Slum Upgrading and Housing Finance
Framing the Debate
This paper provides an overview of the key issues related to slum upgrading and housing finance.  Part 1 summarises urbanisation and the challenge it poses for affordable housing finance (see also Annex 1).  Part 2 reviews the evolution of, and lessons learned from, various policy responses to informal settlements (see also Annex 2).  Part 3 examines why affordable finance has been so elusive, while Part 4 highlights some successful initiatives (more detailed examples are provided in Annex 3).  Part 5 proposes several questions for further research.
1. The context: the urbanisation of poverty and the growth of slums
The rapid growth of urban populations… 
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The world is experiencing an unprecedented rate of urbanisation. From 2008, for the first time in human history the majority of the world’s population will live in urban areas.  Some 95% of this growth, however, will occur in precisely those cities least equipped to manage this “urban transition” – the secondary cities of Africa and Asia.  The result, if unchecked, will be the increasing urbanisation of poverty.  In 2003, there were an estimated 1 billion slum dwellers; by 2020, this figure may double to 2 billion people.
…will create tremendous demand for affordable housing finance
As a result of the Millennium Declaration and the adoption of a relatively modest “slum target” (to improve the lives of 100 million slum dwellers by 2020), a costing exercise was carried out in 2005 to determine the scale of resources required to meet the full needs of the projected slum growth (see Annex 1). It was estimated that some US$300 billion would be required over a 15 year period, or some US$25 billion per year. The report went on to state that “successful models have demonstrated that, when appropriately supported by local and central governments, local residents can provide about 80 per cent of the required resources. This would leave 20 per cent to be provided by international aid, i.e. roughly US$5 billion a year” (UN-HABITAT and World Bank 2005).
There are three significant implications from this costing exercise.  First, the demand for affordable housing will be significant in the coming decades.  Second, affordable housing finance will play a key role as part of the overall package of “appropriate support” to the urban poor.  Third, as the total international assistance for urban development is some US$ 2 billion per year, the role domestic finance becomes increasingly important.  
2.  Experience and Lessons-Learned from Slum Upgrading Experience
Thirty years of experience…

Over the last 30 years, there has been a significant evolution in policy responses to the slums challenge (see also Annex 2).  From the 1950s to mid-1970s, developing countries tried to meet the housing crisis through public housing with the net result that an estimated 100,000 dwellings were built during that period.  Slum clearance and relocation were the common response based on a predominantly negative view of informal settlements.  The inability of Government to provide alternative housing for the majority of evictees simply pushed them to the urban fringes where they built new informal settlements (UN-HABITAT 2003a:124).
From the mid-1970s, assisted self-help became the dominant housing delivery approach. Based on the concept of incremental housing three variants emerged: (i) sites-and-services schemes - provision of vacant land with basic services for residents to construct their own dwellings; (ii) embryonic or core housing units; (iii) squatter settlement regularization and in situ upgrading (non-relocation). 

The “Enabling Approach” emerged in 1988 and shifted the role of governments from housing provider to “facilitator”.  Governments were expected to remove obstacles and constraints that blocked access to housing and land, such as inflexible housing finance systems and inappropriate planning regulations, while people were to build and finance their own housing.
From the late 1990s, four trends are discernable.  First, Community-driven solutions have emerged.  Recognizing that the urban poor play a key role in improving their living conditions, recent successful examples give organized communities of the urban poor a lead role in the design, financing and implementation of upgrading programs.  Nevertheless, Government-led housing programs continued to be favored in countries such as Egypt, Morocco and Tunisia, demonstrating that strong central institutions can achieve significant results, given that adequate resources are available (UN-HABITAT 2006:172).  Slum prevention has emerged as an important priority, bringing together access to land and security of tenure, access to credit, and provision of basic infrastructure within a simplified physical planning framework (Cities Alliance 1999).  More recent emphasis is on mobilizing domestic capital and private finance.
… has generated valuable lessons regarding upgrading

· Holistic, in situ, approaches combining mobilized communities, security of tenure, access to affordable housing finance, improved municipal finance, access to livelihoods opportunities, affordable infrastructure and services based on effective demand are broadly preferred

· The urban poor’s ‘incremental approach’ to housing – and, more broadly, the growth of cities – must be recognized, supported and appropriately guided

· Catering for all segments of the land and housing market, particularly renters, is crucial to avoid downward raiding by more well-off individuals

· High building standards and physical planning requirements are unaffordable and therefore ignored by the majority of urban dwellers 
· Cost-recovery for infrastructure is always a major challenge 

