Financialization of housing, social
policy and inequality

A case study of South Africa

Pascal Fuchs
FCHPASO0I

A minor dissertation submitted in partial fulfilment of the requirements for the
award of the degree of Master of Philosophy in Politics, Philosophy and
Economics

e‘r,.\‘y of cQ‘pe
N

)

“Yhsonuop”

Department of Political Studies,
Faculty of Humanities.
University of Cape Town

Supervised by:
Dr Lauren Paremoer
Michael Smith

8" September 2022



The copyright of this thesis vests in the author. No
guotation from it or information derived from it is to be
published without full acknowledgement of the source.
The thesis is to be used for private study or non-
commercial research purposes only.

Published by the University of Cape Town (UCT) in terms
of the non-exclusive license granted to UCT by the author.



Financialization of housing, social policy and inequality Pascal Fuchs

This work has not been previously submitted in whole, or in part, for the award of any degree.
It is my own work. Each significant contribution to, and quotation in this dissertation from the

work, or works, of other people has been attributed, and has been cited and referenced.

Signature: Date:

| Signed by candidate |

8" of September 2022

Pascal Fuchs

| want to thank Dr Lauren Paremoer and Michael Smith for supervising my research. Their
continuous support and feedback allowed me to improve the quality of my work and learn
many new aspects of the academic research process. The supervision by two departments

was a unique opportunity to extend the perspective on the topic at hand beyond a single

academic viewpoint.




Financialization of housing, social policy and inequality Pascal Fuchs

The paper analyses the evidence and impact of housing financialization in South Africa. It
gradually develops a mapping of the various interlinked characteristics of financialization and
housing in the country. This mapping supports a structured discussion regarding the impact
of housing financialization on income and wealth inequality trajectories. The identification of
relevant characteristics of financialization follows a Marxist perspective on financialization,
outlined by Fine (2013). Within this framework, the role of housing is understood in its
capacity to absorb capital from a primary productive circuit of circulation into a secondary
circuit for continued accumulation. Financialization, therefore, represents the increasing role
of interest-bearing capital (IBC) and its prevalence in more fictitious forms. On this basis, the
paper looks for evidence of financialization processes in the South African housing market and
its implications for mortgage and housing access in low-income segments of society along with

the role of public homeownership promotion policies.

The analysis shows how the evidence of financialization processes, such as an increasingly
relevant financial sector, short-term foreign investment inflows and increasing debt levels as
well as the changing investment pattern of domestic companies impact the local housing
market. In the presence of such financialization processes inequality aspects of housing are
implicated through the highly exclusive mortgage access, growth of informal settlements, and
repeating patterns of racially based spatial segregation. It also shows the limits of housing
financialization in the country which include the lower levels of securitization of mortgage and
the role of REITs in the residential property market. The various public housing policies of
the past decades, which aimed at promoting homeownership for restorative justice and
incentivizing private actor involvement in low-income mortgage markets, have not been able
to cope with these negative trends. Increasing unemployment levels for low-skilled workers
due to de-industrialization, shifting profits towards the financial sector, a volatile housing
market and the dependence on generational wealth for housing access and asset-based welfare
are outcomes of financialization which constitute a divergent impacts on income groups and
exacerbate existing inequalities. These developments further challenge the effectiveness of the
chosen public policies in the low-income housing market. Furthermore, the vigorous
promotion of private actor involvement, such as banks and housing developers, by national
and local governments and the broad privatization of public housing provided a basis for the
further commodification and financialization of housing in South Africa. The replication and
expansion of inequalities in South Africa in the past decades after its democratic transition
can be seen as a social reproduction of uneven social class relations under financialized

capitalism.

Keywords:

financialization, housing, South Africa, inequality, mortgage access, social policy




Financialization of housing, social policy and inequality Pascal Fuchs

LISt Of fIGUIES.....eeeeeeeeee ettt sttt e e et iii
ADBDIEVIAtIONS ... e s iv
L INEFOAUCTION ...ttt I
LT FINANCIAlIZATION ...ttt aes 3
1.2 NEOIDEIAlISM ..ottt 10

2. MEthOdOIOZY .....ooveiiiiiiiectee ettt ettt ettt ettt n s 13
3. Financialization of ROUSING ......ccceueu ettt enene 16
3.1 Marxist perspective and housing: an overview of global dynamics.........cccoceceereveeureuencne 16
3.2 Housing financialization trends ...ttt ee e 20
2. Liquifying NOUSING aSSELS....ccueuiuiuiiieirieeiiteee ettt ettt ettt sttt 21

b. Promoting homeownership........c.cccceiiieiinniccccecc et 23

C. Causing GFC 2008.........c.o ottt ee et esessesenteessseseneas 25

3.3 Financialization of housing in the Global South ..........ccccoeiiiiiiiienceceeeene 26
4. Financialization of housing in SOUth AfriCa.........cccoeiicinnreerreerreee e 31
4.1. Historical, political and eCONOMIC CONLEXE .....ccueueueerieerueeirieerieentrieeeeestsee et eeees 32
a. Relevant political-economic hiStOry .........cceeriririririninieiriririerreeteee ettt 32

b. Income inequality and UnemMPlOYMENt........ccoviiiirniriiecreectecctee e 37

c. Dilemmas of social welfare PoliCy .........cocoeeecenricccreecrreeeeeee e 39

4.2. Housing in SOULh AfFriCa ....ccoueueuiieirieicceeireeceeete ettt s et ee e 40
a. The two edges of homeoWNErship.......cccoueuciiririicirc e 42

b. Phases of housing Privatization ...........ccceeecicerireenninieeesteteee ettt ee 45

c. The housing gap and informal settlements...........coceeeeeeeeirenerinininineninerenererreeesseeeeeeeeeeeees 47

4.3. Financialization in South Africa.........ccciiiiiie e 49
a. Premature de-industrialization.............ccoceueieieiiiiiiiiinininiicc e 50

b. Global flows of Capital.........ccucivieireeee ettt 54

. Corporate finanCialiZatioN..........ccoceieurueeriririnecr ettt et 57

d. Increasing iNdebtednEss ..........ccouiieiiiiirierireee ettt ettt 59

e. Model part one: Aspects of financialization in South Africa.........cccccoeuvivinininnininnnininns 6l

f. Financialization and iN€QUAlILY .........cccevueeeeeririecirrrcccetcec et eenenes 62

4.4 Financialization of housing in South Africa ......ccccoveiecnneec e 65
a. Commodification of ROUSING .....cceueueueiiririiecrec et 66

B. SECUITIZAION ...ttt sene 68

C. NFC investment Behaviour ...ttt sttt esaseaees 69

d. MOrtgage dEDt.......eeie ettt 72

e. Corporate 1andlordiSm ...ttt 74

. HOUSING MAIKEL ...ttt sttt se s 76




Financialization of housing, social policy and inequality Pascal Fuchs

g. Model part two: Aspects of housing financialization ............c.ccevevceevevcncncnnncnenencncncnccnes 77

5. Inequality in the context of housing financialization in South Africa .........cccccceviuiiinnnnnnne. 80
a. Model part three: Financialization of housing and inequality in South Africa............... 8l

b. Housing social policy and privatization.........c.cceccceeeureeernneeereneneneeeeseseeeeseeneseeseeeenns 82

c. Limited mortgage access and variegated implications across income groups............... 85

d. Housing market volatility and informal settlements..........cccoceeuiernineeiennnecrennneeene 90

6. CONCIUSION ...ttt ettt sttt ettt bttt sttt bbbttt sttt sttt 93

REfEIENCES.....coeieii bbb e 97

APPENAIX ..ttt ettt ee 108

Graph MethodolOogy........ccou ettt et s e et 108
Figure | Unemployment rate for different racial groups 38
Figure 2 Conceptualising the edges of homeownership 43
Figure 3 Total budget of government expenditure by topic (2005-2022) 48
Figure 4 GDP shares by sector, 1960-2017 51
Figure 5 Foreign debt of South Africa 56
Figure 6 Household debt to the disposable income of households (1995-2020) 60
Figure 7 Residential mortgage-backed securities in South Africa, 2001-2019 69
Figure 8 NFC cash deposits as a percentage of total assets and overall growth of 70

assets

Figure 9 The concept of over-capitalization: Origins, reasons, and consequences 7/
Figure 10  Growth in mortgage advances & total mortgage debt in South Africa 73
Figure Il  Total share return indexes REITs versus others (1999-2020) 75
Figure 12  South African real estate price changes (2000-2020) 76
Figure 13  Share of total assets held by wealth group by asset class 2017 80

