopted allows for a more nuanced
understanding of the Covenant, its programme and package. It then considers a particular case study which
is one of the many private sector partners created through the framework, Pocket Living. First, the problem
statement is broadly defined and outlined. It concerns the housing gap market in South Africa which reveals the
impetus from which this research stems. The second point made is that, although London has vastly differing
economic characteristics, the city still fundamentally faces similar challenges in the emergence of what is its own
unique form of the housing gap.An analysis of the Greater London Authority Covenant, and also the approach
of the private developer, Pocket Living, follows. Its success factors and challenges are identified and reviewed
to determine how these could shape potential replication in the broad context of South Africa, and Cape Town
more specifically. In order to gauge the effective need for such a programme, and to determine alignment of its
principles to South Africa’s housing gap market challenge, national understanding of the current drivers of the
gap market are considered.

However, it is shown that these drivers reflect large variance across urban centres in the country, thus local
market dynamics are not standardised. Effectively, this alters the inherent characteristics of the gap market at
the local level. To evaluate the potential effectiveness of intervention in this market, it is imperative that the
local level of understanding of the housing market, and the gap within it, are recognised. Discussion then delves
deeper into the nuanced gap market dynamic in Cape Town and its spatial morphism. It establishes the current
major policy and implementation responses, as well as analysing the reasons why these have not been able to
deliver affordable housing stock at a scale to close the gap market. Contextualising the case study determines
the efficacy of the key findings to replicate the programme. Lastly, the approach of the case study is reviewed in
the light of current South African policy, highlighting the alignment of trends, where they occur and the major
challenges facing its domestic implementation. Ultimately, the aim of this paper is to explore an innovative
Public-Private Partnership (PPP) procurement and packaging approach. Its purpose would be to stimulate the
involvement of the private sector in providing the requisite housing option and tenure mix in South African
cities. One that is delivered at a scale that would close the gap and create a unitary housing market is desired.
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Problem Statement

Fifteen per cent of households in South Africa have access to bond finance. Around 60 per
cent of households qualify for subsidised houses, leaving a group representing approximately

25 per cent that does not qualify for a fully subsidised house, yet does not earn enough to
qualify for a bond.This segment is known as the gap in the housing market (RSA,2011:271).

In South Africa, a shortage of housing for the low-income majority of the population has, since 1994, been a
challenge the state has attempted to address. Primarily this has been achieved through the mass delivery of low-
income housing on the periphery of urban centres following the Reconstruction and Development Programme
(RDP) and Breaking New Ground (BNG) plans. However, the potential beneficiaries of RDP housing are South
Africans who earn under R3 500 ($250) per month. These are the most poverty-afflicted demographic sector
of South Africa’s population. A lack of both existing housing stock and adequate access to finance resulted in
an additional section of the population being unable to access housing options due to the distortionary effect
of South Africa’s unequal development history through apartheid policies. This market segment is known as
the gap market in South Africa. It is defined as those who do earn above R3 500 a month and therefore cannot
qualify for RDP housing but, at the same time, they can neither afford a house in the primary open market nor
access to adequate finance to do so (Centre for Affordable Housing Finance and South African Cities Network,
2014).The upper end of the gap market is generally accepted, at national level, as being approximately R15 000
per month income per household. The result of this market distortion is a broad economically active group,
particularly noticeable in urban areas, that does not qualify for the traditional and primary state-subsidised
housing programmes. Moreover, they do not earn enough to be eligible for financing and cannot afford rentals
to enter the open private housing market.

LONDON MAYOR'S HOUSING COVENANT
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OF THE GREATER

Market distortions are increasingly evident when the spatial variance of housing prices in urban markets,
relative to locations with access to transport, economic opportunities and social facilities, are concerned.
These opportunities inherently price-in the locational advantages. Increased accessibility leads to raising market
entry prices which excludes an increasingly larger segment of the market. This urban land market dynamic has
structurally entrenched the spatially inefficient and unjust structure of South African cities. Hence the segregated
city design and policies of pre-democratic South Africa tend to continue. South Africa therefore has a growing
gap between the demand and supply of affordable housing that services the lower earning, yet economically
active population, particularly in well-located urban areas.

Researching and Documenting Innovative Responses to Urban Pressures
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The South African state is aware of this market segment and advocates the need to address its market failure as
a priority. To date, there has been failure to deliver at scale despite attempts to address the gap. The Finance
Linked Individual Subsidy Programme (FLISP) addresses the demand side, and the social housing programme
the rental supply side. Furthermore, there is growing recognition that the current form of state subsidies for
affordable housing is fiscally unsustainable. Given the scale of continued demand and resource limitations this is
likely to continue for the foreseeable future.