· Scaling-up successful projects (or effective slum prevention) has rarely been achieved due to systemic constraints in access to capital at scale and in the legal, regulatory and institutional framework for urban management, often manifested by complicated administrative procedures, overlapping mandates, and inflexible professionals
· Enhancing the fiscal strength of local governments, through fiscal decentralization, enhanced municipal finance capacity and more participatory budgeting, is crucial
· Political will is fundamental for achieving impacts at scale, yet can be elusive
3. Affordable & sustainable finance: major challenge for slum upgrading & prevention

Three types of finance are crucial for slum upgrading and prevention

There is a clear need for a new normative approach to slum upgrading and slum prevention, one that includes innovative approaches to three types of finance: housing finance, infrastructure finance (both initial investments in extension and the recurrent expenses for maintenance), and municipal finance, particularly the strengthening of land-based and other own-source revenue.  This paper, however, will focus on housing finance issues.
Conventional housing finance is not reaching the urban poor…

It is widely acknowledged that an inadequate supply of affordable housing finance remains a major barrier to improving living conditions for the urban poor.  There are several major reasons for this.
  The first reason is affordability: low- and even middle-income households usually cannot afford the debt service required to finance even a minimum core unit.  The gap between the payment-to-income ratio for the urban poor versus conventional mortgage finance institutions is too great, even under stable macro-economic and finance conditions (Ferguson 1999: 186).  Second, standard loan requirements are not pro-poor.  Low-income households are often self-employed, often in the informal sector, and are vulnerable to shocks.  Moreover, traditional mortgages often require full legal title as a security, while the urban poor live in a condition of insecure tenure, or with intermediate forms of tenure (UN-HABITAT 2003b).  Finally, financial institutions perceive few incentives to lend to the poor.  Small loan amounts, high transaction costs, extra work in verifying creditworthiness all militate against innovation to reach the urban poor.  Moreover, there are additional risks associated with the incremental approach to shelter, including potential ‘illegality’ in terms of non-compliance with building/planning regulations. As a result, low and even middle-income households adopt finance strategies based on individual savings, family loans and remittances, neighborhood savings, and when nothing else is available, money lenders or pawn brokers.  A practical alternative to home ownership, however, is the rental market. Few targeted programs exist, such as for example in Korea, to support this segment (UN-HABITAT 2003c).
… while international housing lending has paradoxically moved ‘up-market’
The experience of the World Bank in shelter lending over the past 30 years reflects these realities.  While shelter lending has evolved to embrace the private sector more fully, it has also moved away from the poverty orientation, both in terms of lending to low-income countries, as well as a shift in focus away from support to low-income housing, slum upgrading and sites-and-service projects.
 Moreover, many countries in which formal housing finance is available do not have policy, legal and regulatory frameworks conducive to the development of finance (Buckley et al 2006).
4. Four Sources of Innovation in Housing Finance 

Four sources of innovation in housing finance have emerged: (a) Governments; (b) shelter micro-finance; (c) community funds; and (d) the private sector.
  The primary focus will be on shelter micro-finance and community funds, however, examples from Government and private sector approaches are also discussed (see also Annex 3). 

Government-led initiatives

It is important to recognize that Governments have been trying to address the challenge of low-income housing finance as without Government support, achieving impacts at the scale required will not be realized.  Government interventions have generally focused on (i) elevating the importance of housing finance within broader financial sector reforms; (ii) introducing instruments and regulations that will enable domestic banks to go down market and/or increase the supply of housing to lower-income groups so as to minimize downward raiding during slum upgrading; (iii) improving access to credit for the rental sector, as in Korea; and (iv) regional efforts such as the Regional Solidarity Bank in West Africa (see below).
Shelter Micro-Finance and Community-based Initiatives are major sources of innovation

In many cases, micro-credit institutions in the South started out providing loans for micro-enterprise, but evolved to including home improvement loan products. Similarly, many community-funds evolved from a community empowerment and advocacy agenda to emphasize access to land and shelter.  Their approaches, however, are different. 

While the objectives of shelter micro-finance are oriented towards house improvement, community funds enable the poor to access shelter assets, particularly land and infrastructure.  Micro-finance borrowers are therefore of more moderate income, usually those with land who want to improve their dwelling, while community funds often target the very poor, those without security of tenure or adequate housing.  Community funds usually require savings, while micro-finance does not always; the role of the community group is essential for repayment, while micro-finance may sometimes use the community as a guarantor.  Loan sizes vary, from between US$100 to US$5,000 for shelter micro-finance and generally under US$1,000 for community funds.  Both approaches may, however, use a graduated process of building repayment experience and capacity through a series of small loans. Community funds usually set their interest rates at inflation plus administration, while micro-finance institutions charge inflation plus costs of 10-20%.  In addition, shelter micro-finance can charge higher rates for enterprise loans to cross subsidize housing loans. Collateral or security for shelter micro-finance often includes personal guarantees, household assets, co-signers or mortgage, while for community funds it is essentially the collective loan management that is essential (though title deeds from land may be used).  Sustainability or commercial viability is desired for shelter micro-finance products, while community funds often depend on Government provision of land and services (as a subsidy) to reach lower income families.  Institutionally, therefore, shelter micro-finance providers are linked to other financial institutions and may involve municipalities in upgrading, while community funds are often linked to both national and local governments.  In terms of impact at scale, some community funds have demonstrated a greater capacity to expand the scale of their coverage (e.g. Baan Mankong).
While their approaches are different, several common challenges remain:

· Access to capital is a universal and persistent challenge for both shelter micro-finance and community funds.  Some estimates suggest that only 5-10 of the effective demand for shelter micro-finance is currently being met.  Despite the creation of apex micro-finance institutions, the ability to accept deposits, accessing international support or seeking private sector finance, access to capital, especially for medium-and long-term capital, remains a challenge (see Kuyasa, South Africa; PROA, Bolivia).  In addition, domestic institutions remain risk averse and have difficulty in adapting their systems to the needs of the informal sector.  The shelter micro-finance sector is highly fragmented.
· Targeting of the more vulnerable has long been recognized as a challenge for shelter micro-finance due to the need to give out larger loans and secure high repayment rates.  Reaching some of the most vulnerable groups – such as illegal migrants who are not part of a resident community or tenants or women who may be vulnerable because they do not have shared tenure – is also a challenge for community funds.
· Relating to the State is a primary challenge for community funds as they try to balance achieving impact at scale with maintaining a community-driven process.  Three common models exist: become a state agency (UDCO became CODI in Thailand); remain an independent agency, but receive state contributions in a central fund; and, finally, become an independent agency with state contributions to local activities supported by the fund.

As a result partnerships with the private sector are emerging…

In response to the challenge of accessing capital and the inadequacy of international finance, more recent approached tend to emphasize the need to mobilise domestic sources of capital. Often this involves developing partnerships with the formal private sector, sometimes in the form of corporate social responsibility initiatives (CSR), but increasingly based on “bankable” or profit-making schemes.
One of the principal drivers of this trend has been the idea that the “bottom of the pyramid” represents a large untapped market (see Prahalad and Hart 2002).  HSBC and CitiGroup have been among the first large international banks to seek new partnerships in this area.  In India, ICICI is extending a wide range of financial services to the poor.  In other cases, partnerships are being developed with local financial institutions (see Annex 3 for Jamii Bora Trust in Kenya).  The HFC Bank of Ghana is working with CHF International on creating low-income finance products including a home improvement finance product. Banks in Senegal have financed mortgages for low-income groups and public water supply. 

Another promising model involves the Faulu Kenya, a micro-finance institution, which issued social bonds to the extent of Kenya Shillings 500 million (about US7.0 million) on the Nairobi Stock Exchange in 2005. Part of proceeds will be utilised for housing.

The West African Economic and Monetary Union (WAEMU) established the Regional Solidarity Bank (BRS) in 2004. The BRS will, in turn, establish subsidiaries in each of the countries in region.  The purpose of these institutions is to create uncollateralized, but sound financial products for poor in association with commercial banks. These initiatives present an opportunity to attract private capital into slum and urban upgrading.  
Finally, at the global level, both the Community-led Infrastructure Finance Facility (CLIFF) and the Slum Upgrading Facility (SUF) are promoting access to domestic capital.  In the case of SUF, is piloting a series of new financial products, including new housing loan products (with HFC Bank in Ghana), credit facilities for housing cooperatives (TAWLAT and Azania Bank in Tanzania), special purpose vehicles, credit enhancement and loan guarantees.
5.  Areas for further research

· Developing an integrated conceptual framework for systemic slum upgrading and prevention including: finance, land, planning, shelter, infrastructure and service delivery, and maintenance;

· In-depth global inventory of innovative ways to tap domestic capital markets, and an analysis of the implications for multi-laterals and IFI approaches;
· Engaging in a policy process in selected countries with banks and other financial institutions to identify ways to expand access to credit for the urban poor;
· Linking intermediate tenure solutions (certificates, occupancy permits, etc.) with appropriate corresponding finance options
· Identifying strategies to improve the functioning of peri-urban and informal land markets

· Bundling housing loans with other financial services for the poor, including insurance

· Technology – taking advantage of bank machines, fingerprint readers, cellular phones, etc. to enable the poor to more effectively service their loans 

· Identification of innovative finance solutions for the rental market and tenants
· Strengthening the links between home improvement and livelihoods, especially home-based enterprises run by women

Annex 1: Urbanisation Trends and Conditions at a Glance
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Annex 2: Evolution of Slum Upgrading Approaches
Most sites-and-services schemes, often provided in the context of slum clearance to re-house squatters, proved to be unviable due to poor cost recovery and exclusion of the lowest income groups as a result of clienteles-based allocation or lack of affordability, notably absence of appropriate housing finance mechanisms.