Figure 14 Median housing prices in Cape Town metropolitan area (1984-2016) 87




Financialization of housing, social policy and inequality Pascal Fuchs

ANC

FIRE

DHS

GDP

GFC

GEAR
Global North
Global South

IBC
IFS
MEC
REITs
RDP
SARB
SVM

African National Congress

Finance Insurance Real estate

Department of Human Settlements (South Africa)

Gross domestic product

Global Financial Crisis

Growth, Employment and Redistribution Programme

This analysis includes Europe, Canada and the US in this category

This paper "refers broadly to the regions of Latin America, Asia, Africa, and
Oceania," excluding Australia and New Zealand (Dados & Connell, 2012)

Interest-bearing capital

International financial subordination

Mineral Energy Complex

Real estate investment trusts

Reconstruction and Development Programme
South African Reserve Bank

Shareholder value maximation




Financialization of housing, social policy and inequality Pascal Fuchs

Housing is a fundamental aspect of every individual's life as part of a basic need for shelter and
physical protection. It is simultaneously a crucial factor determining a household's overall
financial and material situation. It often represents the largest personal asset and therefore
amounts to a significant part of one's private welfare and social security (Schwartz &
Seabrooke, 2008, p. 237). In South Africa, housing has special significance because of the
history of apartheid dispossession, which stripped black South Africans of their rights to land
and housing, particularly in urban, “white” South Africa. In post-apartheid South Africa being
a homeowner thus also carries a political valence and is a symbol of liberation. For examples
of the political and symbolical value of housing in South Africa see Erwin (2014) on the
Kenneth Gardens neighborhood; Salo (2018) on forced removals to Mannenberg and gender
aspects of South African townships; Benson (2015) on Crossroads housing activism; Miraftab
& Wills (2005) on the anti-eviction campaign; or Ismail (2015) on the Victoria Mxenge housing

project.

Beyond its value as a symbol of equal citizenship and a means of accommodation for
individuals, the real estate market at scale has macroeconomic relevance and is shaped by
national and global economic developments. Mortgage financing links homeowners to
international capital markets that generate interest from lending credit to households
(Habanabakize & Dickason, 2022, p. 2). Therefore, developments in the global housing and
financial markets will affect a household's finances and social welfare at the individual level and
impact the overall distribution of wealth at large. This paper will explore the connections
between the changing dynamics of the growing importance of financial capital in the global
economy, which is generally understood as financialization, and how this links to mortgage
markets, housing prices, housing policies and inequality levels in South Africa. More
specifically, it will first provide evidence of different characteristics of financialization present
in South Africa and then apply their implication to the housing market in South Africa.
Through a mapping of interrelated characteristics of financialization, it will explore the effects
on inequality trajectories in the South African housing market across and between different
income groups, as well as the respective impact on housing access for low-income households.
Low-income in this analysis generally refers to households with no formal income or less than
the minimum income needed to enter private mortgage financing. It will therefore contribute

to the growing literature surrounding the financialization of housing, link social outcomes to




Financialization of housing, social policy and inequality Pascal Fuchs

the financialization process and provide a discussion of literature on the increasingly
researched financialization of the Global South (Aalbers & Fernandez, 2016, p. 2; Karwowski,
Fine, & Ashman, 2018, p. 385; Lapavitsas & Soydan, 2022, pp. |-2; Bonizzi, Kaltenbrunner, &
Powell, 2022, p. 651).

South Africa provides an interesting case study as it shows features of both a strongly
developed financial industry with one of the highest stock market capitalizations to gross
domestic product (GDP) while also struggling with the historical legacy of Apartheid, high
unemployment, and large informal settlements (Andreoni, Robb, & van Huellen, 2021, p. 213).
This is relevant to the aims of this paper, which will link the financialization and financialization
of housing processes to inequality outcomes. Furthermore, it is argued that due to specific
policy choices advancing the internationalization of the economy and promotion of foreign
investments, before and after the transition to democracy in 1994, South Africa was well
placed to experience rapid processes of financialization (Ashman, Fine, & Karwowski, 2021).
This relevance will be shown in the case of housing and mortgage finance with the nuance of
specific outcomes for divergent income segments. Housing in South Africa concerns a
complex discourse which differs along various lines regarding housing as a financial or personal
investment versus a right to housing and shelter for low-income households. The discourse
on housing needs varies due to an urban-rural divide, various housing typologies and significant
spatial inequalities. (Tissington, 2010, pp. 29-30) Furthermore, South Africa’s location in the
Global South allows for the advancement of the financialization of housing research at the
periphery of the usual Global North centred approaches. It is essential to acknowledge that
especially the research on the socio-economic impact of financialization in the Global South
is still limited but a rising number of academic publications are emerging on this topic
(Karwowski, 2018, p. 4). This paper will contribute to this growing body of literature by
showing the linkages between the financialization of housing and social outcomes around

housing access, inequality, and the spread of informal settlements in South Africa.

Moreover, South Africa has distributed large quantities of formal housing to low-income
households as part of a restorative justice approach to address the housing needs of previously
marginalized groups under Apartheid. (Levenson, 2017, p. 6) The variety of social policy
programs linked to housing in South Africa has been relatively great since 1994, ranging from

direct high-quantity and low-quality delivery to indirect mortgage access promotion with
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private sector involvement. The main government programmes aimed at increasing access to
housing are discussed in sections 4.2 of this paper. At this point, it is important to note that
most of these housing policies ultimately aimed to reduce wealth and income inequalities. This
paper goes a step beyond this, by explaining why one could reasonably describe the housing
market in South Africa as financialized, and by then linking the impact of the financialization of
housing to the current and future trajectories for inequality outcomes. It will also, to a lesser
degree, discuss how the financialization of housing impacts the ability of the state to implement
housing policies such as direct delivery or mortgage access promotion. It will be argued that
beyond the direct housing policy, many macroeconomic policy decisions, and economic
developments associated with financialization of the broader economy, such as the changing
sectoral makeup of the domestic economy, corporate investment behaviour and global flows
of capital, will have relevant implications for inequality and housing access outcomes in South

Africa.

Financialization, the central theoretical concept of this thesis, does by no means possess a
universally agreed definition. It is, therefore, necessary to outline some of the critical pillars
of understanding underpinning its application throughout this research. The following section
will introduce the chosen underlining theoretical framework, guiding the analysis throughout

this paper.

|l.1 Financialization

There is broad consensus amongst authors that the past 35 years have seen changing dynamics
in global capitalism that were closely linked to the growth of "financial activities, markets,
motives and institutions (...) relative to other aspects of the economy", which at least partially
heightened economic instabilities and increased inequalities (Epstein, 2015, p. 13). During this
period, there is clear empirical evidence of financial services contributing to a higher share of
GDP in many countries. Despite this evident trend of proliferation of financial services,
institutions and rationalities into new sectors (e.g. social welfare), the general definition of
financialization has been challenging and a continuous source of theoretical debate. Indications
of an increasing process of financialization have been observed in a variety of ways, including
the expansion of financial markets as a ratio of financial assets to global GDP, which exceeds
a factor of three in the past 35 years, the expansion of speculative assets relative to productive
investment, the increasing presence of financial instruments and services, an expanding

dominance of finance over industry, and the respective relative share of income to rentiers
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(Fine, 2012, p. 56). Bonizzi, Kaltenbrunner and Powell similarly provide a list of characteristics
of financialized capitalism which includes the institutionalization of wealth, transformation of
banking, the production of new securities, internationalization of finance and the increasing

governing through financial markets (2022, p. 657).

Beyond the various indicators, Fine (2013, p. 48) presents three reasons that explain the
variety of understandings of the term financialization. First, it explains trends across different
financial markets regarding location, time, and specific application. Second, finance has a
multitude of connections with the economy. Finally, the theorization of finance is connected
to the fundamental theoretical understandings of capitalism and the economy. Despite the
lack of a standard definition, Epstein (2005, p. 3) provides one of the most cited definitions,
which refers to financialization broadly as "the increasing role of financial motives, markets,
actors and institutions in the operation of the domestic and international economies". While
his definition achieves wide popularity potentially due to its broad range of applications, it also
illustrates the problematic feature of the term as being too broad without sufficient

explanatory bite.

To analyse the phenomenon of financialization in a theoretically consistent and relevant
manner, this paper will use the specific framework of a Marxist economic perspective to
examine the empirical case study of the South African housing market. Prominently
conceptualized by Fine (2013, p. 55), financialization from a Marxist perspective is the
expansion of interest-bearing capital (IBC), distinct from non-profit-oriented lending and
borrowing to facilitate exchange, both intensively and extensively across the economy (Fine,
2012, p. 58). More specifically, it refers to the expansion of fictitious capital, forms of debt
that can circulate independently of its credit condition's performance. It merely represents a
potential future return to be generated and can therefore be speculatively traded (Marx, 1972,
pp- 267, 338-339, 342-342; Fine, 2013, p. 50). Harvey (2004, pp. 71-72; 2012, p. 42), another
influential scholar examining changing dynamics of global capitalism from a Marxist
perspective, further highlights this dilemma of the necessity of a credit system to facilitate
"production, circulation, and realization of capital flows" and the balancing of consumption
needs with production while simultaneously allowing for increasingly unproductive activities
for purely speculative investments through IBC to extract profits in financial markets.

