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Introduction: South Africa continues to face a significant housing crisis characterized 
by a growing backlog, unaffordability, and spatial inequality. Although state-led 
interventions such as the Reconstruction and Development Programme (RDP) and 
the Finance Linked Individual Subsidy Programme (FLISP) have improved access for 
low-income households, these initiatives have not adequately addressed the housing 
needs of the missing middle, nor have they fully leveraged private sector participation. 
This article investigates how tax credits can complement existing housing programs, 
including BNG, FLISP, and informal settlement upgrading initiatives. The South African 
government is seeking innovative, scalable, and financially sustainable approaches 
to address the housing crisis. Tax-based incentives, particularly housing tax credits, 
represent a promising but underutilized strategy.
Methodology: This article conducts a systematic literature review to assess 
the effectiveness of tax credit mechanisms in promoting affordable housing. 
The analysis primarily draws on international case studies, including the United 
States’ LIHTC program. The review covers peer-reviewed articles, government 
policy documents, and institutional reports published between 2010 and 2024. 
The PRISMA framework and Participatory Design principles guide the review to 
ensure transparency and replicability.
Results: The findings reveal that tax credit programs have successfully mobilized 
private investment in affordable housing in several countries, particularly when 
supported by strong regulatory oversight, clear eligibility criteria, and alignment 
with spatial planning frameworks.
Discussion: However, implementation challenges remain, including market capture, 
the exclusion of the poorest households, and administrative complexity. In South 
Africa, although limited tax incentives, such as Urban Development Zone (UDZ) tax 
deductions, are available, they have not been specifically tailored to incentivize the 
delivery of affordable housing. This article proposes a SA-AHTC model to complement 
existing housing subsidies. The model aims to attract private capital to mixedincome 
and rental housing in high-demand urban areas, responding to the growing trend 
of urbanization. The proposal emphasizes integration with local government 
planning, outcome-based compliance systems, and continuous monitoring to 
promote equity and effectiveness. The analysis demonstrates how well-designed tax 
credit frameworks can align public policy objectives with market-based solutions. 
Incorporating tax credits into a broader, equity-focused housing strategy could 
expand access to affordable shelter and support inclusive urban development.
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1 Introduction

South  Africa’s constitution guarantees access to adequate 
housing, but as of 2021, there was still a shortfall of 3.7 million units 
(Daily Maverick, 2022). Since 1994, programs such as the 
Reconstruction & Development Programme (RDP) and Breaking 
New Ground (BNG) have built over 5 million houses; however, they 
have not kept pace with the rapid urban growth (Housing 
Development Agency, 2023). Recent budget cuts have further 
limited the number of new homes that can be built. Across Africa, 
cities have been working to meet the growing need for improved 
infrastructure and affordable housing, particularly since the 1950s 
(Kamana et al., 2024). After 1994, the South African government 
launched the RDP to address past inequalities by providing free, 
state-subsidized homes to low-income families. Despite delivering 
millions of houses, critics note that the RDP has contributed to 
urban sprawl and ongoing spatial inequality, and it still falls short 
of meeting demand (Charlton and Meth, 2017; South  African 
Institute of Race Relations, 2021).

Even with large grants and subsidies, relying mostly on 
government funding has made it hard for the state to reduce the 
housing backlog (Shisaka Development Management Services, 
2020). The RDP approach led to many homes being built in black 
townships, which kept old spatial patterns from apartheid in place. 
This means many families still live far from jobs and city centers. 
The Department of Human Settlements now reports a backlog of 
about 2.4 million homes (Housing Development Agency, 2023). 
Rapid urbanization has exacerbated this issue: more than two-thirds 
of South Africans now reside in cities, and this trend is expected to 
continue (Stats SA, 2022). As people move to cities for work and 
services, informal settlements have grown rapidly, often lacking 
basic infrastructure and decent living conditions (Turok and Borel-
Saladin, 2016). This puts more strain on municipal services. While 
most households reside in formal homes, approximately 8% live in 
informal structures, and 3% live in traditional dwellings 
(Department of Human Settlements, 2023a).

To address these issues, the government has implemented 
several programs, including FLISP, Human Settlements 
Development Grant (HUDG), Upgrading of Informal Settlements 
Development Grant (UISPG), and Municipal Human Settlements 
Capacity Grant (MHSCG). FLISP helps families who earn too much 
for RDP housing but not enough to get a mortgage (Department of 
Human Settlements, 2023b). Still, these subsidies have not fully 
closed the gap for households in the missing middle, earning 
between R3,500 and R22,000 per month (CAHF, 2022; Department 
of Human Settlements, 2023c). Many in this group, especially those 
earning between R3,500 and R7,500, find it challenging to secure 
mortgage loans because there are few suitable housing options and 
almost no mortgage products available to them. Relying mainly on 
public funding is unsustainable, so there is a need to explore 
market-based solutions. Tax credits are one option. They reduce tax 
bills for people or companies who invest in projects that benefit 
society. In housing, tax credits can encourage private developers to 
build affordable homes by reducing their tax liability when they 
invest in qualifying projects (United States Department of Housing 
and Urban Development, 2011).