In situ slum upgrading projects usually include provision of basic services, as well as legalizing and regularizing the properties in situations of insecure or unclear tenure. Physical upgrading customarily includes a package of improvements through access roads, streets, footpaths, drainage, electricity, water supply, solid waste collection, and street lights (http://web.mit.edu/urbanupgrading). Usually, upgrading does not include home construction as this is done by the residents in self-help, but it may offer optional loans for home improvements (UN-HABITAT 2003a). The advantages compared to clearance and relocation are: up to 10 times less costly and minimization of disturbance to social and economic life of the community (UN-Habitat 2003a:127). Disadvantages: inadequate levels of community participation (“top-down approach”), poor cost recovery, and inappropriately high building standards and regulations (World Bank 2002:4), leading to insufficient maintenance of infrastructure; replication or scaling-up of pilot projects to city-wide or national upgrading programs was hardly ever been achieved 

The “Enabling Approach”, developed in 1988 as part of the Global Strategy for Shelter (GSS) to the Year 2000, advocated an “enabling strategy” that shifted the role of governments from provider to “facilitator”. Governments were expected to remove obstacles and constraints that blocked people’s access to housing and land, such as inflexible housing finance systems and inappropriate planning regulations, while people were expected to build and finance their own housing. The World Bank’s Policy Paper “Enabling Housing Markets to Work” (1993), generally in line with the GSS, places more faith in markets to deliver both efficiency and equity goal.
 GSS attributes central importance to capacity-building for improved urban management, institutional reform (especially in the public sector), and "local ownership" over policy decisions. A key role is awarded to NGOs and other civil society groups in the housing process. It recognises the critical role of government, in not only creating the "enabling institutional environment", to facilitate the actions of the non-governmental actors, but indeed to also provide investments and facilities which the private and other non-governmental sectors cannot adequately provide - such as trunk and other important infrastructure. The GSS also accorded a fundamental role to the private sector in shelter delivery; it was based on a sectoral approach that aimed to introduce innovations in building technology, new construction methods and affordable building materials (UN-HABITAT 1997). 
Today, participatory or community-driven in situ slum upgrading, with de facto tenure security, is recognized as best practice. Based on the recognition of the key role the poor play in improving their own living conditions, participation in decision-making is more and more seen as a right and an instrument in achieving greater effectiveness in the implementation of public policies (UN-HABITAT 2003a). Recent successful upgrading cases based on community participation involve the poor in formulation, financing and implementation of upgrading programs and build on their own innovative solutions and formally recognize CBOs. As UN-Habitat asserts, the inclusion of “those traditionally responsible for providing slum housing”, i.e. informal sector landlords, land owners and the investing middle class, are essential in order to encourage investment in low-income housing, maximize security of tenure, and minimize financial exploitation of the urban poor. Government’s role thereby is to initiate the upgrading process, to maintain financial accountability and adherence to quality norms (UN-Habitat 2003a:189). Generally, the key to a more sustainable approach lies in the right design of the community’s responsibility and participation in the upgrading process as this can generate “ownership” that is increasingly recognized as prerequisite for sustainable urban development projects (UN-HABITAT 2003a).

Annex 3:  Innovative Approaches to Affordable Housing

Global Initiatives

1. Community-led Infrastructure Financing Facility (CLIFF)

The CLIFF is an urban poor fund capitalized by donors that has been designed to act as a catalyst in slum upgrading through providing strategic support for community-initiated housing and infrastructure projects that have the potential for scaling-up.  The goal is to increase the access of urban poor communities to commercial and public sector finance for medium to large-scale infrastructure and housing initiatives.  It does this through a variety of means including: providing bridging loans, guarantees and technical assistance; undertaking medium-scale rehabilitation projects; seeking to attract commercial, local and public sector finance for further schemes.    Source: http://www.homeless-international.org
2. Slum Upgrading Facility (SUF)

