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Executive Summary
Economic and Housing Change
A new awareness of the roles of the housing sector in
shaping aggregate demand and the cyclical stability of
national and city economies has developed as nations
try to understand and react to the shocks of the Global
Financial Crisis (GFC). The GFC has also impacted the
growth of the large, fast-growing emerging economies.
This report develops a wider, global understanding of
how housing systems are changing and interacting with
economies by assessing change in Brazil, China and India.
The analysis does not focus on the growth of these major
economies on advanced economy housing systems and
their impacts on incomes, construction materials prices,
finance and labour flows. Rather the report first addresses
how housing in three of the BRIC countries has been
impacted by growth, how their governments have formed
and adapted housing policies and then assesses whether
these changes may have potential lessons for the older
OECD countries.
This summary presents broad conclusions drawn from
analysing all three countries and for each of the ‘building
block’, country chapters that are the core of the report.

A. The Global Picture
• Housing Provision is a Universal Problem,
with Different Local Causes.
Effective housing provision for all is a universal, wicked
problem. The proximate causes vary, with cross country
differences in the importance of factors such as housing
costs relative to low income and market and state
failures in the way housing is planned, built and paid for.
• Policy Commitments and Needs Have Grown
since the Millennium.
All three countries studied in this report have made
housing progress since 1980. Since 2000, Brazil,
China and India have introduced major policy
measures and there has been a substantial increase
in resources devoted to housing policy. However,
continuing population growth and urbanisation
is increasing rather than lowering the number of
households in housing need.
• Complex Geographies and Scale Need
to be Recognised.
The scale and complexities of the BRICS requires new
synoptic ways of conveying national variety, as traditional
measures do not convey adequately how these housing
systems actually operate. Governments and researchers
need to pay more attention to this variety in cross
country syntheses in light of increasing ‘localism’ in
housing provision (see below)
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• Housing and Urbanisation Connections.
All three countries saw housing policy as intimately
connected to urbanisation, infrastructure and the
growth of cities. The housing-city change perspective
is better articulated in China and Brazil than in many of
the older OECD nations with a social policy emphasis
on housing policy.
• Housing in the Informal Sector.
Rapid urbanisation has led households to make the
best of things for themselves with informal housing,
particularly the favelas of Brazil and slums of India, being
the result. Not everything about informal housing is
bad, not least as slum residents usually have a higher
quality of life than their rural counterparts. But slums
can only fulfil ‘developmental potential’ role if their
presence triggers policy responses that raise ‘escape’
opportunities for all.
• Housing and Localism.
Housing is primarily local, and effective policies require
scoping and implementation at local scales such
as neighbourhoods, towns and cities. Local actions
may serve wider goals of provincial and national
governments. In all three countries examined there had
been a significant downloading of autonomies in housing
policy since the mid-1990’s. However, local interventions
can be easily undermined by inappropriate regional and
national frameworks of policy support.
• Path Dependencies in Housing Policies.
Theoretical ideas in housing policy design, such as
the virtues of housing allowances versus non-market
provision by non-profits, can often seem clear in the
world of reductionist thinking. This study demonstrates
clearly how the context for housing and housing policy
significantly shapes what is possible. Conceptual ideas
may be internationally mobile but feasible policies
are shaped by different national path dependencies
including patterns of governance and democracy, past
stocks of policy experience and public assets, the
cultures and traditions for operating market systems,
legal systems and critically, patterns of inequality and
public attitudes towards them.
• Policies have focussed more on Demand
than Supply.
Housing supply responses in the BRIC countries
are relatively sluggish. This reflects patterns of land
ownership and speculation, lagging infrastructure
provision, inadequate developer funds, long delays in
the planning system and the context of acute excess
demand facilitating corruption in some places. Attempts
to reform the housing supply system have been largely
missing, and land markets and planning appear to have
acted as a much greater constraint on change in the
two larger market economies of Brazil and India than
in China. Corruption is a feature of housing system
provisions in China too, but the weight of state interest
has allowed faster building.

rics.org/ research

• Polices have majored on Creating HomeOwnership rather than Efficient Markets
and provision systems.
Policies have focussed on the growth of home
ownership. Rising house prices made such measures
popular with those who could afford housing but as
prices have risen ahead of incomes there have been
few coherent strategies to shape efficient rental housing
markets All three countries might benefit from a reevaluation of this situation. We believe that needs to be
a new priority in all of the countries studied and there is
a case for the BRICs to explore the potential for effective
multi-role non-profits to bridge market and non-market
rental sectors.
• It’s Housing in the Economy, Stupid.
Housing trajectories in Brazil, China and India have all
been buffeted but are differentially conditioned by the
experience of these countries through successive waves
of international economic growth and crisis, and by
differing notions of both government and consumer as
to what is acceptable and tolerable in residential building
and living conditions. All three countries have seen their
individual housing journeys lead to a growing concern
with the affordability of housing for their populations, and
a growing realisation that the housing sector contributes
directly to economic growth. In greater or lesser degree,
all three countries have made the connection between
housing, economic growth and the development of
cities. Over time, all three are now showing signs of
aligning policy behind these realisations.
These broad conclusions were built upon more detailed
case studies for Brazil, China and India.

© RICS Research 2014
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B. Building Block 1: Brazil
Prospects
• At the start of the 1950’s as India coped with
independence and China marched with Mao, Brazil
was moving forward successfully to industrialise its
economic activity and exports and to move away
from its earlier reliance on agriculture and raw
materials exports.
• However major regional differences, high and rising
income inequalities and a third world demographics
of high fertility and mortality rates, allied to productivity
growth, curtailed a successful modernisation. After the
oil shocks of the 1970’s a succession of financial crises,
budget deficits, high inflation and high interest rates
attenuated economic growth until the late 1990’s.
• By the millennium more stable macroeconomic policies
and outcomes allowed the economy to grow rapidly
by historic standards, but at rates two or three percent
per annum below that of India and China. However that
progress allied to a transformed demographic have
created a sense of Brazil becoming a leading global
economy, putting the B in the BRICS.

Problems
• Average incomes in Brazil are low and the income
inequality as measured by the Gini coefficient is not
only the highest in Latin America, but it has also
increased in the last decade. Economic growth,
although successfully driving high employment rates,
has not significantly raised the real wages of the
poorest quarter of Brazilians since the millennium.
• Urbanisation in Brazil has proceeded at high rates,
albeit that they are lower now than thirty years ago.
As in India, economic growth based on low income
urbanisation has been sustained by pushing most
of the poor, and a significant chunk of the middle
income groups, into informal settlements, with small
poor quality homes, few services and little or no
infrastructure and with no clear land or dwelling title
for the majority who own these homes.
• In the market sector for above average income
households there is an established, older banking
sector that contained a National Housing Bank (after
1964) that morphed into CAIXA in 1986. Employee
savings schemes are important sources of bank funds
for lending and also serve to subsidise borrowers.
In contrast to China and India the Brazilian financial
sector was deregulated and diversified by the early
1990’s. Subsequently banks have seen real mortgage
premiums over base lending rates fall, and lending
has been ‘safe’ with loan to value ratios of, typically,
less than 0.75. Banks have generally met the home
financing needs of the new middle class. Attempts to
develop a securitised mortgage lending systems have
been ongoing but slow since the late 1990’s.
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• The construction of housing is seriously hampered by
land ownership patterns, land seller speculation and
slow planning and development systems. Whereas
finance has modernised land regulation, planning
and ownership have not reached such levels. The
outcome, in a system with four-fifths of households
in home ownership, has been high and unstable
housing payments for middle income households
and inadequate, costly housing for those below
middle incomes.
• Social housing plays a minimal role in provision
and there has been little attention to the efficacy
of rental markets.
• Recent estimates suggest that there is a shortage
of 5.5 million homes (or close to 15 percent of the
required stock).

Policy Responses and Prospects
• Prior to the mid- 2000’s, Brazilian housing policies,
that largely originated in the mid-1960’s, were
modest in scale and based upon subsidised loans
for purchasers through BNH or CAIXA, supplemented
after the mid-1990’s with an income tested housing
subsidy (carta credito).
• Major changes began to take place after 2000, first
with the introduction of a constitutional right to a
home (2000) and then, with the election of the Lula
government, a major step-up in resources for housing
policies and in understanding the kinds of housing
systems that facilitated growing economies.
• The new approach, after 2004, put an emphasis on
housing for low income households and tied housing
policy closely to urban policies. The rather weak policy
relationships between federal, state and municipal
governments predating 2004 were strengthened,
new measures of needs and demands established
and federal resources sharply increased, particular
in response to the GFC in 2008.
• A major new programme Mia Casa, Mia Vida was
launched in 2009 to produce 4 million units by 2015
and is on track to do so. However new needs growth,
and the ever rising total of informal favela housing,
outstripped the net additions from MCMV. The current
government are committed to expanding MCMV.
• Measures to improve and consolidate favelas are
developing but the glaring policy problem is the
supply side of the system and the patterns of land
development and ownership that underpin it. The
governments of Brazil have a grasp of how growth
and urbanisation create more, different housing needs
and demands. What is less clear is whether they have
a change programme that will unleash more effective
housing supply and reduce housing land speculation.
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C. Building Block 2: China
Prospects
• China’s transformation has been spectacular over the
last three decades, particularly since the millennium.
Growth has been higher, approximating 10 pc per
annum for the last decade. Despite a reduction in
growth rates, to around 7 pc, since 2010 plausible
forecasts predict double-digit growth until 2020.
Population ageing, rising real wages and sector
maturation may reduce long term growth rates.
• China has faced a series of global financial crises
through the ‘opening-up’ period but has negotiated
them skilfully and used housing as a cyclical stabiliser
with some success.
• With faster economic and slower population growth
rates than India and Brazil per capita incomes have
risen faster in China. Although income inequalities have
risen since the 1980’s they are markedly less than in
the other two giants.
• Weaker democracy and a strong central state with a
clear commitment to social objectives are the other
distinctive characteristics of the Chinese transformation.
• Housing and land outcomes and policies have been
a major social policy concern in China for more than
half a century and there was major public investment,
often through state employers, in housing prior to the
‘transformation’ process.
• After 1980 the Chinese government used sales of
public housing to create a large home-ownership
sector and simultaneously supported new investment
in home ownership.
• From the start of the modernisation process China’s
leaders have recognised that economic change meant
the movement of millions from rural to urban settings
and housing policies have been seen as being at the
core of city building policies.
• Housing policy powers have been down-loaded to
states and municipalities. Central government has
retained strong control over social (stability) aspects of
policies and decentralised the development of market
systems to more local levels.

Problems
• China still faces substantial problems of small poor
quality homes with little connected infrastructure in
both rural areas and some cities too. There are clear
deficits in the volume of affordable housing though they
are less well measured and publicised than in India and
Brazil. Quality and quantity problems exist in all cities
and regions.

© RICS Research 2014
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• The transformations of the past three decades have
fashioned wide economic and social gaps between
different income groups and social classes. There are
also particular difficulties facing migrants to cities and
young people leaving home and post-school education
and these emerging tensions have created policy
challenges for the government.

• Past policies, in under-maintaining homes and
under-providing infrastructure in poorer, often city
edge, neighbourhoods mean that remaking city
neighbourhoods will be an increasingly important
challenge for policymakers. Models of neighbourhood
change with community involvement will have to be
developed.

• The sale of public housing assets to create a large
cadre of home owners has largely run its course and
with new housing investment a basic housing market
has been created. However a wider market culture and
infrastructure is still to develop, most notably there is an
urgent need to create efficient second hand and rental
housing markets.

• China has experienced regional and national house
price booms, and busts, and has been concerned
about the potential for housing bubbles since 2009.
Measures have gradually deflated pressures. However
the underlying causes (fast urban demand growth
driving up against housing supply constraints) has not.
China has to rethink its housing supply chain. Land
reform is not the issue in China (unlike for India and
Brazil). Speeding up construction is required and firms
are facing increasingly tightened financial, land usage,
tax and other regulations. Facilitating a programme
of construction sector productivity growth, mergers
and acquisitions could help. Much more needs to be
done to reduce the corrupt rent-seeking that occurs
in land and housing markets in growth. China’s ‘new
urbanisation’ needs a more sophisticated and faster
‘supply chain’.

• Financial reform has been significant but there are still
significant opportunities to diversify lending sources
and to mobilise housing savings and investment.
• Much land is in public ownership but housing supply
has been sluggish in some settings. China managed to
create early market systems for housing choice, finance
and construction but there is now recognition that they
all need to be reshaped to face the emergence of wider
market demands as a result of economic success.
• At the same time the states has not abandoned
commitments to affordable housing policies and central
government has acted decisively, from time to time, to
address what it regards as social inequalities. It has
been both eclectic and experimental in the means it
has pursued. Re-investment in public housing to deal
with the housing issues of urban immigrants after 2010
marks China as distinctive amidst the BRICS.

Policy Changes
• China needs to continue to adapt and reform its
housing system as the economy continues to develop.
The rebalancing of economic growth with more explicit
social actions since 2010 has addressed some key,
emerging policy concerns. A number of longstanding
issues could still be better addressed and new
challenges, as noted above, met.
• Housing needs estimation in policy appear to be less
well developed than in Brazil, and more competence in
housing market analysis is needed at local government
levels. This imperative will grow as market and policy
provision becomes more nuanced, to meet the
diversification of demands that a maturing housing
market will generate.
• The return to reinvestment in public rental housing, as
well as the likely emergence of rental market demands,
requires a more coherent strategy. To date there has
been little development of non-profit sector providers to
span market and non-market provision in the ways now
emerging in other OECD countries. These models also
have relevance in providing for ageing populations and
reshaping neighbourhoods.

10
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• Should these efforts fail more needs to be done to end
the speculative holdings of unoccupied properties that
coexist with acute shortages for other households in
many Chinese cities.
• Within the housing finance sector the Housing Provision
Fund is facing major obstacles in effective utilisation.
Local reform initiatives hold the promise of promoting
nation-wide reform actions. For commercial financing,
the dominance of the national big-four banks is not
going to change in the near future. Further measures
to promote differentiated mortgage rates, risk
management and secondary mortgage market are
currently being tested.
• Overall, housing policies, strong policies, matter in
China. Chinese governments, central and local, have
quickly learned the skills of ‘dancing with the market’.
They have shaped a housing system that is largely
driven by market forces. But they have not abandoned
Chinese citizens where markets do not work well, or
where low incomes do not sustain adequate housing
at market costs. They are not afraid to intervene
directly and decisively in the housing sector when it
seems necessary to do so. Adjusting the balance of
state and market within the housing sector seems not
to be a matter of ideology, but of practical choices to
achieve social and economic goals. The old OECD may
have much to learn from this market led but socially
supported approach to shaping homes and cities for
the future.
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D. Building Block 3: India
Prospects
• India has enjoyed a decade of near double digit economic
growth. Although growth has slowed since 2010, the
widespread expectation is that 8 to 10 percent growth
rates will be regained and continue through 2020. India
will have the world’s largest population by 2040.
• There has been a substantial uplift in housing investment
in India since 2000, and in recent years there have been
important new ideas, and indeed public resources
directed towards housing provision.
• There is also a widespread recognition that the housing
sector matters in shaping the macro outcomes of
India. Grossly inadequate housing outcomes have,
since Independence, both reflected and reinforced the
poverty of at least a third of the population. Housing is
the second largest employment sector in the economy,
employing 33 million and has a significant multiplier
effect. Slowing housing slows the overall economy, and
vice versa.
• With growth and an understanding of the significance of
housing for society and economy, a cautious optimism
could be expected about the potential to address India’s
severe housing problems.

Problems
• India has not just a housing-poverty problem but also
a housing system problem. Economic growth has not
reduced severe income inequalities; different estimates
suggest that 30–40pc of the population live in poverty
at levels that just allow physical survival. Nine out of
ten employees work in the informal economy, and this
proportion is three out of five in the cities.
• More than half of the population live in informal housing
too. The most recent estimates suggest that the nation
is short of 20 million homes or almost a quarter of the
required total stock.
• India’s population is growing faster than Brazil and China
and 60pc of that increases is indigenous growth within
the existing population of cities. Although India has
urbanised less than the other BRIC countries, rates of
urbanisation are less than thirty years ago. Acute rural
housing difficulties therefore coexist with an increasing
segregated poverty population within and on the edges
of cities that has little space, high housing costs and
often no infrastructure connections and few integrated
services provided. Housing shortages and infrastructure
deficits and rising costs are not limited to the poorest
half of the population but spread across the middle
income groups of the nation too.

• The problems arise not just from low and unequal
incomes, but because of poor past policy design, the
unwillingness to commit resources to deal with the
issues, and the low quality of both market provision
systems and governance.

Changing Policies
• Policies inherited from the past, including public housing,
rent controls and housing taxation arrangements, that
were embedded in Five Year Federal plans failed to
keep pace with change and may have exacerbated
investment difficulties.
• Housing policy was seen as a minor social policy until
after 2000. Since then the 11th (2007) and 12th (2012)
Five Year Plans have emphasised the significance of
city growth for India’s future prosperity and recognised
the need to expand and improve housing provision in
successful urbanisation.
• Federal Government, after the 1980’s, shifted the
key roles in designing and delivering housing policies
down to the states, and they in turn have downloaded
responsibilities onto municipalities. The process, for
decades, essentially involved policy dumping with more
local governments given new responsibilities with no
additional resources or tax powers to deliver change.
Since the millennium Federal governments have
reinforced the enabling role of the states but also taken
more responsibilities to ensure that polices had some
resources and a momentum for change.
• A coherent Federal housing policy has become more
apparent. Measures to improve housing and land
supply and reduce the demand-supply gap were
included in NUHHP in 2007; important Taskforces
were established on Affordable Housing policy (2010)
and Rental Housing (2012); and in 2013 the Affordable
Housing for All strategy emerged. The JANURM
initiative was an innovative programme of ‘housing
deals’ whereby the Federal Housing Ministry gave
additional resource support to cities implementing
detailed reform packages within their jurisdictions.
The Rajiv Anas Yojana intiative, to make India ‘slum
free’ by 2020, emerged by 2012 and the national Urban
Living Mission has set out to build hostel shelters for
the millions of urban homeless in India’s cities.
• The housing finance system was reformed relatively
early, and effectively, in the mid 1990’s. Costs of
borrowing have fallen significantly.

© RICS Research 2014
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• But other key systems will frustrate change if they are
not reformed. The supply of land and housing is slow
and costly and needs to change. These are critical
changes as more than three quarters of Indians are
home owners, often of very small and inadequate
dwellings. New consumer oriented subsidies for
affordable housing will be squandered if these systems
do not improve.
• Market failures sit beside significant state failures,
and there is much evidence of slow and corrupt
bureaucracy in the housing and land sectors.
• Better policies, more effective governance and
modernised market institutions are all required for India
to contemplate better housing outcomes. But with
incomes and inequalities as they are a step change
will not emerge from simply relying on market solutions.
At present India spends only 5 percent of GDP on,
broadly defined, ‘social protection’. This is a low share.
Slums may incentivise a few to prosper and escape
but they also erode the capabilities of the many to stay
alive let alone enjoy their lives. The worst housing kills
individuals and a poor housing system impairs the
capability of nations to sustain urban economic growth
without significant social and public costs. Housing
may become a key channel by which inequality impairs
India’s future growth.

Image source: Elena Mirage - Shutterstock.com
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1.0 Housing and Economic Change in the
New Super-Powers: Questions and Challenges
1.1 Introduction

1.2 Going Global

Housing markets and systems are inherently local but
they are also open. Much of the interest of housing market
practitioners and academic researchers is in how locally
driven demands and needs play out within particular
neighbourhoods and cities. However, in every nation there
is also a recognition that national policies impact locally and
that developments in national financial systems and labour
markets also matter for housing.

In the older and more affluent OECD countries, much
current economic policy debate and action is focussed
upon continuing to promote recovery from post ‘Global
Financial Crisis’ (GFC) recessions, on moving monetary
policy back from an ‘emergency’ stance, and on
ensuring that new restrictions on public borrowing do not
needlessly prolong an already lengthy period of austerity.
Countries are now facing the challenge of adapting
housing policies to the circumstances of fiscal austerity,
patchy localised growth and continuing, intense global
competition. These circumstances even seem to apply in
OECD countries that have not faced financial crisis and
prolonged recession since 2008, such as the resource
rich economies of Canada, Australia and Norway.
Although these countries have experienced national
growth and demonstrable housing market pressures
over the last three years, the political pressures for fiscal
cutback and reduction in public debt have all attenuated
housing policy expenditures.

In recent decades there has been a further growing
recognition that local and national dimensions and
outcomes of housing systems also connect to wider
international, even global processes. Financial deregulation
and trade agreements have opened countries to flows of
capital and goods. Increased labour mobility has seen
international housing demands and needs being expressed
within local housing systems. For example, the increased
international flow of rich and poor alike is manifested in the
changing pressures and structures of housing demands
and needs in London.
There is a new onus on housing professionals to not only
understand how international systems impact local markets,
but to understand how market practices and housing
policies deployed elsewhere present opportunities and
challenges. Many housing system related businesses,
ranging from finance and construction through valuation
and planning advisers, operate internationally. Equally, in
the domain of policy-making, new challenges, policies and
practices emerge in different places. Policy knowledge
can be exported and there is always the key possibility of
learning from abroad. Learning from international experience
rarely comes in the form of a pre-packaged idea, ripe for
immediate implementation ‘at home’. More often it emerges
as a result of new contexts prompting questioning and
rethinking of how to adapt and amend what already exists.
This report aims to inform a more international perspective
for housing practitioners and policymakers by assessing
major housing and economic trends in three of the BRICS
countries: Brazil, India and China.

Looking forward, advanced economies now increasingly
recognise that the domestic and global challenges they
face are not simply cyclical in nature. A return to economic
growth will not be in the context of business as usual.
There is recognition that there are crucial, long term
secular processes in play that need to be addressed. In
the economy, for instance, there is an emerging concern
that productivity growth may slow as the current wave of
information technology innovation slows and, of course,
rising inequality and its consequences is a persistent issue
across much of the OECD. Population ageing and rising
costs of apparent global warming are already manifested
in changing housing needs, demands and cost totals
across countries.
What is not changing is the imperative for nations to face
an increasingly competitive global economy. As part of
this imperative, the emergence of a group of formerly poor
and low growth economies as a set of fast growth (but still
relatively poor) nations has been recognised since the early
1990s. Increasingly, recent and imminent growth patterns
will see the balance of global economic activity, and power,
shift from west to east and from north to south.

1 Brazil, Russia, India, China and (latterly) South Africa; the acronym originated in analysis published by Goldman Sachs (O’Neill, 2001). The development of
BRICS has been succinctly reviewed by Singh & Dube (2013).
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Within the OECD there has been growing interest over the
last decade in the growth performance of the economies
of the BRICS countries1. In these economies, different
combinations of resource riches, economic reform of
previously public or highly regulated systems, and growing
supplies of human capital, have fuelled continuing and
substantial growth. The take-off by the BRIC economies is
readily apparent in official statistics on world GDP growth,
trade and capital flows since the late 1980s (Table 1.1).
Whereas growth over the longer term in the OECD seldom
exceeds much more than 3-4% per annum (even in
cyclical upswings), in China growth has run at 8-10% per
annum for the last decade and in Brazil and India rates of
6-8% have prevailed. Over the two decades from 19902010, the share of world economic output for the three
countries considered in this report rose from 10% to 22%.
As for the wider BRICS group, by 2010 they produced
25% of world GDP, but their relative poverty is reflected
in that they were also home to 40% of global population.

While some commentators anticipate that extraordinary
growth rates in China and India may revert towards the
global average as these economies mature, most predict
that the BRIC countries will increase their global output
share. Wilson and Purushothaman (2003), using a simple
forecasting model involving population, investment
and productivity growth, estimate that in favourable
scenarios the BRICS economies will come to outweigh
the economic mass of the G6 by 2050 (with most of the
relative gain made in the next 20 years).
International bodies and think tanks such as the Club of
Rome draw attention to the great challenges that face
citizens and governments in the next few decades. There
is an emerging crisis in relation to low pay and income
inequality in rich and poor countries alike; the problem of
dealing with global warming; security is an increasingly
dominant concern, and population ageing is troubling
most nations faster than previously expected. There is
also a parallel and related crisis, in providing adequate
shelter. Where older economies are declining there are
problems of housing decay and neighbourhood decline
and concentrated poverty in poorer cities within essentially
affluent countries. In growing cities, especially the fast
growing cities of the relatively poor BRICS countries,
an emerging, urbanising middle class competes for
space and infrastructure provision with major inflows of
poorer workers. Inelastic supply of decent homes and
neighbourhoods with rising urban demands and incomes
has the potential to strip away growth gains from rich as
well as poor in these places. To understand the BRICS
countries we have to understand how housing systems
have responded to and reinforced or retarded the growth
rates they have experienced.

These broad patterns are set to continue. Goldman Sachs
predict that four of the BRICS countries (Brazil, Russia,
India and China) – along with Mexico, Indonesia, South
Korea and Turkey, will be responsible for more than 60%
of global growth in the next decade2. This expanded
group of countries – the BRICSPLUS – constitute a new
set of globally significant economic powers.
While growth rates in the BRICSPLUS economies have
been moderated by current global economic conditions,
and in China there is a lingering concern that the property
market is on the edge of a sharp downturn, they still offer
the main prospect for export-led recovery in the OECD.
Recent world growth forecasts from the IMF (2014)
suggest that world output growth in 2015 will be 3.9% but
will be lower for the advanced economies (2.3%) than the
emerging economies. Within the latter group the expected
growth rates for China, India and Brazil are respectively
7.3%, 6.4% and 2.8%.

