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Choice and responsibility

Editor’s introduction

At the time of writing the UK is witnessing a 
Conservative Party leadership contest, following 
which the winner will succeed Theresa May as 
Prime Minister. The twists and turns of that con-
test are beyond the scope of Housing Finance 
International [HFI] to report on; nevertheless, on 
occasion the debate has strayed briefly beyond 
the BREXIT battlefield. Last week, leader-
ship hopeful and Housing and Communities 
Secretary, James Brokenshire, announced that 
he was dropping out of the race. In the course 
of his speech he proposed that would-be first-
time buyers should be able to use their pension 
funds to place a deposit on a home:

“It seems rather obtuse that we would deny 
people the opportunity to do this, given that 
we know those who own their own home by 
retirement are on average wealthier and do 
not have the burden of the largest expense in 
retirement – accommodation. And it is, after 
all, their money.”1

Brokenshire is not the first politician to make 
this suggestion, but his proposal nevertheless 
raises important issues, particularly at a time 
when a number of housing markets around 
the globe, including that of the UK, are looking 
distinctly unsettled. 

In the UK at least, it is well-established that 
large numbers of people do not save enough 
towards their pensions while they are of working 
age. With the demise of defined benefit pen-
sion schemes, the position of those who do 
save is frequently one of relative disadvantage 
compared to the previous generation. The idea 
that this situation should be made worse by 
encouraging people to further reduce their pen-
sion prospects in favour of homeownership has 
caused widespread concern. If house prices are 
unaffordable unless individuals erode their pen-
sion prospects, then shouldn’t the Government 
be tackling unaffordability (essentially a ques-
tion of housing supply in the UK) rather than 
exacerbating poor pension provision? In addi-
tion, many have pointed out that adding an 
additional source of demand without tackling 
housing supply issues is likely to feed through 
into still higher house prices. 

Whatever the merits of Brokenshire’s proposal, 
it does rest on one important pre-supposition: 

that house prices will always rise over the 
medium term and that a house will always be 
an appreciating and liquid asset; a one-way bet 
in investment terms, safe enough to substitute 
for a conventional pension fund. Over a decade 
on from the onset of the Global Finance Crisis 
[GFC] is that a reasonable assumption? Over the 
past six months writers in HFI have alluded to 
instability and/or falling house prices in a number 
of markets including Canada, the UK, Malaysia, 
Australia and Japan. There has always been a 
balance to be struck between buying a home as 
a place to live in and enjoy, and buying a home as 
an investment which is expected to appreciate 
in a situation where there is strong pressure not 
to miss out. It is possible for that balance to tip 
too far in one direction with unacceptable conse-
quences for both individuals and the stability of 
markets? To what extent does government have a 
responsibility to ensure that smaller investors are 
protected and that their risks are spread across 
more than one asset and/or sector?

The above reflections lead us straight to our first 
article in this issue, House prices plummet in 
Sydney: The financialisation of housing comes 
unstuck, by Alan Morris. In his hard-hitting 
analysis Morris examines the problems caused 
by what he describes as the “financialisation” 
of housing, involving the unbridled pursuit of 
housing investment as a means to accumulate 
assets. This led to a property market that has 
been described as “frenzied” and which at its 
peak made Sydney the second most expen-
sive city in the World after Hong Kong. Morris 
describes how both domestic and overseas 
(notably Chinese) investors pushed up prices 
dramatically during the period up to 2017, when 
the regulators stepped in. Regulatory action has 
since led to significant price falls and a strong 
downturn in investor activity.

Our second article shifts the focus from private 
to public intervention and from homeownership 
to renting. Seung Dong You has contributed a 
masterful overview of public rental housing in his 
article Public Rental Housing in Korea: Issues and 
Policy Implications. Mr You traces the develop-
ment of public rental housing from the desperate 
housing shortage at the end of the Korean War in 
1953 to the present. He shows how a series of 
ambitious Government programmes has pushed 
up the number of units particularly in recent 

years; public rental housing as a percentage of 
the housing stock rose from 2.8% in 2007 to 
6.8% in 2016. The definition of “public rented” 
is quite wide in Korea with many units managed 
by private organisations. Units are also let under 
different conditions depending on the type of 
programme they were constructed under. 

In our last issue HFI initiated a series of occa-
sional articles on community-led housing. Such 
housing, which can be seen in many countries, 
involves construction, ownership and manage-
ment of homes being controlled or strongly 
influenced by the local communities who will 
use them. Community-led housing aims to pro-
vide housing that is relevant to the needs of 
local communities, remains affordable over the 
long-term and is of high quality. The first of two 
articles in this issue covering community-led 
housing is a collective piece by the residents 
of Lilac Grove, a community in Leeds in the UK 
which runs as a mutual homeownership society. 
Entitled Mutual home ownership: A route for 
permanently affordable community-led hous-
ing, this reflective and perceptive article shows 
how mutual homeownership involves residents 
owning shares in the assets of the community 
and paying 35% of their net household income 
each month. The model circumvents rapidly 
rising house prices to secure continuing afford-
ability and ensures that residents can deal with 
a sudden drop in income.

In our second article on community-led housing, 
Community-Led Shared Equity Housing in the 
U.K. and in the U.S. – Lessons Shared Across the 
Pond, Eliza Platts-Mills compares the different 
ways in which affordability for the long-term 
is secured on both sides of the Atlantic with 
particular reference to Community Land Trusts, 
which are well-established in the USA and have 
recently developed a significant presence in the 
UK. As well as looking at land availability and 
the need for advice and support, Ms Platts-Mills 
goes on to examine funding issues, including the 
failure of many mainstream mortgage lenders 
to embrace the homeownership models used by 
community-led groups. This important article 
offers some timely challenges to lenders and 
financial advisers.

Our final main article returns to the question 
of housing as an investment bringing both 

1  The Guardian 3rd June 2019 https://www.theguardian.com/society/2019/jun/03/brokenshire-
criticised-for-suggesting-first-time-buyers-dip-into-pension
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Claudia Magalhães Eloy is a consultant on 
housing finance and subsidy policy in Brazil, 
who currently works for FIPE [Fundação Instituto 
de Pesquisas Econômicas] and has worked for 
the World Bank [TA] and for the Brazilian Ministry 
of Cities and Companhia de Desenvolvimento 
Urbano e Habitacional of São Paulo [CDHU]. 
Claudia has also participated in the development 
of the National Housing Plan, in the analysis of 
the Housing Finance System. She holds a PHD 
in Urban Planning at the University of São Paulo 
[USP], a Master in City Planning at the University 
of Pennsylvania, a Master in Public Administration 
at Bahia’s Federal University [UFBA] and a BA 
in Architecture and Urban Planning [UFBA], 
with a specialization in Real Estate Finance 
at the Brazilian Economists Order [OEB]. She 
also attended Wharton’s International Housing 
Finance Program.

Andrew Heywood is an independent consultant 
specialising in research and analysis of housing 
and mortgage markets, regulation and policy 
with both a UK and international focus. He is 
a visiting fellow of the Cambridge Centre for 
Housing and Planning Research [CCHPR] and 
a research fellow with the Smith Institute. He 
is also Editor of the journal Housing Finance 
International. Andrew writes for a number of 
publications on housing and lending issues 
and publishes reports commissioned by a wide 
range of clients. 
EMAIL: a.heywood53@btinternet.com

Alan Morris is a research professor at the 
Institute for Public Policy and Governance at 
the University of Technology Sydney. He works 
mainly in the areas of housing and marginality. 
His most recent book, The Australian Dream: 
Housing Experiences of Older Australians, 
compares the impact of housing tenure on the 

everyday lives of older Australians dependent 
solely or primarily on the government age pen-
sion for their income.

Oluwaseun Muraina is an Assistant Lecturer 
in the department of Estate Management, 
University of Lagos, Nigeria. Her research 
interest lies in providing solutions to issues 
associated with real estate investments, finance 
and structure of property markets. She has 
conducted researches in the areas of real estate 
investments and housing economics.

Timothy Nubi is a Professor of Housing and 
Regeneration at the department of Estate 
Management, University of Lagos. He is also 
the founding Director of the University’s Centre 
for Housing and Sustainable Development. He 
has over thirty years teaching and research 
experience in housing finance and regeneration. 

Taofeeq Okegbenro is a graduate student in the 
department of Estate Management, University 
of Lagos, Nigeria with research interest in real 
estate financing.

Basirat Oyalowo is a lecturer in the depart-
ment of Estate Management, University 
of Lagos, Nigeria. She also manages the 
University’s Centre for Housing and Sustainable 
Development. Her research interest is in hous-
ing and real estate sustainability. Her recent 
research has been on housing finance, co-
operative housing and informal housing. 

Alex J. Pollock is a distinguished senior fellow 
at the R Street Institute in Washington DC, USA. 
He was president and CEO of the Federal Home 
Loan Bank of Chicago 1991-2004, president 
of the IUHF 1999-2001, and is the author of 
Finance and Philosophy (2018). 

Eliza Platts-Mills is an affordable housing 
and community development attorney, teacher, 
and writer. She lives in London and works for 
the National Community Land Trust Network 
as Manager of the Community Led Housing 
National Advice Centre. From 2008 to 2018, 
she was a Clinical Professor at the University 
of Texas School of Law, where she and her law 
students provided pro bono legal services to 
Guadalupe Neighborhood Development Counsel 
with its Community Land Trust program. From 
2006 to 2008, she was a Clinical Fellow 
with the Affordable Housing and Community 
Development Clinic at Georgetown University 
Law Center, where she and her students pro-
vided pro bono legal services to low-income 
tenant organizations in the purchase and 
rehabilitation of their multi-family apartment 
buildings under the District of Columbia’s Tenant 
Opportunity to Purchase Act and the conversion 
of the buildings to limited equity cooperatives.

