Small Scale Landlords

SMALL SCALE LANDLORDS

OVERVIEW OF THE STUDY

South Africa’s property boom has seen significant growth
in the buy-to-let and household rental market. In 2005,
25% of all residential property purchases were made by
buy-to-let investors seeking to realise high rental returns
while also benefiting from long term capital growth.
While the media has focused on this phenomenon at the
top end of the market, there is substantial activity also at
the bottom end, where the live-and-let market is thriving
and the buy-to-let market is developing.

The study was carried out in Gauteng in 2005 and 2006,
by Shisaka Development Management Services. The
research team conducted interviews with small scale landlords and their tenants in two inner city areas (Hillbrow and
Berea in Johannesburg, and Sunnyside and Pretoria Central
in Tshwane) and focus groups in two townships (Katlehong
and Orlando East) in Gauteng. In addition, twenty in-depth
interviews were held with successful small scale landlords.
Supporting this primary research, the team also undertook
an extensive literature review (including a review of primary research previously undertaken by Nurcha into small
scale landlords in townships), and held numerous testing
sessions and workshops with key industry practitioners
(financiers, small business development specialists, landlords, managing agents, and government) as they developed
proposals for supporting and growing the activities of small
scale landlords.

The research found that small scale landlords are contributing significantly to the supply and management of
affordable rental housing for low income people, while
also earning an income for themselves and enhancing the
value of their properties. Their activities offer substantial opportunities for private sector investment which
will both promote the delivery of housing in South Africa
and contribute towards the realisation of sustainable
livelihoods by some of our country’s most disadvantaged
people.

What is a small scale landlord? A landlord is someone
who has rights to a property and rents it to another person
for regular payments which may be in cash or in kind (such
as food or services). Traditionally, one imagines a landlord
to be a company that owns one or more high rise buildings.
Small scale landlords are individuals or small companies
who rent out anywhere between one and one hundred units,
or who rent out units in up to three buildings.
In the inner city, four categories of small scale landlords
were identified – there are landlords who sublet their own
unit, sharing the space with another person or household
and realising an income from this; landlords who own units
that are separate from their own residence; landlords who
own a whole building and who maintain a direct relationship
with their tenants; and landlords who own units or buildings
but who outsource the management function to a Managing
Agent.
In the townships, virtually all rental accommodation provided by small scale landlords is in the backyard of the landlord’s own property. The accommodation may be formal or
informal (i.e. a shack), or in some instances the landlord
only rents the space on their own property on which the
tenant builds their own home.
The mix of these types of landlords within an area depends
on the location, as well as historical, planning and regulatory factors.

Small scale landlords are offering
well located, affordable rental
housing for low income people. The
average income of their tenants
i s o n l y R 18 0 0 p e r m o n t h . T h i s i s
much lower than the income levels
targeted
by
the
government’s
state subsidised social housing
programme (between R2500 and
R7500
per
month),
which
as
of
December
2005 had only
delivered 34 208
social
housing
units.

Small scale landlords are
small scale enterprises
and
are
earning
an
income. It is estimated
that
the
sector
is
currently generating a rental income
in excess of R420 million per month,
o r j u s t o v e r R 5 b i l l i o n a n n u a l l y.
The
majority of landlords are otherwise
unemployed.
In the townships, many
are elderly women with little or no
other sources of income.

Small
scale
landlords
are
delivering
at
scale.
Across South Africa, they
offer between them more
accommodation than what has been
delivered by the national housing
s u b s i d y s c h e m e s i n c e 19 9 4 .
An
e s t i m a t e d 1. 8 5 m i l l i o n h o u s e h o l d s
rent accommodation provided by
small scale landlords. Sixty percent
o f t h i s ( 1. 1 m i l l i o n h o u s e h o l d s )
is provided on the property of
the landlord, in either formal or
informal backyard dwellings.

Just
under
one
third of all South
Africans
(3.5
million households)
live in rental accommodation.
O f t h i s 1. 8 5 m i l l i o n h o u s e h o l d s
rent their accommodation from
small
scale
landlords.
About
60%
of
this
(comprising
1. 1
million
households)
is
formal
accommodation, while 40% (about
74 0 0 0 0 h o u s e h o l d s ) i s i n f o r m a l .