The central objective of SUF is to assist developing countries to mobilise domestic capital for their own slum and urban upgrading and prevention activities. The focus of SUF is on: facilitating links among local actors and help prepare local projects for potential investment by international donors and financial institutions, and, potentially, investors in the global capital markets – with the specific intent of leveraging further domestic capital for slum upgrading. SUF’s key clients are municipal authorities, civil and non-governmental organizations, central government departments, as well as the local, private sector, including retail banks, property developers, housing finance institutions, service providers, micro-finance institutions, and utility companies. SUF is designed to work with governments, slum dwellers and local financial institutions. Its objective is to develop, test and apply new and innovative means of financing pro-poor urban development with a strong emphasis on the mobilization of domestic capital. With funding of USD 18.83 million, provided by a number of UN-HABITAT member states, SUF has initiated field projects in Ghana, Indonesia, Sri Lanka and Tanzania, to be implemented during its Pilot Phase.   See http://www.unhabitat.org/suf
Government Supported Initiatives
3. Deregulation of Housing Finance and Support to Rental Sector, Korea

Prior to the financial difficulties in the Republic of Korea in 1997, the major source of funding was the Korea Housing Bank, renamed the Housing and Commercial Bank in 1997.The state used the bank to support low-income, low-cost housing; in effect, there was a single public supplier of mortgage housing finance, with only the Korea Housing Bank being authorized to give long-term mortgages with terms exceeding ten years. Housing finance was relatively scarce and homeownership in urban areas actually fell between 1960 and 1995 from 62 to 46 per cent. The government sought to prioritize finance for industrial development and the Housing Bank was heavily dependent upon savings. Demand for housing so exceeded supply that state housing allocations were determined by lottery, the ‘winners’ of which could join the bank’s lending scheme after making ‘subscription deposits’ for two years. Little additional state resources were directed to housing, and the system was public only in so far as it was structured by the state; people provided their own finance through savings. To further assist the accumulation of resources, a very specific rental finance system developed with capital commitments thereby facilitating the accumulation of funds; in 1997, these informal rental deposits were twice the amount of formal housing loans. Mortgage rates benefited from an interest rate subsidy, although the benefits were primarily realized by the middle class who could afford to accumulate sufficient funds for the required deposit and take loans.   Sources: Ahn 2002; Ha, 2002
4. Baan Mankong, Thailand
There are approximately 8 million people living in low-quality, often insecure housing conditions in Thailand. 70-80 percent of people cannot afford conventional housing, either through the market or through government housing programs. In 2003, the Thai government introduced the Baan Mankong or “secure housing,” program intended to improve living conditions for 300,000 families by 2008. Implemented by an independent government agency called the Community Organizations Development Institute (CODI), its strategy for delivering low-income housing on the required scale is to channel funds to community-based organizations that plan and carry out projects themselves. Two types of funding are available: a per-household subsidy for non-housing infrastructure, and subsidized loans for housing. Slum upgrading approaches, rather than construction of new homes, are supported wherever possible in recognition of the large investments poor people have already made in their homes.  Source: UN-HABITAT 2003a
5. Dharavi Redevelopment Project, Mumbai, India

This scheme, initiated by the Government of the State of Maharashtra and the City of Mumbai, builds on the experiences from the Mumbai Slum Rehabilitation Scheme (SRS) that started in 1996. Among the main reasons why the SRS did not had the desired impact were: non affordability for slum dwellers, particularly regarding maintenance costs in the new housing provided by SRS; low quality of infrastructure due to insufficient funds; and vested interests of slum lords and other groups. The recently launched Dharavi Redevelopment Project attempts to overcome the problem of lack of government funds by using the squatted upon land itself as key resource for housing and infrastructure development in Asia’s largest slum, driven by the private sector, based on a public-private partnership approach. The project seeks to re-house 56,000 families in self-contained tenements of 225 square feet carpet area. These will be constructed by large private construction companies to be selected in a global public bidding process. The five targeted sectors of Dharavi constitute 535 acres of prime property and are therefore interesting for the commercial building industry. The developers receive an “incentive sale area” in Dharavi at a ratio of 0.75 to the slum area they are to redevelop. The developer has to cover maintenance charges by providing Rs. 20,000 per tenement which will be held in fixed deposit on behalf of the occupying household, with part of the accrued interest used towards maintenance, too. In addition to the high-rise tenements, high quality infrastructure and socio-cultural amenities such as an international standard cricket stadium; factories for income generation; and modern solid waste and waste water treatment systems are to be created by the private sector. All this is part of an attempt to integrate slum dwellers into the mainstream and bring the mainstream into the slum. It remains to be seen whether this ambitious project, entirely fuelled by private business, will deliver on its stated objectives. It should be noted that the Development Control Regulations were recently modified, doing away with the need of developers to seek the consent of project-affected families.