This article examines how tax credits could complement 
existing housing programs, such as BNG and FLISP, as well as 

efforts to upgrade informal settlements, thereby accelerating the 
delivery of affordable homes in South  Africa. It suggests that 
working with the private sector through well-designed tax credits 
is key to easing the state’s financial load and increasing housing 
supply. The paper recommends a tax credit system with strong 
public oversight, built into existing subsidies, and focused on both 
spatial and social goals. If implemented, this approach could help 
the National Treasury establish a more sustainable and equitable 
way to promote affordable housing. Using tax incentives to attract 
private investment may help reduce the housing backlog and better 
meet the needs of South Africa’s rapidly growing cities (National 
Treasury, 2021a, 2021b).

2 Methodology

A Systematic Literature Review (SLR) was conducted using the 
PRISMA 2020 framework to evaluate the potential of housing tax 
credits in addressing affordable housing challenges in South Africa. 
The research design incorporated Participatory Design (PD) principles 
to ensure that the conceptual framework, particularly the proposed 
South African Affordable Housing Tax Credit (SA-AHTC) model, 
addresses user needs, governance, and implementation as identified 
in the literature. Participatory design is a collaborative methodology 
that actively involves stakeholders, particularly end-users, in the 
design process to align outcomes with user needs, preferences, and 
contexts. This approach emphasizes democratic involvement, mutual 
learning between designers and users, and shared decision-making 
throughout the design cycle (Bødker et al., 2004; Creswell and Plano 
Clark, 2018).

The article employs a pragmatist approach, integrating multiple 
methods, perspectives, and sources of evidence, and is informed 
by constructivist and social justice perspectives (Kaushik and 
Walsh, 2019). This methodological design combines the rigor of 
systematic review with participatory inclusivity, ensuring the 
SA-AHTC model is both evidence-based and contextually relevant. 
The PRISMA framework was selected to enhance transparency, 
replicability, and methodological rigor in synthesizing global and 
local housing finance strategies, including tax-based incentives. 
The literature search included databases such as Google Scholar, 
ScienceDirect, JSTOR, and the World Bank Open Knowledge 
Repository. Keywords used were ‘affordable housing,’ ‘tax credits,’ 
‘South  Africa,’ ‘Low-Income Housing Tax Credit,’ ‘urban 
development,’ ‘housing finance,’ ‘public-private partnerships,’ and 
‘policy innovation.’ Inclusion and exclusion criteria were based on 
topic relevance. Sources comprised peer-reviewed journal articles, 
government policy documents, institutional reports, and case 
studies from 2010 to 2024 that addressed tax credit frameworks, 
affordable housing policies, blended finance, and participatory 
housing programs. Non-English publications, commentary articles 
without methodological grounding, and sources lacking full-text 
access were excluded. The initial search identified 239 records. 
After deduplication and abstract screening, 78 full-text articles 
were reviewed, with 45 meeting the inclusion criteria. The selection 
process followed PRISMA guidelines and is illustrated in a flow 
diagram (Figure  1). Thematic synthesis identified common 
patterns and policy-relevant insights. Although direct participatory 
engagement was not conducted, PD principles informed the 
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interpretive lens during model development. This approach 
enabled the SA-AHTC model to reflect stakeholder perspectives 
and align with rights-based and inclusive planning in both 
South African and international housing policy.

3 Theoretical framework

The article adopted the Housing Rights Theory in addressing the 
strategies adopted to address affordable housing challenges. The Housing 
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FIGURE 1

Prisma template. Source: Page et al. (2021), Mvuyana (2025).
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Rights Theory is grounded in the recognition of adequate housing as a 
fundamental human right and an essential component of human dignity, 
social justice, and sustainable development. Several international legal 
instruments have acknowledged that housing is a fundamental human 
right. Hence, Article 25(1) of the Universal Declaration of Human Rights 
(UDHR), affirms that “everyone has the right to a standard of living 
adequate for the health and well-being of himself and of his family, 
including food, clothing, housing and medical care” (United Nations, 
1948). Furthermore, Article 11(1) of the International Covenant on 
Economic, Social and Cultural Rights (ICESCR) underscores the right 
of all individuals to “adequate housing” as part of the right to an adequate 
standard of living (United Nations General Assembly, 1996).

The United Nations has recognized that housing rights extend 
beyond the mere provision of shelter to include security of tenure, 
affordability, accessibility, habitability, and cultural adequacy 
(UN-Habitat, 2014). These dimensions emphasize that housing should 
not be understood narrowly as the physical structure of a dwelling, but 
rather as a right that ensures dignity, safety, and participation in 
community life (Hohmann, 2013). This has been emphasized by the 
United Nations Committee on Economic, Social and Cultural Rights 
that states have an obligation to progressively realize housing rights 
through legislative, policy, and budgetary measures while protecting 
individuals from forced evictions and homelessness (Committee on 
Economic, Social and Cultural Rights, 1991).

In practice, the housing rights theory challenges market-driven 
approaches that treat housing as a commodity instead of a social 
good. Scholars argue that commodification can worsen inequality 
and exclusion. This often leaves groups such as the urban poor, 
women, migrants, and people with disabilities without adequate 
housing access (Rolnik, 2019). A rights-based approach views 
housing as a public responsibility. It requires state accountability and 
citizen participation in policymaking (Farha, 2016). In the 
South  African context, housing rights theory has become more 
prominent due to constitutional recognition. Section 26 of the 
Constitution of the RSA guarantees the right of everyone to access 
adequate housing. It also requires the state to take reasonable 
legislative and other steps, using available resources, to realize this 
right over time (The Republic of South Africa, 1996).