Similarly, Mollo, Dourado and Parana (2022, pp. 959-962, 973) argue that especially the
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speculative processes of the stock market show the disconnection between real value of
production generated by labor and the fictitious value of financial assets. Gotham (2009, pp.
356-357) further argues that financial capital as in the process outlined above is trying to
“annihilate boundaries and space to accumulate.” This will be relevant to the discussion of
housing later on, which focuses on processes of securitization and the creation of additional
liquidity of assets which link directly to the proliferation of fictitious capital and its
disconnection from real value creation. It will be shown in section 4.4 that such processes are
similarly relevant for the South African housing market where there has been a policy-induced
commodification of public housing (4.4a), a relatively small but growing securitization in
certain segments of mortgages (4.4b), the flow of IBC out of non-financial corporations into
the financial and specifically the mortgage market (4.4 c-d), growth of corporate actors in the

housing market and increasing instability of housing prices (4.4 e-f).

The intensive expansion of IBC refers to the direct expansion of existing financial assets and
their widespread use and relevance to the economy. This includes the increasing presence
and use of “derivatives, futures, foreign exchange, mortgages, government instruments, as well
as stocks and shares” by various groups across the economy, either traditional financial actors
at a larger scale or also less traditional actors such as non-financial corporations, public
institutions and many private individuals. (Fine & Saad-Filho, 2016, p. 153). This illustrates
how financialization from a Marxist perspective can be understood as a shift from the
productive economy towards more speculative mechanisms through the increasing use of
IBC-based accumulation and distributing surplus (Fine, 2012, p. 56). Generally, it refers to a
“shift of the command of productive and other commercial capital to the imperatives of
interest-bearing capital at a systemic level” (Fine, 2012, p. 58). The extensive proliferation of
IBC refers to the entry of IBC into new categories of economic activity, such as, for example,
new housing market segments through interest-motivated mortgage lending, which will be
highly relevant for the research at hand. Moreover, extensive growth often unfolds in areas
traditionally more associated with social goods and services outside conventional areas of
economic activity where new actors have become subordinate to IBC, such as non-financial
corporations, households, and the nation-state (Fine, 2013, p. 56). This also includes areas
such as “health, education, energy, telecommunications, transport, housing finance, pensions,

benefits, social care, and much more”, which were previously unlinked from private capital
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markets by a Keynesian economic policy that expanded public budgets and created large

welfare states (Fine & Saad-Filho, 20162, p. 153).

The Marxist perspective, according to Fine (2013, pp. 48-50), has the advantage of being both
systemic due to its ability to explain economic functioning as a whole and dynamic as it will
explain a particular phenomenon in the specific historical context and as a set of processes
that are underlying the current system and distinguishes structural changes in the
accumulation of surplus from particular features of a certain time period such as, for example,
a specific economic crisis (Harvey, 2012, p. 37). The distinction of cyclical vs. non-cyclical
financial phenomenon is therefore important to distill the specific characteristics of systemic
change (Bonizzi, Kaltenbrunner, & Powell, 2022, p. 652). The ability to include such systemic
shifts represents a general advantage over mainstream economics, which aims to create
universal explanations based on principles such as equilibrium, optimization, and efficiency and
only rarely study financialization as a process changing the capitalist economic system (Sawyer,
2013, p. 10). Furthermore, it can analyse the "capitalist economy around accumulation of
capital through production, circulation, and distribution of surplus value as a totality of
economic relations processes, structures, dynamics, and corresponding agents", which would

be more difficult in a calculus-based system of mainstream economics (Fine, 2013, p. 48).

Historically the question arises if financialization represents a new stage of capitalism and how
it relates to Marx's prediction of increasing socialization, which refers to an increase in
working-class consciousness and ultimately leads to a socialist revolution. Fine (2016, p. [;
2013, p. 57) argues that the broad changes stemming from financialization regarding the
production and distribution of surplus value generated in the economy both intensively and
extensively would underpin the current neoliberal stage of capitalism. This view is also shared
by Lapavitsas (201 I, p. 623; 2013, p. 793), which argues that financialization significantly altered
the behaviour of non-financial corporations regarding their financial activities and financing,
individuals’ exposure to financial markets and the increasing involvement of commercial banks
speculative investments. These significant changes, he argues, make financialization a distinct
phase and transformation of mature capitalism. Other authors, such as Epstein (2015, pp. 5,
[3), position themselves as "agnostic" regarding whether financialization represents a new

stage of capitalism.
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Another crucial and distinct feature of Marxist approaches is the importance of class relations
and their social reproduction and changing configurations relative to capital accumulation and
the production process, which will be especially relevant in discussing the financialization of
housing in the light of inequality trajectories and housing access in South Africa (Powell, 2018,
p. 3). From a Marxist perspective, capital becomes crucial not only as a process of circulation
between production and sale and the respective surplus extraction but also as a social relation
that reproduces and changes class relations between capitalists (capital owners) and laborers.
This will be crucial when looking at the specific case of housing as it not only represents a
financial asset or commodity of the production process but a central process of the
reproduction of uneven social relations between those classes (Aalbers & Christophers, 2014,
pp.- 375, 377-381). According to Ashman, Fine and Karwowski (2021, p. 2), emphasizing
"evolving class formations, interests and strategies over time, and how these are important
for understanding change" allows the connection of social and historical features of the South
African context with the concepts of "neoliberalism, globalization and financialization".
Looking at social class relations provides a framework which connects historic inequalities
stemming from Apartheid and earlier to the processes of neoliberal macro-economic and
housing policies chosen by South African post-apartheid governments. Similarly, it helps
explain how the push to globalize the economy and wealth ownership with its racially
segregated features has led to the current changes or inhibitors of change for South Africa.
With a globally increasingly financialized economy and features of such present in South Africa
looking at historic and evolving class relations within the country will continue to be crucial

to understand society and on what basis it will evolve.

Beyond the Marxist accounts, there has been a popular alternative stream in the
financialization literature that is represented by post-Keynesian authors who stress the role
of the "functionless” rentiers, which would cease to exist in a system of capital abundance but
currently "extracts profits due to the scarcity of capital and might thus depress investment
and profitability”, which operates in an "inherently unstable financial system" and therefore
provides no productive contribution to the economy (Zwan, 2013, p. 101). While overlapping
in many of the indicators and the rejection of methodological individualism, it contrasts
partially with the production and capital relationship-focused Marxist explanations, where the
rentier plays a minor role, and there is a less significant focus on the role of demand as part

of the exchange function. (Lapavitsas, 201 I, p. 615). Further differences include the emphasis
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on the role of the state, monetary developments, and macro-financial outcomes in post-
Keynesian analysis versus the focus on social relations of production and class, and the
distribution of surplus value and costs in Marxist analyses. From the respective focuses of
each approach also stem the major shortcomings of explaining and analyzing the other’s
determinants. For Marxism, this would concern its limited view of monetary and macro-
economic insights and for Keynes the lack of productive social relations and practices which

underly the monetary system. (Alami, et al., 2022, p. 10)

Other authors focus on the specific role of corporations, their investment behaviour, and the
changing role of shareholder interests in their decision-making, such as Froud et al.'s (2000,
p. 104) meso-level analysis focusing on corporate ownership structures and their relations to
capital markets (Fernandez & Hendrikse, 2015, pp. 3-6; Karwowski, 2018). Furthermore,
some approaches highlight the role of finance in everyday life, representing the broad
integration of individuals across society into financial markets and technologies by creating
private investors through a "democratization of finance". These approaches go beyond a
material understanding of economic structures and refer to more subjective and individualistic
determinants which drive financialization. (Zwan, 2013, p. |I1l) Elements of such
financialization processes could include the marketisation of social services or the
proliferation of debt in a society which commodify daily life and exposes them to dislocated
impacts of international markets (Isaacs, 2018, p. 87). These refer to potential research
focuses and can include various overlapping indicators for financialization as well as different

theoretical understandings such as Marxist and Post-Keynesian perspectives.