There is potential for growth.
Demand for stock is high and over
60% landlords in both inner cities and
townships said that it was easy to find
tenants. Township landlords report that
v a c a n c y i s e f f e c t i v e l y z e r o . H o w e v e r, t h i s
potential for growth is not being realised.
The overall rental sector decreased from
31 % o f t h e t o t a l h o u s i n g s e c t o r i n 19 9 9 t o
27% in 2005.

Findings of a research project into housing entrepreneurs, jointly funded by the FinMark Trust, the
Social Housing Foundation, Nedbank and the National Depar tment of Housing.

The study surveyed landlords operating in the Johannesburg inner cities of Hillbrow and Berea, and in the Tshwane inner
city areas of Pretoria West and Sunnyside, visiting 2062 units. Over half of inner city landlords are male, and most are
well educated. Landlords that use Managing Agents are distinct from the other categories in that they are predominately
white, or corporate entities. In the inner city, many landlords are making signif icant contributions towards urban regeneration by refurbishing their units and buildings. Generally they are not accessing the Urban Redevelopment Zone tax
incentive.

OPER ATE AS A BUSINESS

DEMOGR APHIC

CATEGORY
Sub-letter landlords are
mostly tenants themselves, and
sublet a portion of the unit to
someone else. (38% of sample)

•Half are male (53%) aged avg. 32
•Majority African
•Well educated (70% matric or above)
•Low incomes (76% below R3000)
•Under half (42% ) formally employed

Average number of years as landlord: 4
Manage the property themselves (100%)
Operate informally: 96% not registered, 96%
do not keep financial record
Limited profitability: 32% made money

1 Unit Landlords own a single
unit which they rent out. They
do not live in that unit. They
maintain a direct relationship
with their tenant. (23% of
sample)

•Many are male (60%) aged avg, 36
•Majority African
•Well educated (75% matric or above)
•Low incomes (65% below R3000)
•Over half (58% ) formally employed
•Most (73%)live in neighbourhood

Average number of years a landlord: 4
Manage the property themselves (67%)
Operate informally: 86% not registered, 96%
do not keep financial record
Limited profitability: 32% made money

2+ Unit Landlords own
between 2-200 units which
they rent out to tenants.
They maintain a direct
relationship with their
tenants. (17% of sample)

•Many are male (64%) aged avg. 41
•Majority African
•Well educated (62% matric or above)
•Low incomes (54% below R3000)
•Over half (54% ) formally employed
•Most (67%)live in neighbourhood

Average number of years a landlord: 5
Manage the property themselves (62%)
Operate informally: 90% not registered, 97%
do not keep financial record
Profitable: 61% made money

Building Owners1 own a
building with rental units that
they rent out to tenants. They
maintain a direct relationship
with tenants. (2% of sample)

•Many are male (75%) aged avg. 58
•Well educated (100% matric or above)
•Higher incomes (25% below R3000)
•One quarter (25% ) formally employed
•One quarter (25%)live in neighbourhood

Average number of years a landlord: 8,5
All employ a caretaker to manage the property
Operate formally: 96% registered and keep
financial records
Profitable: 75% made money

Managing Agent2 landlords do not
have a direct relationship with
their tenants (21% of sample)

•Either corporate entity or male (67%)
•Average age 36-55
•Majority white

None manage the property themselves
Operate formally: 96% registered and keep
financial record

small

landlords
scale

1 Sample not statistically valid, figures indicative only
2 Sample indicative only

SMALL SCALE LANDLORDS IN THE INNER CITY

The study held focus g roups with landlords operating in the Gauteng townships of Katlehong and Orlando
East, and drew on previous household survey research under taken by Nurcha in those same areas, as
well as in Cato Manor in KwaZulu Natal. Township landlords are generally from the most marginalized
sector of society: low income, aged women with minimal sources of regular income. In most cases the
income from rental stock of fers a critical augmentation to generally low incomes. The categor y of
landlord that predominates, and therefore the nature of the backyard rental market, varies signif icantly
from one area to the other. Cato Manor landlords are generally younger and more entrepreneurial,
more similar to inner city landlords than township landlords in Katlehong and Orlando East.