Table 1.1

Overview of BRICS, 1990 and 2010
GDP
($ bn)

Share in the world GDP
(%)

Per capita GDP
(%)

Rank in
world

GDP
(PPP bn)

1990

2010

1990

2010

1990

2010

Brazil

8

2,172

508

2,090

3.3

2.9

3,464

10,816

Russia

6

2,223

–

1,465

–

3

–

10,437

India

4

4,060

326

1,538

3.1

5.4

378

1,265

China

2

10,086

390

5,878

3.9

13.6

341

4,382

South Africa

26

524

112

357

0.9

0.7

5,456

7,158

Country

Source: Singh & Dube (2013), Table 3
2 http://www.ftadviser.com/2012/05/15/investments/emerging-markets/brics-to-drive-world-economy-goldman-sachs-4kmP5ZTx5o5JJnxotMW55N/
article.html
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1.3 Housing Concerns in the BRIC
countries
There are strong, recursive relationships between housing
and economic change. Income growth and population
change are key drivers of demand and need. Housing
investment boosts employment and national income
in the short term; tenure patterns and affordability can
shape cyclical stability; in the long term, the quality and
price of housing can have growth effects influencing the
productivity of human capital as well as patterns of savings
and investment. We can have a strong a priori expectation
that future interaction between growth and housing in the
BRICS countries will be both significant and complex.
There are several key dimensions to that complexity.

1.3.1 Economic and demographic drivers
of housing demand and need
Almost every econometric study of housing demand
suggests that there is a positive income elasticity of
demand for housing, often exceeding unity. That is, as per
capita (or family) incomes grow, housing demands and
expenditure rise at least as rapidly, generating a positive
driving effect from income growth on both housing prices
and housing outputs.
However, assessment of the effects of income growth on
housing outcomes requires a disaggregated perspective.
First, it is critical to identify how income growth has taken
place across different income, age or social groups as
these groups will use resources differently in the housing
sector. Secondly, it is essential to have a sense of the
broad spatial patterns of housing markets within nations,

as different regions and cities may encounter quite different
growth opportunities; in the BRICS nations economic
development is widely associated with significant shifts
in income distributions and with urbanisation. Thirdly, as
growth induces inflation as well as increased incomes it will
be important to have a sense of how the real incomes of
different groups, in different regions have evolved.
Hence a detailed understanding of how employment,
wages, and incomes have changed in different places
for different income groups is needed. Historically within
the BRICS countries, there have been marked income
inequalities and, by OECD standards, high contrasts in
the quality of housing, as well as reported high costs in
urban areas for even the most basic of dwellings. Within
the BRICSPLUS economies overall growth has been
accompanied by sharply rising wage rates for some
low income as well as middle income workers, and a
consequent emergence of an aspirational middle class.
However profits, often associated with the end of state
control over production, have risen faster than wages,
and this has led to the development of increased income
inequality even as social safety nets previously provided
by the state have been removed. For instance, access
to state enterprise/owned housing in Russia and China
has become more difficult. At the same time, increasing
demand for housing has resulted in house prices rising
ahead of incomes. The problems of middle income
aspirants facing high loan to income ratios, as in the
OECD, has become widespread even as housing output
has reached unprecedented levels. Poorer households
have faced growing problems of finding rental units in
the fast growing urban areas and low income housing
shortages are endemic.

Image source: testing - Shutterstock.com
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How typical households within each nation (region)
from high, middle and low income groups, change their
housing choices and investments as incomes rise is a
key issue, but income changes are not the sole drivers
of housing demand (or need). Overall population growth
and changes in population age and locational structure
shift the overall demand for dwellings in a nation also,
necessitating further supply side adjustments. High rates
of population growth have been typical of some of the
BRICSPLUS countries. These rates, coupled to significant
interregional migration (not least from rural to urban areas),
shape the ways in which new demands for housing emerge
within particular markets. Further, even as rising incomes
and population change condition potential demand, the
availability of and terms of access to mortgage finance
plays a key role in realising outcomes. It is essential
therefore to factor in the major features of the housing
finance system and how it has changed with recent growth
into any analysis of housing outcomes.
Finally, something must be said on the relationship
between housing demand and housing need. Demand is,
by common consent, an observable phenomenon (being
defined as the ability and willingness to pay). It forms a
subset of ‘total housing requirement’ both at a point in time
and as the latter changes through time. The difference
between total housing requirement and housing demand
is ‘housing need, but both ‘total housing requirement’
and ‘housing need’ are somewhat imprecise concepts,
involving subjective value judgement and drawing on
specific country social mores. Some countries and cities
produce, in the way that say the UK and Canada do, formal
estimates of housing need, representing the gap between
the volume of housing that meets agreed (policy defined)
quality and other standards (often including affordability
limits) and the extent of such housing provided by the
existing housing system. In many countries however such
formal estimates do not exist.

1.3.2 Supply systems and responsiveness
Growth in BRICSPLUS housing demand, with both rising
incomes and increasing household numbers, has been met
by significant expansions in supply. Demand growth has
been met with quite massive investments in housing and
infrastructure and this has recognisably boosted national
growth rates.
By lowering global interest rates, the 2008 GFC induced
additional upward pressure on housing investment, at
least until 2011. In China, with negative real interest rates
on deposits and positive increases in house prices,
households have shifted savings into housing investments.
Housing investment accounted for 5% of Chinese GDP in
2003, but by 2010 that share had doubled to 10%. This
is far in excess of the average share of residential housing
investment in other countries with a comparable level of per
capita income, and accounts for nearly half of the observed
increased share of investment in GDP between 1997-2003
and 2004-10.

In India, the real estate sector is the second largest employer
after agriculture and is expected to grow by 30% over the
next decade. The size of the Indian real estate market is
expected to touch £100 billion by 2020 with the housing
sector contributing 5-6% of India’s GDP. With a significant
investment multiplier effect, real estate acts as a catalyst
to growth of the Indian economy. And again, this is set to
continue, with estimates suggesting that the housing stock
in India will grow from 143 million units in 2008 to 180 million
units in 2015 (an amount roughly equal to the total British
housing stock).
Forecasts suggest that the value of India’s construction
industry will more than quadruple and China’s more than
double between 2010 and 20203. Much of this growth will
take place in expanding urban centres, as urbanisation on
an unprecedented scale brings large scale development
opportunities for urban developers over the long-term.
Similar stories of expansion can be outlined for other
BRICS economies, albeit with differences in the change
drivers involved.
These growth patterns have obviously placed major
demands on land markets and the planning and housing
production sectors, making a consideration of the broad
nature of construction and development systems and their
regional variations essential. Key to the evolution of housing
outcomes are patterns of land ownership; residential
development planning processes; the interface between
land development and construction activities; the impact
of the construction sector on labour skills and demands,
and national perspectives on environmental sustainability
and energy use aspects of old as well as new homes. The
ethical repute of the sectors and professions involved is also
important in assessing the efficacy of the development of
contestable markets for homes and services in these places.
Whilst it is important to assess volumes of new construction
starts and completions for significant markets, it is also
important to have regard wherever possible to information
on the quality of outputs. There are significant problems in
some of the BRICS countries regarding the quality of homes
and places. These concerns apply not only to the existing
housing stock but to homes presently being developed.
There is, for example, much concern in Brazil that new
suburbs are poorly planned and serviced and infrastructure
provision is somewhat disconnected.

1.3.3 Policy initiatives for improving housing
outcomes
Governments in the new emerging super-powers are actively
searching for solutions to the pervasive problem of providing
affordable and adequate housing for a population with both
rising incomes and aspirations. They also seek to deal with
important market failures. In each country it is important to
establish what policies are being implemented, at what level
of government (national, provincial or local) and to identify
innovations that are effective at scale.

3 http://www.researchandmarkets.com/reports/1605349/social_housing_in_china_and_india_investment
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Recent research for countries within the EU has drawn
attention to post credit-crunch housing policies and
innovations to provide affordable homes for low and
middle income households, both for renting and owning.
This discussion is focussed upon how nations can
continue to house low and middle income households
as fiscal support for housing policies fall markedly. The
challenge in the BRICS nations is different. The challenge
here is predominantly about housing the consequences
of economic growth. But fiscal resources are also strained
because of competing policy resource claims.
Even though the World Bank reviews aspects of change
in the BRICS countries from time to time, and the IMF
assesses key economic developments, there has been
little systematic assessment of how housing and housing
policies are unfolding. In this report we review a variety
of major housing policy challenges emerging in different
contexts, the changing meanings and emphases of
housing policies and significant innovations in housing
policy aimed at expanding social and market housing.
The emphasis of the study is on measures to promote
both affordable rental and owned housing for middle
and lower income households.
Nations understand the salience of housing for national
wellbeing in different ways at different times. Within the
UK, both national and local governments have welldeveloped understandings of the roles of housing in the
economy, society and environment. It does not however
always follow that such understandings actually shape
policy. Associated with that wider knowledge, intervention
has often been driven by major ideological assumptions
about the ‘right’ goals for housing policy as well as the
‘best means’ to achieve these goals. For example, there
has been a cross party belief in the UK for at least a
quarter of a century that raising home ownership rates
should be a primary goal of policy, though that belief is
increasingly open to challenge. A second, similar ‘meta’
belief is that adequate low income housing provision
cannot be effectively delivered via market mechanisms
(using housing allowance like supports) and that nonmarket provision will always be important. A third belief,
again now challenged by new emphases on ‘localism’
is that housing policies have to be primarily designed at
national level, even if locally delivered. Other beliefs prevail
in relation to private landlords, the planning system etc.

Different beliefs in different countries lead to quite different
policy choices and outcomes. It is important to allow for
how such beliefs differ across countries and to assess
how they have shaped outcomes for better or worse.
In China, for instance, attitudes towards the role of the
state in housing provision are quite different from those
prevailing in Brazil, or India. The Chinese government is
currently supporting a social housing programme to add
36 million affordable homes between 2011 and 2015.
India, in contrast, has limited support, and this largely
takes the form of fiscal relief for market provision. There
is much to do to improve the efficiency of the Chinese
housing system, while, as it is unable to match Chinese
levels of state capital spending, India must find other ways
to overcome a number of state and market failures if the
private sector is to fill the enormous funding deficit created
by rapid urbanisation and years of underinvestment in
affordable homes. As both countries develop they will
compete strongly, globally, for funds and firms interested
in investing in affordable homes.
Although affordability issues are the main policy concern
addressed in this report, this is in the context that housing
markets and the technical and financial systems that
support them are subject to various forms of market
failures. This is recognised more fully in some countries
than others. Where it is recognised, it is beginning to
reshape the roles of non-profit sectors to include market
activities as well as non-market provision. Policies
are evolving, and hybrid organisations and tenures
are emerging.
In these and other ways it is important to identify
innovations or areas of good practice in housing policy
in different countries. But this is a demanding task.
Innovation may be in financing, tax arrangements, land
policy, planning, or infrastructure provision. Moreover,
innovation may lie at national, state or municipal levels,
or stem from some kinds of providers but not from
others. Given the time and resources available it has not
been possible to provide a detailed inventory of housing
innovation across the countries studied. What we have
aimed for instead, through a review of relevant literature
and interviews with key policymakers, practitioners and
commentators within each country included in the study
is a summary and assessment of key innovations.
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1.4 What This Report Covers
Much research on the growth of the BRICS economies
understandably focuses upon the implications for the
OECD economies and their housing markets (for instance
increases in globally traded building material prices as
the BRICS economies grow). However this report offers
a different emphasis, focusing instead on reviewing how
economic development has impacted housing outcomes,
including housing affordability for different income groups,
in Brazil, India and China. The chapters that follow, for
each of the three countries:
• Review developments in housing demand and need as
economic and population changes have unfolded.
• Characterise the nature of supply systems and identify
how they have responded to demand pressures.
• Identify the major housing outcomes from change.
• Assess major policy developments aimed at improving
housing outcomes.
The final chapter provides a short summary synthesis of
the major insights from cross-country contrasts.
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2.0 Housing, The Economy and Building
The Modern Brazil

Image source: Elena Mirage - Shutterstock.com
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2.1 Introduction

2.2.1 Three Decades of Shocks

2014 marks a year of major events for Brazil, not least
the FIFA World Cup finals that have returned to what is
globally seen as the centre of football excellence. The
Olympics will follow soon after. Building infrastructure
for these events, not just the stadia but the transport
and related facilities to serve them, has received a great
deal of attention. The events are important, and mark
Brazil’s progress towards major power status, but a more
fundamental consideration has been the investment over
the last 20 years that has led to ever greater numbers of
homes for low and middle income households. Equally
important has been the task of improving (and sometimes
removing) the worst of the slum housing that had been
home to so many poorer urban Brazilians.

Through the 1980s, central government struggled to
reduce inflation and currency instabilities through wage
and price control strategies. By the early 1990s, the
international perception of the Brazilian economy was one
of a heavily distorted system with a propensity towards
hyperinflation and debt default.

The next section briefly summarises economic and
demographic change in Brazil over the last three decades.
It then discusses the evolution of housing policies from
1980 until the start of the millennium before reviewing
the major modernisation of housing policy that occurred
thereafter. Finally, this chapter summarises official housing
needs and demands and outlines key features and
difficulties associated with the Brazilian housing supply
system. A short concluding section comments
on immediate and longer term housing prospects.

2.2 Roller Coaster Economy
Brazil is the world’s seventh largest economy and the fifth
largest in terms of population. It has changed markedly
since the 1940s but its evolution has been more a complex
roller coaster ride than a long march.
Until the 1930s agricultural production and exports
dominated the Brazilian economy. After the 1940s the
promotion of industrialisation created a large, diverse and
quite successful manufacturing economic sector and in
the half century from the 1940s to the 1990s the share
of agriculture contracted from 30% to 10% of GDP while
manufacturing rose from 20% to 40%. This change led
to a shift from a primarily rural to an urban economy. In
1940 cities housed one in three of the population. By 2012
the World Bank reported that seventeen out of every 20
Brazilian were urban dwellers.
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The oil shocks of the 1970s caused major and long
term damage to the Brazilian economy. After 1974 the
government decided to prioritise growth. Although Brazilian
growth rates ran at 7% per annum, this was at the cost
of a burgeoning current account trade deficit and rapidly
escalating international indebtedness. By 1980 inflation
rates exceeded 100% per annum and high interest rates
were used to reduce demand and slow capital outflows.

In 1994 the government adopted a new inflation targeting
strategy and a new currency, the real ($R), pegged to
international (US dollar) rates. There was a new willingness
to pass control of interest rates to the central bank of Brazil
and to pursue fiscal responsibility in budgeting. This new
approach was buffeted, but not entirely destroyed, by the
Latin American debt crisis of 1994-5. The Asian financial
crisis of 1997 and the Russian crisis of 1998 followed in
short order and each negatively affected an increasingly
open Brazilian economy. In 1998 a new IMF loan had to
be negotiated and by 1999 the real was floated.

2.2.2 Becoming the B in BRIC...
In many respects, the macroeconomic policy framework for
the new millennium (which, as Table 2.1 shows, has seen
Brazil enter a new period of growth and relative stability)
re-emphasised elements of the 1994 economic strategy.
Inflation targeting was made the focus of monetary policy
and a Fiscal Responsibility Law acted to restrain public
spending growth. This framework also supported, until
very recently, a propensity to maintain a relatively high
(over) value for the real, through high domestic interest
rates. Over the period 2003-2008, Brazil enjoyed 5 years
of substantial and rising growth (above 4% per annum).
Moreover, within a year of the 2008 global financial crisis,
the Brazilian economy had returned to growth at that rate.
Financial strength and GDP growth have not, since 2000,
been associated with rising productivity. Productivity
growth remains close to 1% per annum and the share
of investment in GDP remains low. Indeed there is a
continuing debate as to whether the success of the
Brazilian economy in the post 2002 period reflects new
policies and economic flexibilities or simply strong growth
in world trade and commodity prices.
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Table 2.1

Macroeconomic Performance After 1997

Annual GDP
Growth
(%)

Annual
Investment
Growth
(%)

Annual
Inflation
(%)

Annual Trade
Balance
(US$B)

Average Central
Bank Target
Interest rate
(%)

1997 Q4 – 1998 Q4

-1.0

-5.1

2.0

-7.6

30.8

1999 Q1 – 2003 Q2

2.1

-3.0

9.3

5.4

20.8

2003 Q3 – 2008 Q3

5.1

11.4

5.4

38.0

15.8

-11.9

-42.8

4.6

16.3

13.2

7.7

24.8

4.5

23.4

9.6

Period

2008 Q4 – 2009 Q1 (crisis)
2009 Q2 – 2010 Q3 (recovery)
Source: Cardim de Carvalho et al (2011)

In the period 2007 to 2012, private sector credit, which
had typically been rationed at low levels previously by the
banks, doubled. In consequence, more diffuse demand
spending has driven change. At the same time, between
2000 and 2010 the terms of trade for Brazilian products
improved by 25%. Government spending remains
significant and the ratio of tax to GDP at 36% is relatively
high for an emerging economy4.
Brazil, with an already well developed banking sector,
had a market culture in housing and finance in place as
the notion of the ‘BRIC economies’ gained recognition.
But that market system had to cope with the instabilities
that accompanied growing economic openness through
a series of global financial crises. What has being in the
BRICs group meant for housing in Brazil?

2.3 Housing Policy to the
Millennium
Concern about the availability and quality of housing
in Brazil is longstanding. Much rural housing remained
in poor quality as favelas5 in the major cities expanded
rapidly to cope with low income population growth after
1950. Policy efforts characteristically remained weak in
relation to the scale of agreed needs.
Housing policies have evolved considerably in the last
decade (Cardoso and Leala, 2010). Pre-2000 there
was no recognised right to housing in Brazil. However,
in 1988 the Brazilian Constitution was amended such
that a formal duty was placed (on all levels of government)
to promote programs fostering dwelling construction and
the improvement of housing conditions and sanitation
(Article 23, section IX). The Constitution was then amended

further in 2000 to include a right to housing in the category
of social rights, along with education, health, work, leisure,
security, social security, and other measures that give
dignity to citizens. The Constitution also makes clear that
there is a duty on the Federal Government to establish
guidelines for urban development, including housing,
sanitation and urban transport6.

2.3.1 Emergence of a Brazilian Housing
Finance Framework
The first attempt to create a nationwide Brazilian housing
policy, with explicit objectives, targets and funding
mechanisms occurred in 19647, with the establishment
of a specialised housing segment of the finance system’
(Sistema Financeiro da Habitação – SFH), and a National
Housing Bank (Banco Nacional de Habitação – BNH).
The primary aim of housing policy as conceived in the
1960s was to facilitate access to home ownership for low
and middle income families. The policy was financed with
funds from the Brazilian System of Savings and Loans
institutions (Sistema Brasileiro de Poupança e Empréstimo
– SBPE) and from the Guarantee Fund for Employees
(Fundo de Garantia de Tempo de Serviço – FGTS). Both
FGTS and SBPE were subject to public regulation. This
broad policy architecture, with a National Mortgage Bank
at its core and an emphasis on encouraging contractual
savings commitments by depositors, reflected something
of the colonial history of Brazil. The system was broadly
similar to those prevailing in Portugal, Spain and Italy in
the period prior to the 1990s.
The FGTS was (and still is) based on compulsory
contributions from salary earners (8% of the corporate
payroll). This was used to establish individual savings

4 Some critics of the Brazilian experience have commented adversely on this ‘big government’ role in Brazil (whilst at the same time lauding the performance
of the Chinese economy!). 5 Favelas are informal, precarious and often unserviced settlements. 6 Also worth noting is that, under the Constitution, private
individuals who use an urban area of 250 square meters for five years or more may take possession of it as their own for residential dwelling (unless they are
already owners of another urban or rural property). 7 Introduced by the enactment of Law No. 4.380/64
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funds to act as insurance against unemployment. It
could also be accessed by workers in cases of death
or retirement. The resources collected through FGTS
could be invested in housing for low-income households
and to finance investment in sanitation. For the workers/
savers, savings were remunerated at 3% interest per year,
plus compensation for inflation. When funds were lent
as housing finance, the inflation adjusted interest rate on
loans varied from 6% to 8.16% per annum, depending on
the income range being served. Between 1964 and 1986
FGTS was administrated by the BNH.
Private savings accounts (the SBPE) were administrated
by the banking system (public and private), remunerated
at an inflation adjusted interest rate of 6% per annum,
and guaranteed by the Federal Government. Banks were
required to channel 65% of SBPE savings into housing
finance, again at policy specified rates of interest.
In essence the model adopted involved the creation of
a mechanism for raising private savings, remunerated
at rather low interest rates by Brazilian norms, and
guaranteed by the Federal Government against
inflation. These resources were primarily channelled into
investments in housing, either to support developers in
production or to facilitate housing purchase.
The system generated significant resources for housing
finance and the production of housing by the private
sector expanded enormously in consequence. The new
units financed increasingly spread into lower value districts
and reached lower income groups. However the efficacy
of the system was limited by the more general financial
system of which it was a significant part.

2.3.2 Constant Change and Crisis
The previously noted macroeconomic and monetary
instability that resulted from growing openness of the
Brazilian economy and from sustained high inflation rates
provided a difficult and challenging context for housing
policies predicated on housing market finance measures.
Between 1986 and 1994, there was a succession of
Ministries and Secretaries managing Federal Government
housing policy, within a context of continual political and
institutional instability.
Economic, political and institutional instability ultimately
led to the failure of the BNH. The difficulty of operating in
the environment of high inflation of the early 1980s, with
attendant high interest rates and an increased propensity
towards loan defaults, led the BNH to adopt a policy of
mortgage instalment adjustment that implied a heavy
subsidy for those who acquired its products. The ultimate
responsibility for this subsidy ended up being assumed
by the Treasury in the form of federal debt bonds. These
government debts were financed by the creation of the
Fundo de Compensação das Variações Salariais (FCVS)8.

8 FCVS is translated as the Wage Variation Compensation Fund.
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Brazilian monetary authorities became increasingly interested
in using BNH funds to purchase government debts, and
weakened regulatory requirements on the use of SBPE
funds. By 1986 continuing inflation, rising subsidies to
borrowers and the diversion of SBPE funds into government
debt holding led to a crisis in the funding position of BNH as
well as weakened support for its diminished housing role.
BNH was abolished in late 19869. Its duties and powers
were redistributed to various government agencies. The
management of BNH liabilities, assets, and personnel,
and the operation of the FGTS, were assigned to Caixa
Economica Federal (CAIXA, or CEF), which took over
the mantle of key housing policy agency of the Federal
Government.
Management of the core FGTS fund also involved recurrent
difficulties. The importance of FGTS loans for stimulating
housing production was such that the distribution of the
funds among states and municipalities was dominated
by political considerations. During the Collor de Mello
government (1990-1992), explicit politicisation of resource
distribution worsened with wasteful utilization of the
resources that almost led the system to bankruptcy in
1993. In 1994 greater power was conferred upon the
Conselho Curador (Curator Board) of the FGTS, and
stricter norms were instituted to ensure the financial
health of the Fund, all releases of resources having
been suspended from 1994 to mid-1995.
From the mid-1990s until after 2000 the Fund suffered
substantial instabilities and recurring deficits as withdrawals
ran ahead of deposits. This was largely due to the combined
effects of the financial crises that dominated the latter half
of the 1990s. Reduced economic activity meant a reduction
in payroll payments, and therefore in deposits, while an
increase in unemployment meant increased withdrawals.
At the same time, with the FGTS framework approaching
30, there was an increase in withdrawals from the Fund
as the workers who had first contributed began to retire.
It was only after the turn of the century that equilibrium
was restored between deposits into and withdrawals from
the Fund.
These difficulties with FGTS and the diversion of SBFE to
non-housing investments had a strongly negative effect
on investment in housing. In addition the fiscal austerity
measures imposed in 1998 on the Cardoso government
by the IMF included limiting the indebtedness of the public
sector, which led to a direct and major restriction on loans
from the FGTS for production of housing by the states and
municipalities.
The 1990s therefore proved a difficult decade for housing
producers in Brazil. As a result of policy containment and
cutback over this period the ratio of housing credit to GDP
fell from 10% in 1988, to 4% at the end of the 1990s, before
dropping further, to 2%, in 2001.

9 Decree 2.291/86, of November 1986.
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Unstable performance by the Federal institutions
responsible for ensuring housing credit availability
encouraged a search for alternative arrangements for
financing mortgages. Throughout the 1990s the IMF,
the World Bank and USAID were major promoters of
mortgage systems based upon securitisation of the
income streams associated with packages of mortgages,
or mortgage backed securities (MBS). In the US, MBS
were guaranteed by Fannie Mae and Freddie Mac (both
of which were to be nationalized at the outbreak of the
2008 global financial crisis)10. In 1997 Brazil enacted a
law allowing the establishment of companies to securitise
loan income streams by issuing Certificates de Recebíveis
Imobiliários (CRIs) In 1998, the Companhia Brasileira de
Securitização (CIBRASEC) was created to perform the
function exercised by Fannie Mae and Freddie Mac in the
USA, with the Caixa Econômica Federal, other public banks
and large national private and foreign banks as controlling
shareholders. By 2005, a new model – the Real Estate
Finance System (Sistema de Financiamento Imobiliário
– SFI) was in operation, based on the North American
experience of mortgage securitization. Even before aversion
to MBS financing developed in post 2008 financial markets
however the new system proved limited in national impact.
CIBRASEC did not foster a large scale MBS system of
finance and CRIs were not issued in large volumes.
Other important housing policy innovations of note
included the creation of the Carta de Crédito, a housing
voucher. The Carta could be blended with FGTS
resources or with SBPE funds and this potentially
increased the bargaining power of borrowers’ vis-à-vis
construction companies and sellers of properties in
general. The impact of this innovation was however limited
by prevalent high interest rates, against the backdrop of
a persistent policy of attracting short term foreign capital
to finance public deficits. Because of this it was unviable
in practice for low and middle income households to take
out long term loans. Instead, in the private segment of the
housing market, so-called ‘self-finance’ prevailed. That is,
there emerged the adoption of strategies by companies
to finance production activities with their own resources
and for buyers to similarly find their own resources outside
the home financing sector for purchase. In general it was
only high income households or those employed in the
organized corporate or professional sectors that could
purchase homes.