4 Historical housing typologies and 
programs in South Africa

South Africa’s housing landscape is complex, shaped by the legacy 
of apartheid and ongoing socio-economic challenges (Marutlulle, 
2022). Numerous efforts have been made by the South  African 
government to address housing inadequacies through various 
programs; however, significant challenges remain. These include the 
persistence of informal settlements, public health concerns, shack fires, 
flooding, violence, corruption, and xenophobia (Marutlulle, 2021). 
Such obstacles have hindered progress in improving the quality of life 
for underprivileged households. Although the realization of housing 
as a human right is mandated by the South African Constitution of 
1996, the government has struggled to fulfil this commitment, despite 
the mass production of housing (Mchunu and Nkambule, 2019). This 
has led the South African government to initiate several programs 
aimed at realizing adequate housing as a human right. This section 
explores the various approaches adopted by the government to address 

housing challenges in the country and considers how innovative 
financing models can contribute to improving housing delivery.

4.1 Reconstruction and development 
programme (RDP) as a socio-economic 
policy framework

Following the 1994 elections, the African National Congress (ANC) 
introduced the RDP to redress apartheid-era inequalities by delivering 
essential services, including housing, water, electricity, and sanitation, 
to low-income households (African National Congress, 1994). As the 
initial socio-economic policy of post-apartheid South Africa, the RDP 
aimed to resolve infrastructural deficits and entrenched social 
inequalities. The ANC pledged to construct one million affordable 
houses within 5 years, prioritizing historically marginalized and 
impoverished communities. Standardized, free-standing units 
measuring 30 to 40 square meters were constructed on individual plots 
and equipped with basic services (Charlton and Kihato, 2006).

The RDP delivered over four million state-subsidized homes and 
secured tenure rights in the Constitution. National government 
allocations primarily funded the programme, concentrating large-scale 
housing production in black townships. This approach unintentionally 
reinforced the spatial segregation established during apartheid. Although 
extensive, the RDP contributed to urban sprawl and sustained spatial 
inequalities. The programme did not meet housing demand, and 
persistent backlogs further exacerbated this shortfall (Charlton and 
Meth, 2017; Shisaka Development Management Services, 2020; Mhlongo 
et al., 2022). RDP housing was approved in accordance with Department 
of Housing norms, as outlined in the 1997 Housing Act. Households 
earning less than R3,500 (approximately $194) per month qualified for 
a full subsidy. RDP houses became symbols of the state’s commitment to 
correcting historical spatial and housing inequalities, providing hope to 
many low-income families who previously could not afford 
homeownership (Tissington, 2011) (see Figure 2).

The strategy resulted in large-scale housing production in black 
townships, which perpetuated spatial segregation from the apartheid 
era. Locating many houses on the urban periphery reinforced 
geographic marginalization. Uniform design standards, substandard 
construction quality, and limited community participation in planning 
processes further undermined the program. The RDP exposed 
significant weaknesses in municipal capacity and governance, impeding 
the development of integrated and sustainable human settlements. 
Although the program addressed immediate housing needs, its focus on 
quantity and peripheral locations created long-term fiscal challenges for 
municipalities and sustained spatial inequalities (Huchzermeyer, 2003, 
2011; Behrens and Wilkinson, 2003; Charlton, 2003; Scheba and Turok, 
2021; Van Donk and Pieterse, 2006).

4.2 Breaking new ground as a 
comprehensive plan for housing 
development

The BNG policy, formally the Comprehensive Plan for the 
Development of Sustainable Human Settlements, was adopted in 2004 
and represented a significant evolution in South  Africa’s housing 
strategy. The policy sought to address the limitations of the 
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Reconstruction and Development Programme (RDP) by promoting 
integrated, sustainable, and equitable urban development (Department 
of Housing, 2004). BNG shifted the focus from the RDP’s emphasis on 
quantity and basic shelter to prioritizing quality, sustainability, and 
spatial integration. It promoted the development of mixed-income, 
mixed-use, and spatially integrated settlements to address the spatial 
fragmentation resulting from apartheid-era planning (Charlton and 
Kihato, 2006). This comprehensive strategy aimed to link housing 
provision to broader social and economic opportunities, as noted by 
Smit (2006), positioning housing as an instrument for development. 
The policy also emphasized incremental housing development, 
enabling residents to improve their homes over time. These objectives 
are aligned with poverty alleviation, economic development, and 
spatial justice, directly addressing issues neglected under apartheid.