Sources: Mukesh Mehta 2006; Kavitha Iyer in: The Indian Express, 12 December 2006
Micro-finance based Initiatives
6. Local Development Programme (PRODEL), Nicaragua

The Programa Desarollo Local (PRODEL) provides the following types of support to the poor in Nicaragua: support for small-scale community infrastructure projects; housing improvement loans (US$200 to $1400); financial assistance to micro-enterprises with small short-term loans of between US$300 and $1500).  By 2003, more than 11,000 loans were given out for housing, with its annual disbursement in 2003 of US$2.5 million.  Seventy percent of the participating families have a monthly income equivalent to US$200 or less, with many under even US$100 per month.
Source: UN-HABITAT 2003a.

7. Mibanco, Peru
Mibanco is one of Latin America’s largest MFIs, with 70,000 active borrowers.  Mibanco started as an NGO, but became a commercial bank in 1998.  The conversion into a deposit-taking institution gave it the funding necessary to expand from micro-enterprise lending into other areas.  Micasa, its housing product, was developed in 2000.  After 12 months of operation, Micasa had 3000 clients, with portfolio-at-risk greater than 30 days of 0.6 percent and a return on loan portfolio of 7-9 percent (as opposed to its overall return on loan portfolio of 3-4%).  Loan size ranges from US$ 250 to $4,000 and averaged US$916.  Interest rates were 50 to 70% per annum, less than the rates charged on micro-enterprise loans.  Loan periods were up to 36 months, but most households preferred loans of 6 to 12 months, with the average period at 11 months.  Mibanco uses its analysis of repayment potential and household assets to guarantee most loans. Mortgage liens are sometimes taken, but only on loans above US$4,000 if the client has a clear title.  Mortgage liens, in total, secure only 7 percent of Mibanco’s home loans.  Mibanco expected housing loans to represent half of its portfolio within 3 years.   Source: UN-HABITAT 2003a.
8. Kuyusa Fund, South Africa

Kuyusa is a non-profit micro-finance institution based in Cape Town.  Since 2001, it has reached more than 2643 clients with US$1.8 million of housing loans.  Portfolio at risk is 15% and write-offs are 5 percent of cumulative disbursements.  Women constitute the vast majority of borrowers at 72 percent and account for 70 percent of the value of loans taken.  Kuyusa, however, depends on donor sources for wholesale equity and start-up grants.  It has not been able to obtain any loan equity locally, as formal financial institutions are unwilling to partner due to perceived “high risk,” despite the fact that its lending performance is better than mortgage providers operating in the same market.  Source: UN-HABITAT 2003a.
9. Grameen Bank, Bangladesh

Grameen Bank has delivered some 600,000 housing loans since it was established.  Its philosophy is that loans for shelter are productive investments.  For example, a more permanent home reduces the need for annual repairs following the monsoon and it brings with it attendant benefits in terms of health and well-being.  The model also relies on a four year testing period during which its clients build their understanding of the loan system and demonstrate their ability to repay, thereby lowering the risk perception of shelter micro-finance organizations. 

Source: UN-HABITAT 2003a.
10. Self-employed Women’s Association (SEWA) interest rates for housing, India
When the Self-employed Women’s Association (SEWA) first started lending for housing in India, it did not differentiate between housing and enterprise loans (in practice, the housing loans were bigger and were often the third or fourth loan that was taken). However, due to the size of housing loans (and the fact that they did not necessarily generate an instant higher income flow), they have been differentiated as a separate loan product since 1999, since which time they attract a lower interest rate of 14.5 per cent. Income generation loans – which typically account for 50 per cent of SEWA Bank’s total loan portfolio and are usually of a lower loan amount and generate faster returns, charge interest at 17 per cent, thus partially cross-subsidizing the housing loan portfolio. SEWA’s average cost of capital is 8 per cent and this primarily reflects the interest that it pays on members’ savings. To secure housing loans, clients must have a regular savings record of at least one year. SEWA’s experience is that a strong savings record correlates to good repayments and the regularity of payments is more important than the amount. 

Source; Biswas 2003
11. Community Mortgage Programme (CMP), the Philippines
The Community Mortgage Programme (CMP) is a housing finance programme in the Philippines that allows poor families and households living on public and private lands without security of tenure to have access to affordable housing. Between 1989 and 2003, it assisted 140,650 poor families in securing housing and tenure in 1126 communities, with a total loan volume of 4.404 billion Philippine pesos and an average loan size of 31,000 Philippine pesos.  Lending is for residents at risk of eviction who have organized themselves into a community association. Each group has an ‘originator,’ generally a non-governmental organization (NGO) or local government that is responsible for assisting with the development of the land. The average loan size in 2001 was US$665 per household. The repayment period is 25 years and the (state-subsidized) interest rate is 6 per cent. While originally conceived of as a housing loan programme for groups of the urban poor, the high price of land (especially in Manila) means that many groups borrow only for land purchase. In these circumstances, residents and community associations use multiple strategies to secure infrastructure and improve their homes.  
Source: Porio et al 2004; CMP Bulletin 2004
12. Low-income land development industry, El Salvador