Lack of credit for housing purchase through the Federal
mechanisms also led to a fragmentation of housing policy,
as a number of municipalities and some states developed
initiatives to provide social housing, heavily concentrating
their efforts on the urbanization of shantytowns, slum
upgrading programmes, and land tenure regularization.
These programmes, although they had an important
social component and potentially offered a significant
improvement in living conditions for the poor, frequently
generated perverse effects. As access to other areas of
newly built housing in the market or public sectors was
being restricted, the improvement and regularization of
the shantytowns acted as an incentive for those excluded
from any other housing options to form new shantytowns
as they were the only viable access to housing for a great
part of the population.
In summary, little was done by the Federal government
to meet the housing needs of low and middle income
Brazilians between 1986 and 2002. The absence of
subsidy and the prevalence of credit rationing meant that
adequate housing development essentially catered for
high income groups seeking home ownership. As Brazil
began to be recognised as a BRIC country there was a
well-established trend of an increasing deficit of adequate
and affordable housing for low income households. In
addition, rural exodus to the major population centres put
new pressures on housing infrastructure and services. But
within these fast growing places the economic crises of
the 1990s, the reduced fiscal resources for municipalities,
rising unemployment amongst the poor and the high and
rising cost of urban land forced lower income families
to generate their own housing solutions. This process
accelerated the spread of shanty slums, heightened
illegal occupation on the urban periphery and boosted
residential construction in environmentally risky areas.
Poor housing is not a hidden phenomenon in Brazil; it
dominates and scars the landscape of significant areas of
otherwise successful cities. The costs of poor housing in
Brazil, with fast urbanisation, are more visible to the world
than ever before.

10 MBS financing was not the only efficient mortgage system on offer across OECD countries in the 1990s (Diamond and Lea, 1992). Nor, despite its pivotal
role in shaping the 2008 global financial crisis, is MBS financing inevitably risky, at least if adequate scrutiny by investors and regulation by governments is in
place. 11 This translates as Real Estate Receivables Certificates.
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2.4 Modernising Brazilian
Housing Policy
If housing investment and housing policy were somewhat
disregarded in the 1990s this situation changed rapidly
in the new millennium, at least after the advent of the
first Lula government in 2003, which committed itself to
the social objective of better housing for lower income
households and saw such provision as closely integrated
with the development of cities (Pereira, 2008). City policy
and housing policy were now seen as inseparable in
the creation of significant labour market demand for low
skilled workers.
The momentum created under the Lula administrations
of 2003-2011 has continued under the present Rousseff
administration, which has demonstrated new thinking
on housing, refashioned policy infrastructure and found
additional resources to support change.
A new ‘architecture’ for policy emerged after 2003 with
the creation of the Ministério da Cidades (Ministry of
Cities), organized as 4 Secretariats – Housing, Sanitation,
Transport and Mobility, and Urban Programmes. The
Urban Programmes Secretariat addresses issues of
territorial planning and the important topic of land
tenure regularization.
Establishment of the Ministry of Cities was quickly
followed by the approval of a National Housing Policy
(PNH) in 2004, which emphasised housing and urban
development issues within cities. The PNH was set in the
context of the administrative framework of the National
Housing System (NSH), which is demarcated into two
major segments for the purposes of planning, financing
and research, namely the Housing Market System (HMS)
and the Social Housing System (SNHIS). SNHIS focuses
on the population with income between 0-5 times national
minimum wage (MW), while the Housing Market System
focuses mainly on the 5-10 MW income classes. NSH
embraces a number of supporting institutions concerned
with institutional development, information systems,
monitoring and evaluation, national housing planning
(PLANAB) and the City Statute12. The NSH also aims to
integrate the previously fragmented actions of all three
levels of government in Brazil.
The Housing Market System serves the population with
higher incomes through builders and developers who
act as promoting agents but it also serves the growing
low-income segment of the ‘popular market’ of small
and subsidised homes. To finance the activities of the
Housing Market System, the Government encourages
the use of funds from SBPE savings accounts, from
Housing Consortium funds, from Real Estate Receivables
Certificates (MBS) and other investments from
corporations and individuals.

Action for the social sector (SNHIS) was launched in 2005
with the introduction of the Plano Local de Habitação de
Interesse Social (Social Housing Plan – PLIS]. The PLIS
is a local, political- administrative instrument covering
programmes, goals and actions aimed at overcoming
housing shortage and improving the quality of life in
poorer localities.

2.4.1. New Resources
To boost development and spread the economic and
social benefits of growth to all regions of Brazil, the
Growth Acceleration Program (PAC) was launched in
2007. In 2009, $R41.8 billion (more than £10 billion) was
devoted to the PAC, of which 84% was allocated towards
housing construction. This boosted housing investment
in a macroeconomic environment favorable to income
growth and interest rate cuts and with an expanding
supply of credit and rising inflows of foreign capital. From
2002 to 2007, the annual flow of real estate credit in Brazil
rose from $R4.8 billion to $R25 billion, as foreign investors
sensed opportunities to enter the market through the
initial public offerings (IPOs) of Brazilian construction
companies and developers. In 2007, even as the United
States was feeling the initial consequences of the
subprime crisis, the Brazilian real estate sector continued
to receive funds from abroad, to the tune of IPOs valued
at $R8.3 billion.
The backwash from the international financial crisis
of 2008 did not halt rising levels of public and private
support for housing investment in Brazil. In response to
the crisis the Brazilian government adopted a series of
counter-cyclical policies to maintain economic growth,
stimulating especially the construction industry. In this
context, a major new federal government programme
“Minha Casa Minha Vida” (My Home My Life – PMCMV)
was launched in 2009, providing subsidized mortgage
loans to middle and lower income homebuyers through
the state-owned bank CAIXA. It represents a milestone
for affordable housing policy in Brazil, combining actions
of the Federal Government in partnership with states,
municipalities and the private sector (Ministerio de
Cidades, 2008).
The PMCMV programme promotes the construction of
new housing units for home-ownership geared to the
lowest income layers of the population. With an initial
budget allocation of $R36 billion (US$ 17.55 billion), the
programme aimed to support the building of 1 million
houses during 2009 and 201013. The second stage of
the programme, officially launched in June 2011, has a
government budget allocation of $R72 billion (£18 billion),
and targets the construction of an additional 2 million
houses by the end of 2014.

12 The City Statute (Federal Law Number 10.257) brings together, in a single text, a series of key themes related to democratic government, urban justice
and environmental equilibrium in cities. 13 By end of 2010, 1,005,028 units had been contracted, according to CEF.
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Of the total three million houses that will have been
constructed by the programme between 2010 and 2014
(Ministerio de Cidades, 2012):

period for mortgages was extended from 30 to 35 years
and mortgage rates were reduced from 9% to 8.85% for
properties funded by SFH. For those borrowing outside of
SFH rates were reduced from 10% to 9.9%.

• 1.6 million are intended for families earning 0-3 times
MW (up to $R1,635 a month).

Additionally, government has continued to encourage the
development of mortgage backed securities. Brazil’s bank
based mortgage market remains small at 3.8% of GDP in
2011, up from 1.4% in 2005. On the other hand, financial
system credit for housing increased by five times from
$R29 billion (US$ 14.1 billion) in 2005 to $R200 billion (US$
97.7 billion) in 2011 and this momentum was maintained
into 2012 with a 41% increases in financial system credit
for housing. The success of efforts to expand mortgage
credit in Brazil after 2001 is indicated in Figure 2.1.

• 1 million are for families with salaries 3-6 times MW
(a monthly income ranging from $R1,636 to $R3,270).
• 400,000 are for families earning 6-10 times MW
(a monthly income of between $R3,271 and $R5,450).
The Brazilian Government has also refashioned aspects of
SFH14 and construction to increase and change the output
of the main market sector. In June 2012 CEF announced
measures to facilitate house purchase as house prices
continued to rise ahead of incomes. The maximum loan
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14 As noted above SFH is administered by CEF. Within SFH medium and high-income families rely on Cadernetas de Poupança (CP) private savings
accounts. FGTS are, as seen, used for low-income housing
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2.4.2 New Ideas

2.4.3 Persisting Challenges

The Brazilian Government specified minimum residential
space standards in 2002, in order to further promote
the development of adequate housing within the means
of lower and middle income households. The minimum
area for a detached house with two bedrooms was set
at 33 square meters. The post 2000 rise in investment
also prompted a wave of innovation in the design and
delivery of adequate, affordable homes. Many of these
ideas stemmed from long standing debates on housing
promoted through the Brazilian Academy of Sciences,
which covered a broad terrain, including normalisation
and certification of land ownership, understanding
consumer experiences and housing careers, raising
quality and productivity management in construction,
developing new building materials and technologies and
raising networking and training within the housing sector
(broadly defined), (Dias Edney, C., 2011).

Policy, financial and construction sector innovations have
helped those with resources to find largely market based
housing solutions and, taken together with PMCMV,
have constituted a major step forward in housing policy
and thinking from a decade earlier. However, despite
impressive absolute progress in housing development, the
underlying problem of housing scarcity in Brazil remains
and is increasing.

It was also recognised that the new landscape of
institutions and programmes needed to mesh in a
strategic and integrated fashion (Vargas et. al., 2010).
To this end a national Housing Technology Program
(HABITARE) was established to plan and implement
strategy. CEF was also asked to organise a new
“Technological Innovations for Urban Development”
programme to encourage better environmental and
social outcomes in the production of housing and
infrastructure. Key features of the programme included:
• Encouraging modernisation and technological change in
the construction sector through support for HABITARE
and PROSAB (a sanitation research programme).
• Disseminating innovative solutions that enable the
improvement of products and processes in project
analysis and execution.
• Informing public managers, technicians and the general
population of efficient and environmentally sustainable
investment solutions.
• Expanding partnerships for technical assistance,
training and research.
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High levels of inequality are a defining characteristic of
the Brazilian economy and are reflected in the very visible
favelas on the hilly outskirts of Rio de Janeiro and other
cities. Brazilians, especially the poor, find conventional
housing unaffordable because of high property prices.
Despite this, home ownership is the dominant tenure for
the poor as well as for other income groups. Three out
of four of Brazil’s 42 million homes are owner occupied.
However, around 85% of all homeowners live in low
quality, self-built, single-room housing units. In São Paulo,
around 62% of families find it expensive to own even low
or moderate quality homes (IADB, 2011). To make inroads
into these low quality conditions as the economy grows
and as urbanisation threatens to drive up the price of
urban land and housing further remains a huge challenge
for the Brazilian Government.

rics.org/ research

2.5 Enumerating Housing
Problems

2.5.1 Housing Needs and Deficits

The estimation and forecasting of housing demands
and needs is a technically difficult task. Demographic
change is a particularly important driver not only of
overall housing units needed but of the size, styles and
locations that are required. However, neither population
growth nor household formation is independent of
economic changes. Lower real incomes for young people,
for example, encourage living with parents and delay
household and family formation. Economic influences,
especially current income levels and interest rates, also
shape the choices that household units can make. Lower
income often means living in small poor quality properties,
unserved by infrastructure and other amenities and at
a price that leaves little residual income to support an
adequate standard of living.
In recent years Brazil has seen major efforts (Caixa, 2012)
to estimate likely potential household numbers, housing
demands (that is household choices that can be realised
in the market given household resources) and housing
need (which embodies value judgements about what
constitutes an adequate housing outcome and burden of
payment). ‘Housing deficits’ constitute estimates of the
number of housing units required to match ‘need’ against
current and future patterns of supply.

Figure 2.2

Between 2000 and 2007 different methodologies and
judgements in demand and needs calculations across
Brazilian national institutions generated estimates of
the national housing deficit that varied from 3 million to
14 million housing units (CAIXA, 2012; Fernandes and
Silveiras, 2013; Furtado et al., 2013). Clearly this variation in
estimates was unhelpful to housing strategy development
and since 2010 the concept of housing deficit has been
refined through the efforts of the João Pinheiro Foundation
(FJP) (2005) and the Ministry of Cities. These needs
estimates take into account (UN Habitat, 2013):
• Excessive spending on rent (more than 30 per cent of
household income).
• Involuntary cohabitation (when more than one
household lives in the same unit).
• Substandard physical quality of buildings and access
to infrastructure.
• Overcrowding (although this does not fully allow
for overcrowding of children).
Brazil’s housing deficit, as measured by the current
FJP methodology, is indicated for the period 2007 to
2011 in Figure 2.2. For 2007 the deficit was estimated
at 5.6 million dwellings, or close to 10% of the national
housing stock. The largest share of the deficit (42%) was
attributable to multiple family cohabitation. Some 35%
arose from households facing rent payments exceeding
30% of income while some 18% of homes were classed
as precarious. The figures over the period 2007-11 show
fluctuations in annual totals but, despite increasing
policy action, remaining resolutely high around a mean
of 5.5 million units.
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The housing deficit mostly impacts the urban poor, with
nine out of ten households in need having an income of
3 or less times minimum wage. A fifth of households in
the lower income groups (incomes of up to $R1,000) are
identified as being in acute housing need (experiencing
both overcrowding and inadequate conditions). The
problem is disproportionately urban, with some 85% of
the deficit in cities (UN Habitat, 2013). In regional terms, the
worst deficits are in the Southeast and Northeast regions.

2.5.2 ‘Demand’
CAIXA, with a central interest in the market sector, has
made additional, major efforts to measure housing
‘demand’ according to its own definitions. CAIXA
(2012) estimates Total Housing Demand as the sum of
Demographically Driven Demand (DHDE) for new units,
plus existing unit Replacement/Repair Demand (DHDO).
The estimates of DHDO are considerable because, as
already seen, low income household growth has been
accommodated in poor quality, often informally developed
housing, including the favelas. Favelas remain the main
means by which poverty, low income and fast urbanisation
have been reconciled in Brazil for the last 40 years. UN
Habitat notes that from 1980 to 1990, the population living
in favelas more than doubled, from 2.2 million to 5 million.
In the decade afterwards the number of households in
such places grew at more than 4% per annum, or at 2.5
times the overall urban growth rate. By the millennium,
almost half of the population in Brazil’s larger cities was
living in informal housing, and around half of these were
in the favelas. Despite faster and fairer growth after 2000,
favelas have continued to expand in scale and, the 2010
national census reported 11.4 million favela inhabitants.
In terms of housing investment required to replace,
improve or repair existing, depreciated or poor quality
homes, the average age of Brazilian real estate property
has been estimated at 35 years and, based on the
experience with housing projects built between 1940 and
2005, dwellings are assumed to have a lifespan of around
50 years. This implies an annual depreciation rate of 3%.
If existing properties were simply to be maintained at a
constant quality, this would require an annual national
investment of around $R59 billion. Research suggests
that around 60% of such investment needs to be targeted
towards the repair of lower income family homes (involving
households with an average income of up to $R2,000).
CAIXA (2012) calculates the proportion of housing
requirements that can be supported by unassisted market
demand, which it terms ‘Relative Housing Demand’.
For 2009, the Relative Demand score was just 15.85%.
The equivalent figure for 2001 was 19.76% implying
that housing needs had increased substantially over the
intervening period. This overall deterioration arose not
from demographic change (the DHDE score remained
stable), but from the inability of the poor to pay for repair
and replacement15.

2.5.3 The Vacancy Question
In assessing these estimates, it should be pointed out
that UN Habitat (2013) has drawn attention to a further
significant aspect of the Brazilian housing system that
needs fuller consideration in both modelling and policy.
It notes that the country has some 7 million vacant housing
units, of which just under three quarters are in urban
locations and predominantly concentrated in the south-east
Region. São Paulo alone accounts for almost a fifth of the
national vacancy total. The UN has emphasised the policy
significance of this number (with the vacancy total close to
the estimated national housing deficit), which has not been
adequately taken into consideration in policy development.
Some 90% of the vacant units are estimated to be habitable
and they have a broad locational fit with the areas of
greatest shortage.

2.5.4 Demographic Projections
The demand assessment work of CAIXA (2012) suggests
a coming decade of rising housing demands driven by
population expansion, changing demographic structures,
economic growth and social change in addition to a rising
requirement to invest in the replacement of sub-standard
housing.
Over the last 17 years, the Brazilian population has grown
at a rate of 1.5% annually, from 146.6 million inhabitants in
1990 to 189.1 million in 2007. Population and household
numbers are expected to continue to expand but within
the next decade a combination of increasing income and
decreasing fertility will contribute to an attenuation of the
growth rate of the Brazilian population. Even with reduced
infant mortality, the constantly rising number of Brazilian
women in the job market and a generalized increase in
educational levels are likely to reduce population growth to
the global average of 1.1%. Annual growth rates of around
1% per annum are expected by 2030.
Increased life expectancy has driven significant shifts in
the population age profile. In 1990, the average age of
Brazilians was 25.6 years and average life expectancy
was 66.3 years. Only 36.4% of the population was 30
years old or older. By 2007, the average age had risen to
30 years, and average life expectancy to 72.4 years, while
45.7% of the population was already 30 or older. Rising
longevity is increasing housing demand. Marriage and
family formation are taking place at older average ages.
This raises important issues about the role of rental
housing for younger people.

15 These CAIXA calculations are also applied to cities and municipalities to profile areas of more or less intense housing needs
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2.5.5 Possible Paths to 2030
Forward forecasting of housing needs and demands make
significant implicit assumptions about housing choices
that also reflect (usually unmodelled) economic and social
changes (Alves and Cavenaghi, 2006). Financial sector
and other economic institutions need to elaborate on
their own models of how broad demographic trends and
estimates should be adapted and revised. There are also
important implicit assumptions about the flows of finance
that will convert potential demands into actual purchases.
Housing sector commentators have recognised structural
shifts in housing demands when highlighting the
emergence of the ‘new middle class’ in Brazil. Successful
economic growth and poverty reduction programs
have, according to the Instituto Brasileiro de Geografia
e Estatistica (IBGE) led to real average incomes rising
by 9% from 2002 to 2012. The proportion of Brazilians
recorded as ‘middle class’ rose from a third in 2004 to
over a half by 2011 (O Observador, 2012). The 54% of
Brazilians in the middle class now account for 46% of
the country’s purchasing power. It is widely predicted
that six out of ten Brazilians will be ‘middle class’ by
2018. They, rather than wealthy foreign buyers, now
drive the major housing markets of São Paulo, Rio de
Janeiro and the other major cities.
Ernst and Young Terco (2010) have recently offered a
‘reference scenario’ for housing in Brazil to 2030, involving:
• Average annual economic growth of 4%, in a context
of high social mobility.
• 91% of the population living in cities by 2030, at which
point the average age will be 36, and almost 60% of the
population will be 30 or older.
• A rise in the number of families to 95.5 million, with falling
birth rates reducing family size from 3.1 people to 2.4.

• A more equal distribution of income, with the number
of families with incomes of up to $R1,000 decreasing.
• Falling interest rates towards 2030, with average home
financing rates dropping to 7.5%. This presupposes
the consolidation of secondary mortgage markets and
more efficient loan transaction systems.
• Rising incomes, social mobility, growth in household
numbers, more elastic and cheaper mortgage
finance and expanding housing subsidies generating
substantially increased housing investments. Ernst
and Young suggest expansion of housing supply to
in excess of 1.7 million homes per annum every year
to 2030.
• Investment eliminating the housing shortfall by 2030,
with annual housing investment comprising 7.3%
of GDP – an increase of 4.3 percentage points as
compared to 2005, and comparable with that of
Ireland and Spain immediately prior to the 2008
financial crash.
The growth projection for the housing market in this
reference scenario favours a major expansion of housing
credit, which in 2030 will represent 4.7% of GDP, or
$R290 billion in loans being extended that year. This
means significant annual growth in this market (11.2%
per year – far outpacing overall economic growth of 4%).
This scenario is somewhat Panglossian in nature, with no
shocks or downsides modelled into the forward estimates.
For instance (with reference to the last bullet point) the
unfortunate and extensive demise of the Spanish and
Irish housing markets illustrates how trends can bend
downwards. However the work is helpful in establishing
possibilities. Policy makers and private sector investors,
especially in the finance sectors, cannot be allowed to
think small or to look backwards.
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2.6 Enhancing Housing Supply

2.6.1 A Dual Construction System
Over the last decade, and marking a significant increase
on the past, the construction industry has delivered around
1.5 million homes per annum. Through the last decade
effective demand growth promoted both by the expanding
economy and by the availability of more accessible housing
finance compared to previous decades, have encouraged
more production. So have the policy initiatives, such as
PMCMV, noted above. The scale and profitability of housing
development and property investment more generally have
both expanded substantially. Larger scale construction
companies (16 larger residential development companies
are quoted on the stock market), have diversified outputs
towards middle income market segments.

As we have seen, housing needs in Brazil remain
substantial and post 2000 policy efforts have not proved
sufficient to reduce them significantly. Future housing
requirements are set to grow substantially. The National
Housing Plan projects a requirement for an additional
35 million housing units (some 8 million to deal with the
extant deficit of 2008 and 27 million to cope with new
household demands and the adequate urbanisation of
the favelas) between 2008 and 2023.
Forward housing need and demand estimates require
the Brazilian construction sector to produce 1.7 to 1.8
million additional permanent, adequate homes per
annum. In addition the presumption is that these homes
will be diverse in size and value ranges, that they will all
at least meet minimal size requirements and that they will
be supported by adequate infrastructure and services.
However, serious questions arise about the capacity of
the construction and infrastructure provision systems in
Brazil to meet these targets. Specifically, Brazil will not be
able to achieve quality, fast urbanisation and adequate,
affordable housing for the majority if urban land and
housing supply functions remain as inelastic as they
presently are.

Figure 2.3

At first glance, current production appears to be quite
close to the required target. However the overall figures
are misleading. The construction sector still comprises
different segments with quite different roles and output
characteristics. The formal sector, with registered firms
hiring formal labour and securing clear title to land and
properties developed and sold, produced only half of the
housing output recorded over the last decade. Within
this formal sector there were, in 2008, around 110,000
firms. The sector has a high concentration ratio; some
three quarters of the firms are small, hiring fewer than 4
employees, but undertaking 10% of business in the sector.
The larger companies, despite their recent offerings for the
‘new middle class’ still rely extensively upon building for
higher income groups (Figure 2.3).
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UN Habitat (2013) note that larger companies are now
creating ‘subsidiary affiliated societies to target the lowincome segment’ and ‘the emergence of companies that
are specialized in this income niche’. They also note that
‘housing cooperatives have also played an important
role as formal housing provision agents’, representing
‘an alternative mostly for middle and mid-low income
groups, as the housing units are produced at a cost
30-40% lower than practiced in the formal market’.
The informal market produces half of national housing
output and primarily serves families with below middle
incomes. Much of this housing output, though counted
in production totals, is built without local city planning
approvals and often with inadequate service and
infrastructure provision. Frequently the properties built
do not appear in the administrative records of local
authorities and the title deeds are not registered.
Academic research, though largely related to the
experiences of 1980 to 2000, confirm these broad
concerns. Lall et al. (2006) found that:
• The elasticity of formal housing supply in Brazil is
very low.
• General purpose zoning and land use planning
improves performance of the housing market and
stimulates formal sector housing response, thereby
reducing slum formation.

Growth related difficulties have also been noted by Feler
and Henderson (2008) who report that:
• Richer municipalities within cities reduce provision of
water and sewerage connections to smaller houses
and thus deflect poorer migrants to other localities.
• Under-servicing of smaller houses reduces the
migration inflow of low-educated households and
further creates negative externalities that also reduce
the growth rate of higher-educated households.
These observations suggest that whilst the informal
sector is adding to annual measured output it is also
simultaneously adding to the future housing investment
needs of the nation. Unclear titles and markets are being
created, inadequately serviced homes constructed
and social segregation exacerbated. From the 1950s
through to the present, growth has relied on the informal
housing process. In consequence Brazil’s growth has
fashioned geographies of inequality within cities and
metropolitan areas that are built upon differential access
to adequate infrastructure and, in truth, to adequately
functioning market systems. Inadequate housing, social
and environmental outcomes have been ignored and
exacerbated by planning processes.

• Lowering minimum lot size regulations increases
housing supply but is also accompanied by population
growth that exceeds the formal housing supply
response, leading to an increase in slum formation.

© RICS Research 2014

31

BRICS Plus Mortar: Global Affordable Housing Report

2.6.2 Changing Approaches
The very positive post-2003 developments in housing
policy, and its framing within city strategies, make it clear
that Brazil has the capacity to make major leaps forward
in policy thinking and implementation. The modernisation
achieved of the demand, finance and analysis aspects
of housing policy has been impressive. However, if
these changes are not to become unduly costly in the
future or simply waste policy resources paying for rising
housing and land prices, there needs to be another
policy revolution to modernise the management of land,
the nature of planning and the linking of housing to
infrastructure policies at local levels.
The larger elements of the Brazilian construction sector,
as noted above, understand the need to diversify and
expand their outputs. The stock market valuation of their
efforts, after the blip of 2008-9, indicates interest in equity
funding of the development process (Figure 2.4).

Figure 2.4

There are well developed technical and environmental
standards for housing and it is clear that appropriate
skilling of the labour force is possible too. What needs
to change is the supply system. The present approach
needs to evolve into a city development process that
better links economic change, housing and infrastructure
investment. There needs to be a faster, more orderly
supply of land for development, in a process stripped of
some (or all) of its substantial speculative gains. At present
it may take 15 years for a plot of peri-urban land to go
through the bureaucratic processes of sale, planning
and development. This time expanded process naturally
increases developer risks but it also opens up speculative
landholding as a major channel for reinforcing wealth
divisions within the nation.

Brazilian Real Estate Companies Quarterly Performance (May 2006 to December 2012)
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2.7 Conclusions
After a decade of significant change Brazilian housing
policy is much strengthened. It is clear that the nation
is set fair for another two decades of major housing
investment. But two sets of problems remain; one of short
term significance and one of much longer salience.

