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A WAY TO UNDERSTAND HOUSING MARKETS
BEYOND "SUBSIDY, GAP AND MARKET"

Robert McGaffin



Saying we have a
« Subsidy
° “Gap”
* Market

...1s like the Unilever marketing
people saying...

'j Understanding the market

WHO ELSE SHOULD
WE TARGET?
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Age Distribution Per Group Dwelling Type Per Group
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RDP houses sold in contravention of Housing
Act to be confiscated

Peter Luhanga
12 February 2011

RDP houses in the province transferred to beneficiaries

less than eight years ago, which have been sold by their
owners, will be confiscated and given to the needy, says
Housing MEC Bonginkosi Madikizela.

Location specific audits have revealed that in some
cases, as in George, up to 90 percent of RDP houses
have been sold by beneficiaries, and a visit by former
housing MEC Richard Dyantyi in 2008 revealed that up
to 60 percent of RDP houses in Du Noon had been sold
or let.

(http://westcapenews.com)



1 2 3 4 5 6 7 8 9 10
j 82.70% | 86.30% | 84.10% | 84.80% | 83.50% | 82.60% | 80.10% | 79.40% | 75.57% | 73.49%
17% 14% 16% 15% 17% 17% 20% 21% 24% 27%
(Gallow et al, 2011)
Cape Town Black African Coloured Asian White Other Total
Monthly Household
Income Num Yo Num Yo Num % Num % Num Yo Num Yo
No income 85 427 19.2% 37 399 10.4% 1542 10.8% 19 522 8.4% 2627 14 5% 146 517 13.7%
R1-R 1600 120 800 27 2% 53 104 14 8% 965 6.8% 7 445 3.2% 2754 15.2% 185 068 17.3%
R 1601 -R 3 200 102 325 23.0% 55 849 15.6% 966 6.8% 8 633 3.7% 3 051 16.9% 170 824 16.0% -75%
R 3201 -R 6 400 64 708 14 5% 66 488 18.5% 1459 10.2% 18 853 8. 1% 2919 16.2% 154 427 14 5%
R 6401 -R 12 800 35 420 8.0% 62 286 17 4% 2 149 15.1% 37 117 15.9% 2 376 13.1% 139 348 13.0%
R 12801 -R 25 600 20 520 4 6% 47 952 13.4% 2 852 20.0% 53 255 22 9% 2 046 11.3% 126 625 11.8%
R 25601 -R 51 200 10 835 2.4% 26 390 7.4% 2 564 18.0% 51 619 22 2% 1452 8.0% 92 860 8.7%
R 51 201 -R 102 400 3122 0.7% 6 889 1.9% 1240 8.7% 26 190 11.2% 577 3.2% 38 018 3.6%
R 102 401 or more 1615 0.4% 2 257 0.6% 523 3.7% 10 151 4 4% 268 1.5% 14 814 1.4%
Unspecified 9 0.0% 15 0.0% 6 0.0% 41 0.0% 2 0.0% 73 0.0%
Total 444 781 100.0% | 358 629 | 100.0% 14 266 | 100.0% | 232 826 100.0% 18 072 | 100.0% | 1068 574 100.0%

(Census, 2011)
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...therefore, we need a far more sophisticated and
j nuanced understanding of the housing sub-
markets...
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“l Disaggregation & segmentation

...Disaggregation is the process of ...Segmentation is the process of
dividing the total housing stock into  dividing the total population of
submarkets, within which housing households into submarkets, within
units have certain characteristics which households have certain
(e.g. type, value, location or size) characteristics (e.g. income, age, or
which enable them to be substitutes  size) which generate similar

for each other (supply-side). preferences & levels of demand for

certain products (demand-side).

(Carn, 1988)



Step 1:

Theoretical basis:
Consumer Choice Theory

Step 2:

Segment & disaggregate the
market based on single
attributes

Segment & disaggregate the
Step 3: market based on single
P household attributes over
different periods

Step 4: Analyse results

Propensity of demand

Gap analysis

} | Methodology outline

Segment & disaggregate the
Step 5: market based on multiple
attributes
Clustering Decision tree
Step 6: Analyse results
Propensity of demand Gap analysis
Step 7: Assess future demand based

on demographic projections




‘ Segmentation & disaggregation
Ij based on single attributes (2 & 3)

Various approaches to segmenting housing

submarkets:

* Gender Household Characteristic| df Cramt.er.s v Effect Size

° Age Statistic

¢ Size Gender of Household Head | 1 0.08  |Small Effect

* Income Age of Household Head 2 0.24  [Medium Effect

e Race Household Size 2 0.39  |Large Effect

e Etc. Household Income 2 0.24 Medium Effect
Race of Household Head 3 029  |Medium Effect

(Lendor et al, 2015)
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e Spatial

Segmentation & disaggregation
based on single attributes (2 & 3)

Various approaches to disaggregating
housing submarkets:

 Structural (type, tenure)

 Affordability
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Households (%)
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Households (%)

Dwelling Type Propensities by Household Income
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} | Propensity to demand - analysis (4)
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Propensity to demand analysis (4)

Dwelling Type Propensities by Gender
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Propensity to demand trends (4)

Propensity for Flats/Apartments Propensity for Flats/Apartments
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Gap analysis (step 4)

Unit of Analysis:
Process:

Data/Input

Step 1:

Step 2:

Step 3:

Step 4:
Output

DEMAND

SUPPLY

Household (user)
Segmentation

Housing Unit (product)
Disaggregation

Census (2011) Affordability Assumptions: Valuation Roll (2015)
HH Income % Income spent on housing Property Value
(12 brackets) Credit terms Property Use Codes
Number and % HH's

perincome bracket

V

Affordable property values
per income bracket
(Excel: PV function)

Number and % housing units
per affordability bracket

\

Households (per bracket) - housing units (per bracket)
=shortage/surplus (per affordability bracket)

(Hogarth, 2015)




} | Gap analysis (4)

Demand: Households Supply: Residential Properties Shortage/Surplus?
liIncome Category No. Households % of Total| Value Category No. Properties % of Total| No. Properties % of Total Stock
RO 146 517  13.71% RO 0 0.00% -146 517 -22.02%
R 1 to R 400 29373 2.75% R 1 to R11514 0 0.00% -29 373 -4.41%
R 401 to R 800 42418 397%|R 11515 to R23028 0 0.00% -42 418 -6.37%
R 801 to R 1600 113277 10.60% | R 23 029 to R 46 055 0 0.00% -113 277 -17.02%
R1601 to R3200 170824 15.99% | R 46 056 to R92 111 48 354 7.27% -122 470 -18.40%
R3201 to R 6400 154427 14.45% | R 92 112 to R 184 222 52021 7.82% -102 4046 -15.39%
R 6401 to R 12800 139348 13.04%|R 184223 to R 368 443 131106 19.70% -8 242 -1.24%
R 12801 to R 25400 126 625 11.85%|R 368 444 to R 736 886 172874 25.98% 45 249 6.95%
25601 do Kol 200 92 860 8.69%|R 736887 to R14/3772 160284 24.08% 67 424 10.13%
R 51201 to R 102400 38018 356%|R 1473773 to R2947 545 70919 10.66% 32 901 4.94%
R 102 401 to R 204 800 9748 091%|R 2947 546 to R 5895089 22880 3.44% 13132 1.97%
R 204 801 and up 5066 0.47% | R 5 895090 and up 7075 1.06% 2009 0.30%
TOTAL 1068501 99.99% 665513 100.00% -402 988 -60.55%

(Hogarth, 2015)




Gap analysis (4)

Housing Shortage/Surplus by Income Category
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‘l Projected demand

* Attain demographic projections (e.g. WC PwC 2040 projections)

 Calculate number of households (headship rate)
Yi=Y1ix[(Y2i— K)/(Y1i— K)]Y-Y1Y2-Y1

* Apply propensity ratio

» Adjust propensity ratio based on trends

 Calculate estimated house type demand



PROPENSITIES BY AGE GROUP AND DWELLING TYPE
Single - Flator | Town/cluster/semi- | Informal Total
detached | apartment | detached house | dwelling
2011
Oto 14 477 91 102 143 813
15to 64 517626 20992 84072 | 215420 | 808110
65+ 83826 15078 18751 3211 | 120866
601929 106161 102025 | 218774 | 1020789
2001
Dto 14 72 13 8 30 121
15to 65 389246 61795 44148 | 139856 | 635045 NUMBER OF HOUSEHOLDS IN 2040
85+ 56004 13313 0047 3081 81535
445412 75121 53201 | 142087 | 716701
. Number of
Age . H i
2040 Population eadship Households
Group Rate (2040)
HEADSHIP RATES Oto 14 Q72724 0.02% 164
Age . Y1i- . . (Y2i - K)/ (Y-y1y . 15t0 65 3185671 86.97% 2770575
Y2i-2011 K Y1i-K Y2i-K - Yi- 2040 J
Group 2001 (Yii-K) [ (¥2-v1) 85+ 518163 | 11.20% 58019
0to 14 0.00079 | 0,00017 1.00 -1,000 -0.999 0,9904 3.9 0.0002 £eend
15 to 64 0.88184 | 0,88607 0.00 0,886 0.882 0,9952 3.9 0.8697
65+ 0,11737 | 0,11376 1.00 -0,886 -0.883 0,9959 3.9 0.1120
100% 100% 98,18%
DWELLING TYPE PROPENSITIES
Single - Town/cluster/semi .
detached Flat or apartment —detached house Informal dwelling Total
2011 601929 106161 102925 218774 | 1029789
2001 445412 75121 53201 142067 | 716701
2011 58.45% 10.31% 9.99% 21.24% 100%
2001 62,15% 10.48% 7.42% 19,95% 100%
-5,95% -1,65% 34,65% 6,50%
Percentage change in proportion




“j Shortcomings

» A-spatial

« Simplistic — housing choice based on a number of household
characteristics

...therefore need to segment & disaggregate based on multiple
attributes (9)



“j Clustering approach
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Clustering approach

0

Whereabouts Cape Town: e
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»
:

Whereabouts 6 (e.g. Tafelsig, Mitchell’s
Plain, Manenberg):

* Annual Income; R38 401 to R76 800

* Dominant Age Group; 45-54

* Dominant Household Size; 4

* Dominant Housing Type; brick/concrete
block house

o (Lendor et al, 2015)



A “clustering” technique
based on household choice

Variable 1

Variable 2

Variable 3
Variable 4
Etc.

Variable 1

} | Supervised decision tree modeling
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