As mentioned earlier, this paper will follow Fine's approach of a Marxist perspective of
financialization to gradually develop an understanding of the financialization of housing through
the empirical case study of South Africa. The advantage of the Marxist perspective over other
potential approaches is its ability to explain restructuring processes within capitalism which
focus on the changing role of capital in the production process as well as the process of capital
switching away from production and the respective spread of fictitious capital at a capitalist
system level and distinguishes underlying systemic changes from temporal ones. This allows
for a much broader analysis of the changing role of IBC across the economy than post-
Keynesianism, the other popular theoretical perspective on financialization. Unlike Marxist

approaches, the post-Keynesian analysis focuses on the exchange function between demand
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and supply, especially the role of changing demand levels, directly and indirectly, and its
determining aspects for wages. In this view, production conditions would follow the respective
equilibrium defined by demand and supply. (Fine & Saad-Filho, 20162, pp. 58-60; Lapavitsas,
2011, p. 614) The Marxist approach allows for a more independent analysis of the changing
role of profits, the distribution of surplus value from production, and the structural process
of capital switching towards more fictitious forms. This approach is therefore advantageous
over the post-Keynesian one in providing a basis to provide a comprehensive analysis of the
spread of IBC intensively as well as extensively in the South African housing market, as it goes
beyond the analysis of macroeconomic indicators and the "arena of exchange" activity where
production and technological factors are extraneous (Fine & Saad-Filho, 20162, p. 58). It has
the advantage of seeing finance with all its sub-components of rentier, financial markets, and
institutions as part of the global system of dysfunctional capitalism and distribution of surplus,
allowing for a less rentier-focused analysis of financialization than provided by the post-
Keynesian theorists. (Powell, 2018, p. 2) Furthermore, the strong emphasis on uneven class
relationships and social reproduction allows the study of inequality in the current phase of
financialized capitalism. It allows both the theoretical structural analysis at a dialectic global
capitalist level while also implying specific context related dynamics which can be analyzed in
the light of the South African case study (Isaacs, 2018, p. 20). The Marxist perspectives on
financialization further allow for a coherent analysis of the subordinate position of countries
in the Global South shaped by imperial relations regarding the extraction of surplus by the
inflow of foreign IBC for corporate investments, the relative positioning of currencies, and
the shifting class relationships internationally. These developments are analyzed under the
theoretical concept of international financial subordination (IFS), which will be discussed in

more detail in the specific case of housing in the third chapter. (Powell, 2013, pp. 3, 19; 2018,
P-2)

While financialization has been conceptualized and studied in a variety of contexts some
authors also argue that its explanatory value and applicability is limited. Christophers (2015,
pp. 187-189) defines five ways in which financialization is limited as a concept and in its empirical
applicability. According to him the limitations around the definition of such an umbrella term
(analytic), its potential limits as a mere label rather than powerful theory in certain applications
(theoric) and the sometimes questionable value of the concept (strategic) to produce new

insight all show limits of the term financialization. The empirical limitations are defined by its
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specific focus on certain phenomon and limited timeframe due to its novelty as a concept
(optic) and the limitations when trying to apply financialization to various contexts with
divergent insitutions, financial culture, politcial processes besides many other specificities
(Christophers, 2015, pp. 192-194). This paper aims to overcome some of these limits by
providing a theoretical overview and solid definition of the respective financialization concept
and specific application used in this paper. Furthermore, the now substantial body of work on
financialization outside of the Global North, to which this paper belongs, has partially

addressed some of the critiques aimed at the scope of financialization research.

1.2 Neoliberalism

When studying the changing nature of capitalism by looking at the phenomenon of
financialization, it is necessary to include a discussion of the other related influential concept
with a broad societal, political and economic impact over the past decades, namely
neoliberalism. Fine (2010, p. 12) emphasizes the importance of treating the concept of
neoliberalism according to its relative use and the resulting differences in understanding
depending on the context of its usage. These include the difference between rhetoric uses in
advocacy or ideological discourse, in academic research, and in government policy practice.
Each of these might produce a "shifting in content and emphasis (across time and place) and,
whilst they have connections with one another, these too are shifting and by no means
mutually consistent" (Fine, 2010, p. 12). In academic research, neoliberalism has been
understood in a variety of ways across literature, including the link to its theoretical economic
origins in the (neo-) Austrian school and monetarism, a "set of policies, institutions and
practices” linked to those ideas, a changing power dynamics between social classes in favour
of capital, and a "material structure of social, economic and political reproduction underpinned
by financialization" (Fine & Saad-Filho, 2016', p. 2). As the theoretical perspective on
financialization within this research is based on a Marxist political economy approach, creating
the relevant conceptual link to neoliberalism will be necessary. Fine and Saad-Filho (2016', p.
7) define neoliberalism as a system of accumulation supported by a financialized material basis.
It is therefore underpinned by it "analytically, economically, politically and ideologically" and
since the 1970s has been the main driver of capital restructuring in the global economy.
Generally, this refers to an expansion of private capital markets, including commodification
and privatization, during the period of neoliberal capitalism and the specific expansion of

finance as part of the underlying financialization process. This corresponds to a "heavy
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subordination of economic and social policy more generally to the promotion of markets in

general and especially of finance" (Fine, 2012, p. 59).

Byrne and Norris (2022, p. 186) define the following three characteristics of neoliberal policy
which will be especially relevant in the context of housing financialization later on: the austerity
of macroeconomic policy, a shrinking welfare state with the privatization of certain functions
and lastly the policy-led integration of households into financial markets. It is important to
note however that many of these shifts were mostly not caused by a conscious neoliberal
agenda but rather through a process of seemingly non-ideologically practical and concealed
actions. An important illustration of such subordination of policies is the heavy governmental
support to sustain the existing financial system during the recent global financial crisis GFC
(Fine, 2012, pp. 53, 62). This shows how beyond accumulation and production processes, the
state plays a vital role in the restructuring of capital towards more financialized forms of
capitalism and liberal policies promoting the expansion of financial markets and the
reproduction of neoliberalism (Fine, 2012, p. 58). While neoliberalism is not reducible to
finance, the past decades have shown that neoliberalism is heavily involved in the reproduction
of financialization and the respective growth of financial markets. (Fine, 2012, p. 63; Fine &

Saad-Filho, 2016', p. 9)

Marx refers to the initial historic commodification of land through peasant expulsion, the
proliferation of private property rights, colonial- and imperialism, and appropriation of natural
and other assets as primitive or original accumulation. Based on this historical analysis, David
Harvey (2004, p. 73) argues that the current processes of capital accumulation, under liberal
conditions, would only reproduce the class relations and uneven wealth distributions set out
by this primitive accumulation. Neoliberal policies to liberate and expand markets from a
Marxist perspective of social reproduction would, therefore, not produce better relative
conditions for all but increase inequality overall, as observable in the past decades of its

proliferation (Harvey, 2004, p. 73).

Financialization as the current stage of mature capitalism, through its expansion of IBC
intensively and extensively across the economy, drives neoliberalism's social reproduction and
industrial capital restructuring in the current neoliberal phase of capitalism (Fine & Saad-Filho,

20162 p. 157). Neoliberal policies and their role in the political reproduction of financialized
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capitalism are "generally referring to the new political, economic, and social arrangements
within society that emphasize market relations which are re-tasking the role of the state, and

individual responsibility" (Springer, Birch, & MacLeavy, 2016, p. 2).

From a historical Marxist perspective, neoliberalism has undergone two phases of a specific
ideology, theory, and policy. Under Reagan and Thatcherism, there has been an expanding
state intervention to promote privatization and private capital in favour of a free market in
the US and UK, respectively, but with similar global dynamics. In the second and current phase
of neoliberalism, the tendency of states across the globe is to intervene to deal with the effects
of this first phase and uphold the current economic system defined by financialization (Fine &
Saad-Filho, 20162, p. 153). Institutional transformation to spread self-regulating markets and
private capital under neoliberal policy agendas in its first phase has enabled financialization to
unfold more rapidly and therefore increased the impact of an increasing influence of finance
over all elements of social reproduction. In the South African case, the implementation of
these policies was distinct at the moment of the transition to democracy, as neoliberal
democratic political ideas linked to the models of the US and UK were increasingly dominant

on a global scale.

This international tendency to embrace neoliberal models has also fundamentally influenced
the trajectory of post-Apartheid South Africa, and it is argued that South Africa leapfrogged
some of these developments. Furthermore, South African policy choices were limited by the
hegemony of the previously described neoliberal models while restructuring and
internationalizing its economy. (Bond, 2005, pp. 15-17). In South Africa, the shift from the
recommendations of the Macroeconomic Research Group (MERG) to a version of the
Reconstruction and Development Plan that made redistribution contingent on growth is
typically framed as one of the fundamental indicators of the ANC government’s embrace of a
neoliberal model being in the sphere of service delivery, see Van Niekerk and Padayachee
(2019), Adelzadeh (1996), Habib & Padayachee (2000), Marais(2000). At the level of cities, the
embrace of a pro-market approach towards urban governance since at least the 1980s was
studied by Western (1997), and in the 1990s by scholars such as McDonald (2007), Ballard
(2017) and Peet (2002). In the field of housing policy, early interventions aimed at reconciling
the need for low-cost housing with the need to bolster pro-market policies (and sustain the

MEC in particular) include Anglo-American’s establishment of the Urban Foundation, which
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presided over the establishment of a housing scheme for black South Africans in the apartheid
period. Huchzermeyer (2001) has written about the post-apartheid South African
government’s shortfalls in providing housing for the poor, and partly attributed this to its pro-
market approach to housing delivery models the ANC elites adopted because of external
pressures they faced during the democratic transition to adopt neoliberal policies as well as

the implementing only role of local government.