Competing priorities too have to be considered, for example, education and health.The state is unlikely to increase
current subsidy levels beyond keeping pace with inflation. Instead of relying on increased subsidies, other models of
housing delivery have to be found.The National Planning Commission,as well as the National Department of Human
Settlements (RSA, 201 I; DHS, 2009) have stated unambiguously, through policy intent, the need to incorporate
the private sector, the financial institutions and property developers in creating a sustainable partnership in gap
market product delivery at the required scale. However, despite these intentions and some practical effort to
involve private finance and developers in South Africa in dealing with the gap market, there has been little tangible
impact. As a response, policy directives are increasingly advocating the necessity of a tailored approach to
stimulating private sector involvement to close the housing market gap in South Africa (RSA,201 1).The exact intent
of this chapter is to address this call through an analysis of the potential replicability of the innovative GLA
Covenant approach.

‘Mind the Gap’: The London Housing Market

At first glance, London and Cape Town are hardly comparable in terms of housing markets. However, despite
vastly different levels of resources, and contrasting economic forces driving distortionary effects, housing market
failure persists, shaping the levels of inaccessibility to housing on the open market. Despite the contrasting
economic developments, the two cities display a similar market failure. This will become evident throughout
this analysis. Nevertheless, similar approaches to addressing this market gap, signifies the potential for effective
replication.

London is a highly successful global city in most aspects and measures, with sustained economic growth and
stability. However, rapid population and employment growth, combined with a persistent under-supply of
housing, has left London with very high housing costs and extremely high housing inflationary pressures (Greater
London Authority [GLA], 2014). Average house prices of the London housing market have more than doubled
since the late 1990s and trebled since the mid-1980s (Chart 4.1), even when adjusted for inflation. This has
happened during a period that has seen a global financial crisis and stagnant price increases in many cities globally.



Chart 4.1: Office for National Statistics index of average London house prices
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Not only has London’s property market outperformed global indices for property owners, but it is distinct from L
the housing market for the rest of England.This indicates a large geographic demand point and prices that have ot
outstripped performance nationally. However, it is not only the high prices that differentiate the London housing % w
=0

market from the rest of England, as can be seen in the following:

The demand for property, the mix of tenures and households, the difference in affordability of renting or buying, and
the levels of acute housing need, all distinguish the London housing market from England as a whole, and have major
implications for the delivery of housing that is affordable. (Joseph Rowntree Foundation, 2013)

The comparative average house price change in London is compared to the rest of England over last two
decades (Chart 4.2 below). It shows that while house prices in England have also risen steadily they have not
reached the levels of London, with the gap between prices in London and the rest of England still rising. On
average, house prices in London are 57% higher than England as a whole, and continue to grow at a faster rate
than the wider English housing market (ibid.).

Researching and Documenting Innovative Responses to Urban Pressures
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Chart 4.2: Average London house prices compared to England, 1995-201 |
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This trend in itself is not uncommon, as successful large cities often generate far greater land demand than other
areas which, in the context of limited land supply, results in higher prices. Also, successful large cities such as
London, offer higher labour absorption and wage rates relative to their national hinterlands, contributing to
higher property unit prices. Since London is a global economic hub and is one the top ten regions in Europe,
according to the Gross Domestic Product (GDP) per capita (Brookings Institution, 2014), the price gap between
London and the remainder of England is hardly surprising. As a consequence, the ability of first time buyers to
enter the property ownership market in London is decreasing (Chart 4.3), with an increasingly larger percentage
of the population excluded from market participation. Although average wages and salaries are higher in London
than elsewhere than the United Kingdom, the size of mortgage payments as a percentage of mean take-home
pay is nearly 20 per cent higher in London than nationally (GLA, 2014). Thus, despite London’s enormous
success as a global city, there has been a degree of market failure in the housing market. Despite the prosperity
of the city there is a ’housing gap market’.



Chart 4.3: Affordability of housing for first time buyers, London relative to United Kingdom
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However, although London’s housing market may be regarded as exclusionary due to inflationary pressures,
local government in London has historically and enduringly countered this market failure with subsidised social
housing. Policies for social housing are formally in place at a national government level and are supplemented
extensively by the GLA at the metropolitan scale. Local authority boroughs provide a planning and assisting role.
In England, 17% of all households have social housing benefits while 23.9% of all Londoners live in social rented
housing (GLA, 2015). Despite substantial provision of partially state-subsidised housing, the enormous demand
side pressures in London have resulted in a situation where one in ten Londoners are currently on council
housing waiting lists (Fisher, 2012). Furthermore, the waiting list is perpetually growing as the state has, over
the last half-decade, not been able to match the supply with demand. The supply of new social rental units has
remained fairly constant but increasing demand and housing prices in the city have led to a far greater provision
of private market-related builds (Chart 4.4).
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