2.7.1 Immediate concerns
There has been much discussion through 2013 as to
whether Brazil is on the edge of a housing bubble. From
January 2008 to December 2012, average house prices
in São Paulo and Rio de Janeiro rose respectively by
159% (98% on an inflation-adjusted basis), and by 194%
(124% when inflation-adjusted). The mortgage market also
grew from just 1.5% of GDP in 2007 to about 6.2% of
GDP in 2012. Reduction in interest rates, until 2013, also
supported house price increases, with elastic housing
demand running ahead of inelastic supply.
Recent evidence suggests that price pressures have
been reducing without major defaults or market collapses.
The safe, restrictive lending patterns that typify mortgage
lending in Brazil ensured that mortgage defaults have

Figure 2.5

been minimal through recent international cycles and
shocks. The estimated national default rate for mainstream
mortgages was estimated in 2012 as 1.4%.
In 2012, sales of new residential properties in the city of
São Paulo were almost 5% lower than in 2011. The value
of turnover in sales (adjusted for inflation) fell by more
than 4%. Clearly one of Brazil’s fastest growing markets
was not at the edge of a bubble. In Brazil as a whole in
2011-12 the use of credit resources from savings accounts
rose by a modest 3.6% in value. The number of new units
contracted in the formal market sector fell by 8% and
the loan to value ratio for mortgages rose marginally from
62% to 63%.
National patterns of price appreciation are indicated in
Figure 2.5. Brazil’s composite FIPEZAP house price index
rose by 11.9% (5.1% on an inflation-adjusted basis) during
the year to end-May 2013, less than the year-on-year
increase of 19.9% seen over the preceding year16. In the
key markets, for the year to mid-2013, prices rose in Sao
Paulo by 14.1% (down from a 21.5% year-on-year rise in
the previous year), and in Rio de Janeiro house prices
increased by 14.5%, again lower than the 24.1% annual
increase recorded in the previous year.
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16 http://www.globalpropertyguide.com/Latin-America/Brazil/Price-History
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Some commentators have argued strongly that Brazilian
house prices are in bubble mode; that the problematic
short term global environment for growth will slow Brazilian
economic growth and housing demand and, if house
prices fall, that recent fast growth of housing credit may
be reflected in sharply rising defaults. They also estimate
that Brazilian housing could now be overvalued by around
30% to 50% - though this estimate stands little critical
scrutiny. The IMF in late 2013 disagreed with this market
assessment, highlighting that Brazil’s credit-to-GDP ratio
remains low and that banks are relatively shock resilient
and well supervised. Indeed, reinforcing the evidence of
a slowdown rather than impending crash, the IMF notes
that credit expansion slowed through 2013 and that the
credit-to-GDP ratio fell significantly from its 2009 peak.
The Brazilian government has sought to manage interest
rates so as to engineer a soft landing for the housing sector
and to date that strategy has been successful.
Short term instability, though well short of a bubble,
appears to have arisen from economic change fostering
both credit growth and housing demand in a system
where demand structures change much faster than
supply. A cyclical instability problem, which could require
the Brazilian government to play a more proactive role in
developing rental market policies as long term inflation
rates fall, primarily emerges from limitations on short term
housing supply response.

2.7.2 The longer term
The structural problems that compromise effective
housing supply response reside in the patterns and
systems of land ownership, land sales and planning,
which essentially enrich landholders, provide a channel
for potential speculative activity and impoverish those
who have to pay for the homes that ultimately appear
through a long, risky development process.
Far from suggesting a capacity to produce homes that
will meet Brazil’s housing requirement to 2030, present
arrangements seem likely to raise housing costs for
all and restrict more of the poor to living in informal,
unserviced homes. If the laudable efforts in housing policy
that emerged under the Lula and Rousseff administrations
are not soon augmented by significant supply side
improvements, the Brazilian housing system will lag
economic change. It will become a morass of growing
needs in difficult, disadvantaged places.
For Brazil the challenge is fundamentally about how
to create more efficient and flexible markets whilst
dealing with gross income inequalities, in an economic
system that has a highly concentrated and significantly
unreformed system of land registration, ownership and
planning. This is a tough challenge.
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3.0 The Long March to Reform: Housing
Outcomes and Policies in China after
Three Decades of Change

Image source: Elena Mirage - Shutterstock.com

© RICS Research 2014

35

BRICS Plus Mortar: Global Affordable Housing Report

3.1 Economic Change, Reform
and China’s Housing System
China is the world’s second largest economy17, after the
United States, and it is the world’s largest manufacturing
economy (Sims, 2013). Externally, China is the largest
exporter and second largest importer of goods in
the world. It is also the world’s fastest-growing major
economy, with growth rates averaging 10% over the
past 30 years. Economic growth rates have dropped
gradually since 2007 and in 2012 it was 7.8%, the lowest
figure for the past 13 years (BBC News, 2013). Although
China’s position in manufacturing sectors is still robust,
worries have recently been expressed both about the
sustainability of the manufacturing export base as both
sluggish global growth curtails exports, and domestic
demand growth has slowed. There is also an emerging
concern that the strong positive effects of housing
investment on GDP growth and employment that have
featured in the last decade may be waning (Inman, 2014).
Housing investment has been a significant element in
China’s economic story over the last two decades and the
development of the housing market and housing policies
is the central interest of this paper.
Although China’s growth is impressive the nation remains
relatively poor and in 2012 was ranked, on a per capita
basis, 87th by nominal GDP and 92nd by GDP (PPP) by
the International Monetary Fund (IMF). By September
2013, China had a population of 1,362.4 million, 19.3%
of the world’s total.
Half a century ago four-fifths of China’s population was
rural. Today half of all Chinese live in urban areas, and
this share is expected to reach 70% by 2035. As a result
of its unprecedented fast urbanisation there are at least
90 cities in China with a population of more than 1 million
people (World Population Review, 2013).
Since 2008 the global credit crunch has hit both housing
markets and housing policy resources almost universally
(Maclennan and O’Sullivan, 2011). The timing and severity
of downswings, and indeed subsequent recoveries in
a limited number of economies varied from country to
country. China, in contrast to its experience through the
Asian Financial Crisis in 1997, was no exception to globally
induced slowdown after 2008. The Chinese government
has responded to these shocks by implementing a variety
of stimulus measures to boost domestic spending, many
of which were targeted specifically at the housing market.
The effects have been immediate and substantial. After
a short period of falling house prices (between the last
quarter of 2007 and the first quarter of 2009) the housing
market in China regained price momentum (National
Bureau of Statistics, Various Years). It then only took
two years for average house prices in many large cities
to recover to and then exceed their pre-recession levels
(National Bureau of Statistics, Various Years). In late 2013,
two major housing related concerns emerged. The first
17 Defined in terms of nominal GDP.
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was that house prices were still rising rapidly, with a 10
percent annual growth reported across the 288 largest
cities, even as GDP growth flattened. And secondly, much
of the recent public stimulus expenditure on housing has
been promoted by local authorities. The National Audit
Office of China reported in December 2013 that municipal
debts had risen by 440.981 billion CNY (approximately
£43.7 billion), or 12.94%, compared with 2010 and present
council debt levels were regarded as rather high.
In the western economies, after 2007, governments
seeking Keynesian economic stimulus through public
investment have typically focussed on infrastructure
(Canada, for example) or housing (e.g. the UK and
Australia). Stimulus policies are seen as sector policies.
However in the three emerging economies studied in
this report governments have adopted an interestingly
different, and more integrated investment perspective.
Better investment integration for the present and more
attention to the long term supply side effects of stimulus,
has meant that these countries emphasise policy not for
housing per se, but for city development and laying down
the basis for future economic and population growth.
In China the (then) newly elected President, Li Keqiang,
highlighted the need for promoting urbanisation as an
immediate way of stimulating China’s internal market
(Tenxun News 2013). In the longer term it would create
a more effective spatial structure for future economic
growth. His declaration has created the expectation
that after 2013, another four billion YMB investment of
government support will be injected into the economy
repeating the stimulus efforts of 2008 (Liu 2012). Li’s
support for urbanization, and housing expenditures within
that process, has significant implications for housing
market activities. This public action to raise market activity
is taking place in a context where speculative housing
demand, and supply, in many major Chinese cities has
already been on the rise (Fawley and Wen 2013).
Strong, sustained public intervention is perhaps the most
noticeable feature of China’s housing system. Housing
market outcomes in China exhibit many patterns that
cannot be easily explained by simple market processes.
Policy, strong policy, matters in China. The difficulty that
western scholars and sector experts confront when
they examine housing reform and housing systems in
China appears to be that not only do policies evolve
significantly over time but that system change alters
the balance between state, and top-down, policies and
more local, market-oriented strategies in quite complex
ways. The continuing, on-going nature of China’s
reform initiatives means that there is a danger that we
are left understanding fragments of system knowledge
that may be rapidly overtaken by policy change. In this
study we have adopted an evolutionary view of China’s
housing system reforms in order to both emphasise the
complexities of the systems involved and the sustained
policy changes being made. In particular we have set
reform measures and rationales for the housing market
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in the broader policy shifts in other economic and social
domains that aim to promote economic growth on the
one hand, and retain social stability on the other.
In the economic sphere, the initial reform measures
of selling public-owned houses to their sitting tenants
and, more recently, the emphasis on directing people
towards the private housing market have been the main
lines of reform. The more fundamental challenges are
to establish more effective ways for households both
to enter and then move on within the home-ownership
housing market and to develop a more widespread and
better functioning financial system to support both house
purchasers and builders. Furthermore, around the main
national thrusts of reform, there are local variations not
only in economic growth and stability but in timing and
commitment in policy implementation. In the domain
of social policy, there is noticeable shift from material
(bricks and mortar) subsidy for affordable housing to
financial (person related) subsidy. At the same as this
new approach to subsidy targeting has prevailed there
has been an inevitable growth in income inequities
associated with the overall marketisation process. The
distributional effects of these outcomes are reinforced
where segregation of income or other social groups
becomes pronounced. In consequence, although the

growth of market related activity and housing market roles
continues to be the emphasis in overall development,
since 2010 the focus of the Chinese government has
slowly shifted from overwhelming concern with economic
growth to also improving social harmony. Within housing,
post 2010, there has been a shift in emphasis from
housing ownership to housing leasehold. The emergence
of this phenomenon within China has not been adequately
explored in the western literature.
This chapter aims to provide a summary of current
studies of China’s housing system and policies. In
particular, it places emphasis on the emerging affordable
housing system and the underlying, associated financial
structures. An evolutionary perspective and political
economic framework has been adopted to review the
reform process for China’s housing system. This historical
review will try to identify the changing rationales of the
Chinese government and the winners and losers in its
reform process. The affordable housing system that
gradually emerged in China as a result of the reforms, and
the financial system underpinning housing are discussed
in detail, paying attention to the unique arrangements
and characteristics prevalent in China. In conclusion the
chapter summarises the main findings and outlines major
policies and emerging challenges.
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3.2 The Evolution of China’s
Housing Reforms
3.2.1 In the Beginning, Before Reform
When the People’s Republic of China was established,
housing, like so many other production tools, was essentially
removed from the market and regarded, at least by the state,
as purely a public or merit good. For the three decades
prior to 1978, most of the housing constructed in China
was undertaken by and for state-owned enterprises, i.e.,
the work units (or ‘danwei’). This ‘public’ rental housing
was designed and delivered by the state, and finance was
budgeted by the central government and then allocated
to local governments and state-owned enterprises. Rents
were set at symbolically low levels and houses were then
allocated by public agencies to their employees according to
various criteria such as employment position held, length of
employment, current living situation and family composition.
By 1982 the proportions of private, Work Unit, and
municipal government housing were, respectively, 17.7
per cent, 53.6 per cent, and 28.7 per cent, (Kirkby 1985).
After 1949, until 1990, fewer than 13 percent of new homes
were built for the private sector. The bulk of land was, and
still is, owned by the state. No open market transactions
in housing were permitted, until the 1990’s, and policy
steadfastly discriminated against homeowners (Tang and
Xie 1992).
The Chinese housing system over time came to manifest
many of the problems typical of large scale public housing
systems in both western and eastern Europe (Maclennan
and More, 1997; Szelenyi, 1992). The burden of housing
investment on state funds led to underinvestment and
consequent severe shortages of housing in urban areas.
Housing constructed was extremely small in size and
properties depreciated in quality as rents failed to provide
for maintenance. There was extensive, slow and costly
bureaucracy in prioritising, approving and allocating
construction funds.
In addition to the very tangible problems of shortage,
inadequate size and declining quality there were wider
system difficulties. Questions of fairness were widespread
as housing allocation reflected workers status (with
more points to higher status workers) and higher ranked
employees were allocated better and larger houses.
This policy induced social segregation and it became an
important feature of socialist housing in China. There was
also a problem of minimal transparency and, as a small
group of officials controlled housing allocation, personal
favours or the so-called ‘guanxi’, in Chinese, were thus very
likely to play a role in the process.
These growing system difficulties pushed housing to the top
of the change agenda when China entered its reform era.
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3.2.2 An Experimental Period: 1978-1988
The period between 1978 and 1988 witnessed many
tentative innovation measures on the part of local
governments. Before 1982, reform focused on selling
new houses at their construction costs. However these
costs were set too high relative to the prevailing average
household incomes (National Bureau of Statistics 2013b)
so by 1982 this approach was largely abandoned (Yaping
Wang 1992). Between 1982 and 1985, a new proposal
emerged to offer more deeply subsidised sales. Eligible
individuals only needed to pay one third of the total costs,
with the rest being covered by their employers and
the city’s government (Yaping Wang and Murie 1996,
p974-5)18. Beijing city was one of the leading centres of
innovation through this period as documented in Wang
and Murie (2000).
This deeper subsidy did induce consumer interest,
however effective demand was dampened because the
property right of these flats were incomplete and owners
were not allowed to resell or rent out these houses.
Furthermore, the low rents enjoyed by many tenants
also reduced their desire to buy. As a result, pockets of
private ownership rather than a housing market culture
developed. For example, Gu and Gao (1992) indicate
that private housing composed 17.7 per cent of the total
housing floor area in 1982 and this had only risen to 18.7
per cent by 1990. What was retained, and even reinforced,
during this stage was the involvement of state-owned
enterprises, or work-units in housing construction and
allocation as the central government was under too much
financial pressures to meet the cost of housing subsidies
(Chen 2009). In response to the pressures on the national
budget, since 1979, the state had encouraged enterprises,
including not only the work units but also other housing
cooperatives, to invest in housing development through
so-called ‘self-raised funds’ (SRF), which are funds raised
by enterprises and individuals themselves. Work units
were allowed to retain a proportion of their profits as part
of the SRF after fulfilling their general turnover quota to
the state. They were also encouraged to collect savings
from employees to finance housing projects. Housing
cooperatives, in comparison, were generally ‘bottomup’ initiatives led by primarily urban citizens with the
aim of meeting their own housing needs and reducing
transaction and financing costs. The decade after 1986
witnessed more than 5,000 different types of housing
cooperatives developing in China (Juanjuan 2012).
The consequence of these changes is that housing
investments have increasingly been driven by decentralised
decisions within work units and cooperatives since the start
of economic reforms. This further paved the way for the
emergence of a dual provision system after 1988.

3.2.3 Two-track national system: 1988 to
1998
Based on the experiences of these prior experiments the
Chinese government finally felt confident, in 1988, to issue
the ‘Implementation Plan for a Gradual Housing System
Reform in Cities and Towns’ (State Council 1988). This
marked the onset of a second stage of change, namely
nationwide housing reform. The overall aims set out by
government for the decade ahead were to transform
the public housing system into one composed of mainly
home ownership, and to replace the welfare, or state-led
housing system by a system largely driven and mediated
by market signals.
The 1988 document outlined three important reform
measures. First it strengthened previous efforts to align
public housing rents to their costs of production and
management, and this involved a substantial increase
in rents. Housing vouchers were to be allocated to
public sector renters. The second crucial reform was the
establishment of a housing fund, which was intended to
share the financing burden between individuals, the state,
local governments, work units and other enterprises.
The last measure introduced in 1988 was to promote the
sell-off of newly constructed public housing at ‘standard
prices’. Public authorities were required to offer new units
for sale as their first priority and then, as a lower priority,
to target rental housing for lower-income employees.
These new regulations were adopted relatively slowly at
the local level. Arguably they had an inadequate effect.
First of all, the subsequent increase in rents was largely
symbolic (L. Deng et al. 2011). In Beijing for example,
although rents quintupled, the actual rent level paid
in 1994 was still less than five per cent of the average
household income. This absolute level was not sufficient
to pay the basic maintenance costs (Yaping Wang 2001).
Work units were still deeply involved in the housing sector
and accounted for more than half of the total housing
construction by 1994 (National Bureau of Statistics 1996).
Policies to encourage home-ownership, with the price
of new units set at the construction cost for public
housing, had some success. Additionally, work units
were encouraged to sell their public housing units and
were attracted to do so by the potential capital receipts
from house sales, which were regarded as a quick way to
assemble much needed capital for other forms of business
investment. Tenants were incentivised to buy as public
housing was sold at price discounts. Average sale prices
approximated twice annual earnings and as workers had
high savings rates there was widespread effective demand
to buy. For those who could not buy outright, a 30 per cent
deposit was required with loan repayments over 10-20
years (Yaping Wang and Murie 1996).

18 It is worth observing that this sequence of government actions to promote home-ownership and markets was typical of countries reforming housing
systems after 1980. National governments first pressed to sell public housing assets, then induce municipalities to use their financial and land resources to
drive change before taking any national level tax or expenditure measures.
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Across China, many work units moved quickly to sell
their housing stock at the lowest possible price. However,
realising the scale of the public assets being disposed of
in this way, the State sharply suspended public housing
sales from late 1993 to the middle of 1994 (Yaping Wang
2001, p625).
In 1994, a more comprehensive planning document,
The Decision on Deepening the Urban Housing Reform,
was issued by Beijing. Wang and Murie (1996, p982)
summarised it as ‘three changes’ in the housing
investment, management and distribution systems,
and establishing ‘four new elements’ of a dual housing
provision system; The Housing Provision Fund (HPF);
housing finance systems and a standardised and
regulated market system.
Both the 1988 and the 1994 regulations, however, did
not fully anticipate the role that work units would continue
to play in the emergent housing system (Wu 1996). In
consequence this period was marked by a strange
combination of commercialised housing construction but
with socialised housing distribution. More specifically,
although the so-called ‘commercial housing’ sector
started to emerge and the market mechanism began
to play its role, many ‘commercial’ apartments were
nevertheless purchased by work units, and then sold
to employees at large discounts. However potentially
interested urban dwellers were still discouraged from
purchasing homes by system defects in both demand
and supply spheres. On the demand side, the guide
retail prices set by national and local governments
were too high for the bulk of middle and low income
households. (Yaping Wang and Murie 1996, p984). In
Beijing, for example, the average price-to-income ratio
had reached 10 between 1992 and 1998 (Lau and Li
2006, p620,623). On the supply side, the various financial
channels in China were still emerging, and banks were
more willing to provide construction funding rather than
housing mortgages (Han 1999). As a result, in the early
and evolutionary phases of China’s housing reform, the
high cost of commercially supplied homes in relation to
household incomes slowed the growth of the market
sector.19 Creating home-ownership through subsidised
disposal of public assets was an easier task than creating
a fully functioning market.
Just as the limitations of the 1994 reforms had become
apparent, the Chinese government were faced with the
onset of the Asian Financial Crisis in 1997. The GDP growth
rate fell from 10.0 per cent in 1996 to 7.8 per cent in 1998
(World Bank 1996; World Bank 1998). Consequently large
numbers of workers were laid off as exports declined. The
Chinese government, urgently seeking a route to boost
aggregate demand and employment, turned its attention to

the housing industry as a key growth pole for stabilisation
policy. ‘The Notification from the State Council on Further
Deepening the Reform of the Urban Housing System and
Accelerating Housing Construction’ was issued in 1998
(State Council 1998), which is widely regarded as having
‘marked the turning point of China’s housing reform’
(L. Deng et al. 2009, p6). Three reform measures are
worth noting. The first measure aimed to finally cut the link
between work units and housing provision by the end of
1998, and was regarded as a ‘strategic move in China’s
overall economic reform’ (L. Deng et al. 2009, p5). The
Central Government further announced that all vacant
residential housing built after January 1, 1999 had to be
sold on the market rather than allocated by authorities. This
decisive attitude made an immediate effect, as by the end
of the 1990s, over 80 per cent of the previously allocated
public housing in China had been sold to employees (Mak
et al. 2007, p178). The second major policy was to improve
the two-track housing provision system. On the one hand,
governments would now be responsible for providing
Economic and Comfortable Housing (ECH) to low- and
medium-income household, which was supposed to
count for 70% of the total new housing construction after
1998. On the other, high-income households should either
purchase or rent commercial housing on the market, which
would account for 15% of the housing construction. The
remaining 15% would be cheap rental housing.
The third pillar of the new policy was to set up a new
housing financial system by explicitly encouraging
individual housing mortgages. For example, it allowed
all the commercial banks in cities and towns the right to
release housing purchase loans, abolished the cap on
personal loans, and extended the payback period.
In order to support this financial reform, the Chinese
central bank, the People’s Bank of China (PBoC), then
published Residential Mortgage Lending Regulations.
These regulations established basic mortgage lending
standards, including a maximum loan-to-value ratio of 70
per cent and mandatory income verification. The maximum
mortgage term was also extended from ten to twenty
years. PBoC also set preferential mortgage interest rate at
half the rate on commercial loans (People’s Bank of China
1998). The decade afterwards was therefore characterized
by stronger monetization of housing (Lee and Zhu 2006).
But this reform direction was preceded in a framework
where the emphasis on ECH allowed the rebalancing of
market development, from time to time, with the needs of
retaining social stability and equality. This was an evolving,
learning policy framework.

19 Readers familiar with the growth of home ownership in the UK since the early 1980’s will recognise some similarities in the broad policy thrusts involved.
After 1980 sales of council ho mes to sitting tenants drove half of the increase in home-ownership between 1980 and 1995 and thereafter ownership
growth, albeit at much higher tenure shares and prices, has slowed as households have faced increasingly house prices rising faster than incomes.
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3.2.4 Balancing social stability and the
market dynamic: 1998 to 2010
The encouraging political environment set by the 1998
Decision, allied to the expansive demography of the
nation and the long boom in the economy, stimulated
both the investment in and consumption of housing
in China. For example, it was estimated that gross
investment in the housing sector quadrupled from 358.0
billion YMB (£26 billion) in 1998 to 1315.8 billion YMB
(£89 billion GBP) by 2004. (Mak et al. 2007, p181).
The rate of housing consumption also grew twice as
rapidly as GDP (Sina Blog 2011). However by 2003,
intense speculation, mainly attributed to increasing foreign
direct investment encouraged by China’s accession to the
World Trade Organisation in 2010, had driven the price
of commercial housing to unsustainable levels (Chen
and Stephens, 2011) and resulted in a 20–30% vacancy
rate in newly completed projects in major cities (Wak et
al., 2007, p185). Worrying that the housing price might
go out of control and put pressure on inflation, The
PBoC20 tightened financial restrictions on developers
and increased the interest rate and shortened the
payback period for residential mortgages (Chen and
Stephens, 2011, p6). These measures, intended to
deflate the speculative bubble and depress housing
prices, had more impact on the supply side due to the
high reliance of developers on financial loans (China
Economy Net 2003). The tightened lending environment
cut short many developers’ financial flows, leaving
China with 50 million m2 of vacant and incomplete luxury
residential properties (Mak et al. 2007).

Amidst developers’ criticism and panic, the State
Council again took firm action and published one of its
most important documents of the new century. The
‘Announcement of State Council on Promoting the
Continuous and Healthy Development of the Real Estate
Market’ in August 2003 (State Council 2003) which sent the
strongest possible message that the real estate industry had
become a key pillar of China’s economic development, which
essentially overturned the more cautious attitude of PBoC,
and reassured developers and consumers of government
support. The most important declarations this document
made were that commercial housing was to become the
main component of China’s housing market, whereas ECH
only served as policy-oriented housing aiming at providing
social stability and security. From then on, the commercial
sector rather than ECH was to lead housing supply.
This regulation therefore re-established confidence in the
real estate sector. Total investment rose by 27% within
a year (to 1667.9 billion YMB or £113 billion GBP), and in
2004 housing comprised 24 per cent of total fixed asset
investment, a rise from 12.6% in 1998 (National Bureau of
Statistics 2013a). This unprecedented scale and share of
housing investment continued through the first decade of
this century with a more than 20 per cent annual growth
rate. Commercial housing provision increased by 24.8% in
2003, 18.4% in 2004, and 19.3% in 2005, rates well ahead
of overall housing construction growth (which only increased
by 5.96%, 5.98% and 10.2%respectively in the equivalent
years). As a result, commercial housing comprised nearly
80% of China’s total housing provision by 2010, more than
double the 32.7% share in 1996 (National Statistics Bureau
2013a). China has become a predominantly commercial
housing market with social housing and public rental
housing now playing a minor role on provision.

