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One community dollar
equals a thousand
development dollars. Why?
Because that community
dollar represents the
commitment of thousands
of poor people to their
own development. When
development comes from
people’s own savings it is
theirs, they own it.
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Housing finemce: Werys
to help the poor pay for
housing

The objective of this Quick Guide is to introduce some of the key concepts of housing
finance and to provide a quick overview of how housing finance works, especially
as it relates — or fails to relate — to the urban poor. The guide presents informa-
tion about both the formal and informal systems of delivering housing finance, and
examines the key advantages and drawbacks of both systems when it comes to
directing housing finance to the city’s poor.

The basic mechanisms of formal and informal housing finance systems may be
similar, but by removing many of the barriers that make the formal system inacces-
sible to the poor, the informal system has in many places become the chief system
for delivering what meager housing finance does actually reach the poor. The guide
closes with a brief description of some new and unconventional housing finance
strategies being tested and expanded in Asia, which are attempting to link formal
sources of finance with poor communities and the informal systems by which they
live their lives and build their housing.

This guide is not aimed at specialists, but instead aims to help build the capacities
of national and local government officials and policy makers who need to quickly
enhance their understanding of low-income housing issues.
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Housing mismatches:

So far, no system in the world
has been able to perfectly
match the great variety of
housing needs with actual
housing production. There is
almost always either a surplus
or a shortage, and many
households end up having to
live in housing that is not quite
what they need, what they want
or what they can afford.

Housing conditions emd
the need for housing finemce

Housing comes in all shapes and sizes, including
blocks of low, medium or high-rise flats, rental
rooms, row-houses and free-standing houses.
To accommodate a wide range of housing needs
and a growing population over time, a city needs
to provide a steady supply of new housing and
expand the existing housing supply. Housing which
grows too old or too deteriorated to be habitable
also needs to be repaired or replaced.

Ahousing unit can be built by a household itself, or
by a carpenter or small contractor that a household
hires. Housing can be built by developers for profit
or by government agencies. And housing can either
be sold or rented, under a variety of rates, arrange-
ments and payment terms.

You don't have to study Asian cities very long to
realize how serious their housing problems are,
and how many urban households simply cannot
afford decent housing of any size or shape. In
most countries, large portions of the urban popu-
lation cannot afford adequate housing, and are
having to make do squeezing their households
into smaller and smaller housing units, or living

far from work on the periphery of town, or build-
ing their own houses or renting shacks in slums
or squatter settlements. (See Quick Guide 2 on
Low-income housing)

The shortfall of housing is primarily for low-in-
come housing, where the popualtion is the least
able to pay for rising land and housing construc-
tion costs and where the market has not been
able to provide affordable housing in locations
where poor people can access employment and
others services.

So, shelter is not affordable to the poor, and this
is where housing finance becomes so impor-
tant. Options to afford housing are needed that
can meet the scale required in the context of
rapid urbanization. Especially needed are different
housing finance mechanisms that can reach the
poor. The role of housing finance is also gaining
importance as governments are becoming less
concerned with direct provision of housing, and
acting more in the role of enabler, including work-
ing with finance to provide more housing choices
for people in cities.
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Who produces housing in Asicm cities?
l Owner-built housing:

Housing as something people make themselves

The majority of houses in Asian cities are not built
by the government or the private sector but by the
people who live in them. Owner-built housing is
still the most popular form of housing production
inthe region, among all income groups and across
all types and qualities of housing. There are good
reasons for this: when people build themselves
(or hire their own carpenters, masons or small
contractors to build for them), they can control the
whole process and build the house which precisely
suits their tastes, their needs, their aspirations and
their resources. Another advantage of owner-built
housing is that it allows households to find creative
ways of helping pay for their houses. If they have
enough land, households will often build more than
one housing unit and sell-off or rent the additional
units, as a way of offsetting their house construc-
tion costs or generating a long-term income.

In the absence of any effective, large-scale
response to housing shortages by the state or

Housing is a process

For people from all income groups — but espe-
cially for the poor — housing is not a product, but
aprocess. It's not something that is completed all
at one time according to a plan, but is developed
in stages, as a household's needs and resources
change. Many complain that the sub-standard
housing you find in slums, which is often built
in this incremental way, is not acceptable. But
this kind of housing represents an extremely
delicate expression of poor people’s gradual
capacity to climb out of poverty. Like the houses
they build, it's not something that happens all at
once. But in cases where housing finance and
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the private sector, the urgent housing needs in
Asian cities are being addressed by the poor
themselves, through the housing they build in
informal settlements. More than half the popula-
tion of many Asian cities is now living in informal
settlements. The enormous stock of affordable
housing which these slums and squatter settle-
ments provide may be insecure, of poor quality
and badly-serviced, but by housing their work-
forces, it has enabled cities to grow and prosper.
There is an urgent need to upgrade these informal
settlements into better-serviced and secure
neighbourhoods.

There are many lessons to be learned from this
people-produced housing delivery system. These
include how to understand better the housing
needs of the urban poor, and how to help their
informal housing supply systems work more
efficiently and equitably. (See Quick Guide 2 on
Low-income Housing).
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secure tenure are made available to people,
the quality of owner-built housing — even at
the bottom-end of the economic ladder — can
improve dramatically.
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CONDITIONS
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In various countries and at various times,
governments have tried to act as the main
producers of housing, usually in the form of
subsidized apartments in low, medium and
high-rise blocks, and in large housing colonies
at the periphery of cities. It was thought that this
kind of mass-produced public housing could be
produced cheaper and faster by governments,
through economies of scale. But most govern-
ment-built housing is not cheap at all, nor is
it mass-produced enough to be able to meet
more than a tiny fraction of actual needs. Many
governments have now adopted a more realistic
enabling approach towards housing, and are
attempting to increase the supply of housing
by shifting from a focus on constructing housing
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For those who cannot afford to own or rent ac-
ceptable housing through the formal sector, social
housing that is rented at subsidized rates has long
been a housing policy option. Governments are
often a key producer of social housing, but are
not the only one to supply social housing: there
are also social housina nroiects develoned hv
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Government-built housing:
Housing as something the state supplies
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to supporting the housing production of others,
such as the private sector, cooperative societies,
or individual households themselves, with help
from various regulatory and financial tools.

Government-built social housing:

Housing as a form of subsidized welfare

housing might be a practical solution. But the reality
is that a great majority of urban poor households
can't afford formal sector housing of any sort, and
their housing needs are far too big for governments
to be able to meet in this way.
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