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THE GAP MARKET
a feature of the south african urban 
housing situation that is receiving in-
creasing attention from housing policy-
makers and strategists (such as the City 
of Cape Town) is the existence of the 
so-called ‘gap market’, namely households 
earning in the r3 500 – r7 500 band. 
These households do not qualify for sub-
sidised housing, as they earn above the 
threshold for such housing. on the other 
hand, they are not able to access market-
provided housing, mainly for two reasons: 
the limited availability of housing afford-
able to such earners, and the previous 
reluctance of lending institutions to enter 
this segment of the market.

in general, such households would be 
likely to have at least one member in reg-
ular waged employment and harbouring 
what may be regarded as ‘middle-class’ 
aspirations. Certainly they would wish to 
move from what is often desperately inap-
propriate accommodation in shared and 
overcrowded formal housing units, or in 
backyard shacks and converted garages, to 
more substantial housing. Their aspirations 
would include the ambition to acquire 
private transport and to use it to avoid 
the inconvenience, squalor and insecurity 
currently associated with public transport 
services across all three of the major modes 
(commuter rail, scheduled buses, unsched-
uled minibus taxis).

at the national level, the ‘physical need’ 
of households in the ‘affordable housing 
market’ (with incomes in the band r2 500 
– r7 500 per month) was estimated to be 

some 666 700 units in 2006 and was pro-
jected to increase to around 726 800 units 
in 2010. obviously, not all households in 
this income band contribute to rising levels 
of car acquisition and use in the popula-
tion as a whole. nationally, the number 
of households with access to a car in-
creased by 808 000 or 33% between 1995 
and 2003. Data from the 2003 national 
Household Travel survey suggest that 
much of this increase would be accounted 
for by households earning more than 
r6 000 per month – a stratum in which 
the car ownership level rises to 1,2 cars per 
household from 0,6 cars per household in 
the r3 000 – r6 000 per month income 
band. (The car ownership level drops to 
0,2 cars per household for households with 
incomes below r3 000 per month.) 

although the available data remain 
somewhat sketchy, it nevertheless seems 
reasonable to infer that there is a signifi-
cant segment of ‘gap market’ households 
– particularly those in the middle to upper 
ranges of the associated income band – in 
which the acquisition of private transport 
is being, and has been, actively pursued.

recognition of this possibility points 
towards a potential opportunity to address 
two of the most critical issues presented 
by current urban development trajectories 
in south africa’s major cities in an appro-
priately integrated way. on the one hand, 
there is a manifest need to deal with the 
unacceptable housing situation of a sector 
of the population which provides a criti-
cally important component of the urban 
labour force under conditions that must 
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This article explains the means 

through which transit-oriented 

development (ToD) can be used 

to boost housing affordability and 

the implications of this for meeting 

the needs of the gap market in the 

south african context.

The base rationale behind ToD 

is the desire to decrease car usage 

by increasing public transport 

usage and the use of non-motor-

ised transport. This is achieved 

through making public transport 

more accessible and the use of non-

motorised transport more attrac-

tive. Generally, this is realised by 

locating housing in relatively close 

proximity to a public transport 

stop; encouraging mixed use de-

velopment which reduces the need 

to travel long distances to access 

good, services and work opportu-

nities; and increasing the density 

of developments to provide higher 

thresholds for public transport pro-

vision and commercial activity
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impact negatively on general productivity 
levels. on the other, there is an impera-
tive to contain, and if possible reverse, the 
trend towards car ownership and use that 
is both an effect and a cause of declining 
levels of public transport usage in the 
major cities, particularly within this sector 
of the population. The rationale for this 
latter imperative is clearly embodied in 
the legislative and policy frameworks cur-
rently intended to govern urban transport 
provision.

LOCATION EFFICIENT MORTGAGE
The approach within which a related 
cluster of issues has been addressed in 
the us urban context has been labelled 
‘location efficient development’, with the 
key mechanism deployed in its imple-
mentation: ‘location efficient mortgage’ 
programmes. in essence, ‘location efficient 
development’ is ‘residential and commer-
cial development located and designed to 
maximize accessibility and overall afford-
ability’ and is usually promoted as part of 
a ‘new urbanist’ or ‘smart growth’ strategy 
package to reduce ‘automobile depend-
ency’. 