20 See PBoC Document No 181, June 2003
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Despite these phenomenal rates of investment, the
demands unleashed by economic and social change in
China still exerted upward pressures on market and nonmarket providers. Reforms in other supporting domains
of the real estate industry, such as land use, finance,
taxation and monitoring system, were proceeding slowly
and thus could not always deal timeously with the market
pressures and complexities emerging. The strengthening
expectation of ever rising housing prices and looser
regulation further stimulated speculation and prices rose.
Between 2000 and 2007, for example, the average new,
commercial housing price rose from 2,112 Yuan/m2 (£158/
m2) to 3,864 Yuan/m2 (£252/m2). Prices for the sales of
existing residential stock also doubled during this period.
Comparing different types of properties, it was found that
the luxury flats and villas – the most profitable investment
type – had witnessed an 80 per cent price increase
between 2003 and 2007. In the same period the average
price of commercial housing rose by 64 per cent.

market was careering out of control towards a bubble that
would burst, to publish ‘A Notice on Effectively Stabilising
Housing Prices’. This regulation was aimed at rebalancing
social stability/security and market development. This
time, the Chinese Government tried to address both
supply and demand side factors. On the supply side, the
construction of luxury housing was to be controlled, whilst
ordinary or medium quality commercial housing was
encouraged. Furthermore, the production of ECH and
Cheap Rental Housing (CRH) (discouraged in 2003) were
brought back as key policy objectives. On the demand
side, the State slowed down the urban regeneration
process, as they believed that the programme had been
misused as a device for land requisition, which was
subsequently undeveloped, on the local level. This new
housing market regulation also introduced significant
decentralisation on real estate administration. Provincial
governments were given the responsibility of controlling
the local housing prices, ensuring timely monitoring of
their real estate market and tasked with implementing the
various market regulations issued by Beijing.

Rising house prices attracted criticism from families
priced out of the market, especially where they
coexisted with unused land and vacant (speculatively
held) properties. This pressure induced the Chinese
government, who already feared that the real estate

Figure 3.1

The period between 2005 and 2010 was therefore
characterized by a constant tension between retaining
some degree of macroeconomic and state control over
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housing whilst promoting more rapid and locally influential
market developments. The State, much more than in the
boom-bust impacted housing markets of the west, was
willing to make major rebalancing actions as outcomes
became problematic at local levels. In 2006, for example,
roughly fourteen regulations intended to influence housing
outcomes were published either by the State Council or
by its financial and land management Ministries. Moreover,
a National Land Inspection Team was formed, whose job
was to squeeze out land speculation and to make sure that
available and zoned urban land was put into reasonable use
(First Financial 2013).
Notwithstanding this intensive macro-level attempts at
controlling the housing market, the common observation
in China was that whenever the government tightens
up its control of the real estate market it loses its vitality,
but whenever the government relaxes policy the market
becomes a mess (‘yi zhua jiu si; yi fang jiu huo’). This is
particularly evident in that the Chinese government failed
to suppress rising housing prices and investment when
they intended to do so. For example, the commonly used
regulation tool of tightening control on land supply and
mortgages availability could actually reduce the effective
supply of housing to those in need, and pushed up,

Figure 3.2

rather than lowered, average housing prices (Feng et al.
2011). This in turn enabled the already more affluent social
groups, who had invested in the Chinese housing market
earlier, to make the gain from rising prices. This dilemma
is encapsulated in fluctuations of housing prices shown in
Figure 3.2 below.
The above criticism may seem harsh: Through a period
when OECD governments struggled to restrain bubbles
in their long established housing and finance markets
the Chinese authorities were faced with the challenge of
system transformation, and pushing towards a more market
oriented system in a context of major, global fluctuations
in house prices. Developments since 2010 have led to a
further rethinking of how to manage the tensions between
market development and social stability, as will be shown
below. A more nuanced and different approach has
emerged that pays more attention to affordable housing
for the majority of young families as well as coping more
effectively with the urban and rural migrants who face real
difficulties in finding homes where jobs are expanding.
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3.2.5 Price Control as a Priority: the period
since 2010
Since late 2009, the Chinese housing policy has been
focussed on restraining house price growth, whilst
increasing the supply of affordable homes, through the
use of mainly short-term counter-cyclical regulations
(Appendix 1 provides a detailed summary of the major
regulations introduced since China’s housing reform).
The first regulation during this period, ‘Notice on
Promoting the Stable and Healthy Development of Real
Estate Market’, was released on the 7th January 2010
(State Council 2010a). This Notice significantly broadened
the traditional affordable housing types of ECH and CRH,
and encouraged the ‘medium-low priced, small-sized
ordinary commercial housing’, ‘control-priced commercial
housing’ and ‘public rental housing’ (PRH). All three types
have prices closer to the average market price, and this
signals the government’s effort to bridge the support gap
between traditionally public-subsidized social housing
and commercial housing21. Moreover, differentiated
mortgage and tax policies are now applied to first-time
housing buyers and existing owners. Furthermore, a firm,
ambitious target for affordable housing construction has
been set, which aimed to solve the housing difficulties of
15.4 million low-income household by the end of 2012.
Although average housing prices in China decreased
after the Notice, many cities still experienced rising
real estate and housing prices. In consequence, only
three month later the State Council (2010b) published a
further ‘Notice on Firmly Supressing the Rapid Increase
of Housing Price in Some Cities’. Here differentiated
mortgage rate was tightened even further, and purchase
controls were introduced with commercial banks required
to stop granting mortgages to households buying their
third (or more) houses in those cities that experienced
the acutest price rises. At the start of 2011, another
strict Notice on ‘Further Improvements Real Estate
Market Regulation’ was published (State Council 2011).
This Notice reinforced the differentiated mortgage
and purchase control policies. More specifically, for

households seeking to own a second home it raised
the down payment minimum to 60 per cent and the
mortgage interest rate to 1.1 times the base rate. In
February 2013, the ‘Notice on Continually Improving
Real Estate Market Regulation’ further strengthened
market controls. More detailed implementation standards
and inspections for differentiated mortgage and
purchase control were set down(Xinhua News 2012).
Variations, nevertheless, could be found on the local
level on implementing these national policies. In Beijing,
for example, the focus of the local government was to
ensure adequate supply of medium-low price, smallsized and owner-occupied commercial housing. The
maximal size of this type of property should be less than
140 m2 and retail price should be 30 per cent lower than
similar properties in similar locations. Only local couples
without houses, and households qualified for ECH and
control-priced houses could apply. No re-transaction is
permitted within five years of purchase (Beijing Housing
and Urban-Rural Development Committee 2013). In
Shanghai, the down payment for second houses was
raised from 60 per cent to 70 per cent. Migrant workers
have to contribute more than 2 years’ local tax in order to
be able to buy houses locally (Shanghai Housing Security
and Management Bureau 2013).
Even under such rigorous regulation controls, 65 out of
the 70 major cities saw month-on-month housing price
rise (see figure 3.3), with first-tier cities taking the lead.
In Beijing and Shanghai, for example, new property prices
had increased by more than 20 per cent compared to the
previous year (Global Times, 2013). Many observers of
China’s housing market now perceive a high risk of prices
constituting an expectations driven property bubble:
the number of ‘housing slaves’ – the slang term for new
homebuyers who have to use around 70% of their salaries
to pay the mortgages— is increasing dramatically (Cao
and Zhang 2013). This rather harsh reality is ironically
referred to as ‘married to the mortgages’, with Chinese
women increasingly prioritising ‘owning a house’ as an
attribute of likely marriage partners (The Economist 2013).

21 UK readers might refer to this as the creation of ‘mid-market’ or ‘intermediate housing’.
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Figure 3.3

Major Cities’ Housing Price Changes, March and December 2013
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3.3 The Affordable Housing System
3.3.1 The evolution of China’s affordability
housing system
Since housing reform started in 1988, China’s ‘affordable
housing’ system has evolved through three stages. Phase
1, from 1988 to 1998, marked the emergence of measures
to promote affordable housing other than public housing.
Phase 2, in the decade afterwards, was characterised by a
reduction in affordable housing supply and a downplaying

Table 3.1

of its policy significance. Since 2007, Phase 3, affordable
housing has re-emerged as a major policy concern and has
had a particularly prominent position since 2010.
The current affordable housing system in China, as profiled
in Table 3.1 below, is much more comprehensive than its
1988 forerunner, and it comprises ECH, CRH, Controlpriced commercial housing, CPCH, and PRH. ECH is
the most established affordable housing type in China.

The Current Affordability Housing System in China

Cornerstones

Type

Target

Method

Source of supply

1994 Decision Deepening
the Urban Housing System
Reform (UHSR)

ECH

Medium- and low-income
families

Sale
only

Newly-built

1998 Notification on
Further Deepening the
UHSR and Accelerating
Housing Construction

CRH

Lowest-income families

Rent
only

Newly built, purchase,
refurbish and social
donation

ECH

Medium- and low-income
families

Sale
only

Newly-built

2007 State Council on
Solving the Housing
Difficulties of Low-income
Families

CRH

Expand from lowest-income
families to low-income families

Rent
only

Newly built, purchase,
refurbish and social
donation

ECH

Low-income families

Sale
only

Newly-built

2010 Notice on Promoting
the Stable and Healthy
Development of Real
Estate Market

ECH

Low-income families

Sale
only

Newly-built

CRH

Low-income families

Rent
only

Newly built, purchase,
refurbish and social
donation

Control-priced
commercial
housing

Lower medium-income families

Sale
only

Newly-built

Public rental
housing

Lower medium-income families

Rent
only

Newly built, purchase,
refurbish and longterm market renting

Source: Cardim de Carvalho et al (2011)

Table 3.2

The Percentage of Investment on ECH Within Total Commercial Housing Investment

Year
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However, deficiencies in policy design and implementation
have contributed, as will be shown in the next section, to the
waning interest in ECH within present political discussion of
housing policy options22. CRH can be regarded as the linear
descendant of the old socialist public rental housing, as it
is heavily subsidised by the government while the tenants
only pay a symbolic rent. Strict eligibility criteria are in place.
CPCH, or the so-called ‘90/70’ – construction space under
90m2 and sale price controlled within 70% of comparable
commercial housing – is a new type of affordable, market
housing introduced by the 2010 Policy Notice (Knowledge@
Wharton, 2013). The common practice is that local
governments cover the cost of public facilities and define
the profit range allowed to developers. PRH, or Public rental
housing, is also a new policy category introduced in 2010.
The main difference between CRH and PRH is the eligibility
of potential applicants. For PRH, the intended beneficiaries
are those with medium to lower medium income households,
no matter whether they are registered locally or not. CRH, in
comparison, is meant for the lowest income families who are
officially registered within the city/town.

3.3.2 Economic and Comfortable Housing
project (ECH)
As mentioned earlier, ECH was the first housing policy
established in China to catering solely for lower-income
families. It is still one of the pillars underpinning China’s
emerging affordable housing system.
The ECH approach was first introduced in Beijing in 1993
and re-launched in 1995. (Yaping Wang 2001, p630). Based
on Beijing’s experience, the national government adopted
this practice in 1998 and expanded it under the slogan of
Economic and Comfortable Housing (ECH). It differs from
ordinary commercial housing in two main aspects: first,
the land for ECH was administratively allocated without
any charge, and secondly, the selling price for ECH was
regulated by the government. Profit made by the developers
on top of the construction costs were restricted to a
maximum of no more than 3 per cent (State Council 1998).

The construction of ECH gained momentum quickly.
In 1999, for example, the share of ECH within real estate
housing investment was 16.6 per cent, an increase of
61.4 per cent compared to the previous year. However,
the momentum of ECH also ended quickly. Since
1999, investment in ECH has been steadily decreasing.
Significant decreases occurred in 2002, 2004 and
2005, when the Chinese government shifted its focus to
commercial housing. In 2005, particularly, there was a 14
per cent decrease of investment in ECH (Table 3.2).
Problems relating to the design of the ECH project are
well documented. On the supply side, the responsibly of
providing ECH is devolved to local governments who are
required to reserve the land for ECH free of charge. This
means that local governments could rarely gain any net
revenue from ECH projects. Ironically, the fiscal reforms of
1994 left local governments with the obligation to provide
nearly 80 per cent of total government expenditures, but
with direct receipt of only 47 per cent of total government
revenues (Man 2010). Such fiscal imbalances imply that
many local governments have to rely on land leasing fees
for revenue (Qiao 2007). As a result, local governments, in
order to maximise their fiscal receipts, prefer offering stateowned land to the highest bidder in auctions involving
market developers rather than committing land
to ECH projects. In consequence ECH only contributed
4 per cent of the new housing stock in China in 2007 as
a whole, while the CRH, another government-sponsored
affordable housing, accounted for 7 per cent ). When
pushed hard by the central government to provide
ECH homes, local governments find less convenient
locations for ECH development (E. Wang et al. 2011) and
infrastructure and ancillary facilities provided are also either
absent or of a poor standard.(Zhou and Logan 1996).

22 [interview: professor in Tongji University, on 10th June 2013].
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In addition, the financing of affordable housing development
in China derives mainly from the Housing Provident Fund
(HPF), but the latter’s deposits come from sources such
as fees from land transfers, which themselves are unstable
and inadequate, and thus struggle to sustain affordable
housing investment. According to a recent report of the
Chinese National Auditing Office (2010), some cities,
including Beijing, Shanghai, Chongqing, and Chengdu,
have failed to collect the 10 per cent of funds from the
net profit of land transfer fees, which were earmarked for
low-rent housing construction as required by government
regulations. A survey among 32 major cities by the Auditing
Office revealed that a total of 14.62 billion Yuan (£1.32
billion) was not collected during the 2007–2009 period,
accounting for about 50 per cent of the total 29.68 billion
Yuan that was due.

Housing by Tenure Type
in China 2007

Figure 3.4
ECH

4%
CRH

7%

Privatized public
housing

34%

Original private
housing

Problems also exist in the allocation of ECH homes; the
eligibility criteria for ECH is either too broadly defined or the
criteria enforcement problematic. As a result, ECH is often
more likely to benefit high- and middle-income families
rather than lower-income households (Figure 3.5). It is
common to find luxury cars parked at ECH blocks. The high
vacancy rate for some ECH projects is also an open secret,
as many high-income households managed to buy these
properties for investment purposes, but rarely live there
(Deng et al. 2011). As a result, accusations of corruption and
dissatisfaction with the governments are building up. The
defects related to ECH lead to calls for a further substantial
rethinking of China’s affordable housing system. We believe
this will be one of the major areas of change in the next
stage of China’s housing reform.
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Figure 3.5

Ownership of Affordable Housing by Income Decile 2007
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3.3.3 Future of affordable housing in China
The 2007 regulation by the State Council on ‘Solving the
Housing Difficulties of Low-income Families’ announced
a new round of policy stimulation for affordable housing
construction. In particular, it required the annual
construction target for affordable housing to be published
by both central and local governments at the start of the
year. Table 3.3 below summarises the construction plan
published by the central government, the target of which
will be distributed down to provincial and city level.
A noticeable change in China’s emerging affordable
housing system since 2011 is a rising commitment to the
production of new public rental housing (PRH). In the Draft
12th Five-year Plan of China, the government announced
that the PRH would become the backbone of China’s
affordable housing production system (instead of ECH). To
support this declaration, the central government planned
to construct ten million units of affordable housing, an
increase of more than four million units compared to last
year. Among these units, around half are meant for renting,
either through the PRH or CRH project. The difference of
PRH from CRH, as noted earlier, lies in its target groups that
mainly comprise newly employed workers and graduates,
as well as some migrant workers. These groups, with

Table 3.3

Period

important roles in meeting labour demands, are the socalled ‘Sandwich Class’. They cannot afford mainstream
commercial market housing, neither are they qualified for
ECH and CRH. The providers and owners of public rental
housing are either governments or public institutions, and
the rent they are to charge will be lower than similar market
properties.
The reform rationale of the Chinese Government has clearly
undergone, in relation to lower income housing production,
another reverse. After the protracted move from a dominant
state rental system to home ownership, the new emphasis
for less affluent household is a significant shift back to
rental housing provided by public authorities. In fairness to
the Chinese government they have now created a broad,
functioning market system and the market will still play
the fundamental role in developing China’s mainstream
housing. They have also been prepared to recognise that
some groups, such as the rural migrant workers without
urban residence status, will not be adequately housed
in present markets. And that is a realisation some OECD
governments might care to consider too.

Affordable Housing Planned or Under Construction in China

Shanty
Public rental Cheap rental
regeneration
housing
housing

2008

Pricecontrolled
housing

ECH

63

Total

Increase
rate

Under
construction
in reality

63

100
330

2009

80

0

177

0

130

387

2010

280

0

180

0

120

580

49.9%

2011

400

230

170

80

110

1000

72.4%

2012

1000

2013-15

1600

590

Source: China Index Research Institute (2011, p4)
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3.4. Financing affordable housing
in China
3.4.1 The Restructuring of China’s Housing
Finance System
China’s housing finance system has also been
restructured gradually through reform processes. Before
1978, economic power was concentrated in the central
government. Housing was financed solely by its budgetary
funding, which, had led to serious housing shortages.
By introducing market mechanisms, the housing reform
has both widened and made more efficient the sources
for funding housing development and acquisition (X.
Zhang 2000). However, the early stage restructuring of
China’s housing finance system was very unbalanced,
as economic thinking moved from quantitative planning
to market management, and there was a particularly
significant misalignment of the balance of loans for
housing construction and housing purchase. The oversupply of development loans for production led to overconstruction (in relation to demand) of housing in many
cities at the beginning of the 1990s (Ren and Wang 2007).
In some places, for instance Hainan province, the real
estate investment market grew spectacularly. In 1992,
for example, over half of fixed asset investment went into
the real estate sector. In 1993, there were over 20,000
real estate developers and the average housing price
had reached 7,500 Yuan/m2 (£857/m2) an increase of
436 percent compared to 1991. Hainan’s extreme case
alerted government leaders to the dangers of property
bubbles, and financial regulation was tightened later that
year. As a result, many development companies went
bankrupt, leaving behind around two million square
meters of vacant land, and some 30 billion Yuan of bad
debts in China’s four major commercial banks (Baidu
Knowledge 2010).
This regional crisis taught the Chinese government that
the unbalanced financing of housing supply and demand
could damage the economy. Therefore, in 1994, the
Chinese government started to introduce mortgage
loans to home buyers nationwide (State Council 1994).
Banks, however, were initially not comfortable providing
loans to individual households and therefore often
imposed strict restrictions on loan originations, such as
a five year payback requirement (Zhang 2000). Most
urban households could not meet these criteria. As a
result, individual home mortgages remained only a small
portion of all bank loans (Han 1999). Another significant
development in the 1994 reform was the establishment
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of the Housing Provident Fund (HPF), which was
essentially a policy-assist housing finance channel.
Because of its significance in China’s housing system,
the next section will discuss the HPF in detail.
The turning point in the development of China’s
commercial mortgage sector came with the 1998 housing
reform. On the demand side, because work units were
no longer allowed to directly build or purchase houses
for their employees, most urban households had to buy
from the market. On the supply side, PBoC released a
detailed regulation on housing mortgages. This regulation
relaxed lending standards and reassured the commercial
banks of the legal status of housing mortgages. Coupled
with the strong housing demand released by the housing
reform, the commercial mortgage sector in China has
welcomed an unprecedented growth since the start of this
millennium. According to Chen and Stephens (2011, p12),
the outstanding balance of home mortgages increased by
more than 250 times between 1997 and 2009, reaching
more than four trillion Yuan by the end of 2009. The ratio
of home mortgage loans to all banking loan reached
12.5% in March 2010, and its share within the long term
banking loans was 21%. Although this growth is in many
respects spectacular, China’s commercial home mortgage
still has room to expand. Li (2010), for example, found that
only 27.3 per cent of house buyers in the market sector
in Guangzhou had used commercial mortgage loans
between 1998 and 2007, whereas in Shanghai, where the
property price was significantly higher, the percentage
of households borrowing a mortgage was 31.2 per cent
between 1998 and 2005. These proportions are still much
smaller than those in most OECD countries. Chen and
Stephens (2011, p12), using the index of mortgage debt to
GDP, also found that in Shanghai, this ratio was only 26%
by the end of 2009, which was approximately half of that
in more advanced economies. Family finance and savings
from work are still the dominant source of home purchase
finance in China.
Deng and Fei (2008) have succinctly summarised the
current housing finance system in China. They found
that, urban households in China can expect to get both
subsidised HPF loans and commercial mortgage loans.
But according to a report by the People’s Bank of China
(2007), the total HPF loan originations reached 380 billion
Yuan (£27 billion) in 2006, about one-fifth of commercial
mortgage loan originations. Therefore, despite the
importance of the HPF program and its favourable interest
rates, commercial mortgage loans have gradually become
the dominate mortgage source for China’ urban dwellers.

rics.org/ research

3.4.2 Housing provident fund
The principles and practice of the Housing Provident Fund
(HPF) in China was derived from experience in Singapore
and introduced to China in early 1991 by the Shanghai
municipal government. Based on its experiences, the
Chinese Government introduced this Scheme in its 1994
reform. In a nutshell, the HPF is a compulsory saving
scheme for employees. More specifically, it is required
that all employers and employees contribute a percentage
of the employees’ salaries on a monthly basis to the
‘employees’ account’ in the HPF (the current lowest level
is 5%), which is then deposited in banks designated by the
management authorities(Yeung and Howes 2006).
According to the Housing Provision Fund Management
Ordinance (State Council 2002), There are basically three
components in the operation of the HPF
•

Housing Committee, which is responsible for the
strategic planning of HPF in the city/province

• Provident Fund Management Centre, which is
responsible for the daily operation and management
of the Fund
• Designated Banks.
The People’s Bank of China is responsible for the
determination of interest rates applicable to HPF, while
the Ministry of Construction and Ministry of Finance are
responsible for overseeing the Scheme at strategic and
national levels. At the local level, the common practice
is that the Housing Committees determine policies in
association with Management Centres and designated
banks are responsible for the daily operation of the HPF.
In terms of the usage of HPF, individual home owners can
only access their HPF account to purchase, construct,
renovate, or repair their houses or to make housing loan
or interest repayments. Renters can access the fund to
pay rents that exceed the normal rent to income ratio.
Although individuals can also secure mortgage funds from
HPF the permitted proportion is limited, and needs to be
topped up by a commercial mortgage. Besides withdrawn
by individual housing buyers, HPF would be invested in
state bonds. Profits gained through this investment are
required to be used in three ways, namely to serve as
reserve requirements, to support HPF management costs
and to support cheap rental housing construction.
Since its establishment in early 1990s, the total funds
assembled within the HPF have increased steadily. By
the end of 2008, for example, the scheme involved 77.45
million workers, accounting for 69.2 per cent of all urban
employees. The accumulated funds reached 2.07 trillion
YMB (£141 billion). The total withdrawn figure by 2008 was
0.858 trillion YMB (£59 billion), just under half of the total

funds assembled. In Beijing, the coverage of HPF reached
over 98 per cent of its urban workers, and the totally
assembled funds reached 0.35 trillion YMB, among which
0.2 trillion YMB were withdrawn (Beijing HPF Management
Centre 2012). In Shanghai, HFP accumulated 0.32 trillion
YMB by the end of 2011, and 0.17 trillion was issued
(Shanghai HPF Management Centre 2012), which yielded
a similar usage rate of 53 per cent to that of Beijing (57%).
Both cities were higher than the national average.
Although HFP has become one of the major financial
sources for housing purchase in China, limitations
still exist in the current system design. First of all, the
automatic linkage between the contribution rate and
employees’ incomes means that higher wage earners
not only deposit higher savings from their own salaries,
but also obtain a larger contribution from their employers.
HPF thus reinforces the income gap between employees
(Burell, 2006). Secondly, the capability of individuals to
get a commercial housing purchase mortgage is partly
influenced by the amount of their HPF deposit. This further
reinforces the way in which higher income workers gain
more from the scheme than the lower salaried employees.
Thirdly, the universal contribution rate set by the national
government does not take into account adequately the
individual cases. In some less-developed regions or
less-successful companies, contributors might find it
very hard to fulfil the 5 per cent compulsory saving. (Q.
G. Zhang 1999). Last but not the least, the potential of
mismanagement and illegal usage of the fund is high. And
the relationships between the Management Centres and
the assigned banks are less than clear. In many cases, the
Management Centres, under the requirement of the local
government, might push the banks to issue funds towards
different purposes. For instance, it is reported that one
local government illegally used more than RMB 200 million
of HPF to construct an airport as well as government
offices and a commercial building (Xu 1999). Further
improvement of this scheme is expected to be on agenda
in the coming decades, as will be shown later.

3.4.3 The Emerging Commercial Mortgage
Market
Unlike the U.S. or other developed countries, where the
mortgage industry is fully integrated into the larger capital
market, China has not yet developed its secondary
mortgage market, although more recently23, the State
Council proposed a reverse mortgage program, in a bid
to increase available financing for elderly care services.
The market response to this proposal has not been very
positive, as obstacles have been identified both in the
instrument design as well as the volatility of the property
market (He and Fan, 2013).