Beyond the Marxist perspective on the nature of neoliberalism and its linkage to
financialization, there has been an active debate on the nature and application of the term
neoliberalism. Its broad use, according to Venugopal (2015, pp. 166, 169), has led to
"conceptual ambiguity", and its use in literature has become "controversial" and "incoherent”.
He further argues that neoliberalism's extensive use has overstretched its explanatory
capacity. Moreover, its broad usage has led to "contradictory and opposite" usages, further
undermining its usability and creating an explanatory burden linked to its use. Nevertheless,
the specific understanding of neoliberalism as the current phase of capitalism underpinned by
financialization and the specific characteristics of capital restructuring will be the definition
applied for the analysis of this minor dissertation. While acknowledging the active discourse
around the two concepts of financialization and neoliberalism, this paper will not provide any
theoretical advances regarding the concept of neoliberalism and, as already indicated, will
commit to the specific theory of financialization from a Marxist perspective laid out by Fine
and Saad-Filho to analyse the impact of the financialization of housing and its linkages to

inequality and social welfare housing policies in South Africa.

This chapter will outline the research question of this minor dissertation, comment on the

chapters' structural flow and content, and limit the focus and timeframe of the case study.

Research questions

This paper aims to answer which characteristics of financialization and, more specifically the
financialization of housing, impact inequality trajectories and housing access in South Africa. It
will analyze various indicators of financialization which have been selected based on a Marxist
theoretical framework by Fine, as outlined in the previous chapter. The South African case

study will connect the characteristics of a financialized housing market (primary focus) to the
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socio-economic outcomes of inequality, employment, and housing access (secondary focus).
Finally, it will identify the linkages between the financialization of housing and the state's ability
to bridge the housing gap with respect to restorative justice aims, maintenance of
homeownership, management of informal settlements and the extension of mortgage access

in South Africa.

Methodology

The theoretical framework of financialization outlined in the previous chapter uses a Marxist
political-economic perspective to undertake a coherent, theoretically informed case study.
The Marxist theoretical approach has the advantage of seeing capitalism within the South
African state as one system of social class relations. It allows the study of a changing pattern
of distribution of capital accumulation and, therefore, inequality trajectories. (Powell, 2018, p.
3). This theoretical foundation will be used to justify and identify the specific characteristics
of financialization in the housing and mortgage market in South Africa. This case study tries
to a certain extent to address the various limitations of the financialization research as
outlined by Christophers (Christophers, 2015, p. 189). By providing a clear definition and
choosing a specific theoretical basis this minor dissertation attempts to move past the
conceptual uncertainty of the term. Drawing on specified indicators and published empirical
research it tries to develop a visual mapping of the drivers and consequences of financialization
in the South African housing market since 1994. Financialization’s processual nature will be
reflected by identifying conceptual relationships which can be empirically analyzed but provide

longer-term fluid relationships between different factors and outcomes of financialization.

Chapter 3 will present the theoretical background of the financialization of housing from a
Marxist perspective. The following chapter discusses the South African case study, and will
gradually build a comprehensive overview and mapping of indicators linked to the research
question above and consolidate them into a visual model. The model aims to provide a
relatively comprehensive overview of the indicators relevant to discussing the financialization
of housing in South Africa. This can then be used to investigate the specific implications for
income and wealth inequality as well as housing access from a Marxist perspective. The model
will be developed gradually throughout the chapters, and each element will be outlined with
reference to the literature and, in some instances, accompanied by quantitative data. It further

provides insights into the flow of IBC as well as reciprocal relationships between different
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characteristics of financialization in general and the specific case of housing in South Africa.
The hope is that the model may further enable future researchers to zoom in on specific
linkages or analyze other potential implications of a financialized housing market in South
Africa. For a more detailed model of the flows of capital, it could be useful to study David
Harvey’s illustrations which also include flows of capital and governmental relations but is
more elaborate regarding the specific flows of goods, labor, and capital (“The structure of
relations between primary, secondary and tertiary circuits of capital” 1985, p. 9). A similar
model was developed by Ashman, Mohamed, and Newman, where they developed the
linkages between corporate financialization and employment dynamics in South Africa
(Newman, 2014, p. 30). Another example of a specific causal mapping of the South African
context is presented by Karnowski's (2012, p. 6) analysis of the over-capitalization of non-
financial corporations (NFCs) and their impact on the mortgage market. The general direct
impact of financialization on inequality trajectories will first be discussed at the end of chapter
4.3. A broader analysis of the specific impact of housing financialization on inequality and
housing access will be presented in chapter 5 after having outlined the characteristics of the

financialization of housing in South Africa.

The paper focuses on national level dynamics instead of a municipality or city-specific dynamics
in order to connect macroeconomic developments to social welfare outcomes. The Marxist
perspective provides the framework to study the general restructuring process of the
accumulation of capital and social reproduction in the global economy, as presented by Marx
in Capital Volume |, and allows to connect these processes at the abstract level to the specific
case study of South Africa (Powell, 2018, p. 2). Therefore, the research will primarily focus
on the impact of macroeconomic factors on housing, financialization and inequality in South
Africa to maintain the connection to this general theory and global processes. Furthermore,
the analysis will exclude most of the specific dynamics linked to the COVID-19 pandemic as
this would be an area of its own research regarding its social and economic impact. Regarding
the time frame, the paper will limit itself mainly to the period after the democratic transition
of South Africa in 1994 up to the pre-COVID-19 year of early 2020, with a few historical

references to relevant factors before that period.
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The introduction provided a general overview of the Marxist perspective on financialization
and its linkages to neoliberalism. Building on the theoretical framework outlined by Fine, this
chapter will link this framework to the specific field of financialization of housing. It will further
discuss some global trends associated with the increasing financialization of housing and
present some specific developments in the Global South. The concepts outlined in this chapter
will provide the basis for the case study in chapter 4 and 5, which links the financialization of

housing to inequality outcomes in South Africa.

The financialization of housing can be located in the academic discourse across a variety of
disciplines such as heterodox economics, political economy, sociology, geography, and urban
studies. Housing markets have important implications for social stability, private wealth
distribution and the requirements demanded from welfare states. Access to housing often
depends on private housing supply and private housing finances through mortgages.
Furthermore, housing markets regulate housing prices, geographical distribution, and the
value of real estate as an asset for households and investors (Isaacs, 2018, pp. 311, 326).
Relevant regulations, taxation, interest and homeownership rates are therefore significant in
the formation of political interests both for homeowners, tenants, as well as groups of society
excluded from these markets. (Schwartz & Seabrooke, 2008, p. 237) Furthermore, real estate
has become one of the largest, if not the largest, sources of wealth globally. It makes up around
one-fifth of ultra-high net worth individuals' portfolios. It, therefore, constitutes a major
determining factor behind high levels of national and global wealth inequalities, with the richest
200'000 individuals owning around 3% of the global real estate market in 2014 (United
Nations, 2017, p. 3; Haila, 2021, p. 567).

3.1 Marxist perspective and housing: an overview of global dynamics

In order to study the process of financialization with its specific linkages to housing in a
theoretically coherent manner, this section will provide the necessary background to the
Marxist interpretation of the financialization of housing. Harvey (2012, pp. 27-28, 36) argues
that conventional and mainstream economics see real estate and housing often as peripheral
elements to more important aspects of the national economy. The secondary role of housing,

relative to other processes, can also be observed directly in Marx’s theory which generally
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tries to abstract from “particularities of distribution”, which includes interests, rents, taxes,
wages and profit rates. Marx’s specific theory of rent was only formulated as a response to
the land theory of economist Ricardo and is mostly focused on its value in agricultural
productive use. Nevertheless, Fine (2019, pp. 8-9) argues that there is still analytical value of
Marx’s land value theory by looking at the social reproduction of capital relations based on
the value extracted from the land, and how in the current stage of financialized capitalism
securitization and bundling of rents lead to the potential for resistance being limited. Harvey
(2012, p. 35) further argues that this secondary role of housing relative to macroeconomic
determinants is unjustified. The recent GFC has shown that there is a serious need to
integrate the dynamics of housing markets and urban processes into the considerations of

general systemic processes of capital accumulation.