In El Salvador, shelter micro-finance loans for home improvement are combined with land development through one of some 200 firms.  After developing the area and selling the household a serviced plot, many developers offer a small loan (often US$1000) to build an initial core unit.  Results suggest that has improved security of tenure and, with greater supply, has lowered real estate prices in real terms.  Issues regarding the adequacy of the housing quality may exist.
Source: UN-HABITAT 2003a.
Community Funds and other Community-led Initiatives
13. Jamii Bora Trust Low-Cost Housing Scheme, Kenya

The Jamii Bora Trust was established in 1999 with 50 street families in Nairobi. The main objective of the trust is to provide a platform for all poor families to improve their lives through tailored financing and savings products and rehabilitative programmes. The trust has made commendable achievement that has seen the living standards of the street families and other desperate families improve. Membership has grown from the initial 50 to over 130,000 members through sixty-one branches. The Trust has recently developed a low-cost housing programme worth Ksh 901 million – about US$ 12.5 million (commercial and residential). The construction of the 2000 housing units in Kaputei town is aimed at availing better living standards to its members, a majority of whom live in the slums of Nairobi. The organization purchased 293 acres of privately owned land. The construction of the houses is to be financed by a combination of members' savings, market finance and donations from well-wishers. The development is expected to be completed in 3 years and will include all the necessary social facilities, employment and commercial opportunities of a satellite town. Each housing unit will occupy 50 square meters, and will have two bedrooms, a sitting room and a bathroom. The units will be built using permanent building materials that will be made by the members. The cost of each housing unit will be approximately US$2,000 while the additional cost of the plot and services will be approximately US$1,000. Members will receive loans from the Trust and will be expected to pay back approximately US$45 per month. Interest rate will be between 8.5-10% and the loans will be for a 10-15 years. Maintenance costs will be covered by charging monthly fees of approximately US$7 from households.
Source: Jamii Bora brochure, presentation by trustees, 2005; New Yorker 30 October 2006

14. The Urban Poor Development Fund, Cambodia
Development and investment in Phnom Penh have escalated significantly. As a consequence, commercial and public development agendas have collided with the needs of the poor within the city; the poor have been struggling to secure a place in the city in the face of aggressive commercialization of land markets. In 1998, the Urban Poor Development Fund was formed. The fund is a collaboration between the Squatter and Urban Poor Federation (SUPF), the municipality and local nongovernmental organizations (NGOs). The fund was initially intended for shelter loans for a community relocated in an inner-city development, but has diversified into other areas in response to community needs. Between 1998 and 2003, more than 18 relocations of low income communities took place, with great variance in the viability of the new sites. The development of the fund has had to respond to such needs. Relocation was the only option offered to communities facing eviction. Frustrated with the lack of alternatives, several organizations considered a new City Development Strategy. Building on the relationships within the fund, this emerged as a joint programme of the Municipality of Phnom Penh (MPP), the United Nations Human Settlements Programme (UN-Habitat) and the Asian Coalition for Housing Rights (ACHR), the SUPF and the Urban Resource Centre, a local NGO. The organizations initiating the strategy believed that developing a shared vision of the city’s development between various stakeholders was essential. Preparatory studies for the strategy led to a consensus that in situ upgrading needed to be an option. The fund used its fifth anniversary event (24–26 May 2003) to promote the strategy of on-site community improvement. The approaching national election provided added incentive for the government to launch the pro-poor upgrading initiative. Prime Minister Hun Sen gave the opening speech, in which he announced his policy for the upgrading of 100 settlements in one year in Phnom Penh with 500 settlements in five years.  Source: ACHR 2004; UN-HABITAT 2003a.
Other Upgrading Initiatives
15. Parivartan (Slum Networking), Ahmedabad, India
The Slum Networking Project, referred to as Parivartan, provides basic services in the city’s slums.  Municipal budget allocations and national transfers and grants could only cover the cost of the secondary and tertiary infrastructure required. The cost of house connections was divided in three equal parts to be covered respectively by the households, the municipality and private donations. The municipality designates the slums for upgrading and regularizes tenure.  All participating households are provided with written documents ensuring security of land tenure for a minimum renewable period of ten years.  Participation is optional but conditional on a commitment to pay their share of the program’s costs: US$ 48 towards the infrastructure package and US$ 2.3 towards the cost of its maintenance.  Within 5 years, Parivartan reached 9,435 families with 56,610 people in over 40 slums.  It is being expanded to include 59 more slums reaching an additional 15,431 households.  Death rates in the upgraded slums have declined from 6.9 per 1000 to 3.7 per 1000.  The proportion of children immunized against disease rose from 31.25 per cent to 51.35 per cent and include 100 per cent of newborns.  General illness incidence has been lowered from 24.4 per cent to 16.5 per cent, reducing health related expenditures by 4.4 per cent. The program has enhanced the ability of families to generate income and increase their monthly expenditures by 33 per cent.  Literacy rates have also increased from 30 per cent to 45 per cent.  Source: UN-HABITAT 2003a.
16. Incremental Housing Development Scheme, Pakistan