23 The secondary mortgage market in China is yet to fully emerge.
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Four state-owned commercial banks dominate the primary
mortgage market in China23, which are 1) the Industrial
and Commercial Bank of China (ICBC), 2) the Bank of
China (BOC), 3) the China Construction Bank (CCB), and
4) the Agriculture Bank of China (ABC). All of these are
supervised by the PBoC, and they report directly to the
State Council of China. Together, the four banks account
for over 90 per cent of the commercial mortgage market
share. ICBC and CCB are the top two banks, which have
originated almost 70 per cent of all commercial mortgages
(Y. Deng and Liu 2009). While a few quasi-private banks,
such as Minsheng Bank and Guangda Bank, are allowed
to provide commercial mortgages, their market shares are
very small.
All mortgage rates in China are adjustable (Zhu 2006), and
banks used a single mortgage rate for all borrowers. Since
2010, however, rapidly rising property prices have pushed
the State Council to publish a ‘Notice on Promoting the
Stable and Healthy Development of Real Estate Markets’,
which established a differentiated mortgage rate for
different groups of purchasers. More specifically, first-time
house buyers can get a 70 per cent loan-to-value ratio
whilst no more than 60 per cent is available for followon house purchase. Moreover, interest rates for further
mortgages on second (and more) homes are set at least
1.1 times the normal market rate. Moreover, mortgage
rates in China do not include any explicit risk-based
pricing mechanism (Deng and Liu 2009). When the central
bank, PBoC, announces a rate adjustment, this new rate
is applied to all existing mortgage loans starting from
the beginning of the following year. This fixed rate policy
means that refinance-driven prepayment is very rare in
China (Y. Deng et al. 2005). However, Chinese mortgage
borrowers are sensitive to increases in mortgage rates.
Yang and Shen (2008), for example, found that more than
35 per cent of the buyers paid back their loans ahead of
the term (Yang and Shen 2008).
On the supply side, although Chinese banks did not
apply risk-based pricing, they did adopt a five-category
system to group borrowers into different risk levels,
which helped them to control default rate (Deng and
Liu, (2009). Nevertheless, the number of default cases
in China is quite small. In the early 2000s, for example,
the non-performing rate of home mortgage was around
0.15 percent, significantly lower than those of other
loan services (PBoC, 2005, cross-cited in Chen and
Shephens, 2011). For China Construction Bank, one of
the nation’s biggest housing lenders, the bad-loan ratio
on personal mortgages was only 0.2 percent in June 2013,
unchanged from the end of 2011. This low default rate is
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mainly because the Chinese buyers are typically required
to pay big down payments – in some major cities, such as
Beijing and Shanghai, the down payments could average
half of a house’s value (Cao and Zhang 2013). As a result,
home mortgages have become one of the most lucrative
businesses for commercial banks. The latest finding from
Guilford (2013) revealed that the mortgage loans issued
by the Chinese banks reached $1.5 trillion at the end of
June 2013, among which one tenth was new mortgages,
which witnessed an increase of 179 per cent compared
to the number issued in the first quarter of 2012. Many
local banks had used up their loan quotas issued by PBoC
by mid-2013 and therefore had to strop lending (China
Economic Review, 2013). Nevertheless, some ‘creative’ but
illegal practices were spreading the Chinese banks in order
to lease loans and ‘help’ the consumers. One common
practice reported by Guilford was similar to ‘reverse
mortgages’, which allowed the prospective buyer’s parents
to take out a loan using their home as collateral when their
children were not able to pay the down payment. Therefore,
the Chinese banks ‘are exposing themselves to more risk
than their balance sheets reflect’ (ibid. p1).
Notwithstanding this dramatic growth, China’s mortgage
market is still taking shape and its size is relatively small
compared to mature markets. Several obstacles have
been identified by Tang et al. (2006). First of all, China’s
commercial banks are controlled by the states and under
the guidance of PBoC. Although this ownership structure
enables the Chinese government to intervene significantly
in this sector, it could also impede the flexibility of banks
and reduce their sensitivity to customers’ diversified
demands. Second, besides the bias of commercial banks
towards construction loans to purchase loans, there
is also a bias towards new housing purchase loans to
second-hand houses. This latter bias is partly resulted
from the fact that China’s second-hand housing market is
far less regulated and therefore banks might face higher
legal, diligence and transaction costs, as well as partly
explained by the current policy direction of discouraging
housing speculations and investment. Furthermore, a
mismatch between China’s property registration and
mortgage banking systems would results in ‘a deadlock’
if both the buyers and sellers have to resort to mortgage
to complete the transfer as noted by Tang et al. (2006).
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3.5 The future of China’s housing
market
This review shows, that after 30 years of major reform,
China has established a primarily market-based housing
system which sits alongside a comprehensive affordable
housing system that provides a significant element of
non-market provision. The reform efforts have undoubtedly
much success in pursuing the goals of improving the
living standard of urban citizens and expanding home
ownership. Most urban households have experienced
significant improvements in their living conditions, and
home ownership in China now exceeds 80 per cent. The
housing industry has also become a major contributor to
the nation’s economic growth. Nevertheless, our review
shows that there are still many challenges which need to
be solved. This section considers these challenges and
policy measures the Chinese Government might embrace
in the coming decade.
Regarding the macro environment, two patterns are of
particular importance for China’s housing market. The
first is GDP growth. A decade ago OECD (2012) predicted
that China would surpass the Euro Area in terms of
purchasing power by 2006 or so, and the United States
a few years later to become the largest economy in the
world. Although the GFC led to challenges of meeting
recession after 2007 China’s annual GDP growth rate
is still predicted to average 5.9 between 2014 and 2019
(Conference Board Global Economic Outlook). This rate
still lies well above that of the other leading economies
and it is expected that China will account for 23% of
world GDP by 2025. China’s quick rebound after 2008
significantly due to the substantial investment of the
Central Government in the domestic market in order to
promote economic and social stability. Analysis suggests
that between 10-15% of this GDP growth figure was
‘contributed’ by investment in housing and its related
sectors (BBVA Research, 2011; Wang and Yao, 2013).
It seems clear that not just through the recovery but into
the decade ahead that there will be sustained major
expansion of China’s real estate market.
This strong growth in supply is driven by the huge
potential growth in domestic demand. In 2003 there were
361 million households in China. Each year more than
eight million couples established their own families and
contributed to the potential demand for homes (Global
Information 2003). Furthermore, China had 0.24 billion
potentially mobile people in 2012, who had a higher
desire to move to and live in the cities. Demands for
urban renting and owning are markedly growing. The
trend of rural to urban migration is increasing and the
newly elected leaders of China have stressed that China
needs to promote its urbanisation, or the so-called ‘new
urbanisation’, more forcefully. Previous approaches to
urbanisation in China have emphasised the quantitative
dimensions of homes, neighbourhoods and cities needed

with much focus on volumes of construction and numbers
of households. There is, partly in reaction to the quality
of some of the places that have emerged over the last
30 years, a new concern to accelerate urbanisation but
to pay more attention to the human, social and life style
dimensions of urbanisation. In other words, what China
wants to emphasise in the forthcoming years, is to move
on from the major objectives of transforming the housing
system and growing home-ownership to focus on more
nuanced aspects of how to improve the living standards
of its citizens economically, socially and environmentally.
Housing, as an essential requirement of living, is expected
to play a significant role in this process. Here, the focus
of the Chinese Government will be not only on building
‘numbers’ of cities and homes but also on improving
the quality of homes, neighbourhoods and other
supplementary infrastructure. Demand for, and supply
of, housing is set to grow but as incomes rise it is also
set to become more diverse in quality and location.
Against these strongly positive macro backgrounds for
‘demand’ the main challenges facing both the commercial
housing sector and the government is that inelastic
supplies of housing and land in growing locations
generate rising long term prices and lay the foundations
for speculative price booms too. Dealing with the supply
side of the system is the main policy challenge for growing
cities and nations globally and China’s ability to transform
economic growth into higher real consumption for all
rather than rising property values will lie at the core of
national progress.
The housing supply challenge for China lies not just in
new construction. Past research in Beijing and Shanghai,
suggests a low percentage of housing improvement
spending in total household spending. With the
improvement in income and growing desire for better living
conditions, it is expected that more families will spend
money on housing improvement (Si Chuan Housing and
Urban-Rural Construction Bureau, 2013). Shantytown
revitalization has been increasing significantly since the
new Government came to power. In 2010 for example,
shantytown regeneration was planned for 28 million units,
accounting for almost half of the total affordable housing
construction figure. In 2011, the planned figure was 40
million units, or around 40% of the government target.
At the present time housing supply is already lagging
behind demand growth and it is expected that housing
prices will rise more substantially in larger metropolitan
cities and coastal cities. CRIC has published its Cities
Real Estate Market Development Forecast Ranking in
2013 (China Real Estate Research Association, 2013),
which highlighted a horizontal T pattern of housing market
growth, where the head of the T stretched along the four
main coastal economic regions of Bohai Rim, BeijingTianjin-Tangshan, Yangtze River Delta and Pearl River
Delta, and the body of the T extended along the newly
constructed high-speed-train route to major inland cities.
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These top cities are likely to face higher housing price
pressures than smaller cities and towns. Furthermore, with
the Central Government now having devolved the market
influencing responsibilities to the local authorities, it is
going to be a real challenge for the local governments not
just to monitor and study their regional housing market but
to regulate price and quantity outcomes effectively. The
requirement for enhanced housing market governance
and analysis skills is demonstrably high.
As house prices rise and the national housing stock grows
it can be expected that there will be marked growth in
the market for existing homes (to date the majority of
transactions are either the sale of public housing units
or new construction). In China this is referred to as the
second or second level market. The sector has been
relatively late in developing as various policies and
practices have discouraged selling/buying existing homes.
For example, it was noted above, in Section 2, that the
Chinese Government had introduced less favourable
mortgage rates and transaction fees for second-hand
housing and, in section 4, discrimination by the banks
against making mortgages to second-hand house buyers.
These policies have their roots in attempts to dampen
price booms but they would have a negative effect if
applied into more normal times. Owners who had bought
public housing units require administration approval before
they can sell their existing homes. These permissions
have been rising over time and more and more Chinese
owners are likely to choose to sell their existing homes as
their household and employment circumstances change.

Figure 3.6

Dealing with the dynamics of a second-hand housing
market is a new priority for China in the decade ahead.
Affordable housing in China also faces major changes.
High and rising housing costs have become a significant
burden for the average urban household, causing strong
social dissatisfaction. There are still significant gaps and
unmet needs in the provision of affordable housing in China.
There are some promising signs, however, that, since 2010,
the focus of the Chinese government has slowly shifted
from an overwhelming concern with economic growth to
a balancing interest in improving social harmony. There
has been, as indicated above, a clear shift in emphasis
from housing ownership and ‘buying on the market’ to
a balanced development of commercial and affordable
housing. Investing in affordable housing, as compared to
a general bias towards real estate investment, has been at
the centre of recent government stimulus expenditures for
the Chinese economy.
A closer examination of the housing regulations released in
the second and third reform periods reveals that the reform
focus of the Chinese Government in the housing sector
has now shifted from a sole emphasis on controlling price,
to one that pays attention to the structure and component
of the whole housing system. This is reflected in the
increasingly diversified housing types available on China’s
market, as shown in figure 3.6 below. In the affordable
housing sector leased properties are arguably becoming
the next investment ‘hotspot’. The currently small-sized and
price-controlled rental property market is going to play a
bigger role in China’s future housing market

Affordable housing policies in Chinese cities since 1998

Lowest
income

Low
income

Lower-middle
income

Middle
income

Upper-middle
income

High
income

Highest
income

1998 policy
CRH

Economic and Comfortable Housing (ECH)

(housing provision)

Commodity housing

2003 Adjustment
CRH

ECH

(rent subsidies)

Ordinary commodity housing

Luxury commodity housing

2007 Adjustment
CRH

(rent subsidies + housing provision)

ECH

Small commodity housing

Ordinary commodity
housing

Luxury
commodity
housing

Ordinary commodity
housing

Luxury
commodity
housing

Add “housing difficulty” requirement

2010 Adjustment
CRH

(mainly housing provision)

ECH
Add “housing difficulty” requirement

Source: Huang (2012, p948)
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Small commodity
housing
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The re-emergence of the PRH is particularly worth noting.
Currently housing allocation favours local urban residents
and groups that are already well off. As both ECH and
CRH are only open to locally registered residents, large
numbers of migrants, especially those from rural areas, are
placed in a vulnerable situation. Since 2010, only officially
registered local residents can purchase a second house.
Outsiders, who have not paid local social insurance and
other taxes over a number of years, are excluded from the
right to purchase second-hand homes in the local housing
market (Cao 2012). These regulations have increased
housing inequality among Chinese households, and are
likely to lead to further social and economic segmentation.
The re-introduction of PRH investment in 2011 was an
intention of the Chinese Government to counteract theses
biases against new graduates, rural migrant workers and
young employees. According to the government, the
affordable housing construction target for 2011 included
23 million units of PRH, second only to the number of
shantytown regeneration projects, and accounting for
23% of the total target. As the market has responded very
positively to this type of affordable housing, its construction
is highly likely to increase in the near future.
The Chinese government has also been redefining the
housing construction responsibilities of the public and
private sectors. For shantytown regeneration and CRH,
governments are still taking the lead; for PRH, ECH and
CPCH, cooperation between the public and private
agencies is expected; while for normal commercial
housing and luxury housing, private developers will be fully
in charge. Government regulation and inspection of private
developers is not likely to be loosened in the future as
speculative investment in the supply side has contributed
to housing market difficulties in China. However, the
Chinese government is expected to engage more in
inspection of developers’ land usage and retail behaviour.
The growth of commercial housing and the expansion of
the affordable housing sector present new challenges for
China’s housing financial system. For the HPF, the Chinese
Government has promised to establish a transparent
and standardised regulation system (Li, 2013). Mobilising
the large amount of ‘sleeping’ money (unused savings in
the HPF) is also one of the top concerns for the Chinese
leaders. As indicated in section 4, only 43.82 per cent of
assembled HPF was released by 2008 nationwide. Even in
the ‘hottest’ cities such as Beijing and Shanghai, the usage
rates only just surpassed half of the assembled amount.
Strict regulation and limited investment channels are two
main reasons to blame for this low utilization rate. Some
local governments are nevertheless actively exploring new
ways of mobilizing such large amount of funds through
making it easier to use HPF funds in housing purchase.
The most important of these to date has been allowing
households to use the funds in cities different from where
they had saved them. This change was generally found
in first-tier cities where the property price was far beyond

the income of average households, and therefore more
and more people wanted to buy their houses in nearby
smaller cities, or even their original hometowns if they are
migrants. According to the national regulations of HPF,
these people were not able to use their HPF saving for this
purpose. Some cities have now started to loosen up this
tight control. In Guangdong province, for example, 8 cities
have started to cooperate with each other in managing
HPF funds. However, cross-province HPF management
cooperation is still not feasible as challenges exist in many
areas such as monitoring, inspection, and communication
(Renmin Daily 2012). But based on the experience of
Guangdong, the Chinese Government is very likely to
initiative some wider scale pilots, as it had done throughout
its housing reform history.
For commercial financing sector, China is still developing
its housing finance system. The state-owned banks
hold most individual mortgages and development loans.
While this arrangement makes it easier for the state to
exert macro-control over China’s real estate market,
the limited financing channel and over-reliance of real
estate on state-owned banks also creates conceivable
risks. When large-scale property markets boom or bust
they have a significant effect on China’s overall financial
stability (as seen in the burst of the Hainan real estate
bubble). Diversifying the commercial mortgage market
and the range of financial products is therefore an urgent
issue facing Chinese reformers. Entry of foreign financial
institutions would facilitate such diversification, but the
overall regulatory environment and transparency of
China’s real estate market needs to be improved before
foreign financial agencies are likely to feel comfortable in
large scale lending in the Chinese real estate sector at
reasonable risk premia.
In summary, housing demands and needs will continue to
grow strongly in China and housing analysts, developers,
and ordinary citizens widely believe that this will mean
rising house prices in the longer term. It is therefore
desirable to invest in housing earlier rather than later.
Managing China’s growth without needless and divisive
house price inflation is a key national concern for now and
the decades ahead24. The long march from country to city,
from poverty to prosperity and from state to market has
some way to go. However, in recent decades its progress
has been extraordinary.

24 Interviews with officers of the Beijing Construction Bureau and Planners in Shanghai Urban Planning Bureau.
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4.0 Housing and Economic Change in India
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4.1 Introduction
India covers an area of 3.2 million square km and while
surrounded by sea on three sides, it shares land borders
with China, Bangladesh, Nepal, Pakistan and Myanmar.
It is the largest and most diverse democracy in the world,
with some 22 officially recognised languages, 14 written
scripts, and thousands of mother tongues, dialects, tribes
and castes.
Since 1951 the population has increased from 361
million to 1.21 billion and the share of the population
living in urban areas has increased from 17% to 31%.
Throughout this period India has continuously struggled
to build sufficient housing to accommodate its household
population. The Government of India’s National Building
Organisation (2012) estimates suggest that in 2012 there
was a shortfall of almost 19 million urban dwellings to
meet the requirements of 81 million urban households.
There has also been a failure to deliver a commensurate
increase in basic infrastructure (water supply, sewerage,
garbage disposal facilities, roads, public transport, street
lighting and pavements). Alongside growth in slum and
squatter settlements, it is clear that there are many
challenges to be overcome if the very wide gap between
housing requirement and supply is to be closed.
The next section provides an overview of economic and
institutional context within which the housing system
of India is embedded. Section 4.3. then explores more
specifically the development of housing and urban policy.
Section 4.4. reflects on the performance of the housing
sector in the last decade and resulting housing outcomes.
A brief conclusion reflects on emerging prospects.

4.2 Socio-Economic Trends and
Political Realities
India had a population of 1.21 billion in 2011 – over 17%
more than in 2001. This rapid population growth has been
accompanied by a continued trend towards urbanisation,
albeit at a rate below that witnessed in Brazil and China.
Rural flight is often argued as the key driver of
urbanisation in India. However, the Indian Institute for
Human Settlements (IIHS, 2011) has shown that, over
the last 30 years, natural population growth accounted
for 60% of the population increase in urban areas whilst
rural migration accounted for around 20%. The rest
has resulted from urban boundary expansion and the
reclassification of towns25. Post 1980 liberalisation of
India’s economy has also not accelerated the rate of
urbanisation, as often claimed. Over the last 4 decades,
the highest rate of urban growth (3.8%) was recorded in
the 1970s.
Urbanisation rates have varied across India over the last
30 years. Studies confirm that urbanisation has been
largely concentrated in states with the highest per capita
income and within India’s larger metropolitan cities (Kundu
and Singh, 2005; Kundu, 2011; IIHS, 2011), which are
now home to some 44% of the total urban population
of India. This is reflected in variations in current levels
of urbanisation at state level. In 2011 Tamil Nadu (49%),
Kerala (48%) and Maharashtra (45%) were the most
urbanised of the major states whilst Orissa (17%) and
Bihar (11%) had the lowest proportions of the population
living in urban areas.

25 Between 2001 and 2011, the numbers of settlements classified as towns or cities increased from 5,161 to 7,935. The Indian Census defines a settlement
as urban if it has a population of 5,000. However, smaller settlements that meet other criteria may also be classed as a census town and thus ‘urban’. These
criteria include population density (400+ people per square km), and areas where 75% or more of men are employed as non-agricultural workers.
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4.2.1 India’s dual economy and labour
market
Most developing countries have a formal and an informal
economy. Mishra and Shankar (2013) note that India
has the highest proportion of workers in the informal
sector in the world, while India’s unincorporated
enterprises generate upwards of 50% of GDP. According
to the National Sample Survey Office (NSSO, 2012), in
2009-10 over 92% of India’s workers were engaged in
the informal sector.
The share of workers in the formal sector decreased in
the 1990s following the introduction of economic reforms,
mainly as a result of contraction of public sector jobs, but
there was some increase in formal employment in the
urban private sector in the 2000s (MOHUPA, 2013).
At 59%, the proportion of urban workers engaged in the
informal sector is considerably lower than the India wide
figure. That said, informal workers in urban areas are
concentrated in lower paid jobs (see Table 4.1) and there
are clear associations between informal work and social
class, caste and religion. Informal workers and many
lower paid formal workers lack access to social protection
or employment benefits such as annual or sick pay.

Table 4.1

Economic reform has to date delivered little improvement
in the labour market prospects of most workers and most
people continue to lack the wherewithal to improve their
earning capability. The Government of India (2011a) has
observed that the labour market remains:

“a segmented market with limited vertical and
horizontal mobility of the labour force. Many
institutional and social barriers have resulted in
labour market segmentation and hence inequality
in access to the labour market in general and
productive employment in particular” (p 24).
There is much controversy surrounding available poverty
measures, even between Government Departments. That
said it is generally accepted that extreme poverty has
declined since the 1990s. India Planning Commission (2013)
estimates show that the percentage of persons in poverty
and unable to consume basic nutritional needs fell from 37%
in 2004-5 and to 22% in 2011-12. Poverty also remains more
acute in rural (26%) than in urban areas (14%). The World
Bank defines poverty as survival on less than $1.25 per day.
It reports poverty fell from 42% in 2005 to 33% in 2010,
which equates to 394 million people (World Bank, 2005;
World Bank, 2010). In terms of those close to the poverty
line, it estimates that 829 million people survive on $2 or less
a day (69%) and 978 million on $2.50 or less per day (81%)
(World Bank 2010).

Average Daily Wage Rates (in Rupees), 2009-10

Regular workers

Casual in public works

Casual in other works

Rural

229.35

93.53

92.56

Urban

362.35

95.34

122.33

Male

330.08

98.8

106.31

female

249.51

86.54

70.19

Poorest

127.65

90.68

83.82

2nd poorest

173.29

96.04

94.45

Middle

241.68

92.12

101.72

2nd richest

320.5

94.8

107.02

Richest

523.21

99.6

125.72

All

315.48

93.71

96.56

Sector

Sector

Quintile

Note: There are currently there are around 100 Rupees to the £ and 62 rupees to the Dollar.
Source: Government of India (2011) Second Annual Report to the People on Employment
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In the absence of substantial wage growth at the lower end
of the labour market, the sharp decline in poverty reported
by the Planning Commission is difficult to account for. It is
possible that expansion of anti-poverty programmes has
played some part, but the World Bank has assessed such
programmes as not very effective. What is clear, as World
Bank figures confirm, is that economic growth in India has
yet to reduce extreme poverty as effectively as growth has
done in China and Brazil.
Income inequality in rural and urban India is growing. The
OECD (2011) estimate that in the last two decades India’s
Gini coefficient has increased from 0.32 to 0.38, reflecting
a growing concentration of wealth. Whilst the consumption
of the top 20% of households increased by some 3% per
year in the 2000s, the consumption of the bottom 20% grew
by only 1% per year. This reflects a rise in wage inequality.
Various reports suggest the top 20% has benefited from real
wage growth in the formal economy. By contrast wages in
the informal sector have changed little (OECD, 2011; World
Bank 2012; Pal & Ghosh, 2007; Shukla et al, 2010).

4.2.2 India’s dual housing system
The housing system in India is also made up of a formal
and an informal sector. Faced with a lack of accessible
or affordable housing options, growing numbers of poor
and not so poor households have resorted to residing in
informal housing units or settlements.
The most visible manifestation of informal housing is
Dharavi and other slums and smaller squatter sites
dispersed throughout Mumbai and India’s other cities and
towns. However, there are many other quasi-formal and
unauthorized housing developments that do not comply
with regulations in relation to land ownership, planning and
building regulations (Payne, 2000; Pugh, 1990; Roy, 2009;
Weinstein et al, 2013)26. Not all slums are illegal however.
There are authorised slums where municipal authorities
have duties to provide basic services and unauthorised
slums where no such duty exists. The former are greatly
outnumbered by the latter. People living in unauthorised
slums and other small squatter settlements live with a
constant threat of eviction and confiscation of goods
(Kundu, 2011; Hingorani, 2011a).

Table 4.2

World Bank Description of
Land Tenure Regularisation
in Developing Countries

The path to secure property rights in developing
countries, including India, follows a different
sequence than for developed jurisdictions.
The formal and legal processes stated in law
and regulation assume that land occupation
follows this pattern:
1. Land conversion from rural to urban
2. Land titling as urban
3. Approval of land development plans
4.	
Approval and implementation of urban
infrastructure (roads and utilities)
5. Approval of housing plans
6. Houses are built and occupied.
The majority of the population in developing
countries begins with the sixth step, occupying
the land and building their houses. After this
step, they usually take the fifth step followed
by the fourth, enhancing durability by seeking
government support for the provision of roads
and utilities, and by making further investments
in the dwelling. After some tenure stability
is gained, they start the process aimed to
regularize all the approvals described in
steps one to three.
Source: World Bank (2013) India Low Income Housing Finance Project –
Project Appraisal Document

Growth of the informal housing sector reflects a myriad of
factors, but two issues are worth immediate note. The first
is that the process of securing property rights and land
ownership in developing countries, including India, do not
mirror those in the developed world; Table 4.2 describes
the process of land tenure regularisation. The second
involves a brief outline of India’s legislature and governance
arrangements, with specific reference to housing.