Residents of Lilac Grove – The article Mutual 
home ownership: A route for permanently 
affordable community-led housing is a distil-
lation of reflections, comments and written 
material produced by the numerous residents 
of lilac Grove over the last six years. Particular 
input has been provided by the current and 
previous treasurer and secretary teams. It has 
been coordinated by Paul Chatterton who is a 
resident and academic in the school of geog-
raphy at the University of Leeds. 
EMAIL: p.chatterton@leeds.ac.uk

Zaigham M. Rizvi is currently serving as 
Secretary General of the Asia-Pacific Union of 
Housing Finance and is an expert consultant 
on housing and housing finance to interna-
tional agencies including the World Bank/IFC. 
He is a career development finance banker with 

financial and social returns to homeowners. In 
their study of Bariga, a housing-submarket in 
Lagos, Nigeria, Basirat Oyalowo and colleagues 
recognise that if financial and social returns are 
to be fully realised then continuous improve-
ment (including necessary maintenance and 
repair) to existing owner-occupied homes is 
as important as acquisition. The authors focus 
on the importance of housing finance as a key 

determinant in the ability to realise the goals 
of housing investment and point out that the 
conditions under which housing finance is made 
available for house purchase may also constrain 
the ability of households to undertake improve-
ments. Their study utilises questionnaires to 
both financial institutions and homeowners. 
These collected data on both housing acqui-
sition and on improvements. The analysis of 

the data produces a number of significant and 
fascinating insights.

All in all, this a wide-ranging and very relevant 
issue of HFI: we hope you enjoy it.

Andrew Heywood  
JUNE 2019
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extensive experience in the field of housing and 
housing finance spread over more than 25 coun-
tries in Africa, the Middle-East, South-Asia, 
East-Asia and the Pacific. He has a passion for 
low-cost affordable housing for economically 
weaker sections of society, with a regional focus 
on Asia-Pacific and MENA. 
EMAIL: zaigham2r@yahoo.com

Kecia Rust is the Executive Director of the 
Centre for Affordable Housing Finance in Africa, 
and manages the Secretariat of the African 
Union for Housing Finance. She is a housing 
policy specialist and is particularly interested in 
access to housing finance and the functioning 
of affordable property markets. Kecia holds 
a Masters of Management degree (1998), 
earned from the Graduate School of Public 
and Development Management, University of 
the Witwatersrand. She lives in Johannesburg, 
South Africa.

Mark Weinrich holds graduate degrees in 
political science and economics from the 
University of Freiburg, Germany. He is the 
General Secretary of the International Union for 
Housing Finance and the manager for interna-
tional public affairs at the Association of Private 
German Bausparkassen.

Peter Williams is Executive Director of the 
Intermediary Mortgage Lenders Association 
and a Departmental Fellow, Department of Land 
Economy, University of Cambridge. He was pre-
viously Director of the Cambridge Centre for 
Housing and Planning Research, Deputy Director 
General of the Council of Mortgage Lenders 
and Professor of Housing at the University of 
Wales, Cardiff. He is currently on the board of 
The National Housing Federation. 

Seung Dong You is an Associated Professor 
and Head of the Department of Economics and 

Finance at Sangmyung University, Seoul Korea. 
He received his PhD from the Sauder School of 
Business at the University of British Columbia, 
and also received his Master’s degree from the 
Baker Program of Cornell University. With his 
strong interests in real estate finance, he has 
been extensively involved in many aspects of 
housing finance since 2002. He has authored 
several publications on housing finance, includ-
ing Housing Finance Mechanism in the Republic 
of Korea (UN Habitat, 2009) and International 
Housing Market Experience and Implications 
for China (edited by Rebecca L. H. Chiu, Zhi 
Liu, and Bertrand Renaud, Routledge, 2019). 
His current research interests cover strategic 
financial management, and real estate econom-
ics and finance. 
CONTACT DETAILS: Associate Professor, Sangmyung 
University, peter.you@live.com, peteryou@
smu.ac.kr 
TELEPHONE: 82-2-781-7573.
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Australia

Housing finance ticks up in February 

Australia’s housing finance approvals posted 
a modest gain in February 2019, as the total 
number of owner- occupier loans rose 0.8% 
over the month, slightly better than the con-
sensus forecasts of a 0.5% gain but more in 
line with Westpac’s forecast of a 1% gain. 
That follows a sharp slide since mid-2018 with 
monthly falls averaging 1.5% over the previous 
six months. Approvals are down by 12.5% 
year-on-year. The combined total value of 
housing finance approvals across both owner 
occupier and investor segments (and excluding 
refinance) rose by 2.7% for the month but was 
still down by 18.6% year-on-year.

Overall, the February update was a little firmer 
than expected. 

(source:  h t tps : //w w w.f xs t ree t .com/news /
australia-housing-finance-ticks-up-in-february-
westpac-201904090439).

Rebound in housing finance ‘unlikely’ 
as slump continues

The trend in housing finance volumes remains 
“very weak”, with “little reason” to expect a 
“positive turn” in the near term, according to 
an analysis of new ABS data. The latest Lending 
to Household and Businesses data from the 
Australian Bureau of Statistics [ABS] has 
reported that, in seasonally adjusted terms, 
the value of lending to households for dwellings 
declined by 2.1% in January, following on from 
a 5.9% drop in December 2018.

When assessed year-on-year, the total value 
of housing finance commitments is down by 
20.6%, spurred by a 28.6% reduction in the 
value of investor dwelling commitments and 
a 17.1% fall in the value of owner-occupied 
commitments. According to ANZ Research, 
despite slowing month-on-month, a reversal 
in the downward trend in housing finance is 
unlikely in light of current lending standards. 

Regional round up: news from around the globe

Asia-Pacific Region
 By Zaigham Rizvi

ANZ Research added: “At this stage, there is little 
reason to expect a rebound in finance, as tighter 
lending standards remain in place. “However, 
the Housing Industry Association’s chief econo-
mist, Tim Reardon, expects the credit squeeze to 
“ease” towards the middle of 2019 but warned 
that if tighter credit policies persist, the pipeline 
of building activity would be “exhausted rapidly”. 
“The home building industry has driven economic 
growth in Australia since the end of the resources 
boom,” Mr. Reardon said.

(Source:  h t tps : //w w w.theadv iser.com.au /
breaking-news/38900-rebound-in-housing-finance-
unlikely-as-slump-continues)

Housing financing figures revealed  
in latest ABS data

The Australian Bureau of Statistics [ABS] data 
for February 2019 showed that financing for 
housing has increased for property investors 
but declined for owner-occupiers, reported 
Sasha Karen in Smart Property Investment on 
April 6, 2019.The decline in owner-occupier 
finance commitments, excluding refinancing, 
fell by 1.4% and is the 17th consecutive month 
of decline and a six-year low.

Housing finance commitments for the construc-
tion and purchase of new homes also took a hit, 
declining 14.1% for the year to February 2018, 
but analysis by the Housing Industry Association’s 
chief economist, Tim Reardon, revealed that this 
situation is starting to be reversed.

(Source:https://www.google.com/search?newwindow=1&e
i=RuXLXL2DA8WTlwSYybrQDA&q=What+is+ABS+in+aus
tralia&oq=What+is+ABS+in+australia&gs_l=psy-ab.3..0i2
2i30.9810.14196..14909...0.0..0.319.4000.2-4j9......0....1..
gws wiz.......0i71j0i67j0j0i20i263.GoiCgUvU1ok)

Bangladesh

Affordable housing mitigating increas-
ing home loan demands in Bangladesh

Urbanization in Bangladesh witnessed a faster 
pace between 2000 and 2010 than in all other 

South Asian countries. During this timeframe, 
the share of its population living in officially 
classified urban settlements increased by 
1.69% a year, according to the World Bank 
(2015). The acceleration in housing demand is 
mainly ascribed to this faster pace of urbaniza-
tion. In Bangladesh, real estate emerged as a 
crucial sector of the economy, having a multi-
plier effect on economic activities. Housing is 
the source of massive employment generation 
after agriculture and garments and stimulates 
demand for allied industries, steel, cement, 
tiles and sanitary ware, cable and electric 
wire, paint, glass and aluminum, brick, build-
ing materials, and consumer durables. The 
contribution from this sector has been very 
significant and over the last two decades it 
has contributed on an average 8.24% on the 
overall GDP of the country.

After a prolonged downturn of the real estate 
sector for the last few years, the market 
rebounded in 2017. The housing market went 
on a downturn in 2012 because of intermittent 
political instability, a bearish stock market and 
the halting of gas connections to new build-
ings. Also, property price corrections in the 
past few years have lured in many prospective 
home buyers. Realtors are expecting the prop-
erty market to flourish. According to the Real 
Estate & Housing Association of Bangladesh 
[REHAB], the sector grew by 5%-7% in 2017, 
bucking the downturn of the last several years. 
However, the sector is still struggling with high 
prices for steel and cement.
 
Every year more than 120,000 household 
units are required to house the added popu-
lation in Dhaka. In this situation, the supply 
of housing in the city is only around 25,000 
units for the private sector. The private sector 
contributors include the formal private sector 
(Real Estate Development Companies) and the 
informal private sector (Individual Initiatives). 
Among these 25,000 units, 15,000 units per 
year (appx.) are developed by real estate 
developers and the rest are developed by 
individual developers.
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Regional round up: news from around the globe

Home loans in the banking industry of 
Bangladesh remained on a pattern of steady 
growth over the last 10 years. Notwithstanding 
the high growth rate, the mortgage debt to 
GDP ratio for Bangladesh is quite low (a mea-
gre 3.5%), whereas other Southeast Asian 
countries demonstrate higher levels of hous-
ing loan- Thailand (19%), Malaysia (37%) and 
Singapore (54%). The low penetration of housing 
loans is ascribed to lack of improvement in hous-
ing conditions for the lower and middle-income 
households. According to a survey report by 
BIBM, 85% of all rural and 70% of all urban-
dwellers units fall under inadequate/deficient 
categories, which indicates they are out of the 
bank/FIs reach for loan financing purposes.

The following graphs show the growth in home 
loans by both commercial banks and non-bank-
ing financial institutions.

(source: https://idlc.com/mbr/article.php?id=139) 

Hong Kong SAR

Hong Kong to build artificial island  
to solve housing shortage

Hong Kong plans to build one of the world’s 
largest artificial islands with an eye-watering 
$79 billion price tag, city officials announced 
on Tuesday. The government’s HK$624 billion 
proposal to reclaim 2,471 acres of land around 
the territory’s largest island, Lantau, has been 
touted as a solution to the pressing housing 
shortage in the city, which is notorious as one 
of the least affordable markets on the planet. 
Authorities said they hope to start work on 
reclaiming land in 2025, with an eye on allow-
ing residents to move to the island in 2032.