The BNG policy prioritized community participation, 
intergovernmental coordination, and capacity building at the local 
government level. However, implementation frequently relied on 
top-down delivery models, which limited engagement with affected 
communities (Parnell and Pieterse, 2010). This limited participation 
hindered the planning of large-scale housing developments, as many 
projects did not adequately address community needs. Municipal 
frameworks advocate for full participation, yet insufficient involvement 
persisted. Turner (1976) emphasizes that effective participation requires 
residents to control major decisions and contribute to the design, 
construction, or management of their housing. Genuine participation is 
essential for both individual and social well-being. BNG also addressed 
urban informality by prioritizing incremental housing development, 
which enables residents to improve their homes over time. This strategy 
directly responded to the shortcomings of apartheid-era policies in 
poverty alleviation, economic development, and spatial equity. A central 
feature of BNG was its focus on in-situ upgrading of informal settlements, 

consistent with the rights-based and participatory approaches promoted 
by international frameworks, such as the United Nations’ Habitat 
Agenda. Rather than pursuing demolition and relocation, BNG 
supported the upgrading of existing communities by providing essential 
services and tenure security (eThekwini Municipality, 2016; Tissington, 
2011). As urbanization increased and land availability declined, 
recognizing informal settlements became increasingly important. This 
recognition led to the launch of the Upgrading of Informal Settlements 
Programme (UISP) in 2004, marking a significant policy shift that 
acknowledged informal settlements as a permanent aspect of urban 
development and aligned with global best practices (Department of 
Housing, 2004; Huchzermeyer, 2009).

A central innovation of the BNG policy was its emphasis on 
in-situ upgrading of informal settlements, consistent with 
participatory and rights-based approaches advocated by international 
frameworks such as the United Nations Habitat Agenda. Rather than 
pursuing demolition and relocation, BNG promoted the improvement 
of existing communities by providing essential services and tenure 
security (Tissington, 2011; Socio-Economic Rights Institute of 
South  Africa, 2018). Ongoing urbanization and limited land 
availability contributed to the continued expansion of informal 
settlements in metropolitan areas. In response, the DHS introduced 
the UISP in 2004 as a sub-programme of BNG. This initiative 
represented a significant policy shift by formally recognizing informal 
settlements as a permanent component of urban development, rather 
than as illegal occupations to be eliminated (Department of Housing, 
2004). The UISP approach aligns with international best practices, 
particularly the United Nations Human Settlements Programme 
(UN-Habitat) participatory slum upgrading model and affirms the 
agency of informal settlement residents (Huchzermeyer, 2009) (see 
Figure 3).

FIGURE 2

RDP housing type. Source: Youth Village (n.d.).
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The City of Ekurhuleni in Gauteng, South Africa, demonstrates a 
strong commitment to the BNG policy (City of Johannesburg (CoJ), 
2019). According to the City of Ekurhuleni (2021), the initiative aims 
to expedite planning approval for social housing complexes 
strategically located within 800 meters of Bus Rapid Transport (BRT) 
stations. In underserved areas, the city collaborates with the 
Department of Transport to connect peripheral settlements to the 
BRT route. This approach is mirrored by other metropolitan areas in 
South Africa, ensuring that social housing units address the urgent 
needs of the community. As a result, similar projects are being 
implemented nationwide, transitioning from pilot initiatives to 
established policy (City of Johannesburg (CoJ), 2019). Despite its 
significance, the BNG program faces several challenges. These include 
limited institutional capacity at the municipal level, persistent spatial 
segregation that distances new projects from economic opportunities, 
and a disconnect between policy objectives and practical realities such 
as budget constraints, political factors, and land availability (Mabin, 
2020; Tomlinson, 2015). The BNG remains a central policy for 
advancing sustainable and equitable human settlements. However, 
inadequate stakeholder participation and reduced housing unit 
construction due to insufficient national funding have hindered its 
effectiveness. Addressing these challenges is necessary to improve the 
program’s impact.

4.3 Finance linked individual subsidy 
program (FLISP), 2005 as a strategy for 
middle income financing

The FLISP was established by the South African government in 
2005 as part of a comprehensive human settlements strategy. Unlike 
other housing initiatives, FLISP targets middle-income earners, 

commonly referred to as the gap market. These households earn 
incomes that exceed the threshold for fully subsidized housing but are 
insufficient to independently secure traditional mortgage finance 
(Department of Human Settlements, 2005). FLISP offers a one-off, 
non-repayable housing subsidy to eligible individuals or households 
with monthly earnings between R3,501 and R22,000 ($1,249). The 
subsidy is applied to reduce the principal loan amount of a mortgage 
or to serve as a deposit, thereby enhancing the affordability and 
accessibility of homeownership (National Housing Finance 
Corporation, 2020). FLISP has addressed the affordability gap for 
households previously excluded from the formal housing market, 
supporting the constitutional right to affordable housing. Rust (2011) 
notes that FLISP has met the needs of the expanding urban middle 
class, which is economically active but often excluded from 
homeownership due to high property prices, limited savings, and 
restricted access to credit (Rust, 2011). This underscores the necessity 
for collaboration between financial institutions and the government 
to achieve affordable housing objectives.

FLISP was also designed to support a transition from a uniform 
subsidy model, previously adopted in South Africa, to a diversified, 
market-linked housing delivery system as outlined in the BNG policy 
framework (Department of Housing, 2004). Despite these intentions, 
scholars such as Tissington (2011) and Scheba and Turok (2020) have 
identified several implementation challenges, including limited public 
awareness, complex application processes linked to mortgage 
approvals, and a shortage of affordable housing stock in well-located 
urban areas. Municipalities, in partnership with financial institutions, 
are responsible for implementing these programs to ensure that the 
underserved market is adequately served. FLISP aims to support the 
state’s commitment to fostering sustainable human settlements, 
enabling broader participation in the property market, and facilitating 
the accumulation of generational wealth among the missing middle. 