One example of such a structural linkage can be surplus absorption by creating surplus
products through urbanization and housing development. It is hardly surprising that the
growth curves of the overall outputs of the capitalist system are matched by ever-increasing
urbanization. (Harvey, 2012, pp. 5, 35, 42) This underlines the function of housing to enable
capital to circulate further and circumvent potential limits in the primary production process
(Aalbers, 2008, p. 149; Aalbers & Christophers, 2014, p. 377). If capital faces a crisis of
profitability and limited re-investment, which inhibits its continued circulation between
production, sale, re-investment and extraction of surplus in this primary circuit, it will try to
enter a secondary circuit of circulation. Housing, besides other financial assets, according to
various Marxist authors on this topic, plays a crucial role in the absorption of capital into a
secondary circuit with the aim of continued surplus generation through its provision of a
surplus product. There is thus a move away from sustaining the infrastructure needs of the
manufacturing industry towards providing for the demand of an increasingly influential financial
industry (Harvey, 1985, p. |l). This process has been facilitated by increasing levels of
financialization as housing, through financial innovations such as securitization, has become an
increasingly liquid asset to enable capital to move more frictionlessly into a secondary circuit.
(Harvey, 1985, p |1; Aalbers, 2008, p. 149; Aalbers & Christophers, 2014, p. 379; Harvey,
2012, p. 6; Cog-Huelva, 2013, pp. 3, 5). It therefore increasingly represents an attractive outlet
for finance capital due to its global scale, professionalized value calculation and income-
generating systems, as well as its “highly standardized institutional framework to collect future

income streams” (Aalbers & Fernandez, 2016, p. 4). This process represents a growing
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autonomy of capital in its circulation independent from labor and productivity. Mollo,
Dourado and Parana (2022, pp. 956-96 1) argue that this fictitious form of circulation has limits
because if it does not produce benefits in wages and real production it results in an economic

crisis due a lack of continued demand in fictitious assets.

A further element to the understanding of the relevance of housing from a Marxist perspective
is its ability to extend credit and consumption to continue economic growth and expand
effective demand. Fine (2012, p. 57) argues that with the United States at the forefront,
consumption has been sustained by an extension of mortgage debt and, therefore, IBC, which
both represent a driver and outcome of financialization. As the circulation of capital faces a
blockage or crisis, investments in housing developments and mortgage credit extensions are
especially effective in increasing the effective demand in the economy to indirectly sustain or
increase levels of consumption due to increasing housing asset prices (Aalbers & Christophers,
2014, p. 375). This shows that housing is not merely a “vehicle” of financialization, but it is
crucial in absorbing rising capital gains and fuelling the continued expansion of IBC from global
finance into new markets and new segments of real estate assets. It represents a dimension
of overaccumulation in a system of growing wealth inequalities and allows for a debt-led
accumulation regime which further fortifies the increased influence of finance capital globally.
It plays an ever more important role to "keep financial markets going, rather than being
facilitated” by them (Aalbers, 2017, pp. 1-2). The role of housing markets in stabilizing or
destabilising national economies can be illustrated by various crises in the past century (for

detailed examples, see Harvey, 2004, pp. 65).

Harvey (2012, p. 36) argues that bank lending of credits for buying land or property with the
purpose of extracting rents increases the use of IBC and expands the reach of fictitious circuits
of capital. Especially when financial institutions lend to each other, or the central bank to
commercial banks, which then lend to speculative financial agents, this can drive “infinite
regression of fictions built upon fictions” with increasing ratios of lending to actual deposits.
Productive capital combines with fictitious capital circulation through the credit system to
both create a supply and demand of housing, to some degree, controlled by capital - a process
that opposes the idea of freely functioning liberal markets (Harvey, 2012, pp. 45-46). This
process allows the expansion of IBC in the forms of mortgages and credits to households to

compensate for stagnating or lower wages, allows the re-investment of productive capital
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from over-accumulation and falling profit rates in its primary circuit and allows for speculative
increases in the asset values that drives further profit extraction (Powell, 2018, p. 10; Harvey,
2004, pp. 71-72). Furthermore, the building sector based on capitalist incentives is constantly
juggling between preserving old social structures of investment and creating new
opportunities for investments through destruction of existing structures. The resulting urban
landscape is shaped by the drive towards constant reinvestments and capital circulation which
often results in “fragmentation, polarization and perpetual upheaval” (Harvey, 2001,
pp. 247, 365-368). This process both drives financialization and increases the probability and
severity of the potential future financial crisis, as the GFC has shown and will be discussed

later in this chapter.

Another crucial element to the Marxist perspective on the issue of housing in the context of
financialization is the social reproduction of class and the respective implications of inequality,
which will be central to the analysis of this minor dissertation. Harvey (2012, p. 66) argues
that “the reproduction of capital passes through processes of urbanization in myriad ways.
But the urbanization of capital presupposes the capacity of capitalist class powers to dominate
the urban process”. The reproduction of class related to housing is not only determined by
influence over state policy but partially determines various central social elements such as
lifestyles, political values, perception of the environment and more. Furthermore, as Aalbers
and Christophers (2014, p. 383) argue, the reproduction of uneven social relations through
and as a result of housing is clearly broader than only class, which will be illustrated by the
empirical case study later on. There are various factors, such as race/ethnicity and gender, at
the intersection of economic class that produce differential outcomes for inequality in the
context of housing. While these differences and intersections are not exclusive to the study
of housing or financialization, the implications of the GFC in 2008 have shown their significance
relative to housing. The other specificity of social reproduction in the context of housing is
the generational concentration and transfer of wealth. In scenarios of housing asset inflations,
older generations with high concentrations of homeownership consequently profit more from
price increases. As housing wealth is concentrated in those generations and therefore
increasing relative wealth inequalities, these inequalities are not negated by the death of older
generations but transferred into new generations reproducing uneven class, race and gender
relations (Aalbers & Christophers, 2014, p. 383). This illustrated the fundamental linkages of

housing to an understanding of a Marxist “class-based structure of society and the
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fundamentally uneven development of capitalism” (Aalbers, 2016, p. 142). It also shows the
shortcomings of traditional economics which assume market equilibriums and growing
efficiencies while ignoring these structural processes of surplus distribution towards
securitization, secondary circuits, and fictitious capital in the housing market (Gotham, 2009,

p. 368).

3.2 Housing financialization trends

The previous section has provided the necessary theoretical Marxist framework to
understand the linkages between capital accumulation, IBC, fictitious capital expansion, social
reproduction of inequalities and housing. Following this more abstract conceptualization, it
will be helpful to present some global empirical evidence of trends associated with the
financialization of housing within this framework. Some of the indicators outlined in the
section below represent recurring patterns found in the academic literature studying the
financialization of housing processes (Byrne & Norris, 2022, p. 184). These include a liberal
housing finance system that permits high levels of mortgage debt, the exposure of real estate
markets to global capital and the resulting volatilities (Schwartz & Seabrooke, 2008, p. 255),
the spread of mortgage securitization and "financial rationales” into the real estate market
(Pereira, 2017, p. |), the rise of corporate landlords and Real Estate Investment Trusts (REITs)
(Rutland, 2010; Waldron, 2018; Migozzi, 2019, p. 9), the rise of mortgage securitization
(Gotham, 2009), finance and rental housing, (Fields and Uffer, 2016 ; Wainwright and Manville,
2017), as well as new patterns of wealth accumulation that are often linked to speculative
investments and preferrable conditions for existing asset-owners (Andreoni, Robb, & van
Huellen, 2021, p. 216). These developments are often linked to outcomes such as higher levels
of economic vulnerability and worsening existing patterns of wealth inequalities (Schwartz &

Seabrooke, 2008, pp. 255-257).