CATEGORY

DEMOGR APHIC

Formal Landlords have erected one or
more formal units on their property, or
rent out a room in their home. (41% of
sample in Katlehong, 32% Orlando East
and 13% in Cato Manor)

•Most are female (66-75%)
•Av age 53/54 but 39 in
Cato Manor

Informal Landlords have erected one
or more informal units on their
property. (33% of sample in Katlehong,
10% in Orlando East and 76% in Cato
Manor)

•Most are female (68-72%)
•Av age 46/42 but 39 in
Cato Manor

Tenant Landlords have offered space
on their property to tenants who build
their own units. (18% of sample in
Katlehong, 43% in Orlando East, and
2% in Cato Manor).

•Most are female (50-71%)
•Av age 47/53 but 41 in
Cato Manor

Access to services in township rental units is relatively poor. Most rental units use electricity that is taken from the main house and very few
township landlords provide access to hot water. Most units have access
to the flush toilet that is on the stand, sharing with the main house and
other tenants. In most informal units and some formal units, building
quality is poor and presenting a health hazard to the occupants. Despite
this, many tenants express moderate to high levels of satisfaction both
with the quality of their unit and services.

OPER ATE AS A BUSINESS
•Majority African
•Poor education except in
Cato Manor
•Low incomes
•Unemployment high/many
are retired 45% employed
in Cato Manor
•All live in neighbourhood
•Either sole or supplementary
income

•All manage the
property themselves
•Operate informally
•Business experience
limited
(Cato Manor landlords
more experienced)

In Katlehong most Landlords have
between 1 and 3 backyard units. In
Orlando East most Landlords have
between 3 and 6 backyard units. In
Cato Manor most Landlords have 1
to 2 units per stand. All Landlords
indicated that the number of units
on the stand is determined primarily by the amount of space available
on the stand. Other factors include
lack of finances and infrastructure
constraints.

SMALL SCALE LANDLORDS IN THE TOWNSHIPS

Small scale landlords are
motivated by different
factors.
Some become
landlords only to earn
m o r e m o n e y, w h i l e o t h e r s
are actively investing,
taking
risks,
and
planning the expansion
of
their
property
portfolio.
In
the
townships, subsistence landlords
are generally pensioners who use
the rental income to supplement
their pensions, they do not want to
expand. Entrepreneurial landlords
in the townships are generally
younger people. They are keen to
improve their stock and to develop
new stock. There is evidence of a
ladder of growth in inner cities,
with new landlords starting small
and progressing to more significant
investments
and
p r o f i t a b i l i t y.

Building Landlords:
Oldest landlords,
most income, highest profits

Avg. rental charged

Profitability

Township backyard

R97 – R225 per month

Not specified

Inner city subletting

R898

32%

Inner city one unit

R1038

32%

Inner city two + units

R1053

61%

Inner city building

R1183

75%

Inner city using managing agent

R1728

Not specified

I n t e r e s t i n g l y, s u b l e t t i n g a n d u n i t l a n d lords have less problems collecting
rent than building landlords and landlords who use managing agents. Still,
the majority of landlords and tenants
in the inner cities and townships felt
that their relationship with the other
was good.

The amount of rental charged and the profitability of the
business relate not only to the location and quality of stock,
but also the number of units owned and the formality of the
landlord’s operating arrangements.
Township, subletting
and unit owner landlords manage their stock themselves and
o p e r a t e i n f o r m a l l y, c o l l e c t i n g r e n t i n c a s h a n d o f t e n w i t h o u t
a lease agreement. Building owners, and landlords who use
managing agents, operate on a formal basis. They use bank
accounts, require a deposit, and enter into lease agreements
with their tenants.
Investment in maintenance was found
to be directly related to the amount of rental realised.

2 Unit + Landlords:
Even older, more income,
running profitable businesses

1 Unit Landlords:
Slightly older with
more income

Sub-letting Landlords:
First experience as landlords
Younger, with less income

ARE

RENTALS & PROFITABILITY

SMALL

RATIONALE

TO EARN INCOME

AS AN INVESTMENT

Inner city

49 - 56%

38-45% (56-69% want to expand)

Townships

51 - 94%

22-65% want to expand. Less than
24% added a new unit in the last 5 years

LANDLORDS

ENTREPRENEURS?