FIGURE 3

Mixed-use housing development (City of Ekurhuleni, 2021).
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However, effective access to the housing market requires a 
comprehensive understanding of the broader socio-economic 
environment in which these initiatives operate.

5 United States low income housing 
tax credits background

The U.S. LIHTC program, enacted through the Tax Reform Act of 
1986, which has become one of the nation’s core tools for subsidizing 
affordable rental housing within the capitalist framework (Schwartz, 
2015; Scally et al., 2018). By allowing private developers to monetize 
tax credits in exchange for affordability restrictions that typically 
require 20–40% of rental units to be set aside for households earning 
≤60% of the Area Median Income (AMI), the LIHTC has 
underwritten approximately 3 million rental homes since its inception 
(United  States Department of Housing and Urban Development, 
2022). However, several structural limitations persist: (a) Temporal 
Affordability: LIHTC affordability requirements generally expire 15 to 
30 years after project completion. Without renewed subsidies or policy 
interventions, previously affordable units may convert to market-rate 
housing, leading to gradual displacement (Freeman, 2020; O’Regan 
and Horn, 2013); (b) Geographic Concentration: While designed to 
target low-income areas, LIHTC developments are often located in 
neighbourhoods with limited opportunity access, perpetuating spatial 
inequality. In contrast, land scarcity in transit-rich or climate-resilient 
areas restricts inclusive placement. Consequently, public investment 
may become a magnet for speculative pressures in marginalized 
communities, accelerating gentrification (Ellen and Horn, 2018; Lens 
and Reina, 2016); (c) Lack of Formal Recognition of Informal 
Housing: The LIHTC framework systematically excludes informal or 
non-traditional housing types such as containers, tents, vehicles, and 
makeshift shelters even though these meet urgent housing needs. 
These structures symbolize both deprivation and community 
resilience yet remain unsupported due to their lack of formal zoning 
or recognition of tenure. Their exclusion from affordability policies 
and subsidy frameworks hinders the potential for bottom-up 
transformation of urban equity (Desmond, 2016; Roy, 2005; Tobias 
and Edward, 2025). By situating the LIHTC model within a human 
rights and sustainability paradigm, this paper proposes a reorientation 
of the U.S. affordable housing discourse toward greater integration of 
equity, resilience, participatory design, and formal-informal hybridity 
as a more progressive South African model.

The U.S. Department of HUD states that housing tax credits serve 
as an indirect federal subsidy, financing the development of affordable 
rental housing for low-income households. Administered by state 
housing agencies, these credits allow private developers to offset 
income tax liabilities in exchange for maintaining long-term 
affordability for their units (HUD, 2011). Although South Africa offers 
tax incentives to private developers, these do not include public 
housing constructions funded through the BNG programme. While 
the U.S. LIHTC model has been successful in mobilizing private 
investments, it also faces criticism regarding its complexity and 
potential market capture, which can marginalize the lowest-income 
households (Schwartz, 2015; United States Department of Housing 
and Urban Development, 2011). It is essential to ensure that tax credits 
are effectively implemented, which underscores the need for strong 
governance throughout the process. Currently, South Africa lacks 

tailored tax incentives aimed specifically at affordable housing. 
Existing tools, like the Urban Development Zone (UDZ) deductions, 
have limited impact on low-income groups (National Treasury, 
2021a). Acknowledging this gap, the NT emphasizes the exploration 
of these opportunities to fulfil the affordable housing mandate 
enshrined in the Constitution. Improving the availability of affordable 
housing units can effectively reduce the backlog.

6 Discussion and findings

6.1 Comprehensive plan for sustainable 
cities

The report from the World Economic Forum (WEF) highlights 
the significant challenges that many cities face, including limited 
institutional capacity, insufficient private sector engagement, restricted 
access to international financing, and inadequate emergency funding 
(WEF, 2022). These challenges affect a country’s ability to provide 
essential services, including affordable housing, which is crucial for 
improving the quality of life. Large-scale development projects often 
take years to materialize and involve a range of stakeholders, creating 
systemic challenges for social value creation, even among those 
committed to the cause. Therefore, a structured and intentional 
approach is necessary to achieve transformative goals (WEF, 2024).

In South Africa, notable mega projects, such as those undertaken 
by the City of Ekurhuleni, demonstrate a strong commitment to the 
BNG initiative (City of Ekurhuleni, 2021). Tax credit mechanisms 
present a promising opportunity for facilitating affordable housing 
development, yet various implementation challenges remain. 
Municipalities are responsible for ensuring housing development 
occurs within their jurisdictions; however, they often encounter 
planning backlogs, limited technical capacity, and fragmented 
budgetary frameworks (Maila, 2024; Maila et  al., 2024). This has 
contributed to a decrease in the number of housing units constructed 
and a slowdown in addressing the housing backlog. To address the 
limited resources that governments face in providing housing for the 
underserved, tax credits can function as an effective alternative. The 
UN describes tax-based incentives as a useful strategy for attracting 
private capital to affordable housing, particularly in scenarios where 
public funding is limited. These measures can enhance affordability 
when carefully targeted to avoid market distortions and ensure that 
benefits reach low-income groups (UN-Habitat, 2020a).