While there are variegated national ways to what extent and in which combination such
indicators are present (Aalbers, 2017, p. 3), Powell (2018, p. 7) argues that there is a general
trend of integration of mortgage and housing finance into global financial markets. This
represents the move of capital towards a secondary circuit, especially in the case of mortgages,
through increasingly liquid assets and financial innovation, as outlined earlier in this chapter
(Cog-Huelva, 2013, p. 5). Rognlie (2015, pp. I, 50-51) shows that investments in real estate
have increased their relative share of total assets since the 1970s and are, therefore,

increasingly relevant to global economy growth. An increasingly financialized global economy
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that over-accumulates capital through real estate and other assets in a secondary circuit
requires a channel that allows for continued circulation of capital at scale. This is what Aalbers
and Fernandez (2016, pp. 5-7) describe as a "wall of money" that originates from institutional
capital investors (pension funds, private investors), emerging economy trade surpluses, and
profits in tax havens and are looking at real estate as the outlet for this increasing investment
demand (Aalbers, 2017, p. 4). Section 3.3 will provide an analysis of the extent of such
dynamics present in economies and the housing market in the Global South and will outline

the concept of subordinate financialization relevant to this discourse (Pereira, 2017, p. 6).

a. Liquifying housing assets

Another core avenue that allows the financialization of housing is financial innovation that
enables capital to switch more easily into a secondary circuit. One of the critical innovations
regarding the financialization of real estate markets was the widespread use of securitization,
whereby existing mortgage lenders can "re-sell their portfolios in a secondary mortgage
market" (Aalbers, 2017, p. 5). This is a process that started in the 1980s and was accompanied
by the creation of facilitating institutions (Harvey, 2012, p. 13). From the perspective of real
estate investors, this overcomes some of the limitations of residential assets compared to, for
example, purely liquid foreign currency investments. Previously the tradability and bundling of
real estate assets were limited by the mortgage lender’s influence, its “spatial fixity, lack of
liquidity, long turnover time, socially protective regulations and non-economic criteria of
valuation, among other conditions” (Pereira, 2017, p. 5). This illustrates how there is a
contradiction between illiquid and spatially fixed real estate and capital which is “abstract,
nomadic, placeless”, (Gotham, 2009, p. 359). Mobile capital therefore tries to overcome
these limitations of immobility of the housing assets by trading the mortgages in a
secondary market, proxy layers are added, which make the secured mortgage conveniently

tradable internationally on the stock market.

It further enabled the spreading of risk across multiple real estate assets in various categories
and locations into collateralized debt obligations (Harvey, 2012, pp. 13, 47). This consequently
creates an environment where the significance of debt-based property owner's agency can be
compromised, and the gained liquidity allows for more speculative and specific asset-
independent real estate investments by financial actors. From the perspective of a mortgage

lender with residential interests, this represents a passive, often unwilling integration and
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exposure to the dynamics of global financial markets (Haila, 2021, pp. 564, 567; Rolnik, 2013).
This was a crucial avenue for the spread of IBC and fictitious capital into a secondary, often
more profitable circuit of capital accumulation, which distances the debt and respective
potential future return from the original mortgage condition and enables speculation and
concentration of ownership due to the abolishment of previous liquidity limitations (Engelen
& Musterd, 2010, pp. 706-707). Gotham (2009, p. 366) argues that this process of turning
illiquid assets and “converting opaque and illiquid assets into liquid and transparent securities”
has often disruptive and destabilizing outcomes for housing markets and the financial system
at large. Section 3.3 will show that some aspects of this can be found in the Global South such
as a general approximation trend towards Anglo-Saxon mortgage securities market models
but both the proliferation of studies on the topic and the broad spread of mortgage-backed

securities remain limited in the Global South.

The international nature of this practice also reduced the role of local actors and knowledge,
which were replaced by standardized risk assessment tools that allow financial managers to
manage speculative real estate investments across multiple locations and asset classes with
fewer transaction costs previously imposed by the limitations to their liquidity discussed above
(Pereira, 2017, p. 5). Moreover, there has been a growing presence of institutional investors
in the rental market, especially in the Global North, where real estate investment trusts
(REITs) and other corporate landlords look at subsidized and low-income housing as the new
frontier. The REIT model originated in the US market in the 1960s and is the current role
model for many other countries, including the South African commercial property and
increasingly rental property markets. REITs enabled innovative investments that divided real
estate assets into smaller fragments to be pooled up and sold as partial shares in the multi-
unit rental housing category. (Haila, 2021, p. 1063) This allows investors to trade a diversified
portfolio of stocks rather than illiquid housing assets to realize attractive returns from real
estate market. From the perspective of private investors, it allows for smaller scale
investments and easier risk spreading. REITs generally consist of a diverse portfolio of
residential, commercial, retail, and industrial properties (Nurick, Boyle, Allen, Morris, &
Potgieter, 2018, p. 63). In South Africa their activity has been mostly linked to commercial
and retail property but with an increasing role in the residential market which will be shown

in Section 4.4 e.
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While real estate was always a capital-intensive asset class, financial innovation allowed for an
acceleration of the integration into global capital markets and the promotion of financial
rationales in the sector and consequently transformed the functioning of mortgage markets
(Fields & Uffer, 2014, p. 2). It changed the "role of mortgage markets from facilitating
borrowers' access to credit to facilitating processes of global investment" and fictitious capital
(Aalbers, 2008, p. 148). This generally has made securitization source of political debate where
the contradictions between capital and housing are exposed and housing markets become a
key element to monitor and regulate regarding potential future crises (Gotham, 2009, p. 367).
In the South African case the securitization of housing is still a phenomenon with limited scale

but an upward trajectory which will be shown in Section 4.4 b.

b. Promoting homeownership

Harvey (2012, p. 48) argues that housing investments were effective in increasing aggregate
demand, and they represented an attractive avenue to compensate working classes with
stagnant wages and raise consumption through asset-based wealth and maintain levels of
consumption. The global trends show that homeownership numbers have risen in the past
half-century (Marais & Cloete, 2015, pp. 261-262). Especially in the US and the UK, the
promotion of homeownership has represented a significant policy target for conservative
political parties (Watson, 2010, pp. 420, 424). Homeownership narratives are often associated
with individual financial security and economic stability and are supported by many policy
regimes worldwide (Forrest & Hirayama, 2015, pp. 235, 241). Concrete examples are Margret
Thatcher's "Right to Buy" in the UK and George W. Bush's desired "Ownership society" as
part of the US housing policy regime, which heavily subsidized broad-based private
homeownership (Ansell, 2019, p. 8). Homeownership is broadly seen as integral to the model
of the "American dream" and the respective cultural values and rose from around 40 per cent
of the US population in 1940 to almost 70 per cent at its peak in 2004. After the 2™ World
War, government-sponsored housing construction and the respective increase in
homeownership helped to strengthen the US economy, boost public demand and housing

asset value increases, and therefore consumption levels (Harvey, 2012, p. 50).

The policy-induced promotion of homeownership and expansion of mortgage credits both in
existing and new segments of society implies an expansion of IBC and fictitious capital in

previously less financialized areas of the economy (Rolnik, 2013, p. 1059). The favourable view
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of private ownership and the creation of asset owners with a stake in booming house prices
led to a market-driven housing policy approach most prominently in the US, UK, Denmark,
Australia, and Japan while also observable in many other areas of the world. The trend is
underpinned by increasing mortgage debts to GDP ratios across those regions (Rolnik, 2013,
p. 1059). Policies with the aim of homeownership promotion often use the privatization of
publicly owned houses, subsidizing mortgage credits, and liberalizations of the mortgage
market as major avenues to promote homeownership. Privatization of publicly owned real
estate and land reduces government spending and maintenance costs as well as creating new
asset owners in low-income groups of society to reduce their public welfare dependence
further. (Rolnik, 2013, p. 1061) This corresponds to a direct transfer of public responsibilities
to market dynamics through private ownership of real estate and the promotion of asset-
based welfare (Fine, 2012, p. 59; Fine & Saad-Filho, 2016, p. 2). This can be empirically
illustrated by the developments in Central and Eastern Europe in the 1990s, where housing
became increasingly privatized due to pro-market policy agendas. As part of a strategy to
reduce public spending and replace public social housing provision with private markets, many
housing complexes were transferred away from governmental, often municipal, ownership.
This reduction in welfare spending and rent subsidy programs was paralleled with the
liberalization and internationalization of financial markets (Rolnik, 2013, p. 1059). In South
Africa there has been a similar process where the government privatized part of its public

housing stock during the 1990s which will be discussed in the sections 4.2 a and 4.4 a

Beyond the homeownership policies, social and affordable housing policies have been similarly
exposed to processes of financialization. Byrne and Norris (2022, pp. 183-185, 191) argue as
part of an empirical study of the Irish social housing and rental market that the shift in social
housing policies illustrate an important intensification of the financialization of housing based
partly on neoliberal policy decisions. Many of these policies were linked to mortgage market
deregulations and creating private supply of affordable housing by involving private financial
actors and the resulting in-debtness of low-income groups of society. These factors illustrate
how the financialization of housing can be linked to the commodification and financial inclusion
of new actors, new homeowners or social housing residents, and the role of both the state

and financial actors in promoting such a shift in policy and respective involvement.
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c. Causing GFC 2008

Before the crisis in 2008, Harvey (2012, p. 1) argues, real estate was an "important stabilizer

of the [US] economy", especially since the economic crisis in the 1990s. Through a
construction boom and historically low mortgage interest rates and the corresponding
property market inflation, consumption and private demand were kept at high levels. The
stabilizing effects of the US property boom were felt at a global level and fuelled US lending
worldwide to sustain consumption. In the two decades leading up to the GFC in 2008, banks
heavily used relatively "secure" mortgage-backed securities (MBS), which pooled together
multiple real estate of different quality levels and enabled through the previously discussed
process of securitization and enabled their liquid tradability as speculative investments. As
argued earlier, this represented a rapid expansion of fictitious forms of capital in the global
property market and enabled a period of relatively stable low-interest rates and low inflation
in a booming housing market in the Global North. In the two decades prior to the GFC in
2008, low inflation and booming property prices based on increasingly privatized housing
provisions seemed like the perfect mix for asset-based welfare, which refers to policies
promoting broad ownership of assets to compensate for wage-based returns in the economies
of the Global North. This expansion of fictitious capital in the form of housing demand and
mortgage-backed securities was only partially invested in housing production or other circuits
of capital. From a Marxist perspective, this increase in fictitious speculative capital circulation
without the production of value can only be sustained for a limited time and scale. (Harvey,
2012, p. 47) Consequently, the expansion of speculative real estate investments on the back
of low-quality assets and the resulting increasing exposure of individuals to global financial
markets soon culminated in one of the most significant global economic recessions in recent
decades, where 52 out of 60 countries reporting to the IMF in 2009 registered a decline in

GDP (Tooze, 2018, p. 171).