SCALE

INVESTMENT & SUPPORT OPPORTUNITIES

Small scale landlords currently have very limited access to
financial products, Those operating their businesses on an
informal basis have less access than those who operate more
formally. Commercial banks are still extremely risk averse to
this form of operation, and other development finance institutions focus on larger, institutional landlords (such as social
housing institutions), or provide finance in a manner that is
inappropriate or difficult to access for small scale landlords.
The Trust for Urban Housing Finance (TUHF) targets inner
city landlords with specially designed loan products. TUHF
does not currently lend to township landlords, however, and
its operations are limited to Gauteng.
The research confirmed a need for a substantial increase in
access to loan finance, both to improve existing stock (especially informal township units and inner city buildings) and
develop more stock. Significantly, the majority of township
tenants said it would be very difficult to find other rental
accommodation in the township, indicating opportunities for
further growth of the township backyard rental sector. Over
50% of all inner city landlords said they would seek a bank
loan to finance the purchase of new stock – and up to 69%
said that they wanted to expand their current operations.

USE OF FINANCE BY LANDLORD TYPE
% who used loan from financial institution to purchase property
% mortgage bond
% who used own money

RECOMMENDATIONS

ENTREPRENEURS

Policy
There is a need to recognize the important role played by
small scale landlords and to support their efforts. There is
clearly a demand for more and better quality units. Municipalities must implement their bylaws. Incentives for improvements and new construction in township areas should
be developed as a parallel intervention to the currently available Urban Development Zone tax incentive in inner cities.
Adjustments should be made to the UDZ mechanism so that it
supports inner city small scale landlords. Township incentives could include a retrospective grant for a portion of the
investment in upgraded stock. Municipalities will be critical
players, and will require capacity and financial support.

Since the formation of the Government of National Unity in
1994, there have been significant strides towards the transformation of the lives of ordinary South Africans. For many
people, a very real consequence of democracy has been their
access to housing, either through the transfer of state-owned
township stock , or through the state’s subsidy scheme. Democracy has also meant access to the city and all the benefits
that go with inner city living. And yet, these developments
notwithstanding, poverty and unemployment remain significant challenges.

Financial products
Lenders should consider “credit-plus” products which offer
both loan finance and business support. Non-mortgage options that recognise the future rental income stream should
be developed. Township accommodation loans would be
between R3000 – R40 000 payable in retrospect after the
construction of the unit. Inner city loans should target the
purchase of sectional title units and buildings.

Information products & tools
Households should be encouraged to become landlords. The
use of written lease agreements and house rules should be
encouraged.
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Housing provides a critical platform for residents to become small scale landlords, earning an income and building their asset wealth while also supplying and managing
much needed affordable rental accommodation for other
low income households.
Small scale landlords are housing entrepreneurs. They are
investors, earning incomes and realising profits. Mechanisms to support them should encourage further investment,
either in the improvement of existing stock or the development of new stock.
Small scale landlords are an important part of our housing supply sector. In numbers, their delivery is parallel to
the government’s subsidised housing programme. And like
government, they are targeting South Africa’s lowest income
households while generating an income for themselves. Their
landlordism is an important sustainable livelihood strategy
that should be supported.
However, much of the stock they rent out is of poor quality
and in need of refurbishment. Focused measures to progressively improve the quality of the stock while not undermining
the growth of the sector and the income target of the accommodation it offers, must be developed.

The Housing Entrepreneurs research initiative has identified a range of policy interventions which could
stimulate the growth of small scale landlords in South Africa and improve the quality of the housing
t h e y o f fe r. A r e a s f o r f u r t h e r r e s e a r c h h av e a l s o b e e n i d e n t i f i e d a n d d i s c u s s i o n s a r e u n d e r w a y w i t h
various organizations to carry the work forward. For access to the full reports and the resourse reports,
g o t o h t t p : / / w w w. f i n m a r k . o r g . z a , o r c o n t a c t K e c i a R u s t ( k e c i a @ i a f r i c a . c o m ) f o r m o r e i n f o r m a t i o n .
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