The Incremental Housing Development Scheme, a public-private partnership between Saiban, a housing development non-profit, and the government. The scheme is based on a study of the informal developers’ ability to create affordable housing supply.  Saiban has conceived a solution that copies the capabilities of the informal sector while overcoming its debilitating deficiencies – insecure tenure, sewage disposal, social services and public safety.  Saiban purchases land from a government agency or private developer. Like the informal developer, Saiban subdivides the land on a gridiron plan consistent with government zoning regulations. Around 15 percent of the site is allocated for commercial services (shops) and amenities (schools, medical clinics, parks, etc.) and the remaining 85 percent for 80 square-yard residential plots. Saiban then markets the scheme to low-income families living in informal settlements. The application and allocation process is handled on site and involves minimal paperwork, thus dispensing with the red tape and bureaucracy that cripples traditional public housing schemes. A flexible payment schedule is offered, consisting of a down payment of 20-40 percent of the total price (about $175). The remaining amount ($525) is paid down in convenient monthly instalments spread over an 8-year period. The down payment and payback for schemes built on privately purchased land is more aggressive, given the higher cost exposure to the project. Saiban has worked with commercial banks to offer mortgage finance to those earning $3 a day and upwards, making the high cost more affordable. Breakthrough mortgage finance products are now being offered to the poor by two commercial banks on an experimental basis.
Source: “Housing the Urban Poor,” Acumen Fund 2004

17. Public Private Infrastructure Advisory Facility (PPIAF)

PPIAF is a multi-donor facility that works with developing country governments at central and municipal levels to improve the enabling environment for private sector involvement in infrastructure services. PPIAF currently has 14 contributing donors and undertakes a broad range of activities, including the development of legislation and regulatory systems, sector reform strategies, the training of regulators and assistance with facilitating transactions. DFID has committed £15.3m to PPIAF for 2003 to 2006.

Sources: DFID, Public Private Partnerships in Infrastructure, 2004; http://www.ppiaf.org/
18. GuarantCo Local Currency Guarantee Facility
Lack of long-term debt finance is a major constraint to infrastructure development. The EAIF addresses this need for large, primarily hard currency funded, infrastructure projects.   However, many infrastructure projects, particularly at the sub-sovereign level, derive most of their revenues in local currency, making hard currency debt funding inappropriate. In 2004 the PIDG launched GuarantCo, which is designed to mitigate risks for local currency financing of infrastructure. DFID has committed US$ 25 million to help launch GuarantCo and other PIDG members are in the process of finalising their support in order to provide an overall equity base of around US$ 80 million. In addition, GuarantCo have opened discussions with a number of Development Finance Institutions, who are also exploring the provision of local currency guarantees, with a view to coordinating and possibly merging approaches.

Source: DFID, PublicPrivate Partnerships in Infrastructure, 2004
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What is a slum?


A slum household is a group of individuals living under the same roof in an urban area who lack one or more of the following five conditions: Access to water; access to sanitation; secure tenure; durability of housing; sufficient living area”. (UN-HABITAT 2006)






























































� See Ferguson 1999, UN-HABITAT 2003a and UN-HABITAT 2005


� In the period 1972-86, 3 per cent of World Bank support to the shelter sector was for housing policy support, while 49 percent was for sites and services.  From 1987-2005, the figures inverted: 49 percent of shelter sector lending went to housing policy support, while 11 percent went to sites and services (Buckley et al. 2006: 17).


� See Harvard Graduate School of Design 2000; UN-HABITAT 2005.


� Summarized from ACHR 2002:6 and Ferguson 2004:5, cited in UN-HABITAT 2005:101.


� Although it is the same approach, there are two major streams that differ in approach: The organizations of the UN system (UNDP, UN-Habitat) have put emphasis on socially oriented policies - improved access to services, security of land tenure - through an improvement of planning tools and participatory processes. The World Bank has emphasized macro-economic approaches, with two main objectives: liberalizing of markets and improving economic performance of the urban economy as a whole (World Bank 1993).
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