The artificial island – the city’s most expen-
sive infrastructure project to date – would 
be four times the cost of building Hong Kong 
International Airport, and far outstrip Dubai’s 
famous palm-tree shaped Palm Jumeirah, which 
reportedly cost $12 billion to build. It would be 
nearly three times the size of New York’s Central 
Park and provide up to 260,000 flats, over 70% 
of which would be used for public housing, the 
government has said.

(Source: https://realty.economictimes.indiatimes.com/
news/residential/hong-kong-to-build-artificial-island-
to-solve-housing-shortage/68510037)

India

GST Council approves transition plan for 
new tax rates for real estate sector

NEW DELHI: On Tuesday, March 19, the all-pow-
erful GST Council approved a transition plan for 
the implementation of a new tax structure for 
housing units, Revenue Secretary A B Pandey 
said. The GST Council is an apex member com-
mittee to modify, reconcile or to procure any 
law or act or regulation related to the Goods and 
Services Tax [GST] in India. The council is headed 
by the Indian Finance Minister, assisted with the 
Finance Minister of all the states of India. The 
meeting deliberated on the transition provision 
and related issues for the implementation of lower 
GST rates for the real estate sector.

The Council had, at its last meeting on February 
24, slashed tax rates for under-construction 
flats in the affordable sector to 1%. The GST rate 
on other sectors was reduced to 5%, effective 
April 1, 2019.

(Source: https://www.thehindubusinessline.com/news/
real-estate/gst-council-approves-transition-plan-for-new-
tax-rates-for-real-estate-sector/article26577524.ece)

HDFC Capital Advisors pushing established 
grade A developers towards affordable 
and mid-income housing projects

HDFC Capital Advisors, the wholly owned sub-
sidiary of India’s largest mortgage lender, the 
Housing Development Finance Corporation 
[HDFC] is aiming to push established Grade-A 
developers towards affordable and mid-income 
housing projects.

HDFC Capital Advisors has invested Rs 500 
crore in realty developer Runwal Group’s 
115-acre township project in Dombivli near 

Mumbai. It is making this investment through 
its affordable and mid-income housing invest-
ment platform HDFC Capital Affordable Real 
Estate [H-CARE], which has the Abu Dhabi 
Investment Authority, the sovereign wealth 
fund of the Gulf emirate, and India’s sovereign 
fund, the National Investment & Infrastructure 
Fund, as principal investors.

Runwal Group’s arm Runwal Residency is devel-
oping this mixed-use project on a land parcel it 
has bought from Gammon India. The project with 
a total 13 million sq. ft of development possibility, 
will be completed in a phased manner in eight to 
10 years. The company is currently in the process 
of getting the approvals for the project.

Last year, HDFC Capital formed a Rs 2,500-
crore platform to invest in affordable housing 
projects.

(source: https://realty.economictimes.indiatimes.com/
news/industry/hdfc-capital-advisors-invests-in-runwal-
groups-project-in-thane/68515868)

Indonesia

Indonesia is going for vertical housing 
to provide mass housing

Despite various incentives and programmes 
being offered to boost development of low-
income mass housing, the Indonesian housing 
sector is still unable to keep pace with the 
growing population and demand. Indonesia 
needs around 400,000 new homes every year 
in addition to the massive housing backlog 
of 13.5 million units. Without a significant 
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over the last 10 years
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breakthrough, many fear that Indonesian 
millennials will not be able to afford to buy 
in urban centres. This is a significant issue 
as Indonesia seeks to harness the economic 
might of its young and productive population. 
Property ownership is a key component of 
securing the sustainability of middle-class 
growth and long-term economic viability.

Infrastructure development including housing, 
has been one of the key priorities of the state. 
That is why, the Indonesian Government has 
been keen to introduce various policies and 
programmes to spur the growth of the mass 
housing sector.

The President of Indonesia had launched 
the ‘One Million Homes’ programme. Under 
this initiative, the Indonesian Government is 
determined to build one million units of accom-
modations every year until its term ends in 
2019. Of this number, the Directorate General 
of Housing Provision of the Ministry of Public 
Works and Public Housing constructed 111,796 
units for low-income residents, which were 
comprised of rental flats making up 7,860 
units, special homes of 6,048 units, and home 
improvement assistance for 97,888 units. 
Other ministries/institutions constructed 
16,923 units, local government 120,180 units, 
housing developers 265,747 units, and other 
financing schemes accounted for 21,830 units 
in addition to CSR activities for 20 units and 
35,586 units by the public.

(source: http://www.gbgindonesia.com/en/property/
article/2017/indonesia_s_mass_housing_sector_the_
rise_of_vertical_housing_11739.php) 

Constructing robust mortgage markets 
in Indonesia: Project Development 
Objective [PDO]

The Government of Indonesia [GoI] has worked 
on a project to introduce a new mortgage sub-
sidy policy. The project was designed to help 
the Government to introduce a new mortgage 
subsidy policy, re-engineer the existing Housing 
Finance Liquidity Facility [Fasilitas Likuiditas 
Pembiayaan Perumahan or FLPP] and launch 
a new contractual saving scheme to improve 
access to housing finance for the underserved 
and low- and informal-income households.

Indonesia has a substantial housing deficit, 
especially among lower-income and informal 
residents. More than 16 million households 
currently live in inadequate housing. Although 
the regulatory framework is prudent, low 
affordability, nascent market information, 
and incipient long-term funding instruments 
restrict sector growth. Approximately 80% of 

Indonesians cannot access mortgage finance 
because of their inability to provide credit his-
tory or make a down-payment and because of 
unaffordable loan terms.

The FLPP is the main instrument used by the GoI 
– through the Ministry of Housing – to channel 
the housing finance subsidy policy. FLPP is a 
highly subsidized structure that relies exclusively 
on the Government budget. FLPP transfers the 
resources received by the Government to the 
implementing banks, thereby providing long-
term funding together with partial mortgage 
insurance. However, FLPP’s current structure 
impedes many banks from participating, ben-
efits only a small part of the population (formal 
workers on middle incomes), and has a 30 to 
40% applicant rejection ratio.
 
Appropriate policies that address funding instru-
ments, affordability issues, and the targeting of 
subsidies can enable sector growth in housing 
finance in the short and medium terms and 
expand access to mortgage finance. 

(source: https://www.firstinitiative.org/node/752) 

Japan

Energy-efficient housing – Japan Housing 
Finance to issue ¥10B in green bonds

Japan Housing Finance Agency is issuing ¥10 
billion in green bonds, the first green bond in 
Japan aimed at mortgage loans for energy-
efficient houses. The green bonds have a tenor 
of 20 years. Proceeds from the offering will be 
used for newly constructed Flat 35S-compliant 
houses, which are energy efficient.

Nomura Securities Co. Ltd. is underwriting the 
offering. (US$1 was equivalent to ¥110.60 as 
on March 20, 2019)

(Source:https://www.spglobal.com/marketintelligence/
en/news-insights/trending/fn9jVD_zIPiw67yxNBiufg2)

Japan’s housing market started cooling 
down in the beginning of 2019

House prices in Tokyo rose by a meagre 0.22% 
y-o-y in Q3 2018. 

The average price of existing condominiums 
in Tokyo rose by a miniscule 0.22% during the 
year to Q3 2018, from y-o-y rises of 3.89% 
in Q2 2018, 4.59% in Q1 2018, 3.2% in Q4 
2017, 2.56% in Q3, 3.54% in Q2, and 2.93% 
in Q1. During the latest quarter, existing condo 
prices dropped 1.76%. In fact, the average 

price of new condos in Tokyo fell sharply by 
6.55% y-o-y in Q3 2018 and by 14.47% from 
the previous quarter. 

(source: https://www.globalpropertyguide.com/
news-japans-housing-market-cooling-again-3647)

Malaysia

Developers caught in rut as demand for 
affordable housing higher than supply

Malaysian property developers face the conun-
drum of more expensive houses remaining 
unsold even as demand exceeds the supply of 
affordable housing. The Straits Times reported 
that only a quarter of homes launched nation-
wide between 2016 and March 2018 cost under 
RM250,000, and for the first time in a decade 
the overall House Price Index fell on a quarterly 
basis last year. Home prices on average have hit 
RM773,000 in KL and RM497,000 in Selangor 
by the third quarter of 2018, making them over 
100 and 80 per cent respectively higher than 
compared to 2008. The Index dipped 193.1 to 
192.1 between the second quarter and third 
quarter of 2018. Although last year’s overall 
prices are still expected to be higher than in 2017 
at 187.6, home prices are however expected 
to drop further in 2019. By the third quarter of 
2018, the number of unsold units stood at over 
30,000, with ‘unaffordable’ homes now making 
up 65.4% of the figure. These exclude some 
10,801 serviced apartments and small office 
home office units built on costly commercial 
land that remain unsold. Due to this, develop-
ers are now sitting on RM27.4 billion worth of 
completed but unsold homes throughout the 
country. (1 US$= RM 4.41, on May 3, 2019) 

(Source: ht tps: //www.malaymail.com/news/
malaysia/2019/03/09/developers-caught-in-rut-
as-demand-for-affordable-housing-higher-than-
suppl/1730718) 

Government, Central Bank [BNM] working 
to ease housing loan terms & conditions

The Government and Bank Negara Malaysia 
[BNM] are working to ease the terms and 
conditions for housing loans without affecting 
the stability of the financial system. Finance 
Minister Lim Guan Eng said the ministry would 
take action if it were to receive any report from 
developers on housing loan applications being 
rejected without strong justifications. “We will 
take action against banks if we receive reports 
that house loan applications are rejected without 
any concrete justification,” he said in his speech 
at the launch of the Home Ownership Campaign 
[HOC]-Malaysia Property Expo [MAPEX] here 
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today. He added that the ministry would for-
ward the reports to BNM to be investigated and 
for the central bank to assist those affected in 
obtaining housing loans. “We want to encour-
age banks to give housing loans. Don’t hinder 
the government’s initiative to encourage home 
ownership,” he said.