The basis of ‘location efficient mort-
gages’ (Lems) is that higher mortgage to 
income ratios can be offered by financial 
institutions in recognition of savings on 
household budgets achieved through resi-
dence in areas considered to be location-
ally efficient, where overall transport costs 
are lower as a result of reduced private 
vehicle ownership and use. ‘Location ef-
ficient’ areas are those in which residents 
are not dependent on cars for their daily 
activities and can walk (or cycle) to access 
both public transport and the majority 
of goods and services used in daily life. 
Clearly, ToD schemes would be considered 
‘location efficient’ and residents could be 
considered to qualify for Lems.

in the us, where there has been fairly 
extensive experience with Lem pro-
grammes, a mortgage bond applicant with 
a monthly income of $2 100 would qualify 
for a bond of $115 611 in a ‘location ef-
ficient’ area compared to a bond of $76 058 
elsewhere, calculated at the standard bond 
repayment to income ratio of 28%. in 
south africa, lending institutions generally 
do not allow a bond repayment to income 
ratio of more than 30% and do not take 
the impact of transport costs on household 
budgets into account. 

it is possible, however, to model the 
savings in transport costs that could po-
tentially accrue to a household through 
substituting travel by public transport (and 
walking or cycling) for acquisition and 
use of a car, and to project what this might 
translate to in terms of additional mortgage 
bond finance within an Lem-type pro-
gramme. Table 1 summarises the results 

of such a modelling exercise for ‘typical’ 
households falling into two income bands 
within the ‘affordable housing’ market 
segment of the population. This provision 
modelling indicates that additional bond 
affordability of approximately r150 000 
can be achieved by not purchasing and 
using a 1300 cc vehicle costing r30 000. 
if the vehicle is purchased but not used 
extensively, the additional bond afford-
ability would be in the order of r85 000. 
as the price of the engine capacity of the 
vehicle increases, so do the savings. for a 
1600 cc vehicle costing r125 000 the sav-
ings if the vehicle is not purchased would 
allow an additional bond affordability of 
approximately r385 000 and if the vehicle 
is purchased but not used extensively the 
additional bond affordability would be ap-
proximately r113 000.

CONCLUSION
While the model obviously could be 
refined and elaborated, even these neces-
sarily crude preliminary calculations 
suggest that the establishment of an Lem-
type programme which deploys some 
version of the ‘affordability index’ used 
in the us could significantly improve the 

standard of accommodation accessible to 
households in this segment of the market. 
under present conditions in south african 
housing markets, this would substantially 
extend the downward ‘reach’ of private 
sector developers and represents an impor-
tant and necessary ‘demand-side’ interven-
tion to facilitate the provision of appro-
priate housing stock in ‘efficient‘ locations. 

However, the essential precondition 
for such locations to qualify as ‘efficient’ is 
the existence of a public transport system 
able to serve effectively both the current 
and anticipated travel demand patterns of 
at least the ‘public transport-car aspirant’ 
and ‘public transport-captive’ segments of 
the resident population. moreover, while 
fundamental, instituting an effective, city-
wide public transport system constitutes 
just one of the ‘supply-side’ interventions 
required to facilitate ‘location efficient de-
velopment’ in the form of ToD. The other 
major such intervention would be the es-
tablishment of an institutional framework 
encompassing relevant agencies in both 
the public and private sectors, and spe-
cifically geared to deliver the appropriate 
forms of development in suitably ‘efficient’ 
locations. 

  Table 1 Potential impact of an LEM-type programme on the ‘affordable housing market’ (in rands)

HOUSEHOLD A (‘gap market’): 
two adults, two children

HOUSEHOLD B (‘lower middle income’): 
two adults, two children

Annualised cost of car ownership and use
• 1300 cc vehicle, R30 000 purchase price
• 20 000 km per year routine travel

Annualised cost of car ownership and use
• 1600 cc vehicle, R125 000 purchase price
• 20 000 km per annum routine travel

Fixed costs
Running costs

  8 000
15 590

Fixed costs
Running costs

32 600
18 950

Total 23 590 Total 51 550

Annualised cost of public transport use
• Adults R172 per month train fares each
• Children nominal R50 per month each

Annualised cost of public transport use
• Adults R172 per month train fares each
• Children nominal R50 per month each

Adults
Children

4 128
1 200

Adults
Children

4 128
1 200

Total 5 328 Total 5 328

Potential savings per year Potential savings per year

• Car sold/not acquired 
(alternative a)

18 262
• Car sold/not acquired 
(alternative a)

46 222

• Car not used routinely 
(alternative b)

10 262
• Car not used routinely 
(alternative b)

13 622

Potential additional bond finance (LEM) Potential additional bond finance (LEM)

• Alternative a 152 180 • Alternative a 385 180

• Alternative b 85 510 • Alternative b 113 510

Notes
• Vehicle fixed and running costs based on Automobile 
Association rates 2006 (assuming fuel cost R6,45/litre)
• Public transport costs based on 2003 NHTS data for average costs of travel to work by train
• Additional bond finance calculation based on assumption that repayment of R100 000 worth of 
bond finance is R1 000 per month 

   source: T Marks, Transit oriented development for the Atlantis Corridor: a facilitation framework,  
Master of City and Regional Planning Dissertation, School of Architecture, Planning and Geomatics, 
University Of Cape Town, 2006.
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