Global literature suggests that for tax incentives to be effective, 
they should be  supported by a stable regulatory environment, 
technical assistance for small developers, and clear allocation 
frameworks (United  States Department of Housing and Urban 
Development, 2021; CAHF, 2023). In South  Africa, fragmented 
governance and municipal capacity constraints currently impede the 
scaling up of affordable rental stock (Ngwenya, 2024). If tax credits are 
implemented in South  Africa, it will be  crucial to incorporate 
institutional coordination mechanisms and eligibility frameworks that 
ensure participation from diverse actors. This approach highlights the 
importance of an inclusive strategy that enhances municipal capacity 
to implement tax credits and increase government revenue. Scholars 
argue that integrating tax incentives with direct public investment and 
community-driven contributions, as exemplified in hybrid financing 
models in Mexico and the Philippines, can yield positive outcomes 
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(Patel and Mitlin, 2010; Rust, 2011). Adopting similar approaches may 
significantly enhance community well-being. To ensure full private 
sector participation in housing development, targeted incentives are 
necessary. The South African government should consider alternative 
strategies to increase fiscal resources beyond raising taxes. Although 
there have been proposals to increase taxes to address competing 
priorities, high unemployment and a limited tax base constrain this 
approach. Nevertheless, opportunities remain for the government to 
generate additional revenue streams, including through housing 
initiatives. Implementing such measures would require strengthening 
the real estate sector’s capacity to understand and effectively apply tax 
credits (Global Property Guide, 2024).

6.2 Integration with local government 
planning

Effective urban development requires the formation of broad 
coalitions of local stakeholders that extend beyond formal public–
private partnerships. Such collaboration establishes a foundation for 
generating social value through a shared vision, as indicated in the 
World Economic Forum (WEF) report (2024). The report emphasizes 
the importance of establishing relationships with stakeholders 
impacted by urban development to improve the community’s quality 
of life. The Centre for Affordable Housing Finance in Africa (CAHF) 
report (2019) identifies opportunities for efficient implementation of 
housing tax credits, stressing the importance of aligning these 
initiatives with local development strategies, including spatial plans, 
zoning regulations, and infrastructure provisions. Nevertheless, the 
report also identifies a persistent challenge: current planning 
instruments, such as Integrated Development Plans (IDPs) and Spatial 
Development Frameworks (SDFs), frequently operate independently 
of national housing finance policies (CAHF, 2019).

Although the Spatial Development Framework (SDF) is a critical 
tool for guiding municipal physical development, coordination 
between SDFs and other planning instruments remains limited, 
resulting in fragmented development initiatives. According to du 
Plessis (2013), insufficient horizontal and vertical alignment has 
produced spatially misaligned housing developments, often located on 
the urban periphery. This spatial misalignment increases transport 
costs and exacerbates social exclusion. The primary cause is inadequate 
involvement of relevant stakeholders in decision-making processes. 
Limited community engagement in planning undermines both the 
legitimacy and effectiveness of the SDF. The Local Government: 
Municipal Systems Act (MSA) 32 of 2000 requires each municipality 
to develop an Integrated Development Plan (IDP) as its principal 
strategic planning instrument, guiding all planning, budgeting, 
management, and decision-making processes (Local Government: 
Municipal Systems Act, 2000). Despite this mandate, many 
municipalities continue to encounter challenges in effectively involving 
communities through the IDP process.

The WEF (2019) report recommends that local institutions, 
institutional investors, and the local government provide proactive 
leadership to engage relevant stakeholders in urban planning. The 
report also advocates for increased multistakeholder collaboration 
on development projects, including partnerships with local 
institutions such as universities (WEF, 2019, 2024). In the 
United States, Low-Income Housing Tax Credit (LIHTC) projects 

frequently use location-based scoring criteria that prioritize 
accessibility to economic opportunities, transportation, and 
educational institutions. Recent reforms in South Africa’s human 
settlements sector have emphasized the development of housing 
projects near economic opportunities. Scholars contend that 
adopting similar criteria in South Africa could substantially improve 
compliance with spatial justice (CAHF, 2022). Municipalities play a 
critical role in integrating community perspectives into local 
government planning, thereby fostering more inclusive and 
sustainable urban environments.

6.3 Blended financing funding models: a 
constructive approach

South  Africa faces significant financial constraints that 
necessitate the government allocating its limited resources among 
competing priorities. Addressing these challenges necessitates the 
exploration of alternative funding mechanisms to strengthen fiscal 
capacity and address institutional deficiencies. Scholars including the 
OECD (2018), Rust (2011), and UN-Habitat (2020b), have 
introduced the concept of hybrid finance, which strategically 
combines public grants, concessional loans, market-rate capital, and 
community contributions. Hybrid finance can support development 
interventions that are socially beneficial but may not be financially 
viable through conventional means. Strengthening the institutional 
capacities of cities is essential for accessing alternative financing 
sources for urban improvements. Scholars emphasize the importance 
of collaboration with the national government, particularly through 
Treasuries that manage transfer payments and procurement, to 
ensure compliance with legislation such as the Public Financial 
Management Act of 1999. The Organisation for Economic 
Co-operation and Development (OECD) defines blended finance as 
the strategic use of development finance to mobilize additional 
funding for sustainable development in developing countries, 
particularly by attracting private capital (OECD, 2018, p. 8). The 
World Bank identifies blended finance as a viable strategy to increase 
government revenue, particularly in the housing sector, where 
traditional market mechanisms are often inadequate. These 
inadequacies may result from limited investment returns, high 
construction costs, or restricted access to credit for low- and middle-
income groups (World Bank, 2022). This situation highlights the 
urgent need for innovative financial models to attract private 
investment in housing.