Meanwhile, in conjunction with the HOC, Lim 
said buyers of residential properties priced 
between RM300,000 and RM2.5 million would 
be able to enjoy stamp duty exemptions on the 
instrument of transfer for properties, with 100% 
per cent stamp duty exemption being applicable 
for the first RM1 million of the purchase price. 
“Through the HOC, developers are encouraged 
to give discounts of at least 10% off the price, 
and there are those who will give more,” he said.

Meanwhile, the Real Estate and Housing 
Developers Association [Rehda] President Datuk 
Soam Heng Choon said as of last month, the HOC 
has registered RM9.2 billion worth of houses. 
“We are optimistic of surpassing our sales target 
of RM3 billion set for the campaign,” he said.

On housing loan approvals, Soam said that 
Rehda had received reports from developer 
members of the association on the difficulties 
that they face in getting their loans approved. 
“Most of the loan rejections occur with regards 
to the lower-end houses. The middle and higher 
groups do not have much problem,” he added. 

(source: ht tps://www.iproperty.com.my/news/
government-bnm-working-to-ease-housing-loan-
terms-conditions/) 

Maldives Islands

Affordable Housing for all in Maldives: 
projects initiated by UN-Habitat

The partners in the projects of Affordable 
Housing Maldives are UNDP and the Government 
of the Maldives. Although Maldives is on track in 
achieving most of the Millennium Development 
Goals and has shown progressive improvement 
in the performance against social indicators, 
critical challenges in relieving social vulner-
abilities remain. One of the key aspects of social 
vulnerability lies with housing and problems 
associated with housing particularly in the capi-
tal ‘Male’. Such problems include the increasing 
scarcity of land, high costs of construction and 
reclamation, the need to accommodate more 
users with population change, and to respond to 
the needs of households to be located in areas 
that are better serviced, secure and have better 
economic prospects. This project will contrib-
ute to achieving the overall country program 

Regional round up: news from around the globe

outcome of ensuring increased capacity of 
government agencies/partners and vulnerable 
groups to mitigate economic and social vulner-
abilities. To this end, the main objective of this 
project is to build capacity in government for the 
implementation of its rights-based “Affordable 
Housing for All” Policy, particularly focusing on 
poverty reduction through targeted interventions 
for the poor and vulnerable.

The activities under these projects have been 
following:
•  Housing- output 1: The development of an 

analytical framework to evaluate housing 
supply and demand, focusing on the failure 
to reach the vulnerable, and the application 
of the framework to identify effective strate-
gies and interventions for the production of 
affordable housing for all.

•  Land-output 2: The development of an ana-
lytical framework for evaluating land holding, 
development, transfer and allocation and 
the application of the framework. This will 
facilitate in identifying gaps and overlaps and 
shortcomings in the existing legislative and 
regulatory regimes for land with a view to 
making a more transparent, coherent and 
consistent system that supports the needs 
of the affordable housing for all.

•  Capacity Building of Ministry of Housing, 
Transport and Environment-output  3: 
Develop a programme for on-the-job train-
ing supplemented by specialised training and 
capacity building to enable the Ministry to 
manage and implement its roles and func-
tions in the Affordable Housing for All Policy. 

(source: http://www.fukuoka.unhabitat.org/projects/
maldives/detail03_en.html) 

Pakistan

One-day workshop on “Affordable 
Housing” by academics in Karachi

A one-day national workshop on “Affordable 
Housing” was conducted on March 9, 2019 
by the Centre for the Affordable Housing and 
Sustainable Built Environment (CAHSBE) which 
is under the Department of Civil Engineering, 
NED University in Karachi, Pakistan. The 
workshop was held in the light of the Prime 
Minister of Pakistan’s Naya Pakistan Housing 
Programme, which aims to build 5 million afford-
able housing units. The Governor of Sindh, Mr. 
Imran Ismail was the chief guest at the work-
shop. The Governor, in his speech, expressed 
the full commitment of the Government to make 
their plan for affordable houses available for all, 
a thumping success.

The main speakers at the workshop were Mr. 
Zaigham Rizvi, Chair of the Prime Minister’s 
Task Committee on Affordable Housing, Dr. 
Sarosh H. Lodi, Vice Chancellor, NED University 
of Engineering & Technology, Karachi, and Dr. 
Shuaib Ahmad, JPC Chair Prof., NED University 
of Engineering & Technology. Speakers talked 
about policy and applications, construction mate-
rials, flexibility of design and constructability, 
and resettling & implementation of technology.

Housing research centres are being developed 
and encouraged at the universities under the 5 
million Housing Program of the PM. Already five 
such research centres have been established 
at different universities and the target is to set 
up such research centres in 15-20 universities. 
These research centres will have a focus on 
innovations in low-cost reliable construction 
materials and construction technologies. The 
outcome of such research will then be avail-
able to the manufacturing sector as well as 
to the developer/construction industry. That 
will facilitate taking such innovative products 
from pilot scale to commercial scale, once the 
industry identifies value in that.

The first such research centre is CAHSBE. The 
Centre is to move towards creating a capable 
and viable local construction sector, which is 
able to respond to the demands for sustain-
able infrastructure and housing development, 
through a rational and mutually agreeable stra-
tegic process. This centre would help develop 
strategies that involve all stakeholders in deliv-
ering capital-intensive infrastructure as well as 
energy-efficient and low-cost housing facilities 
in a sustainable way.

International Pakistan Housing 
Conference: Institutional Preparedness 
to Implement a New Housing Strategy, by 
the World Bank Group and Naya Pakistan 
Housing Programme, in Islamabad

The World Bank Group, in collaboration with 
the Housing Task Force and other partners, 
organized an international Pakistan Housing 
Conference: Institutional Preparedness to 
Implement a New Housing Strategy on Thursday 
March 28, 2019 in Islamabad to bring together 
policy makers, international experts, and private 
sector participants to share experience and 
discuss approaches and innovations needed to 
develop Pakistan’s housing sector. The Prime 
Minster, Mr. Imran Khan, graced the occasion 
and inaugurated the conference.

The World Bank Group commended the efforts 
of the Government of Pakistan to deliver on 
its ambitious target of constructing 5 million 
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housing units in the next five years and the 
emphasis on providing low-cost housing for 
the population. The World Bank is already sup-
porting the Government of Pakistan to provide 
financing to the banking sector through the 
newly established mortgage refinance entity 
i.e., the Pakistan Mortgage Refinance Company. 
In addition to the $145 million financing, the 
Bank also intends to provide technical assis-
tance to the Housing Program to help resolve 
key policy issues impacting the development of 
the housing sector. The World Bank has already 
disbursed $58 million for house financing in 
Pakistan and the federal cabinet has approved 
the transfer of the fund to the Pakistan Mortgage 
Refinance Company [PMRC].

Prime Minister Imran Khan performs the launch 
of the first project of the Naya Pakistan Housing 
Program during the second week of April.

A few project sites have been selected to initiate 
the program; in Islamabad, the Federal Capital 
and 4-5 in Quetta and Gwadar, in the province 
of Baluchistan. Similarly, 10 project sites have 
been selected to initiate housing projects in the 
province of Punjab. The PM Imran Khan, while 
launching the first such project in Islamabad 
said the five million Housing Program was a 
flagship program of the Government and would 
boost the economy by creating job opportunities 
for the youth and businesses in allied sectors of 
the construction industry. One such project was 
also inaugurated by the PM in Okara, Punjab.

Spread over an area of 60 acres and having 
a capacity to handle one million twenty-foot 
equivalent units annually, SICT will be the 
country’s largest logistics park to cater to the 
requirements of Gwadar port.

“As activity starts at a port, a container termi-
nal is required for efficient port operations,” 
Barakzai said. “There is no container terminal 
around Gwadar, unlike Karachi port and Port 
Qasim, which have several container termi-
nals.” Shahdadkot Inland Container Terminal is 
the flagship project of Mega Movers Pakistan, 
which was announced in 2015 and is presently 
under construction. “We are working in close 
coordination and strategic partnership with 
China Overseas Port Holdings Company.”

Singapore

Singapore Democratic Party outlines its 
housing policy

Non-Open Market [NOM] flats that do not include 
land costs in their price should be introduced 

into the public housing system, the opposition 
Singapore Democratic Party [SDP] said yester-
day when it unveiled its housing policy at the 
SDP office in Ang Mo Kio. The party said its aim 
was to make public housing more affordable and 
accessible to Singaporeans. The policy paper was 
presented by the party’s Vice-Chairman John Tan 
and Treasurer Bryan Lim. The SDP has proposed 
that the price of new Housing Board [HDB] flats 
include administrative, material and labour costs, 
but not the cost of land. The party calculated that, 
as a result, prices of flats could be substantially 
lower, ranging from S$70,000 for two-room flats 
to S$240,000 for five-room flats. It added that 
Singaporeans who purchase these flats could 
expect to take nine to 15 years to pay off their 
housing loans, based on an interest rate of 3%, 
using no more than 20% of their gross income.

“This further reduces the financial burden of 
home buyers,” the SDP said in a press release. 
The lowered housing expenditure could free up 
capital for homeowners to save for their retire-
ment, the party added.

“As the name implies, however, flats bought 
under this scheme will not be allowed to be 
resold in the open market,” Mr Lim said. Instead, 
owners will have to sell the flats back to HDB 
under the scheme proposed by the party. 
Current homeowners can choose to convert 
their existing flats to a NOM flat.

(source: https://www.straitstimes.com/singapore/housing/
spore-democratic-party-outlines-its-housing-policy) 

Singaporeans spend more time on 
property searches than on bedtime sto-
ries with their children: poll

Rachel Mui reports in Business Times that, 
Singaporeans on average spend three times longer 
on property searches than on reading bedtime sto-
ries to their children, or speaking to their parents, 
data from a new HSBC report showed. 

(source: https://www.businesstimes.com.sg/real-estate/
singaporeans-spend-more-time-on-property-searches-
than-on-bedtime-stories-with-their) 

Singapore’s private property is second-
most expensive in the world: reports CBRE

Singapore was again the second-most expensive 
city in the world to buy private property last year. 
It emerged behind Hong Kong, which remained in 
first place, in the Global Living report by real estate 
firm CBRE which compared investment residential 
properties across 35 global cities. In terms of 
rentals, however, Singapore was the 10th most 
expensive. And with property prices inching up 
just 1.1% last year, the Republic was 27th in growth 

of house prices. Values in the report are based on 
prime residential areas as these are “preferred by 
expatriates”, said CBRE South-east Asia’s head 
of research Desmond Sim. “In Singapore’s case, 
the prime market refers to the core central region, 
or districts 9, 10 and 11,” he said.