The GFC illustrates how fictitious capital returns became increasingly independent of the
original debt condition of the mortgages that were grouped together and how an ever-
increasing growth of asset prices without value creation is a speculative bubble (Harvey, 2012,
p. 47). The pooling, bundling, and real estate nature of such assets further reduced the
perceived risk due to its broad spread by including a multitude of debt elements within one
bundle which is enabled by financial product innovation. Due to the lack of transparency in

these asset bundles, the inclusion of "subprime mortgages" and low-quality assets created a
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poorly secured system that ultimately collapsed (Karwowski, 2019, p. 5; Rolnik, 2013, p. 1062;
Marais & Cloete, 2015, p. 262). While MBS bundles were abundant in the United States, the
connections of the global capital market internationalized the impact of a national real estate
crisis (Tooze, 2018, pp. 60-61; Aalbers, 2008, p. 162). The 2008 Financial Crisis, therefore,
empirically illustrates the financialization of real estate markets and how they have become a
significant economic variable due to their scale and connection to global capital. It has also led
to various financial-political rescue missions of big financial institutions, which underline their
relative perceived importance in the current economic system as these market interventions
represented strong state involvement in saving the financial sector. How a national subprime
mortgage crisis triggered a domino chain of global economic consequences and political
interventions further illustrates the complexity and interconnectedness of the current
financialized global economy. (Fine & Saad-Filho, 20162, pp. 151-152) One of the direct
consequences of this crisis has been the decrease in homeownership rates globally, besides
the many other economic and social effects (Marais & Cloete, 2015, p. 263). This, therefore,
illustrates how increasing the financialization of housing challenges the ability of markets to
provide adequate housing for all and potentially fuels inequalities in housing access and the

security of existing ownership (Rolnik, 2013, p. 1058).

3.3 Financialization of housing in the Global South

This section introduces some of the characteristics of financialization and housing in countries
of the Global South to expand the theoretical basis for the case study of South Africa in the
next chapter. The specific contextualization of the Global South seems necessary as most of
the scholarship, both on financialization generally and the specific sub-thematic of housing,
historically focused on the regions of Europe, North America, and Australia. Aalbers, Rolnik
and Krijnen (2020, pp. 481-482) argue that this binary categorization of Global North/Global
South and the resulting exclusion regarding housing financialization only holds to some extent
as financialization processes are not always regionally limited. Aalbers (2020, p. 283), Katz and
Lenhardt (2016, p. 926) even argue that the housing markets in the Global South constitute a
new frontier for housing financialization and that its impact on the social and urban structures
in cities of the Global South is often overlooked by research. The reasons for this delayed
academic focus can partially be linked to a relatively subordinate position of these regions in

the global economy and are instead often studied "with a focus on informal housing, market
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dysfunctionality, and access to land" (Migozzi, 2019, pp. 1-2). This often leaves out an analysis

of potential similarities in financialization processes studied and observed in the Global North.

To expand further on this general aspect of the subordinate positioning in the context of
financialization within the global economy of countries in the Global South, we must discuss
the implications stemming from the global economic hierarchy. Powell (2018, p. 5) defines
such a relative positioning as financialization being shaped by "imperial relations and a
peripheral location both in the world market and in relation to world money". Many
economies in the Global South find themselves in such a "subordinate position" in both global
production networks, through cheap labour and natural resources, and financial markets, due
to their trade and foreign currency dependencies (Bonizzi, Kaltenbrunner, & Powell, 2019, pp.
[, 10). This phenomenon is being summarised as IFS to describe the particular experience of
financialization in countries of the Global South. Bonizzi, Kaltenbrunner and Powell (2022, pp.
652-653) further argue that in the current stage of financialized capitalism the Global South
experiences an uneven reproduction of capital relations in a global hierarchy that goes beyond
the dynamics of a single nation-state. While this explanation resembles most closely a Marxist
perspective, Alami et. al. (2022, pp. 4, 20) argue that the study of IFS in the Global South
benefits from a synthesis of the diverse heterodox traditions which include Marxist, post-
Keynesian and dependency theorist perspectives. Synthesizing these traditions allows
researchers to look at the present process of accumulation as a historically enduring process
which links past colonial and imperial forms of subordination through the process of
internationalization, and the creation of a world market and global production networks to
the current IFS. Alami et al. (2022, p. 20) provide an overview of the research axes which
should guide the analysis of the South African case study in the context of IFS. These include:
a historical analysis of the financial sector and its relations, relations between finance and
productive sectors, the power constituting role of money and monetary relations,
governmental policy, the actions of non-governmental actors, and geospatial relations of IFS.
This illustrates the approach chosen to show this broad range of interlinked factors in the
case of the South African housing market with its features of historic formation of capital and
financial industry, the changing nature of NFC investments, the continued spatial inequalities
reinforced by capital accumulation and the reproduction social class relations (sections 4.3-5

of this paper).
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From a post-Keynesian perspective, for Global South markets their relatively lower position
in currency hierarchies and their monetary policies often allow high-interest rates on capital
to sustain constant short-term foreign investment inflows to compensate for their trade
deficit. These policies are, in many cases, targeted at reducing inflation and fiscal restraints
(Isaacs, 2014, p. 16; Karwowski, 2018, p. 4). The consequences of these high-interest rates to
attract capital further limit the ability for domestic investments and the growth of the
productive economy (Karwowski, 2019, p. 12). This constraint and the resulting policy choices
expose countries of the Global South to higher levels of exchange rate volatilities, and this is
even further exacerbated by financialization-induced integration of the economy into global
capital markets. As a consequence, regardless of whether economic turmoil is of national or
international origin, the "subordinate" position of the currency would trigger a retreat toward
the dollar and other Global North-based assets. Advancing financialization in the Global South,
therefore, magnifies the impact of economic booms and crises and exposes previously

independent housing markets to these dynamics (Pereira, 2017, p. 14).

Marxist theory offers various insights which help explain such processes of IFS. One aspect is
highlighted by Harvey (2004, p. 64) and concerns spatio-temporal fixes due to
overaccumulation within one economic region. Over accumulation within one territorial
system might produce a surplus of both capital and labour which can either be solved by
temporal investments, for example, education or infrastructure, or it can be spatially displaced
into other countries for further circulation or any combination of these. Overaccumulations
in the productive and financial economy of the Global North could therefore be spatially
displaced into regions of the Global South to allow for further capital circulation. In the
context of housing, real estate in the Global South could serve as an attractive new asset class
and market to allow for such a spatio-temporal fix. Another aspect highlighted by Fine (2013,
pp- 48, 56) concerns the lack of attention to regions outside the Global North and seeing the
global economy as a system of uneven economic relations. This exclusion of a broader
geographical perspective on financialization processes overlooks key trends determining
global inequalities regarding the benefactors of this structural shift in the economy under
financialization. He argues that the surplus redistribution under financialization is organized
internationally and generally benefits the Global North, especially with the leading financial
markets in the US and UK, which own most of the capital, host the majority of financial

corporations and control the dominant reserve currencies. By incorporating more and more
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existing and new credit relations in the Global South into the logic of Global North-controlled

fictitious capital, financialization further exacerbates these global inequalities.

Alami et al. (2022, p. 10) argue that in a Marxist analysis of IFS the uneven class relations
stemming from an imperial and colonial history of the capitalist system must be at the center
of its theory. This can be seen as a reproduction of uneven economic and class relations due
to their relative historic and productive value chain positioning and can be related to the
uneven outcomes and imperial nature of the primitive accumulation outlined earlier (Harvey,
2004, p. 73). Furthermore, the transfer of surplus value generated by increasingly
internationalized production networks has triggered a geographical reloca