Effective blended financing models integrate public subsidies, 
private investment, and community contributions to achieve a more 
comprehensive approach. Public-private-community partnerships 
(PPCPs) offer a framework for risk distribution and participatory 
governance (Sathiyah, 2013; Perez, 2015; Falch, 2015; Sanga et al., 
2013). Scholars such as Scheba and Turok (2020) and the Centre for 
Affordable Housing Finance in Africa (CAHF, 2019) assert that 
addressing the affordable housing crisis in South  Africa requires 
increased investment, which can be  facilitated by private sector 
participation. This collaborative strategy is crucial for addressing 
urban housing shortages in the Global South, where state resources 
are often insufficient. Adoption of blended housing finance models 
enables South Africa to attract private capital while safeguarding the 
public interest, thereby advancing sustainable urban development.
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7 Recommendations

7.1 New directions in housing policy and 
practice in South Africa

Seminal academic analyses consistently identify South  Africa’s 
housing sector as being at a pivotal juncture, with broad agreement that 
traditional strategies require replacement by more effective alternatives. 
Large-scale peripheral projects implemented during the RDP era and 
BNG have failed to achieve spatial justice, socioeconomic integration, 
or long-term sustainability. Current BNG and FLISP approaches also 
face substantial challenges and have not met their stated objectives. 
Although the BNG approach has yielded some measurable outcomes, 
the number of housing units constructed has declined sharply, 
primarily due to financial constraints and inadequate management. 
South Africa currently faces a housing backlog estimated between 2.2 
and 3.3 million households, with annual delivery rates decreasing from 
over 200,000 units in the 1990s to fewer than 35,000 by 2023 (Ngwenya, 
2024; CAHF, 2023; Stats SA, 2023; Harding, 2024). This decline in 
delivery rates necessitates urgent government intervention to reassess 
and reform the existing system to meet the affordable housing mandate 
established in the Constitution. Exploring financial innovations, 
including tax incentives and blended financing models, is crucial for 
addressing the persistent housing backlog.

A significant challenge in South African housing delivery is the 
continued dependence on direct government subsidies, which are 
fiscally unsustainable as national revenues decline, as noted by the 
National Treasury (NT). The NT Budget (National Treasury, 2025) 
projects that approximately 22 percent of total revenue will 
be allocated to interest payments in 2025/2026, substantially reducing 
available funding for housing and municipal services, including 
informal settlement upgrades and public rental stock. This fiscal 
constraint highlights the necessity for innovative approaches to 
increase government funding for housing provision. The exclusive 
reliance on state funding, as mandated by the Bill of Rights, has 
resulted in persistent deficits due to the substantial financial 
requirements of housing development. Mvuyana (2023) recommends 
transitioning from large-scale projects to smaller, more practical 
initiatives. Large-scale projects require significant capital and 
frequently encounter delays and cost overruns. In contrast, smaller 
projects offer a viable alternative by emphasizing incentive-based 
housing solutions that are more compatible with emerging strategies 
in South Africa. Additionally, research by the Centre for Affordable 
Housing Finance in Africa (CAHF, 2019) supports a subsidy model 
that enables a greater number of smaller projects, thereby engaging 
more contractors and developers and expanding the impact across the 
subsidy value chain. A comprehensive strategic revision is required, as 
current models are not achieving the intended outcomes.

7.2 Tax incentives as a new model to 
increase government revenue

Tax credits represent a viable strategy for addressing fiscal 
constraints in South Africa while fulfilling the housing mandate 
for low-income households. For tax credits to be effective, they 
must align with municipal inclusionary housing policies. 
Integrating land-value capture mechanisms can further promote 
urban integration. Compliance with legislative frameworks 

established by local governments is essential. Property tax rebates 
should be offered to real estate developers who contribute to the 
construction of affordable or mixed-income housing. 
Municipalities should actively support private developers by 
providing capacity-building initiatives and raising awareness of the 
benefits of participating in affordable housing projects (African 
Leadership Magazine, n.d.). Enhancing the capacity of private 
developers will facilitate their contributions to societal 
development and broaden economic participation. South Africa 
can draw on international experiences, as evidenced by the 
implementation of Low-Income Housing Tax Credits in other 
countries, which has demonstrated measurable success.

The use of LIHTC is mostly used in the United States. According 
to Schwartz (2015), the tax credits provide incentives for private 
developers to build and manage affordable housing by offsetting tax 
liabilities in exchange for delivering housing that meets specific 
affordability and location criteria. The LIHTC in the US has 
successfully attracted billions of dollars in private capital for 
affordable housing through predictable, multi-year tax incentives. 
Furthermore, Tomlinson (2015) suggests that tax credits must 
be  linked with zoning laws, land-use plans, and municipal SDFs, 
ensuring location efficiency and urban integration. Whilst it is the 
aim to ensure financial sustainability to ensure full participation, it 
should be noted that systems should be integrated and coordinated, 
which would assist in meeting the intended outcomes while making 
an impact in poor communities. If adapted to South Africa’s context, 
tax incentives could encourage developers, mining houses, and 
logistics firms to co-finance rental stock for low-income and transient 
populations, particularly near economic hubs. If tax credits are 
adopted, the implementers should ensure that they are aligned with 
the rights enshrined in the SA Constitution. Scholars such as 
Charlton and Meth (2017) argue that SA can learn from the 
experiences of other countries by ensuring that any housing tax credit 
model is anchored in its constitutional mandate of the progressive 
realization of housing rights.