The three most expensive places to buy private 
property, all of which are in Asia, remained 
unchanged from 2017 to 2018. Singapore’s aver-
age property price is US$874,372 (S$1,183,375), 
with an average price of US$1,063 (S$1,439) per 
square foot. For prime property prices, Singapore 
ranked ninth in the world with prices pegged 
at an average of US$1,243,640 (S$1,686,002). 

“As a financial hub, Singapore is known for its 
skilled talent, ease of doing business, top-notch 
infrastructure, as well as economic and political 
stability,” said CBRE South-east Asia’s head of 
research Desmond Sim. The city has thus been 
an “attractive location” for multinational compa-
nies to establish their regional headquarters, in 
turn influencing the cost of property ownership 
in the city, he added. However, property prices 
here remain “relatively affordable” compared 
to those in Hong Kong, he said.

(source: https://www.todayonline.com/singapore/
singapore-worlds-second-most-expensive-housing-
market-cbre-report) 

Sri Lanka

Sri Lanka – Asia’s Next Property Hotspot

In Sri Lanka, real estate has far outperformed 
any other asset class since 2014. Real estate 
has proven over time to be a sound asset class 
for capital preservation and wealth creation. 
Its tangible, physical nature gives investors a 
solid assurance over paper assets while rental 
allows for passive income. Financing can be 
secured to facilitate ownership. Land can be 
developed while refurbishments to completed 
homes will yield better capital returns ranging 
from 20%-200%.

An indication of the sterling growth is evident 
in the rise of property values in recent years. 
Leading property website LankaPropertyWeb.
com’s House Price Index shows that average 
apartment prices in Colombo (for a 3-bed) have 
appreciated 6.2% in 2017 and land prices even 
higher based on asking-price values. An apart-
ment will see rental yields of 6-8% typically. 
In comparison to real estate, other investment 
options have been slow or unexciting. 

(source: ht tps://www.lankapropertyweb.com/
property-news/sri-lanka-asias-next-property-hotspot/)
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SL’s housing market is gearing to meet 
economic, environmental and social chal-
lenges with a new concept and approach 
i.e., BOX-IT

Sri Lanka’s Landmark Group, a real estate devel-
opment company bent on challenging traditional 
approaches to the island’s housing and property 
market says it is now gearing up to meet the 
economic, environmental and social challenges 
facing the industry. Understanding the social, envi-
ronmental and economic concerns of the present 
Sri Lankan real estate horizon, Landmark Group 
has introduced their latest concept of BOX-IT 
housing. Building a conventional home is very 
time-consuming and labour intensive. The com-
pany decided to introduce the concept through 
BOX-IT to Sri Lanka to keep on track with the 
evolving trends. The BOX-IT clients can build 
everything from a single storey home or office 
to a 2-storey multi- bed roomed home, using 
Recyclable Shipping Containers. It takes roughly 
a month to fully conclude the building of a BOX-IT.
 
The concept of BOX-IT utilizes old 20-foot and 
40-foot shipping containers to build houses 
which converts them into fully functioning, 
environmentally sustainable modern living and 
working spaces condensed down to 18-20 sq. 
meters. These shipping containers are used 
globally with thousands of them removed from 
circulation annually. On the other hand, Box-IT 
houses are designed so that wastage of the eco-
logical footprint is avoided, and more recycling 
happens day-to-day without hassle.

It is thought that the concept provides clients 
greater freedom in creating living and work-
spaces of their preference. The team uses the 
latest construction and design technologies 
to create innovative spaces that are built to 
exacting standards in order to ensure safety, 
structural integrity and aesthetic appeal.

Landmark Group has extended the BOX IT solu-
tion to include prefabricated swimming pools 
that are created using recycled shipping con-
tainers, with either temporary or permanent 
fixtures. Moreover, Landmark’s various subsidi-
aries specialise in different aspects related to 
the industry. Together with all these services and 
up-to-date technology we believe the concept 
of BOX-IT will provide the perfect solution for 
many Sri Lankans. BOX IT provides options to 
some of the prominent problems in Sri Lanka. 
Movable small modular houses for disaster relief 
housing, communities that want to be off grid 
or live in more remote properties, or to provide 
the perfect abode for an aging population. In 
addition, millennials have transformed into a 
generation of passionate travelers.
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About the benefits of BOX-IT concept over the 
traditional house construction concept, it is 
claimed that, BOX IT is convenient in terms of 
portability and accessibility. With BOX-IT the 
client can make their own private space within 
the same premises, without any hassle. The 
product is more affordable, transportable, and 
more environment friendly. The standard height 
of a BOX IT is approximately 8 feet 6 inches, 
which will help accumulate space and dissipate 
heat throughout the structure. Another great 
advantage of a shipping container home is that 
it can be built off site and then delivered to your 
land ready to move in. Shipping container homes 
can be built incredibly fast. BOX IT solutions 
save time as delivery can be done in 4 to 6 
weeks from order confirmation. They also bring 
numerous cost benefits that allow customers 
to get the desired results.

However, users are typically subjected to local 
zoning and construction regulations, which 
depend on location. While traditionally con-
structed houses face these same issues, they 
are much more common and thus more easily 
approved in many cases.

Thailand
 K.I. Woo

Developers want loan-to-value changes

The Bank of Thailand is being urged to revise 
the new loan-to-value [LTV] ratios proposed for 
buyers purchasing additional residences. The 
developers told the Bangkok Post that because 
current market sentiments are weak the new 
LTV ratios would prevent many families from 
purchasing new homes.

Atip Bijanonda, President of the Housing 
Business Association, said this year’s property 
market is expected to only grow about 0-5% 
from 2018, mainly because of the new LTV 
limits.”The LTV limits will definitely have a strong 
impact on the market this year, as they already 
affected first quarter housing sales,” he said. 
He said the Central Bank should review its new 
regulations’ effect on overall economic growth.

Developers, he said should also help applicants 
prepare for mortgage applications under the 
new regulations, including cleaning up financial 
statements. Vichai Viratkapan, acting Director-
General of the Real Estate Information Center 
[REIC], said the new LTV limits will have a 
greater impact on new housing sales than 
increased interest rates and overall economic 
growth. He suggested establishing a housing 
fund for homebuyers that are not approved for 
mortgages from financial institutions.

Property consultant Colliers International 
Thailand said new condos launched in Bangkok 
in the first quarter totaled 8,443 units, down 
60% and 40% from the fourth and first quarters 
of last year.

Some 2,400 units were low-priced condos 
under the government’s Baan Pracha Rat hous-
ing loan project.

“The sharp drop suggests that the new LTV 
limits ae taking hold,” said Phattarachai 
Taweewong, associate director of the Colliers 
research department.
 
Thai government implements economic 
stimulus measures 

To ensure the Thai economy maintains steady 
economic growth the Thai Cabinet has pro-
posed stimulus measures that will cost about 
Bt20 billion ($US62.5 billion). GH Bank and the 
Government Savings Bank will offer special 
mortgages to serve strong home loan demand 
to offset commercial banks recent tightening of 
housing loan criteria to comply with the central 
bank’s new lending restrictions. 

GH Bank slashing low-cost housing 
interest rates

GH Bank is planning to slash home mortgage 
rates for its Bt 1 million ($US312) per unit low-
cost government housing scheme to below 3% 
and lengthen the maximum housing loan term to 
50 years from 40 years. The changes will reduce 
monthly payments to below the program’s mini-
mum monthly payment requirement of Bt3,800 
(SUS118), said president Chatchai Sirilai.

To fund the program, the Bank will launching a 
Bt100 million ($US3.125 million) savings lottery 
that will have an average cost of between 1.7-
1.8% per year. Chatchai said 30% of the 59,000 
applicants for the scheme’s first mortgage 
phase cannot afford the minimum payment of 
Bt3,800 (US118) a month. To make the afford-
able housing scheme more affordable, GH Bank 
has proposed extending the repayment period to 
50 years from 40 if the request for an additional 
government subsidy fails.

Low-income earners, particularly those who 
must take care of parents, remain a priority 
for the second phase, he said.

GH Bank is to consider offering special mort-
gages to those who are starting families, looking 
to buy homes priced more than Bt1 million 
($US31m250), said Mr. Somkid.
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Europe: a shifting regulatory landscape
 By Mark Weinrich

Two and a half years after it was first unveiled 
by the Commission, the Banking Package has 
been adopted by the plenary of the European 
Parliament on 16th April and by the European 
Council on 14th May 2019. It will be published 
in the Official Journal of the European Union 
[EU] in the course of June and will enter into 
force 20 days later. Most provisions will apply 
after a further 18 months to two years, but a 
number of provisions will apply sooner.

The Package is a comprehensive re-write of the 
European Union’s main legislative pillars in the field 
of banking regulation; the Capital Requirements 
Regulation [CRR], the Capital Requirements 
Directive [CRD], the Single Resolution Mechanism 
Regulation [SRMR] and the Bank Recovery and 
Resolution Directive [BRRD]. It had been billed as 
a necessary update to incorporate the most recent 
international standards, in particular the latest 
iteration of the Basel III framework, issues raised 
by the Basel Committee on Banking Supervision, 
and the Total Loss Absorbing Capacity [TLAC] of 
the Financial Stability Board [FSB]. 

The package includes in particular the following 
key measures: 

•  A leverage ratio requirement for all institu-
tions as well as a leverage ratio buffer for all 
global systemically important institutions. 
The leverage ratio requirement is set at 3% 
of Tier 1 capital and institutions must meet 

this in addition to or in parallel with their 
risk-based capital requirements.

•  A net stable funding requirement. The net 
stable funding ratio [NSFR] requires banks 
to ensure that exposures are matched with 
stable funding sources, thereby preventing 
liquidity crises. It does so by requiring that a 
certain share of the banks’ lending that has 
a maturity of longer than one year must be 
funded by deposits or by market funding with 
a maturity of more than one year.