26 Such irregularities are by no means confined to the residential sector. Ghertner (2008) for example reports that much of Delhi, including the world-class
Akshardam temple violates land zoning or building laws
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4.2.3 The administrative geography of India
According to its written constitution, the Republic of India
is a Union of States. It has a parliamentary system of
government and a federal structure that is comprised of
the Central Government, 35 States (or Union Territories)
and a large number of local government bodies. Different
local government arrangements operate in urban
(municipalities) and rural areas (panchayats).
Housing and urban development are predominantly
State functions. However, the Central Government can
and does seek to wield influence over the activities of
the States. Central Government typically formulates
broad policies and legislative guidelines it wishes to see
implemented at the state and local government level.
The single most important policy documents are India’s
Five Year Plans, which set out national policies and
programmes to guide spatial planning and investment
priorities.
To drive forward the implementation of these priorities,
financial resources are allocated though centrally coordinated programmes, or through national financial
institutions. Since 2004, urban development policy
functions have been carried out by the Ministry of Urban
Development (MUD) whilst housing policy functions
have been carried out by Ministry of Housing and Urban
Poverty Alleviation (MOHUPA). The latter is responsible
for managing the Housing and Urban Development
Corporation (HUDCO), a publically owned company
charged with financing and promoting good practice in
the delivery of housing for low income households.
State Governments are responsible town and country
planning and for legislating on land use and housing
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related matters. Implementation of national legislation and
housing policies therefore depends heavily on how these
are framed by State Governments, and the perceived
attractiveness of the fiscal incentives made available. Most
State Governments have Housing Boards charged with
securing housing at an affordable price as well as Urban
Development Authorities charged with land acquisition and
development.
Local government’s role in relation to housing largely
depends on the functions it has been granted through
State legislation, although urban local government bodies
(Municipal Corporations) are mandated to prepare 20year developments plan (or Masterplans), the last round
of which was carried out in 2001. The problem is that they
often lack the powers, finance or capacity to oversee the
implementation of such plans or to maintain and upgrade
key services and basic infrastructure where responsibility
has been devolved to them. The 74th Constitutional
Amendment Act of 1993 sought to improve matters by
giving greater powers to local government bodies, but the
willingness of State Governments to devolve powers has
been variable and progress has been slow (CAGI, 2013).
Since the 1990s India’s political scene has evolved from
one dominated by one political party (The Congress Party)
to one shaped by regional and local issues. Many States
are now governed by regional parties, which are often
defined on linguistic or caste lines, a trend that has been
accompanied by changes to the number of States and
their boundaries. Plans to establish the Telangana State in
south east India are well advanced and further adjustments
to the federal map are likely. In August 2013 the Indian
Express reported that the Home Ministry has received
representations for the creation of a further 20 States.
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4.3 Housing and Urban Policy
in India
4.3.1 Policy dirigisme in the
post-independence era
Prior to 1980 India’s economic policy was based on
achieving national self-sufficiency and industrial growth.
This was underpinned by strict controls on imports and
exports, tight regulation of the private and financial sector
and state ownership of heavy industries, infrastructure and
communications. Many state owned firms were inefficient
and unprofitable (Bhagwati, 2000; Desai, 2003; Jha,
2004). Five-year plans set out priorities, resources and
targets for each sector of the economy, including housing.
In the 1950s and 1960s, Central Government provided
subsidies to assist State Governments undertake land
assembly, slum clearance and construction. The Central
Government also sought to control land use and to
freeze land prices, in large part in order to facilitate
land acquisition by States. Nonetheless, by the end of
the 1960s housing supply lagged behind demand and
much of the subsidised housing available was occupied
by “better off” households. India’s National Building
Organisation (NBO) estimated that in 1971 there was
a shortfall of 2.9 million units. A lack of public finance,
sluggish land assembly and the construction of subsidised
housing in areas on the periphery of urban areas, from
which poor households could not commute to work, were
amongst the contributing factors (Rao, 2004; Pugh, 1990;
Hingorani, 2011b).
During the 1970s, five year plans began to place less
emphasis of state housing provision and instead focused
on the promotion of co-operative and self help housing
and the improvement of living conditions in existing
slums27. The 1970s also saw the beginnings of a housing
finance circuit with the setting up of HUDCO in 1970 and
the Housing Development Finance Corporation (India’s
first private sector housing finance company) in 1977.
Towards the end of the decade, responsibility for social
housing was devolved to State Governments. This was
in the expectation that States and their Housing Boards
would finance new housing through borrowing from the
housing finance sector and cross-subsidise the cost of
housing for the poor by developing housing for higher
income groups (Rao, 2004; Hingorani, 2011b).

27 That said, many thousands of slums and pavement dwellings were
demolished, especially during the 1995-97 state of emergency.
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Whilst the first five year plan (1951-1956) focused on
housing those living in rural areas or displaced following
partition, subsequent plans pointed to a need to improve
urban housing conditions. That said the overall thrust of
the early five year plans was to disperse population and
prevent rather than accommodate population growth
in large metropolitan areas. This official approach to
urbanisation remained evident at national level well into
the 1980s and at State level often well into the 1990s
and even beyond. State Governments, often dominated
by representatives from rural areas, remained reluctant
to invest in cities and Central Government subsidies fell
far short of what was required (Weinstein et al, 2013).
Municipalities therefore often lacked the capacity to make
adequate investment in basic infrastructure and housing to
accommodate the growing population numbers. Hingorani
(2011b) suggests policy makers also continued to perceive
housing primarily in welfare (shelter) terms and there was
little if any consideration of housing as an integral part of
the wider economy.
These failings were compounded by increasingly
fragmented and populist politics and growth in measures
intended to appease different interest groups. Political
corruption also increased and criminals moved into the
political system, especially in some northern States,
(Sanchez, 2012; Weinstein et al, 2013). These political
and administrative developments further weakened the
capacity of government bodies and agencies to deliver
the five year plans.
Stringent rent control, originally intended to protect
tenants from eviction and unfair rent increases, deterred
private investment in the provision of new rented housing
and the upkeep of private rented dwellings also declined
during this period (Rao, 2004; Dey et al, 2006). Central
Government introduced model rent control legislation in
1992 to modernise regulations articulated in 1947 but
few States had implemented a revised Rent Act prior to
2005 when the Jawaharlal Nehru National Urban Renewal
Mission (JNNURM) was launched28.
The net result was that by 1981 NBO estimated the
housing shortfall had climbed to 7 million. In the face
of rising need, inadequate supply by the State, and an
unwieldy land-use system, buildings that bypassed
planning and legal systems proliferated. The UN estimated
that by the end of the 1970s, 3.1 million people lived in
slum housing. The ‘legitimacy’ or otherwise of slums and
other quasi legal dwellings continues to be contested
through political arenas and courts (Ghertner, 2008;
Roy, 2009; Weinstein et al, 2013).

4.3.2 Economic winds of change
In the 1980s, the Central Government introduced
economic policy reforms that signalled the beginning of
a move towards greater acceptance of market driven
outcomes. As growth rates climbed, India increased its
foreign borrowing to support infrastructure and other
development. This led to a balance of payments crisis
when the Soviet Union, which was India’s major trading
partner, collapsed and the 1991 Gulf War led to a sharp
rise in oil prices and a severe drop in exports to the Middle
East (Kohli, 2012; Chandrasekhar & Ghosh 2006).
In order to secure a bailout loan of $1.8 billion (US dollars)
from the International Monetary Fund (IMF), the Central
Government of India initiated a package of structural
economic reforms. These included opening up the
economy to direct foreign investment and tax reforms that
brought about substantial reductions in corporation tax,
wealth tax and the top rate of income tax.
Thereafter economic reform moved apace, sustained by
support from across the political spectrum. From the mid
1990s to 2011-12, GDP grew briskly, averaging 7% per
annum and memories of the so-called pre-1991 ‘Hindu
rate of growth’ faded. Post reform growth mainly stemmed
from expansion of the formal and informal service sector
and the construction sector. There was particularly strong
growth in the ICT and financial sectors. The economy
also benefited from foreign investment and international
remittances (Bardhan, 2010; Balakrishnan, 2010).

4.3.3 Housing policy responses
Macro-economic policy change was accompanied
by a shift in urban development policy and a National
Commission on Urbanisation was established in 1985
to bring a more holistic focus to the development of
urban areas. The Tenth Five Year Plan (2003-07) argued
that the modest pace of urbanisation in India was
disappointing whilst the Eleventh Five Year Plan (200712) said that urbanisation was the key to economic and
social development and that the policy goal was to ensure
that India’s cities continued to be the locus and engine
of economic growth over the next two decades. In order
to achieve this goal it set out broad priorities to improve
housing stock through urban renewal, slum improvement
and the construction of new housing in existing cities as
well as new townships.
The Twelfth Five Year Plan (2012-17) went further, calling
for “faster, sustainable and more inclusive growth”. The
focus on urban planning and development is maintained,
but a need to bring more poor and marginal people under
its ambit and to strengthen urban governance and the
capacity of the public sector to implement programmes
is emphasised. Co-ordinated action to improve public
transport and to make cities environmentally sustainable
by reducing their energy footprint is also called for.

28 JNNURM, which is discussed further below required reform to this “bottleneck to urban development” as a condition of funding
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During the 1980s housing therefore emerged as a policy
issue in its own right rather than as an adjunct of welfare
policy. The first National Housing Policy was formulated
in 1988, with a strong focus on homelessness, but
subsequent updates and revisions have stressed that
housing is integral to improving economic growth.
Since the 1990s concerted efforts have been made to
further promote a well-functioning housing finance system.
The National Housing Bank (NHB) was set up in 1987
to broaden the market-based housing finance system
and support the subsequent expansion of non-banking
institutions solely devoted to lending towards housing
known as housing finance companies29.
The mortgage market was de-controlled in 1994, allowing
housing finance companies to charge market interest
rates on all loans (NHB, 2012; Government of India, 1998).
The finance sector has also progressively opened up to
Indian banks and as well as foreign direct investment
(FDI) to increase the flow of funds available to support
infrastructure projects and construction projects in the
residential, commercial and social spheres (including
hospitals and schools).
Central Government has increasingly advocated that
the role of state governments, and more especially
local government bodies, should move to that of an
enabler, tasked with eliminating constraints to housing
development and managing land supply. As part of this
enabling role, States and urban local government bodies
have also been encouraged to forge public-private

partnerships to accelerate the pace of house construction
of both market and affordable housing as well as to secure
the necessary investment to improve basic infrastructure
and transport (Government of India, 1998).
There have been some limited attempts to overcome
constraints on land supply, such as repeal of the 1976
Urban Land Ceiling Act. This Act allowed the state
to purchase land held by those with ‘excess’ land
and redistribute it to those without land. While used
to an extent in West Bengal and Gujarat, other State
Governments rarely made use of it (Weinstein, 2013;
National Resource Centre, 2009), but the Act was said
to have had an adverse effect on the land market through
a perception of scarcity that pushed up land prices
(National Resource Centre, 2009, 2009; Rao 2004).
The most recent housing policy statement is the 2007
National Urban Housing and Habitat Policy (NUHHP).
Under the banner of “affordable housing for all” it seeks
to increase land supply and accelerate construction to
address the substantial gap between demand and supply
for housing and basic services, especially for vulnerable
sections of society such as the urban poor. At the time
official estimates suggested there was a shortfall of 26.5
million urban units for 75 million urban households and
that the cost of addressing this shortfall was in excess of
$88 billion. Other specified priorities were to promote the
use of technology to modernise construction and enhance
the energy efficiency and cost efficiency of housing.

29 The NHB remains the single most important organisation in the housing sector but it is currently going through some structural changes. Ownership of the
NHB is being transferred from the Reserve Bank of India (RBI) to the Central Government. NHB’s responsibilities for regulating Housing Finance Companies will,
it appears, transfer to the RBI. 30 100,000 Rupees (IRN) = 1 lakh
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To progress NUHHP priorities, MOHUPA set up a
Taskforce on Promoting Affordable Housing in 2010
and a Taskforce on Rental Housing in 2012. Affordable
Housing Guidelines were published, and were updated
in September 2013. In terms of targeting policies to
achieve “affordable housing for all”, Central Government
expectations are currently that:
• The private sector will continue to cater for ‘middle
income groups’ (MIG) and ‘higher income groups’
(HIGs) but a more competitive housing finance sector,
a more efficient real estate sector and the easing of
land supply constraints will develop over time.

The most wide ranging and ambitious programme has
been the flagship Jawaharlal Nehru National Urban
Renewal Mission, which runs from 2002 to March 2014.
JNNURM offers State and local governments financial
assistance to fast track development in urban settlements
in return for a package of 23 (13 mandatory and 10
optional) reforms to improve local accountability and to
increase private sector participation in the financing and
delivery of urban infrastructure and housing. Amongst the
mandatory reforms are:
• Rent control reform.
• Rationalisation of stamp duty.

• ‘Low-income group’ (LIG) families (with a total annual
household income of IRN1-2 lakh30 or around $1,830$3,660) are eligible for subsidised housing assistance.
Eligible habitable unit must be between 28 and
60 square metres, although the cut off for Central
Government assistance (either capital or interest
subsidies) has been set at 40 square metres.

• Enactment of a Community Participation Act to
give local communities more say in the design and
implementation of local plans etc.

• ‘Economically weaker section’ (EWS) families
(comprising households with a total annual household
income up to IRN 1 lakh or around $1,830) are eligible
for assistance with the acquisition of habitable units of
between 21 and 27 square metres.

The programme is comprised of 4 ‘missions’:

This setting of income thresholds for the first time is
intended to secure better targeting of public subsidies.
The LIG and EWS limits assume housing costs of up to
40% of total income and appear to reflect a Taskforce
recommendation that the house price to income multiple
for EWS and LIG families should be no more than 5.

• Basic Services to the Urban Poor (BSUP) and the
Integrated Housing and Slum Development programme
(IHSDP), which are administered by MOHUPA and
focus on housing and basic amenities for slumdwellers and other poor households. BSUP has been
targeted at 65 cities whilst the IHSDP has been open
to applications from other urban centres. These two
missions subsumed other ongoing programmes to
support slum improvement.

Beyond specifying different income groups, housing
policy in India does not focus on different segments of the
population such as older households or newly forming
households, although the National Policy on Senior
Citizens of India (Government of India, 2011b), does make
mention of specialist housing provision. Unlike in other
policy areas, such as rural development, housing policy
also does not appear to differentiate between households
that fall below the poverty line (BPL) and other very low
income households that fall within the EWS category.
Over the last decade the Central Government has
introduced a succession of programmes to incentivise
States, local government bodies and non-governmental
organisations to take action to reduce the chronic shortage
of infrastructure and housing in urban and rural areas.

• Implementation of the 74th Amendment and the
transfer of planning and other functions from state to
municipalities.
• Urban Infrastructure and Governance (UIG) and
Development Scheme for Small and Medium Towns
(UIDSSMT), which are administered by MUD and seek
to upgrade city–wide infrastructure.

In 2013 MOHUPA also began implementation of the Rajiv
Awas Yojana programme to achieve a slum-free India by
2022. Some $6 billion has been earmarked for 2012-2017
(MOHUPA, 2013a). To put this in context, Census 2011
and Planning Commission estimates show there to be a
slum population of anywhere from 65 to 95 million people.
As part of a National Urban Livelihoods Mission (NULM)
for 2013-22, MOHUPA also plans to construct dormitory
style shelters for the urban homeless that will each cater
for 50-100 people (MOHUPA, 2013b)31.

31 The NULM targets those near or below the poverty line (BTL) in towns/cities with a population of 100,000 or more, aiming more generally to train them to
become self-employed or access skilled employment and to provide workspaces for street vendors
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4.4 Performance of the Housing
Sector in the Last Decade
4.4.1 Developments in the housing market
The housing market in parts of India, in particular the
metropolitan cities and states with higher per capita
income, experienced considerable construction and
house price growth in the 2000s. This housing market
boom has been driven by a combination of demand and
supply factors, not all of them positive.
At the aggregate level the main driver of housing demand
has been rapid increase in household numbers (see Table
4.3). This has resulted from a combination of population
growth and, more especially, the shift from extended family
living to nuclear family living. In 2011 just 16% of urban
households contained 2 or more married households.

Table 4.3

The trend towards nuclear families in India has been
greatest amongst those in the upper half of the income
distribution. This suggests that demand for housing in
the formal housing sector has been driven primarily by
a substantial growth in the numbers (if not the proportion)
of higher income and very high income households.
Remittance payments received from family members
working or living abroad have also made it financially
feasible for many to access the formal housing market.
Government estimates suggest that in 2010 remittance
payments were in the order of $6 billion, which was
equivalent to 4.5% of GDP. There is also anecdotal
evidence that some local housing markets have witnessed
an upturn in demand from overseas purchasers
(including non-resident Indians) and older households
with considerable equity and savings wanting to buy
somewhere comfortable to retire. Pune and other towns
in Maharashtra are said to have attracted older buyers
relocating from Mumbai.

Household Growth in Urban and Rural India 2001 to 2011
Total

Change

2001

2011

No

%

All Households

193,579,954

249,454,252

55,874,298

28.9%

Rural

137,773,323

168,565,486

30,792,163

22.3%

Urban

55,806,631

80,888,766

25,082,135

44.9%

Source: Census of India 2011: household and homeless presentation
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Demand for housing in the formal sector has been
stimulated by continued expansion of the housing finance
sector, which has increased competition and lowered
interest rates. Interest rates on housing loans have fallen
to under 10%, from a peak of 17% in 1996. Simplified
procedures for applying and securing credit have also
given further impetus to housing demand (Singh, 2013).

Few official data are recorded for housing in India
however, although the Reserve Bank of India is currently
developing a housing monitoring system that will include
LTV ratios and price to income ratios. RBI is also piloting
a housing start-up index to track changes in the number
of newly built residential units. These data will cover a
number of selected cities rather than the whole of India.

Total housing loans in India were around INR 4,034 billion
($ 63.4 billion) in 2012, up by 12.3% from INR 3,591 billion
(US$ 56.4 billion) in 2011 (NHB, 2013). This was the result
of lending to more borrowers rather than a steep rise in
loan to value ratios. It is widely reported that LTV ratios
rarely exceed 75%. Certainly the RBI expectation is that
LTV ratios should not exceed 80% other than for loans for
‘affordable housing’ (up to INR 20 lakh) where the ratio is
not expected to exceed 90%.

Notwithstanding the current dearth of hard data,
increases in prices at the upper end of the market have
unquestionably impacted on prices at the middle and
lower ends of the market and forced growing numbers of
middle income as well poorer households out of the formal
market. As National Resource Centre, 2009 observe:

In spite of the deepening and broadening of the financial
housing circuit, housing loans only equate to around 7% of
GDP and remain low by international standards.
Consequent to a second round of measures to make it
easier for foreign investment in the housing sector in 2005,
foreign investment companies including equity funds,
pension funds and development companies were enticed
in to the market, lured by the prospect of high returns
on investments. Foreign investment has subsequently
dropped back since the global economic slowdown of
2008 (NHB, 2011; La Salle, 2012; Searle, 2013). KPMG
(2012) report this downturn has led developers within
India to adopt a two pronged strategy. The first has been
to construct smaller and cheaper units. The second has
been to focus on ‘affordable housing’. KPMG report that
there has been a corresponding growth in homes for sale
at prices of INR 5-10 Lakh ($10,000–20,000) since 2009.
The general perception is that there has been some
downward price adjustment in most of India’s cities in
the last 12-18 months. The main source of evidence on
price trends is the NHB RESIDEX housing price index. It
is based on data from a variety of lenders for a sample of
cities but aggregated outputs for urban India or India as a
whole are not available. The index indicates some but not
all cities have seen prices fall back.
Recent research (NHB, 2012) identifies over 250 linkages
from housing to ancillary industries and positions
housing third amongst 14 major sectors in terms of total
linkage effects with other sectors of the economy. Other
than agriculture, the housing sector is now the largest
employment generator in India. Directly or indirectly
the housing sector provides work for some 33 million
people. Additionally, NHB reports a unit increase in
housing expenditure in India generates 5 additional
units of income. This high multiplier effect shows how
macroeconomic stability and the housing sector have
become inextricably linked, and recent slowdown in the
housing sector has been one of the factors contributing
to a dip in India’s GDP growth in the last year or so.
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“Non-availability of affordable housing is
as much a problem of the middle income
groups as it is of the lower income groups. In
their inability to find appropriate abode many
(belonging to middle and lower middle income
groups) are constrained to opt for sub-standard
housing. Many invade cheaper/subsidized
housing provided by the state for the poor thus
negating government efforts.” (p2)
The ongoing major housing policy concern remains
closing the gap between the demand and supply of
housing units and boosting the range of financial solutions
available to address this. Table 4.4 provides details of
the official estimate of housing shortfall for 2012 that
underpins the Twelfth Five Year Plan (2012-17). Most of the
housing shortfall involves economically weaker (56%) and
low income group (39%) households.
A comparison of estimates for 2007 and 2012 suggests
that the shortage of urban housing units fell by some 7.7
million over this period. Some of this apparent reduction
undoubtedly reflects definitional change. It is also possible
(as some suggest) that an increase in the number of units
being sold at INR 5-10 Lakh contributed to this fall (KPMG,
2012; LaSalle, 2013). However, there has also been an
increase in vacant stock over this period. In 2011, over
10% of the urban stock was vacant, compared to 6% of
rural stock. The 2011 Census estimated there to be over
11 million vacant units in urban India. The high proportion
of vacant stock in urban areas is consistent with increased
speculative house purchase – and with an observed
increase in the numbers of affordable/market priced
units located on the peripheries of India’s cities that have
struggled to attract consumers.
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Table 4.4

Technical Group Estimates of Housing Shortage, 2010

Category

Shortage (Millions)

Percentage

10.55

56.18

Lower Income Group

7.41

39.44

Middle Income Group and above

0.82

4.38

Total

18.78

100

Below Poverty Line

39.3

90

Shortage above poverty line

4.37

10

43.67

100

Urban housing shortage
Economically weaker section

Rural housing shortage at the end of 11th plan ( 2012)

Total

Note: The figures are largely based on a count of backlog (current) need: the 4 main indicators are obsolete stock,
homeless; congestion (overcrowding) and Katcha (inadequate housing such as mud hits etc)
Source: National Building Organisation (2012) Report Of The Technical Group On Urban Housing Shortage 2012-17

Supply constraints
Shortfalls in urban housing reflect a number of sometimes
deep rooted supply side issues. Assessing the economic
rise of China and India, Bardhan (2010) observes that:

“The Indian financial system is somewhat more
balanced in terms of banking, equity, and bond
markets as sources of formal finance, and it
is better regulated and less saddled with bad
loans. India’s banking sector still leaves a large
part of the economy with small enterprises
seriously under-served however, and with
massive government borrowing, the cost of
capital in the economy remains high”.
Problems with the accessibility and cost of housing
finance are also the norm for much of India’s urban and
rural population. In spite of what is said on paper, housing
finance companies tend to cater only for MIG and more
affluent households. While policy measures have sought
to incentivise home ownership for lower income groups,
there remains a gap between policy intent and policy
delivery (KPMG, 2011; NHB, 2012).
The criteria used to assess an applicant’s ability to take
on and repay long term credit strongly favour those
employed in the formal labour market. As the majority of
workers lack access to regular income or tax receipts they
are generally excluded from securing conventional loans
to buy or build their own home (La Salle, 2012; National
Resource Centre, 2009). Instead informal workers and
other low income households rely on unregulated, informal
sources of finance involving higher rates of interest.

In an effort to address this problem, microfinance
institutions have emerged offering housing finance for
poorer households. The World Bank has also allocated
$100 million to the NHB to implement a low income
housing finance project. This will provide qualified
intermediary institutions with credit that can be used
to provide loans to low income households to build or
upgrade their dwellings. The project targets households
with an annual total income not exceeding INR 2 lakh,
which accords with the upper affordability threshold limit
for LIG assistance. The maximum loan is INR 5 Lakh. It
is not certain however that the financial institutions that
operate across India (see Table 4.5) have the tools or
capacity to carry out this intermediary role, especially in
some of the smaller cities and towns.
One of the barriers to achieving a more efficient real
estate market is high transaction costs and in particular
Stamp Duty. In 2007 the average stamp duty across
all States was 9- 10% of transaction value but in some
States it was over 14% (Morris and Pandey, 2007). These
exceptionally high rates by international standards lead
to underreporting of transaction values and/or a failure
to register documents, both of which have hindered
attempts to accurately assess the market value of land
and property. JNNURM has therefore required States to
rationalise Stamp Duty to 5% or less (including all extra
levies and surcharges). Some States have made the
necessary adjustments but at least 16 had not made and
implemented the changes by 2011 (CAGI, 2013).
Many believe land price inflation has been the single
biggest cause of house price inflation in India. The sluggish
response of the land market to growing demand and the
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Table 4.5

Main Financial Institutions and their Role in 2012

Institution

Regulated by

Remit

Banks including State co-operative
banks and foreign banks

Reserve Bank of India

Mainly lending to those in formal
employment; accounts for more than
two-thirds of total home loans

Housing Finance Companies

National Housing Bank

Dedicated to housing loans

Co-operative sector institutions

State Cooperative Acts

Widespread but strong presence in
rural areas

Microfinance institutions and NGOs

Unregulated but Act
being introduced

For poor and lower income segments

growing shortage of land have resulted in residential land
prices exceeding levels that can support mass real-estate
developments (LaSalle, 2012; KPMG, 2012).
Shortage of land has been exacerbated by poorly
conceived and executed regulations surrounding land
zoning, development and acquisition. Reports indicate
it can take years to convert land from agricultural to
residential use. Land banking, especially by public bodies,
withdraws surplus land from the market and pushes up
prices. Developers spend much time and cash negotiating
and securing clarification on large numbers of legal (and
not so legal) permissions, certificates and licences, the
costs of which are passed onto customers in the form
of higher prices. Negotiating private-public partnerships
can bring further challenges (KPMG 2012, La Salle, 2012;
Singh 2013; NRC, 2009).
Floor Space Index (FSI) rules are also said to inhibit the
development of high rise buildings and to contribute to
urban sprawl (KPMG, 2012; La Salle, 2013). A look at the
changing skyline of India’s cities suggests this is less of
a barrier than is claimed and some cities have used FSI
as a bargaining chip to secure additional investment for
basic infrastructure or to secure community facilities or
affordable housing. The 2007 housing policy statement
suggests the local government bodies have been
encouraged to do the former.
Another deep rooted difficulty is the legal and regulatory
framework that governs landownership. Land records
are outdated and inaccurate. An opportunity to improve
matters was missed when it was decided to computerise
these records without first taking steps to improve their
accuracy. The heart of the problem is that the land
registration framework simply establishes a public record
of a transaction but not its validity. As many have
concluded, this creates immense scope for fraud, disputes,
and litigation (Ramanathan, 2006; Björkman, 2014).
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4.4.2 Rental housing
Until very recently there has been little discussion, let
alone analysis, of housing tenure and the potential role
of social or private rented housing. Policies to increase
housing provision for different income groups have
generally assumed households across the income
distribution want to build or purchase a home. To some
extent this reflects market realities. The Census 2011
indicates homeownership exceeds 75% in all major states.
For rural India the rate is almost 95% whilst in urban India
it increased from 61% in 1991 to 69% in 2011. There is a
large and unregistered rental market in the informal sector
that involves landlords renting out land, units and ‘paying
guest’ facilities, but much of this sector operates within
the slums and has largely been ignored.
The one exception is in relation to rent controlled
accommodation, which remains a matter of controversy.
As a condition of JNNURM funding, States were required
to modernise their Rent Control Acts, which were said to
be inhibiting the development of a more dynamic rental
market. Many States have drawn up new laws but few
have implemented them. Two important exceptions have
been Maharashtra and Rajasthan where a modernised
Rent Act has been accompanied by incentives to try to
boost private renting (CAGI, 2013; MOHUPA, 2013d).
The findings of the Taskforce on Rental Housing
(MOHUPA, 2013d ) suggest there is growing appreciation
that the rental market has an important role to play in
accommodating ‘migrant’ workers that own housing
elsewhere. The Taskforce also believes that an expanded
rental market would ease the pressure for Government
subsidies for serviced plots and owner occupied units.
The publication of a draft Model Rent Act in 2013 indicates
that Central Government is seeking to encourage
institutional landlords into the market. However, in the
absence of evidence on rents or potential consumer
interest or demand it is difficult to gauge how credible
these new policy aspirations are.
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4.4.3 Governance, regulation and corruption
The RBI has taken steps to improve transparency and
customer service standards within the housing finance
industry. It has issued guidelines for banks to follow
when approving loans. It has also asked banks and other
financial institutions to adhere to loan-to-value multipliers
set out by the Affordable Housing Taskforce and to provide
customers with proper documentation of loans.
The Right to Information Act of 2005 has made it easier
for civil organisations to expose and tackle corruption.
Some States and local government bodies operate online competitive tendering to improve the transparency of
awarding contracts and to stop graft (bribes etc).
Legislation is being introduced to regulate the real estate
sector. This will make it mandatory to register projects of
4,000+ square metres and require all clearances to be
secured before construction proceeds. Customers will
also be entitled to receive accurate information on layout
plans and carpet area, an important consideration when
most Indian sales are off-site. There will also be a fast-track
mechanism to adjudicate all disputes between developers
and homebuyers. Default by developers could result in
penalties and imprisonment.
There remain however deep institutional and legislative
failings surrounding business deals, politics and the
administration of public funds. Sanchez (2012) reports
there are a bewildering number of contexts in which
politicians have inexplicable immunity from prosecution.
There has been a dearth of rigorous and systematic
enquiries into the sale and development of land in spite
of numerous well publicised scandals. Misappropriation
of government programmes and misclassification of the
beneficiaries of government programmes also remains
common. A review of the JNNURM by the Comptroller and
Auditor General for India (CAGI, 2013) has raised serious
concerns about the slow level of progress being made
and the capacity of public officials at national, state and
local government levels to deliver such an ambitious and
complex programme. The report observed that:
• Of 1.6 million new dwellings approved, only 443,565
had been started and just 220,881 were occupied.
Likewise, Just 22 of 1,517 approved housing projects
were completed by March 2011 and many projects
remained incomplete, primarily for want of land.
• Slum redevelopment programmes had numerous
deficiencies in terms of resident consultation and, in
the case of proposed relocation projects, many failed
to comply with guidance to ascertain the willingness of
residents to move to the proposed location.
• Selection criteria for allocating subsidised houses for
‘the urban poor’ are opaque and could (and do) result in
ineligible households being allocated units or sites.