7.3 Public-private-community partnerships 
(PPCPs) as collaborators in inclusive 
housing development

A collaborative approach that accurately addresses community 
needs is critical for the success of housing projects. This approach 
involves community engagement from project conceptualization to 
final handover. Maila et al. (2024) identify public-private partnerships 
as an effective strategy for governments to co-design and 
co-implement housing projects with civil society and local 
communities. Turner (1976) argues that participatory methods can 
improve residents’ quality of life and reinforce connections among the 
state, private sector, civil society organizations, and communities. 
Public-Private-Community Partnerships (PPCPs) represent a 
promising framework in this context. PPCPs, as defined by Perez 
(2015, p.  78), represent “a cooperative governance model that 
integrates the roles and resources of the public sector, private investors, 
and local communities in the co-production of services or 
infrastructure, aiming to enhance transparency, social equity, and 
developmental sustainability.” As Sathiyah (2013) points out 
(Shoniswa et al., 2024), this partnership model is particularly 
important in affordable housing contexts, where striking a balance 
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between economic viability and the specific needs of communities is 
crucial. By incorporating community participation into planning and 
implementation, PPCPs ensure that housing projects are responsive 
to local contexts and social dynamics (Shoniswa et al., 2024). 
Embracing this model supports community involvement in decision-
making, aligning with the principles outlined in the Systems Act.

Facilitating these collaborations can address housing shortages 
and prioritize local needs in affordable housing developments. Such 
partnerships represent a shift toward participatory urbanism, 
particularly in contexts involving informal settlement upgrades, inner-
city revitalization, and enhanced tenure security. Although the 
government has encouraged increased private sector participation in 
housing development, a structured framework that guides all 
stakeholders remains necessary (Shoniswa et al., 2024). Public-private 
collaborations enable governments to respond to increasing demands 
for housing and infrastructure, even under budgetary limitations. 
Achieving this vision requires transparent and meaningful 
engagement among partners, leveraging the expertise of both the 
public and private sectors to deliver high-quality projects that align 
with national strategic goals (Ramolobe et al., 2024). The WEF (2019) 
underscores the importance of collective cooperation, whether it 
involves the state providing land for redevelopment or private entities 
financing and constructing projects. These alliances can foster 
sustainable economic growth through job creation and enhance 
overall trust in government and accountability within housing 
systems. By adopting public-private partnerships as a strategy, 
governments can work closely with civil society and local communities 
to create impactful housing solutions (Maila et al., 2024).

8 Limitations and future research

This study primarily relied on secondary data, which facilitated 
the synthesis of existing debates and the identification of research 
gaps. However, secondary data may reflect the biases or agendas of 
original sources. The lack of primary data limited the documentation 
of the lived experiences of communities most affected by inadequate 
housing. Methodological choices may have reinforced dominant 
discourses and underrepresented marginalized perspectives. The 
South African Affordable Housing Tax Credit (SA-AHTC) model has 
yet to be empirically tested. While the conceptual framework shows 
potential, its feasibility, fiscal sustainability, and social impact have not 
been evaluated in practical settings. Barriers to innovation, including 
political resistance, bureaucratic disinterest, and entrenched subsidy 
frameworks, present significant risks to policy adoption. Future 
research should examine the political and institutional dynamics that 
influence housing policy, ensuring that proposed financing 
mechanisms are both economically viable and politically feasible. 
Addressing this research gap may require piloting the SA-AHTC 
model, engaging stakeholders from government and industry, and 
applying relevant modeling to simulate potential outcomes.

9 Conclusion

South  Africa’s housing sector faces deep-rooted structural 
obstacles—encompassing an enduring housing deficit, geographic 

disparities, and constrained budgetary resources—that have 
exceeded the capabilities of conventional subsidy-based programs 
like the RDP, BNG, and FLISP. Although these programs have 
broadened housing accessibility, they remain insufficient in 
addressing escalating needs, especially among middle-income 
earners who fall outside the eligibility criteria for both 
government-subsidized housing and commercial mortgage 
products. When properly coordinated, this approach could 
alleviate fiscal pressures on government, enhance spatial equity, 
and expand the supply of reasonably priced rental accommodations 
in proximity to employment centers.

Overall, this research advances policy discussions by 
proposing an adaptable, inclusivity-focused housing finance 
mechanism. Through incorporating tax credits into South Africa’s 
dynamic urban planning and governance framework, the country 
can transcend historical exclusionary practices and establish a 
more equitable, effective, and resilient housing system. Subsequent 
studies should investigate pilot programs, conduct predictive 
modeling, and engage diverse stakeholders to enhance and 
implement the SA-AHTC model more comprehensively.
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