•  A new market risk framework for report-
ing purposes, including measures reducing 
reporting and disclosure requirements and 
simplifying market risk and liquidity rules 
for small non-complex banks in order to 
ensure a proportionate framework for all 
banks within the EU.

•  A requirement for third-country institutions 
with significant activities in the EU to have 
an EU intermediate parent undertaking. The 
application of such a new requirement is lim-
ited to groups with significant EU activities 
worth at least EUR 40 billion, regardless of 
whether they are global systemically impor-
tant banks or not.

•  A new total loss absorbing capacity [TLAC] 
requirement for global systemically important 
institutions.

•  Enhanced Minimum Requirement for own 
funds and Eligible Liabilities [MREL] subordi-
nation rules for global systemically important 
institutions [G-SIIs] and other large banks.

•  A new moratorium power for the resolution 
authority. A moratorium can be imposed by 
supervisors and resolution authorities over 
banks’ liabilities to avoid excessive outflows 
of liquidity in a bank resolution.

•  The banking package also includes a number 
of targeted measures to cater for EU specifi-
cities, such as incentives for investments in 
public infrastructures and SMEs or a credit 
risk framework facilitating the disposal of 
non-performing loans.

The Banking Package aims to complete 
regulatory reforms initiated after the finan-
cial crisis. The wide-ranging changes to the 
existing capital requirements and resolution 
framework will have a significant impact on 
credit and financial institutions in the European 
Union, including on their risk modelling, fund-
ing structure and reporting systems. In some 
instances, the requirements include raising 
of additional own funds or eligible liabilities. 
Although banks have already had several years 
to prepare for most of these changes, they are 
so significant that banks will find themselves 
running out of runway quickly.



14 HOUSING FINANCE INTERNATIONAL Summer 2019

Regional round up: news from around the globe

Latin America and the Caribbean:  
the affordability challenge
 By Claudia Magalhães Eloy 

In Latin America and the Caribbean, while 
housing policies and programs have long been 
in place, mainly focusing on homeownership, 
affordability remains a fundamental key 
obstacle for the development of the housing 
sector in general and the mortgage market. 
A metric generally adopted for determining 
affordability is based on median family income, 
median home values, and prevailing interest 
rates1. Mortgage interest rates in the region 
range from as low as 4%2 (Chile) to 38.8% in 
Argentina3, in most cases somewhere between 
7% and 13%, thus much higher than rates 
found in developed countries. High interest 
rates and insufficient income prevent many 
low-income families from qualifying for a mort-
gage even for modest borrowing.

Real regional income per capita relative to the 
US, in 2017, was a mere 24%, compared to 82% 
of advanced economies and 58% of emerging 
Asia4. Yet, Rojas (2016)5 finds evidence that 
within Latin America, countries with relatively 
high income per capita have qualitative or quan-
titative housing shortages greater than countries 
with lower per capita incomes. Such is the case 
with Brazil, Argentina, Panama and Mexico, 
when compared to Colombia, Honduras, and 
Paraguay. Chile stands out as an exception: 
according to World Bank data, as of 2017, GDP 
per capita in Chile was USD 15,346, while the 
average for the region was USD 9,272.6 The 
considerable decline in poverty rates in Chile, 
from over 33% in 1992 to just above 11% in 
2011, and the related increase in demand for 
better quality housing are likely drivers of the 
improvement of the country´s housing conditions 
(del Pero, 2016)7. 

House prices also play an important role in the 
affordability equation with increases over the 
past few years having raised concerns regarding 
the implications for both owners and renters 
(roughly 20% of the region’s housing tenure, 
on average)8. The ratio between median house 
price to median annual household income in 
urban areas varies a lot: in Chile it was 3.4 
and in Brazil, 5.6, whereas in Mexican capital 
cities, 6.3 (Hofinet, 2014). Fitch9 forecasts that 
Colombia’s home prices will rise by 100-200bps 
above inflation in 2019-2020 “on the back of 
an improving growth outlook and structural 
undersupply”. Unemployment rates are pre-
dicted to remain at about 9% in the country 
and salaries to increase just slightly more than 
inflation. The mismatch between income and 
house price increases remains a significant 
concern regarding affordability.

Scarcity of affordable serviced urban land 
throughout the region’s metropolitan areas 
pushes prices upwards. Over the years, direct 
state production has been substituted for mar-
ket approaches or public-private partnerships 
[PPPs] with programs that broaden access to 
credit and grant demand-side subsidies to pur-
chase homes, generally new build. Yet, they 
generally target urban households with formal 
jobs and incomes that, although they do not 
enable access to market-priced housing, do not 
fall within the lower ranks of the income distri-
bution or informal workers. An Inter-American 
Development Bank 2015 report10 stated that 
despite the significant growth of mortgages 
in Mexico, between 2000 and 2009, the first 
income decile could not qualify for a loan to 
purchase a standard “private solution”, while 

those in deciles 2 and 3 allocated 80% and 
50% of their incomes, respectively. Throughout 
the region, housing solutions for those on very 
low incomes have mainly taken the form of 
incremental self-build schemes on informal 
land using personal savings, informal sources 
of credit or unsecured personal loans at even 
higher interest rates and over much shorter 
terms than regular mortgages.

This column intends to revisit the outcomes of 
some regional cases that have attempted to 
tackle the affordability challenge in the region 
through the design of programs targeted at the 
lowest income deciles. Below market prices are 
achieved through a combination of large-scale 
developments (and the resulting economies) and 
cheaper peripheral land. Choice of land results 
from either developers´ profit motives or provi-
sion by municipalities of land beyond the urban 
fringe, in areas yet to be provided with services. 
Strategies may also include more permissive 
municipal regulations as well as cheaper credit 
from special funds.

In Mexico, substantial demand-side subsidies 
have been provided to foster the production 
of large-scale homogeneous developments: 
over 1 million subsidies allocated between 
2007 and 2015 to household incomes up to 
5 times the minimum wage, with over three 
quarters allocated to households earning less 
than 3 times the minimum wage (Acolin, 201811). 
This approach produced housing “far from city 
centers and disconnected from urban services 
and infrastructure” (OECD 2015). Poor location 
led to difficulties in commuting to work and 
accessing services resulting, in turn, in high 

1  Housing Finance Policy Center, Urban Institute, 2018. 
2   The lowest mortgage interest rate found in Brazil is 5% exclusively on FGTS loans for low-

income families. Typical annual mortgage rates in Brazil are now 7.8% (Central Bank of Brazil).
3   As of April 2019, with an average interest rate of 15.9% from 2002 to 2019.  

https://www.theglobaleconomy.com/Argentina/mortgage_interest_rate/
4   Cavallo and Powell; A mandate to grow: Latin American and Caribbean Macro Economic Report. 

Inter-American Development Bank, 2018. 
5  https://ihcglobal.org/2017/08/17/lessons-from-latin-americas-50-years-of-housing-policy/
6   In Mexico, USD 8,910; Brazil, USD 9,812; Argentina USD 14,398; and, Panama USD 15,196. 

In Colombia, USD 6,408; Paraguay USD 5,824; and, Honduras, USD 2,480. 

7   Housing policy in Chile: A case study on two housing programs for low-income households. 
OECD Working Paper No.173. 2016.

8   Low-income renters with over 30% of rent-to-income burden are the predominant component 
of the housing deficit in Brazil, which has shown a continuing rise over the past decade.

9  FitchRatings Global Housing and Mortgage Outlook, 2019.
10   Blanco, Cibils and Muñoz; Rental Housing Wanted: Policy options for Latin America and the 

Caribbean. Inter-American Development Bank, 2014.
11   Acollin; Better location, better housing:  incorporating location into affordable housing loan 

programs. IUHF Journal, Autumn, 2018.
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levels of vacant units and of delinquency (Acolin, 
2018). After 2011, housing subsidies incorpo-
rated location criteria – Contornos 12 – defined by 
employment density (most central one being U1), 
availability of infrastructure (U2) and a buffer 
zone (U3) expanding from U1 and U2 with access 
to existing amenities and moderate connec-
tion costs to utilities and road networks. No 
subsidies are provided to developments located 
outside U3, discouraging affordable housing 
located beyond the urban fringe. Recent analysis 
indicates however that most of the subsidized 
developments (over 75%) remain concentrated 
in U3 (Acolin and Kichik 2017)13.

In 2009, the Brazilian government launched a 
1-million-unit housing program (Minha Casa 
Minha Vida – PMCMV), which soon afterwards 
increased to 3 million units, comprising of dif-
ferent production, subsidies and financing 
schemes. As of 2019, nearly 5.5 million new 
housing units have been commissioned, out of 
which 5.2 million were built by private develop-
ers. It is estimated that up to 2017, production 
under PMCMV had reached around 78% of 
the total 6.3 million housing units launched by 
developers in the country during that period. 
The Faixa 1 scheme (1st tier) of this program 
– which has produced approximately 1.6 million 
units so far – is based on government resources 
and provides housing at nearly no cost to the 
lowest-income families (up to BRL 1,800.00). 
Beneficiaries are selected by municipalities and 
once they receive the unit, they are required to 
pay 5% of their monthly income for 10 years14, 
after which they receive title to their homes. 
There is no financing involved in this scheme.

The other schemes of the program – Faixas 2 
and 3, which comprise most of the units pro-
duced and may be accessed by any family 
earning up to BRL 7,000.00 – were designed 
with a market approach: units are sold by devel-
opers and financed by public banks (Caixa and 
Banco do Brazil) with FGTS funding coupled 
with direct and indirect subsidies, but access 
depends upon qualifying for a mortgage. 

In Faixa 1, although installments demand a 
very small percentage of monthly income (5%), 
delinquency escalated fast and reached 37% 
of all units delivered up to Dec/2018. Acolin, 
Hoek-Smit and Eloy15 analysed delinquency 

in repayments among participants in PMCMV 
Faixa1 in six diverse metropolitan regions16, with 
data up to December 2015, at which point 28% 
of beneficiaries were at least 90 days in arrears. 
Their analysis provides evidence consistent with 
two explanatory hypotheses for this elevated 
level of delinquency: i) first and foremost the 
peripheral location of the units, which adds to 
living expenses such as transportation costs 
and increases unemployment; ii) insufficient 
income to cover housing related costs, since the 
new units impose increased housing expenses 
(mainly due to condominium fees17 and for-
mal access to utilities) compared to what the 
most vulnerable families paid in their previous 
homes. Findings point to the potential role of 
location in explaining delinquency. Other pos-
sible hypotheses drawn are: iii) moral hazard 
in the collection of payments since there have 
been no massive foreclosures of delinquent 
units; and iv) the presence of organized crime 
or militia in some projects, with frequent reports 
of violence and unlawful evictions (it must be 
noted that in certain developments, delinquency 
rates exceed 90%).

