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• The research focused on small-scale developers 
who play an important role in providing affordable 
housing in South Africa. 

• The primary research questions focus on the 
decision-making and financing of these developers.

• This is an increasingly important sector of the SA 
property market.

BACKGROUND & OBJECTIVES



IS THIS THE SA PROPERTY MARKET?





HANDLING THE BARRIERS TO ENTRY 



• Qualitative  Research 
 
• In -depth semi-structured interviews with 11 participants. Taking an 

exploratory approach that enabled new insights and theories.

• Method of analysis: Combination of deductive and inductive methods.

• Interviews were transcribed and then analysed according to the 
developed categories.

• A comprehensive interpretation of the data that both confirms existing 
literature and develops new findings and theories.

METHODS AND ANALYSIS



LITERATURE REVIEW
• CHALLENGE OF FINANCING: 

Access to credit limited due to high perceived 
risks by banks. Very high interest rates (18.25% 
to 28.25%) place a financial burden on micro-
developers (McGaffin et al., 2019, Spiropoulos, 
2019).

• REGULATORY HURDLES: 
Long and complicated approval processes, are 
often associated with delays and high costs. 
Complex building regulations often do not 
correspond to the realities in townships 
(Scheba and Turok, 2019).

• BUILDING REQUIREMENTS: 
High standards and requirements for 
construction quality make projects 
more difficult (Webster, 2022).

• ECONOMIC AND SOCIAL RISKS: 
Overcrowding and poor living conditions 
lead to social tensions. Tenants' 
economic insecurity makes reliable rent 
payments and stable business models 
more difficult (Spiropoulos, 2019)



Theoretical framework
Decision theoryNormative (mostly neoclassical) decision theory

• Decision-making in general: mostly concerned with prop. investment (e.g., Farragher  and Kleiman, 1996; Hargitay et al., 1992)
• Decision-making in property development: several textbooks, but very few empirical works, for instance by Capozza & Li 

(2002), who set up mathematical rules for the optimal timing of land development projects or Montibeller  et al. (2006), who 
develop a decision support system for strategic decisions

Descriptive (mostly behavioural ) decision theory  
• General: mostly about investment decisions (e.g., Adair et al., 1994; French, 2001), but some of them relevant for micro-

developers, for instance by Gallimore (2000) on small property companies and Roberts & Henneberry  (2007) on decision 
processes

• Prop. development: again very scarce; notable examples Healey (1992) with a descriptive institutional model of the 
development process, and Zöllig & Axhausen (2012), who find that the purpose and professionalism of developers has the 
greatest influence on their decision -making

Prescriptive decision theory 
• General: mostly by authors such as French (2001), who base their suggestion on a review of normative models and a 

description of common practice
• Prop. development: notable examples are Pommer (2007) and Atherton et al. (2008) who develop tools that can effectively 

support developers and, thus, help to make decisions more rational and less intuitive 



Theoretical framework —Financial theory

Mainstream (mainly neo -classical)
• Hardly applicable to property developers, e.g., portfolio theory
• Practical issues such as sources of capital can be found in textbooks (e.g., Long, 2011; Peiser et al., 2022)
• Some academic research on topics such as mix of financial instruments and capital structure;  however, mostly 

irrelevant for micro -developers (example: pecking-order model and trade -off model not applicable due to the banks‘ high 
pre-sales requirements and preference for low leverage (Max and Spolander, 2021))

Off -mainstream
• Several streams of literature provide relevant research findings, e.g., agency theory, transaction cost theory and game 

theory (example: optimal risk allocation between lenders and borrowers is crucial for success due to information 
asymmetry)

• Entrepreneurial finance: most of the literature deals with conventional sources of financing (e.g., venture capital), while 
sources for very small enterprises in developing countries (e.g., peer-to-peer lending and family/friends) are under -
researched (Nguyen et al., 2020, p. 22). 

• Informal finance: interesting alternatives for our target group (Lee and Persson, 2015; Chikalipah and Makina, 2019)
• Micro-finance: very important sources of capital and advice; organized in several ways (government, national and 

international NGOs, banks, self-help groups; in South Africa apparently under -developed compared to other countries

Theoretical framework
Financial theory



RESEARCH FINDINGS -

• The micro-developers conduct their own market and location analysis, 
using methods such as interviews, internet research, property 
comparisons and scoping the potential sites.

• The micro-developers often favour renovations rather than new builds as 
these are lower risk.

• Strategic planning is crucial, with some developers focusing on long-term 
income and others planning to sell soon after completion and reinvest 
elsewhere. 

• In addition to economic goals, their focus is often on creating safe and 
affordable housing to improve the quality of life in the communities.

DECISION-MAKING 
PROCESS



RESEARCH FINDINGS-
FINANCING DECISIONS

• The low level of support from traditional banks, which often do not grant loans due to the high risk involved, requires 

innovative solutions: Private institutions provide tailored financing solutions, training and support. 

• These institutions may be focused more on the feasibility of projects rather than the financial capacity of the 

individual with more flexible credit terms. 

• A challenge: 20% equity requirement. Some programs provide access to mezzanine financing, which offers an 

alternative when the required equity cannot be fully raised. Different developers use different methods to raise 

equity, such as the sale of assets or personal savings. 

• Downside: These programs offer higher interest rates compared to traditional banks, which further increases the 

financial burden. 

There is therefore a need to attract more financial and other institutions in this field to promote affordable 

financing for micro -developers.



• Financial uncertainty 
• Lack and cost of finance
• Property management
• Lack of experience and 

market knowledge.
• Planning/building 

regulations

RESEARCH FINDINGS-
PERCEIVED RISKS

• Cr ime
• Unr eliable pr oject  

par t icipant s  
• Polit ica l ins t abilit y 



CONCLUSION AND FUTURE RESEARCH
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