• The ministries of central government are ill equipped to
monitor the programme and local project planning has
been poor, leading to escalating costs and change in
scope etc.
• Reform in the governance of urban local government
bodies has not been achieved and some States and
Union Territories have not carried out the mandatory
and optional reforms they signed up to implement.
• There has been irregular expenditure, diversion of funds
and a lack of financial discipline.
There is widespread dismay about the escalation of
corruption in the past decade and the adverse impact
this is having on the ability of India to fulfil its social and
economic potential. In the last 3 years there has been
an upsurge in demands for action, which culminated
in the passing of the Jan Lokpal Bill by both Houses in
December 2013. This Bill was first developed in 1968 and
will create an independent ombudsman to investigate
corruption in government. According to the 2013
Transparency International corruption perceptions index,
India is ranked 94th out of 176 countries, and has a rating
of 3.6 out of 10 (where 0 means highly corrupt and 10
very clean). Time will tell if the ombudsman will be able to
spearhead and drive home the required changes.

4.4.4 Shelter-related characteristics
“Among all non-food needs, those in housing
present especially vexing problems, because
the term “housing” is shorthand for a number of
shelter-related characteristics that affect individual
and family well-being. In addition to security
of tenure, these include the physical condition
of the dwelling, whether the household has
access to adequate drinking water, sanitation,
and drainage, the social and environmental risks
presented by any given location, and the access
to employment that it provides”. (Chandrasekhar
and Montgomery, 2010)
In India the term ‘homeless’ refers to people that sleep in
the open – places such as roadsides, pavements, under
flyovers and so on. There are an estimated 1.77 million
homeless people of which 938,000 live in urban areas
(53%)32. Census counts invariably underestimate the scale
of the problem because of the ‘invisibility’ of those who
survive on the streets and who often lack key citizenship
documents, such as voter identification cards and ration
cards, and are in consequence frequently denied food and
shelter, even in extreme weather conditions.

32 Census figures suggest that urban homelessness increased in the 2000s whereas rural homelessness declined but it has not possible to uncover any
papers or other evidence that suggest why these divergent trends have emerged
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Homelessness has not been a major feature of national,
state or local government policy to date, but this has
perhaps started to change following a Supreme Court
ruling in 2012 that the right to dignified shelters was a
necessary component of the Right to Life under Article
21 of the Constitution of India. This ruling undoubtedly lies
behind the plans to build shelters that are contained in the
National Urban Livelihoods Mission. However, what might
be more significant in the long term is that it has opened
the door to the development of a rights based approach to
tackling other aspects of housing need.
Whilst there has been a disconcerting increase in
homelessness in urban areas, there have been positive
developments in terms of physical condition of homes
occupied by those who are not homeless. In the decade
to 2011 the Census shows there has been:
• An increase in ‘pucca’ dwellings and a reduction
in ‘katcha’ dwellings such as mud huts, although
the classification of asbestos roof sheeting but not
thatched roofs as pucca might raise eyebrows in
the UK.
• An increase in households that have a source of water,
electricity and bathing facilities within their home as well
as a WC. In 2011 the majority of urban households had
access to these basic services and amenities whereas
two thirds of rural households still did not have a source
of water within their homes and a similar proportion
lacked a latrine.
• Some improvement in the number of occupied
dwellings that are connected to a drainage system.
However, just 18% of households had access to closed
drainage, falling to 6% for rural households and rising
to 45% for urban households.
In spite of major slum redevelopment and clearance
programmes, the slum population was enumerated as
93 million in 2011. The Planning Commission also projects
that if underlying conditions remain unchanged, the slum
population could grow at 5% per annum over the next
5-10 years. Chandrasekhar and Montgomery’s (2010)
analysis of NSSO survey data confirms that slum dwellers
and the urban poor are not synonymous, but slums are
symptomatic of inflated real estate prices and the policy
failures noted above.
During the 2000s, slum redevelopment programmes
relocated urban residents away from the city centre to
peripheral areas. Those that participated in relocation
programmes all too often found themselves uprooted
from their local economic and social base and moved to
a plot on the periphery that lacked basic infrastructure
or public transport, resulting in higher commuting
costs, less access to jobs and a loss of support that
collectively outweighed the benefits of better housing.
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Often people returned to other slums closer to the city
centre (Mahadevia, 2011). In some instances confusion
surrounding land ownership has been used to evict slum
dwellers and destroy their homes with impunity. These
enforced clearances have resulted in thousands of smaller
slums and squatter settlements without any access to
basic facilities. These summary evictions have not only
disrupted livelihoods but have had adverse effects on
health and family life (Kundu, 2011; Roy, 2009).
Rising house prices have made it necessary for those
seeking affordable housing to move away from city
centres. La Salle (2011) reports that Mumbai and New
Delhi NCR have affordable housing projects located 65-75
km away from the city centre. Ahmedabad and Kolkata
have projects located at a distance of 15-20 kms, whilst
Bangalore, Pune and Chennai have projects a distance
of 25-30 km from the city centre. The size of affordable
housing units has also shrunk. La Salle reports that in the
case of Gujarat the size of affordable units has fallen by as
much as 40% and notes that whilst experts said smaller
housing units were an apt answer for India’s housing
problems, research suggests that consumers disagree.
The mushrooming of slum replacement and affordable
housing on city peripheries and the spread of
manufacturing away from city core locations has also
added to the issue of urban sprawl.

4.4.5 Environmental impacts
Revi and Sami (2013) observe that environmental and
ecological conservation, like poverty alleviation, has been
a policy focus in India since the 1970s. It has moved
up the policy agenda since the Taskforce for Greening
India reported in 2001-2. In terms of the design and
construction of dwellings, there have been innovative
projects to develop sustainable and energy efficient
buildings across urban and rural India, a handful of which
are set out in the UN (2010) ‘State of Play’ report, but there
is scant sign of any real and meaningful progress towards
mainstreaming such designs.
However, the most pressing and harmful environmental
problems are air pollution and water pollution. The Planning
Commission estimates the costs of damage to human
health from water pollution alone at some 4% of GDP for
India. These costs are most often incurred by slum and
squatter residents, especially those living on sites located
on the banks of highly polluted rivers. The Twelfth Five Year
Plan (2012-17) is very clear about the need to put in place
environmental policies that can support economic growth
and poverty reduction and better align land use planning
and infrastructure planning. The big downside is that
attempts to implement a ‘greener’ and sustainable agenda
within the current byzantine planning process are unlikely
to achieve speedy progress.
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4.5 Conclusions
“India’s economy has demonstrated its potential
for rapid growth, but it is the urban policies
that will help to determine whether this growth
is maintained, who benefits, and what the
environmental consequences are” (McGranahan
and Martine, G, 2011)
India has experienced a housing boom over the last
10 years, but it has yet to develop a fully functioning
private housing market. Measures taken to improve the
transparency of dealings in the financial and real estate
sectors should however see further improvements in the
efficiency of the formal housing sector in coming years.
On the other hand, while the continued growth of informal
housing and settlements may be a testament to the drive,
initiative and capacity of the residents of India to forge
affordable housing solutions, they also attest to the failure
of Government at all levels to deliver adequate quantities of
accessible and affordable housing.
The scale of the informal economy and the informal housing
market, alongside the very low incomes of the majority of
the population, suggests the promotion of private sector
housing solutions alone will not deliver anything near the
necessary volume of housing and basic infrastructure
required over the next decade and beyond.
A redistributive and social justice rhetoric is embedded in
official documents, but concrete redistributive achievements
are limited. The central question for India is whether it
is genuinely prepared to address poverty and growing
inequality via the State. The answer so far would seem to be
no. India spends less than 5% of GDP on social protection
schemes (OECD, 2011), Brazil spends over 15% (ibid). India’s
tax revenue as a proportion of GDP is also under 20%, which
again is the lowest of all emerging economies, and half that
of developed countries. There is no reason to believe policy
priorities on social justice will change anytime soon.
In relation to housing policies, it is widely recognised that
the failure of housing and related policies to reduce the
chronic shortage of housing and associated infrastructure
across urban and rural India, and in particular housing that
is affordable to lower income households, has remained
one of the most persistent causes and consequences
of economic inequality and poverty for much of the post
independence period. Can that change?

understand the need for more concerted and better
co-ordinated efforts to reduce the chronic gap between
housing supply and demand. The large scale of the
informal economy and informal housing market however,
raise questions about whether housing policies that focus
almost exclusively on the private sector, and in particular
the continued expansion of owner occupation, are likely to
be successful.
In many respects polices to develop a sound and
sustainable housing finance system have made the most
progress. In the last couple of years there has been
growing interest in supplying private loans to finance
house purchase by lower income customers. There
have also been some important small scale innovations.
However, further policy measures will need to be put
in place if the housing finance market is to scale up to
meet the rapidly growing demand in the housing sector.
Further efforts by the Reserve Bank of India to ‘encourage’
financial institutions to lend to lower income households
for house purchase and home improvement maturity on
low and fixed-rate mortgages would be one way forward.
Whilst lack of access to housing finance is gradually being
mitigated for some lower income groups, little progress
has been made on dealing with the other main supply
constraint; namely land supply. Developing affordable
housing in Indian cities faces will continue to face severe
challenges in the absence of land reform.
In the context of rising land costs in urban India, the latest
policy initiatives has sought to upgrade and regularise
slums and other informal settlements to improve the
housing conditions without having to buy expensive land.
This effectiveness of this approach will however depend
on the extent to which poor households can access loan
finance at fair rates.
Finally, the work of the RBI to improve the regulation of
the finance sector and the evidence on the operation of
the housing market through initiatives such as the price
indices has been important. Nonetheless, better and
more easily accessible data is required to support more
comprehensive analysis in relation to how the diverse
economic and socio-demographic conditions that exists
across India shape the operation of the housing market at
the local level and to better understand the expectations
and challenges that consumers, developers and other
housing market participants face in delivering market and
affordable housing.

To date the formulation, financing and implementation of
policy at all levels has meant that the numbers of affordable
housing units delivered through JNNURM and other
central government programmes have fallen far short of
stated policy ambitions and have made little impact on
addressing the deficit in affordable housing. There is no
doubt that Government of India (and in particular MOHUPA),
State Governments and other local government bodies
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5.0 The Really Big Picture
The countries examined separately above constitute
three of the largest and most complex countries in the
world. Generalising from their experiences runs the risk
of over-reductionism but we believe that there are useful
general lessons to be garnered. The housing experiences
of China, India and Brazil provide illuminating comparative
insights into the nature of housing policy interventions and
subsequent outcomes. Considering the three countries
relative to each other, or indeed collectively relative to the
developed world, throws up a number of similarities and
sharp contrasts. We drew ten major conclusions.

Housing Provision is a Universal
Problem, with Different Local
Causes
Most fundamentally, housing clearly presents a universal
problem. High on most lists of basic human need and
(where recognised) rights, rich and poor countries alike
struggle to deliver acceptable and affordable housing
for all of their citizens. While proximate causes differ the
basic problem remains a stubbornly wicked one; how to
ensure that all the population is well housed. And in all
the countries problematic housing outcomes flow not just
from the high cost of housing relative to incomes for lower
income households but because there are significant
market and state failures in the way housing is planned,
built, maintained and paid for.
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Housing Policy Commitments
Have Grown since the Millennium,
So Have Needs
All three countries studied in this report have made
progress with their housing problems over the last 50
years. Formal housing sectors have emerged, or grown,
and in these sectors building and service standards have
to varying degrees improved. The large informal sectors
(in Brazil and India especially) have grown also and, while
they have generated increasingly visible concentrations of
poor housing conditions, it cannot be said that the quality
of life of their inhabitants would have been better without
these developments. In their own ways, Brazil, China
and India have over time accepted greater responsibility
for the housing outcomes of middle and working class
households, and promoted private market mechanisms
for their improvement. In Brazil and China there has been
a substantial increases in public resources devoted to
middle and lower income households since 2000 and
policy has developed significantly in that period ( with
Indian policy progress less evident). However continuing
population growth and urbanisation is raising rather than
lowering the number of households in housing need, as
measured by national statistics.
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Complex Geographies and Scale
Need to be Recognised
Some of the advanced economies are large in scale
and have multi-level, sometimes federal, systems
of government, for instance the USA and Germany.
However the scale and complexities of each of the BRICS
requires a new priority to finding synoptic measures of
regional varieties of outcomes, systems and forms of
policy intervention within these countries. The national
picture is in many ways too much of an ‘average’ to
convey adequately how these housing systems actually
operate. National governments, international agencies and
academic researchers need to give more attention to this
variety in cross country syntheses particularly in light of
the increasing ‘localism’ in housing provision (see below).

Housing and Urbanisation
Connections
All three countries saw housing policy as intimately
connected to urbanisation and the growth of cities. In much
of western Europe the driving force for housing policy has
typically arisen from social policy perspectives, and this is
often reflected in the expertise that prevails in policy making
and provision and in the placement of ‘housing’ within the
portfolios of Ministers and the structure of government
departments and agencies. A social perspective on the
adequacy of housing outcomes is always required, but it
is also the case that an emphasis on the infrastructure and
city aspects of housing actions is an appropriate one in fast
growth settings. The housing-city change perspective was,
we felt, better articulated in China and Brazil than it is in
many of the older OECD nations.

Housing in the Informal Sector
A key issue, noted above, has been the pace of and extent
to which urbanisation has been occurring – a process
that in all three countries has a considerable distance to
run (although urbanisation rates in Brazil are now lower
than in the 1990’s). Rapid urbanisation is in many ways

just the most extreme form of the general reality that spatial
requirements for housing usually outpace the capacity of
supply to respond. The first response of the households
involved in such a process is to make the best of things for
themselves –the favelas of Brazil and slums of India being
cases in point. Glaeser (2011) makes the fair point that not
everything about slums is bad. They can represent a stage
in the transition process from societies characterised by
endemic poverty to material comfort, and typically slum
living offers its residents a higher quality of life than their
rural counterparts can enjoy. But slums can only fulfil this
‘developmental potential’ role if their presence triggers
suitable policy responses, (as it did in 19th Century Britain).
Moreover, it remains essential that the immediacy of urban
slum conditions does not blind the policy making process
to the realities of co-existent rural squalor.

Housing and Localism
We noted at the start of the report that housing is
‘ineluctably local’. Meaningful intervention to improve
housing outcomes can only be scoped and implemented
at a local housing system scale, which may find practical
expression at the level of individual neighbourhoods, towns
and cities. However local actions may serve wider goals
of provincial and national governments, and there may
also be a need for more elastic national fiscal resources
to be redirected to local settings, either to equalise the
fiscal base or to promote national interests locally. In all of
the countries examined here, there had been a significant
downloading or decentralisation of autonomies on making
housing policy since the mid-1990’s. In Brazil, and India,
this had been problematic for some localities as local policy
roles grew whilst local fiscal resources did not keep pace.
In China, the national level commitment to meeting social
objectives did not always mesh easily with the downloading
of economic and market creation responsibilities to the
local level. Policy must cohere across levels of government
if it is to be successful. Sensible local interventions can be
easily undermined by inappropriate regional and national
frameworks of policy support. Chines governments have
adapted policy in significant ways to deal with precisely
this problem.
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Path Dependencies in Housing
Policies
A priori ideas in housing policy design, such as the virtues
of housing allowances versus non-market provision
by non-profits, can often seem clear in the world of
reductionist thinking. But housing systems evolve,
behaviour within them changes and policy ideas evolve
too. This study demonstrates clearly how the context for
housing and housing policy significantly shapes what is
possible. Conceptual ideas may be internationally mobile
but feasible policies are shaped by path dependencies.
Circumstances across the three case study countries
differ widely in important ways:

The influence of democratic choices on
policy differed markedly at the start of
policy modernisation and they still do
• China, like so many European countries, including the
UK, started its process of housing reform with a prior
strong commitment to housing policies and a stock
of public assets in housing inherited from its strongly
socialist past. Before 1990 Brazil, for instance, had no
significant national conception of housing policy, and
that had to be developed and embedded, largely after
2002. And it had no stock of public assets. Recycling
past state subsidies is a key aspect of change in
countries that are switching from state to market
systems of provision and this has been a significant
advantage for China vis-a vis the other two nations
in promoting housing progress. There are significant
differences in the cultures and traditions for operating
market systems in housing. China’s disadvantage vis–avis Brazil is the converse of the above, in that market
operation experience and already developed financial
systems facilitated change in Brazil. China has shown
a strong appetite for policy intervention in the housing
sphere, in the context of a long term shift from state
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provision towards market forms of delivery. This policy
shift has proved difficult to accelerate in the absence
of an underlying societal private sector culture or an
institutional infrastructure to support it. While the process
continues, a market based system of sorts exists and
an affordable housing system is emerging, the housing
finance system remains significantly under-developed.
• India, perhaps originating in the absence of any
Imperial commitments to expenditure based forms
of housing policy prior to 1947, has demonstrated
less enthusiastic acceptance by policy makers of
responsibility for housing its citizens than appears to
have been the case in China. Support for the growth
of a, yet to fully emerge, formal private housing sector
has also arguably been somewhat less consistent and
sustained. Distribution of policy responsibilities across
tiers of government in India have been particularly
poorly synchronised both in an absolute sense and
with specific regard to the distribution of resources to
meet them. Legal frameworks of title have remained
particularly imprecise and the extent of government
corruption is considerable. Inequality and poverty, as
key determinants of housing possibilities, remain more
openly tolerated in India as an inescapable human
condition, more so than in other parts of the world.
• Brazil has arguably the most developed housing
finance and formal housing market sectors of the three
countries. Brazil’s core path dependency challenge
was to move away from reliance on an old mortgage
bank based system and from reliance on ‘contract’
or forced savings schemes in employment, as key
savings sources. It is possible too that Brazil has the
best grasp of the scale of the housing challenges it is
currently facing, and in policy targeting and resource
terms, the greatest practical commitment to addressing
its affordability problems. But it also has a system of
land registration, ownership and planning that impedes
house building responsiveness and like India, it has
sustained a reliance on a growing informal housing
sector in which title is unclear and trading difficult.
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Policies have Focussed more on
Demand than Supply
Housing supply responses in the formal sector in Brazil
and India are relatively sluggish and supply elasticity is
low. This may reflect patterns of land ownership and
speculation, lagging infrastructure provision, inadequate
developer funds, long delays in the planning system and
acute excess demand facilitating system corruption in
some places. Attempts to reform the supply side of the
housing system have been largely missing, and land
markets and planning appear to have acted as a much
greater constraint on change in the two larger market
economies than in China. Corruption is a feature of
housing system provisions in China too, but the weight
of state interest has allowed faster building.

Polices have majored on Creating
Home-Ownership
rather than Efficient Markets
and provision systems
The ‘international’ policy agendas for housing that
emerged out of the World Bank and the IMF in the
1990’s, to accompany deregulation of finance and
privatisation of housing extensively focussed on the
growth of home ownership. Rising house prices made
such measures popular with those who could afford
housing, and indeed in both Brazil and China there has
been recent concerns of a volatile housing price bubble,
(that we believe is exaggerated, though real demand led
booms have occurred), but as prices have risen ahead
of income for poorer workers and younger households,
many of whom seek informal solutions, there have been
few coherent strategies to shape efficient rental housing
markets. However, it is striking that all three countries have
equated ‘private’ more or less exclusively with ‘owned’
housing. Private renting constitutes a vanishingly small
part of the housing system of all three countries. It is not

immediately obvious why private renting has failed to take
root in China, Brazil and India to any great degree. All
three countries might benefit from a re-evaluation of this
situation. We believe that this needs to be a new priority
in all of the countries studied. This observation relates not
just to the market rental sector, but also to the non-market
provision of housing. Substantial stocks of non-market
housing remain in China and driven by the needs of mobile
workers, public housing investment is rising. We believe
that the effective multi-role non-profits that have emerged
in countries such as the UK and Australia in the last
decade have a relevance to provision requirements in all
the countries studied here.

It’s Housing in the Economy,
Stupid
Housing trajectories in Brazil, China and India have
all been buffeted but differentially conditioned by the
experience of these countries through successive waves
of international economic growth and crisis, and by
differing notions of both government and consumers as
to what is acceptable and tolerable in residential building
and living conditions. All three countries have seen their
individual housing journeys lead to a growing concern
with the affordability of housing for their populations, and
a growing realisation that the housing sector contributes
directly to and conditions economic growth. In greater
or lesser degree, all three countries have made the
connection between housing, economic growth and
the development of cities. Over time, all three are now
showing signs of aligning policy behind these realisations.
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Appendix 1
Table 1

Table I below summarises the different reform stages in
China’s housing system

Summary of Housing System Reforms in China

Periods Feature
1978– Reform
experiments
1987

International
context
Cornerstones
Economic
Deng’s opening up policy
growth was
and support for housing
slow in China;
system reform
hostage from
the west; failing
relationship
with the former
Soviet Union

Main reforms

Effects ts

1. Sale of new housing
to urban residents at
construction cost

Limited effects as
reforms were controlled
in small scale and in
selected cities

2. Subsidized sale of new
housing
3. Raising rent for public
rental housing

1988–
1997

Two-track
system

Reform started 1. 1988 ‘Implementation
1. Rise rental price;
1. Limited success in
in some former
Plan for a Gradual
terms of increasing
2. Establish a housing fund
Socialist
Housing System Reform
housing ownership
and later the Housing
countries
in Cities and Towns’
as work units were
Provision Fund (HPF);
still involved in the
2. 1994 ‘The Decision
process;
3. Establish two-tract
on Deeping the Urban
housing provision system,
Housing Reform’
2. Officially initialized
introducing Economic
affordable housing
and Comfortable Housing
Project (ECH)

1998–
2007

Rebalancing
social equity
and economic
dynamic

Asia Financial
Crisis

1. 1998 ‘A notification
from the State Council
on Further Deeping the
Reform of the Urban
Housing System and
Accelerating Housing
Construction’
2. 2003 ‘Announcement
of State Council
on Promoting the
Continuous and Healthy
Development of the
Real Estate Market’

2007–
now

Re-emphasizing The Global
home leasehold Credit Crunch
and affordable
housing

1. 2007 ‘State Council on
Solving the Housing
Difficulties of Lowincome Families’
2. 2010 ‘Notice on
Promoting the
Stable and Healthy
Development of Real
Estate Market’
3. 2010 ‘Notice on Firmly
Supressing the Rapid
Increase of Housing
Price in Some Cities’
4. 2011 ‘Notice on Further
Improve Real Estate
Market Regulation’
5. 2013 Notice on
Continually Improving
Real Estate Market
Regulation

1. Stop work units directly
involved in housing
construction and
distribution
2. Shifted focus away
from government
supported affordable
housing towards
development ordinary
commercial housing
3. Gradually establishing the
commercial mortgage
market

1. Significantly expanded
home ownership in
China;
2. Improved living
conditions for the
majority of urban
residences;
3. Rising housing price
put pressure on
affordability and
social stabilization

1. The policy focused on
1. Affordable housing
providing government
re-emerged in
supported socially rented
political discussion;
and affordable housing
2. Continued price
(a move back to the 1998
rise and speculative
policy direction);
behaviours
2. Differentiated mortgage
nevertheless breed
and tax rates, as well
each other.
as purchase control
are main measures for
discouraging housing
investment and
speculation;
3. The spectrum of
affordable housing is
significantly expanded;
4. Tighter inspection
and higher local
responsibilities are
required.
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