An earlier comprehensive field study had already 
shown that the move to the PMCMV develop-
ments increased commuting time for 39.5% of 
respondents and, in most cases, had increased 
commuting time by 30 minutes or more (Santo 
Amore et al, 2015. Another had demonstrated 
that condominium fees and utility costs repre-
sented a substantial share of monthly income 
among PMCMV beneficiaries: up to 37% in 
the first income decile (Balbim et al.,2015). 
PMCMV follows another regional trend: the 
centralization of housing policies within cen-
tral governments, including the design, finance 
and implementation, while in many instances, 
assigning responsibility regarding the provision 
of infrastructure and urban services to local 
governments, regardless of their management, 
regulatory and financial capacities. It’s design 
contrasts substantially with the self-manage-
ment schemes of the 1990s revisited by Nabil 
Bonduki in this journal´s previous issue – while 
the former focusses on scale at the expense 
of homogeneity of housing types situated in 
peripheral areas, the latter promotes better 
quality and much greater user participation in 
the decision-making and production processes, 
although limited to a low scale and impact.

In 2012, the Colombian government introduced 
a new housing policy which offered “free” 
homes – 100,000 Viviendas Gratis – for the 
poor, prioritizing families displaced by violence 
and natural disaster. Previous programs linked 
subsidies to credit and did not reach many of 
the targeted population according to Gilbert, 
2014): “between 2006 and 2009 the National 
Housing Fund [FNV] assigned subsidies to 
172,000 families but only 63% resulted in the 
purchase of a home [while] more recent fig-
ures paint a worse picture, with only 14.5% 
of applicants managing to convert their sub-
sidy into a housing solution.” Gilbert (2014)18 
also observes that with the new free housing 
scheme, although the beneficiaries do not pay 
rent or mortgage installments, other housing 
related costs such as property taxes, utility bills 
and home maintenance may prove excessive 
since families had been selected largely on the 
basis of their very limited incomes. Furthermore, 
since the location of the new homes increases 
transportation costs and makes getting to or 
finding work more difficult, often families decide 
to move elsewhere and supplement their income 
by renting or selling the home.

Those findings are in line with those of Rojas 
(2016): 

“new homes built in Latin American cities either 
by public housing entities, private developers or 
incremental builders, are located in poorly served 
peripheries, the result of their desire to minimize 
the incidence of the cost of land in total housing 
costs and the availability of land for greenfield 
development or invasion […] Many are aban-
doning these new units as the effects of these 
location-related shortcomings become unbear-
able. It is estimated that in 2012 nearly 20% of 
the housing stock in Mexico was underutilized, 
empty or under temporary use (CIDOC 2012). 
Similar figures come from Argentina, Chile and 
Colombia. The main reason for the abandonment 
of the homes is the lack of infrastructure and 
amenities provided…”

In Duren’s (2018)19 investigation on how periph-
eral social housing impacts the housing burden 
of low-income residents in selected cities20 in 
Brazil, Colombia and Mexico, she concluded 
that distance to city centre has a significant 
impact: housing market price is on average 

12  “Contours” would be an equivalent term in English.
13   Acolin, Arthur and Kichik, Haim; Mexico’s contornos: Including location criteria in housing 

programs, 2017.
14  Commitments have been recently raised to 10% to 20% on units delivered.
15   Arthur Acolin, Marja Hoek-Smit, Claudia Magalhães Eloy; High delinquency rates in Brazil’s 

Minha Casa Minha Vida housing program: Possible causes and necessary reforms. Habitat 
International, 2018. 

16  Belo Horizonte, Fortaleza, Rio de Janeiro, Salvador, Baixada Santista and São Paulo.
17  The typical MCMV development is large scale gated condos.

18   Gilbert; Free housing for the poor: An effective way to address poverty? Habitat International 41 
(2014). http://www.urbangateway.org/system/files/documents/urbangateway/free_housing_
for_the.pdf

19   Nora Ruth Libertun de Duren (2018) The social housing burden: comparing households at 
the periphery and the center of cities in Brazil, Colombia, and Mexico, International Journal 
of Housing Policy, 18:2, 177-203, DOI: 10.1080/19491247.2017.1298366

20   She applied surveys to 150 randomly selected heads of households who live in social housing 
units of similar characteristics in the cities of Goiania (Brazil), Barranquilla (Colombia), and 
Puebla (Mexico), segmented in two groups: half living within five kilometers of the city center 
and the other half , farther than 10 kilometers.
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40% lower (and rental values are 50% or more 
lower) but working residents spend twice the 
money and three times the commuting time 
compared to those who live in central loca-
tions. Transportation costs are increasingly 
being considered in determining housing burden 
and affordability.

While these initiatives, designed to tackle 
housing affordability at the very bottom of 
the income pyramid, have managed to add a 
significant number of affordable units to the 
existing housing stock, they have, conversely, 
provided poor quality homes with inadequate 
infrastructure and services. Thus, they not only 
fail to promote decent and socially integrated 
living environments, but quite often create 

problematic neighborhoods which impact on 
social capital, educational and employment 
opportunities. Yet, those initiatives are, by 
and large, supported by politicians, develop-
ers and even beneficiaries themselves on the 
grounds that units received do constitute some 
personal gain. 

A set of instruments is needed to adjust a proper 
housing affordability equation, and while they 
must be designed using a country specific 
approach, some recommendations can be 
drawn from the above mentioned cases, includ-
ing: location linked subsidies; subsidizing rental 
schemes; provision of affordable serviced land 
for housing with proper financial mechanisms; 
alternatives that support self-managed and 

incremental housing construction schemes, 
among others. Acolin and Kichik (2017) suggest 
considering non-monetary incentives such as 
expedited permitting, density bonus and the 
potential for mixed income projects. Glaeser 
(2012) suggests investing in trunk infrastructure 
to put more land into residential use, coupled 
with coordinated land use and registration 
regulations to reduce land development costs. 

In conclusion, the funding for financing and 
subsidy approach is not an adequate one when 
we are addressing the lowest income house-
holds, notably in developing economies. Thus, 
before we can efficiently tackle this issue, we 
need a much more comprehensive grasp of the 
housing affordability challenge.

Regional round up: news from around the globe
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The U.S. Can reform housing finance  
without any action from Congress

 By Alex J. Pollock 

The U.S. came out of the 2007-12 housing 
bust with a housing finance system even more 
government-centric than it was before, because 
the Government completely took over Fannie 
Mae and Freddie Mac by way of a regulatory 
conservatorship. Most people assumed that 
Fannie and Freddie’s financial collapse would 
inspire the U.S. Congress to reform them, which 
would mean fixing the excessive leverage of 
their own balance sheets and the excessive 
leverage the Government promoted through 
them in the whole housing finance sector. This, 
as it has turned out, was a bad assumption. 
Congress tried to create reform legislation, 
and the accompanying debates were long and 
energetic, but in the end nothing happened.

Meanwhile Fannie and Freddie remain dominant 
and huge operations. Their combined assets 
are a staggering $5.5 trillion. These assets are 
supported by virtually no capital. Their latest 
quarterly financial statements show a capital 
ratio of a risible 0.2%, or a leverage of 500 to 
1. Under current rules, the Government does not 
let Fannie and Freddie retain any earnings to 
speak of, so they are utterly dependent upon the 
continuing credit support from the U.S. Treasury. 
Without this support, they could not exist even 
for one minute. Their government conservator-
ships are in their eleventh year – an outcome 
nobody anticipated and nobody wants.

It now appears there is virtually zero probabil-
ity of reform legislation in the current divided 
Congress.

However, significant reform can occur with-
out needing Congress to act. A determined 
administration – the President, the Treasury 
Department, and the Federal Housing Finance 
Agency (which is the regulator and conser-
vator) – can do a lot on its own, without any 
legislation. It looks like they intend to do so
.
President Trump recently told a conference of 
the National Association of Realtors:

•  “My administration is committed to reform-
ing our housing finance system…Fannie and 

Freddie still dominate the market with no real 
competition from the private sector. And tax-
payers are still on the hook…That’s why I 
recently directed the Department of Treasury 
and HUD [the Department of Housing and 
Urban Development] to develop a framework 
for a modern housing finance system…one 
that welcomes private sector competition, 
protects taxpayers, and preserves home own-
ership.” (The transcript adds: “Applause”.)

The President was referring to his formal 
“Memorandum on Federal Housing Finance 
Reform” of March 27, 2019. This memorandum 
includes the following:

•  “The Secretary of the Treasury is hereby 
directed to develop a plan for administrative 
and legislative reforms.” 

As stated above, the legislative part of the reforms 
is very unlikely to happen, but the administrative 
ones can. The goals of the plan are to include:

•  “Ending the conservatorships” of Fannie and 
Freddie”

•  “Facilitating competition in the housing 
finance market”

•  “Providing that the Federal Government is 
properly compensated for any explicit or 
implicit support is provides” to Fannie and 
Freddie” [italics added]

•  “Establishing appropriate capital and liquid-
ity requirements” for Fannie and Freddie. 
The capital requirements will need to be 
a lot higher than the current virtually zero.  
Personally, I am recommending a 4% tangible 
equity to assets requirement, reflecting that 
4% is the global capital standard for prime 
mortgage credit risk. The Treasury will pro-
duce its own recommendation.

•  “Increasing competition and participation of 
the private sector in the mortgage market”

•  “Heightened prudential requirements and 
safety and soundness standards, including 
increased capital requirements” for Fannie 
and Freddie

And of special interest to my former colleagues 
in the Home Loan Bank of Chicago, the former 
home of the Secretariat of the IUHF: “Defining 
the mission of the Federal Home Loan Bank 
system and its role in supporting Federal hous-
ing finance.”

About all of these goals, the Memorandum 
directs that “the Secretary of the Treasury must 
specify whether the proposed reform…could 
be implemented without Congressional action. 
For each administrative reform, the Treasury 
Housing Reform Plan shall include a timeline for 
implementation.” That sounds serious.

And: “The Treasury Housing Reform Plan shall 
be submitted to the President for approval…
as soon as practicable.”

If the Administration does implement adminis-
trative reforms, here are some suggestions for 
additional things it has the power to do:

•  The FHFA should set for Fannie and Freddie, 
like for all other financial institutions, both a 
leverage capital requirement (for Fannie and 
Freddie, 4% of total assets) and a risk-based 
capital standard, requiring whichever is higher.

•  Fannie and Freddie should pay a fee to the 
Treasury for its credit support based on what 
the Federal Deposit Insurance Corporation 
would charge an equally huge bank of equiva-
lent riskiness for deposit insurance.

•  The Financial Stability Oversight Council 
should designate Fannie and Freddie as the 
Systemically Important Financial Institutions 
[SIFIs] they are, since they have proven they 
can put the whole financial system at risk.

•  The FHFA should ensure emphasis on sound 
credit risk management throughout the inevi-
table cycles.

•  The Federal Home Loan Banks should especially 
expand the role of secondary mortgage finance 
in which the original lender retains credit expo-
sure (“skin in the game”) for the life of the 
loan, which ensures an alignment of incentives 
superior to the Fannie and Freddie model.
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•  The Treasury should exercise the options it 
owns to acquire 79.9% of Fannie and Freddie’s 
common stock at an exercise price of one-thou-
sandth of a cent per share. This will represent a 
nice and well-deserved profit for the taxpayers 
who bailed Fannie and Freddie out.

Will the Administration really act to implement 
reform through its purely administrative powers? 
I think there is a good probability that it will. 
Congress will, it appears, be left to continue 
debating without acting.
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House prices plummet in Sydney: 
the financialisation of housing comes unstuck

 By Alan Morris

1. Introduction

In the decade to June 2017, Sydney (Australia’s 
largest city, population about 5 million) was 
caught up in a massive escalation of residential 
property prices; house prices grew by 76.5% 
in real terms and nominal growth was 111% 
(Kusher, 2017). The median price of houses in 
Sydney in June 2017 was $1,178,417, and of 
apartments, $757,991 (Domain, 2017), mak-
ing Sydney the second most expensive city 
globally after Hong Kong. In 2012, there were 
159 Sydney suburbs with a median price under 
$500,000, by October 2017, there were none 
(Duke, 2017). Almost all of Sydney’s suburbs 
had a median house price of more than a mil-
lion dollars and in August 2015, the number of 
Sydney suburbs with a median house price of 
more than $2 million had doubled in the space 
of a year. At this time, 40 of the 48 suburbs in 
Australia with a median price above $2 million 
were in Sydney (Schlesinger, 2015). There 
existed what was described as ‘a frenzied 
property market’ (Bouris, 2017) characterised 
by a great fear of not being in the market. An 
acronym to capture this sentiment emerged, 
FOMO, ‘fear of missing out’. 

In mid-2017, the seemingly never-ending surge 
in the residential property market in Sydney (and 
Melbourne) came to an abrupt end. By March 
2019, Sydney house prices had fallen by 16% 
in real terms from their peak in mid-2017 (in 
Janda, 2019) and in April 2019, a report by 
the rating agency, Moody’s, concluded that in 
the next 12 months prices in parts of Sydney 
could fall another 15% (in Wright, 2019a). The 
median house price in Sydney in March 2019 was 
$1,027,962, a drop of $170,000 from the peak 
in mid-2017 (Burke, 2019), and the decline has 
been greater than the decline experienced in the 
aftermath of the global financial crisis in 2008. 

Purchases of investment properties have fallen 
sharply – loans to investors have dropped by 
about 50% over the last three years (Scutt, 
2019). The number of new listing (residential 
properties for sale) in April 2019 was down 
29% on April 2018, probably reflecting a lack 
of confidence by potential sellers - households 
are not selling unless they have to. The number 
of house sales has collapsed to their lowest 
level since the early 1990s (Wright and Yeates, 
2019). In February 2019, the Australian Bureau 
of Statistics estimated that the total value of new 
lending to Australian households had declined 
by 19.8% (Collet, 2019). The slump is affect-
ing all sections of Sydney’s housing market 
and appears to be deepening. In Mosman, one 
of Sydney’s wealthiest suburbs, by May 2019 
there had not been one sale in the $10 million 
plus bracket, whereas in the first five months 
of 2018, there had been eight $10 million plus 
sales (Burke and Macken, 2019).

The article sets out to explain the dramatic 
turnaround in the residential property market 
in Sydney. The primary argument is that the 
decline is linked to a serious disruption of the 
intense financialisation of housing that charac-
terised Sydney’s housing market over the last 
decade. The disruption was mainly due to an 
increasing fear by the Reserve Bank of Australia 
[RBA] and the regulators of the financial services 
industry, the Australian Prudential Regulation 
Authority [APRA]1 and the Australian Securities 
and Investment Commission [ASIC],2 that the 
price increases were creating an environment 
fraught with risk. 

The article first briefly outlines the features 
of the financialisation of housing in Sydney. It 
then examines the reasons for the financialisa-
tion of housing creating the ‘seeds of its own 
destruction’.

2.  The financialisation of 
housing in Sydney 

A key feature of the financialisation of hous-
ing, is that housing is increasingly viewed as a 
means of accumulation (Aalbers, 2016; Madden 
& Marcuse, 2016). The massive increase in 
house prices in Sydney in the 2012 to 2017 
period, was premised on the pervasive expec-
tation that house prices in Sydney could only 
increase and that if a household had the capac-
ity to invest in Sydney’s property market, not to 
do so would be foolhardy. Residential property, 
in line with the financialisation of housing thesis, 
was viewed as an obvious and safe site for 
investment. The intense desire to invest in 
residential property was given much impetus 
by an extremely generous tax regime for local 
property investors. ‘Negative gearing’ allows 
investors to deduct losses related to their invest-
ment property from their taxable income. Thus, 
if an investor’s mortgage is $30,000 a year and 
the rent is $1,500 a month ($18,000 a year) and 
the landlord’s expenses are $3,000, they can 
deduct $15,000 from their overall income for 
tax purposes ($30,000 - $18,000 plus $3,000). 
Also, the generous capital gains tax means that 
when the property is sold, it must be owned for 
at least 12 months, only 50% of the capital gain 
is taxed. By 2016, 27% of residential proper-
ties in Australia were owned by investors and 
investors accounted for 47% of the value of 
‘new mortgage originations’ (Corelogic, 2016: 
4). Sydney and Melbourne, Australia’s two big-
gest cities, dominated the residential property 
investment market. 

Besides local investors, foreign investors also 
saw Sydney’s residential property as a safe 
haven. The period 2009 to 2017 was witness 
to a dramatic increase in foreign investment in 

1   APRA’s role is to develop and enforce ‘a robust prudential framework of legislation, prudential 
standards and prudential guidance’ so as to ensure that deposit-taking institutions, insurance 
companies, superannuation funds behave in a prudent fashion and thereby protect the interests 
of their depositors or clients. 

2   ASIC’s role is to ensure that the financial system operates in a fair and transparent and efficient 
manner by the regulating conduct of companies in the financial sector and financial advisers. 
APRA and ASIC are in regular contact and often collaborate.



20 HOUSING FINANCE INTERNATIONAL Summer 2019

residential property – increasing from $8.77 
billion in 2009-10 (Australian Government, 2011) 
to $34,7 billion in 2013-2014, to $60.8 billion in 
2014-2015 and reaching a high point of $72.4 
billion in 2015-2016 (Australian Government, 
2018). This was despite legislation that confines 
foreign investment in residential property to new 
properties only. The increase was driven mainly 
by Chinese investors entering the Australian 
residential market as individual investors and 
as developers. Over the last few years, Chinese, 
Hong Kong and Singaporean investors have 
accounted for about a third of all foreign invest-
ment in Australian real estate (Fickling, 2019a)
 
Financial institutions also played a central role 
in facilitating the housing boom in Sydney. 
Investors in residential property could obtain 
loans with relative ease. In April 2017, Australia-
wide, interest-only loans accounted for 64% 
of investor and 23% of owner-occupier loans 
(RBA, 2017). The ability of borrowers to service 
the loan was often assessed using a calcula-
tion method that overstated the capacity of 
the borrower. Around 40% of all loans were 
assessed ‘on lower hypothetical P&I [payment 
and interest] repayments calculated from the 
entire term of IO [interest only] loans (including 
the IO period; known as the full-term method)’ 
(RBA, 2017). The Reserve Bank concluded 
that this method of calculating repayments ‘is 
potentially in breach of the National Consumer 
Credit Protection Act 2009, which requires that 
lenders make loans that consumers will be able 
to repay without undue hardship’ (RBA, 2017). 

3.  Explaining the fall in house 
prices 

The crucial factor contributing to the decline 
has been the tightening of credit and a shift in 
the perception that house prices in Sydney can 
only increase. These changes have resulted in 
a substantial drop in the number of investors 
and ultimately a drop in demand and prices. 
The local dynamics have been compounded by 
a dramatic drop in foreign investors. In sum, the 
financialisation of housing created a situation 
which was viewed as increasingly dangerous 
for the economy and had to be reined in. 

3.1. The tightening up of credit 

The housing bubble in Sydney and Melbourne 
precipitated by the financialisation of hous-
ing, was viewed with increasing concern by 
the Reserve Bank of Australia [RBA]. By 2017, 
there was a strong view that the astronomi-
cal increase in house prices in Sydney and 
Melbourne had to be reined in. The minutes 
of the monthly monetary policy meeting of the 

RBA board at the height of the housing bubble 
in Sydney in April 2017 (house prices in Sydney 
had increased 18% in the previous year) are 
illuminating. They capture the RBA’s growing 
unease with the runaway housing market. There 
was concern that a proportion of households 
could find themselves struggling to retain 
their homes, especially if there was a drop in 
a household’s income for whatever reason, and 
or an interest rate hike:

Members noted … that some households with 
home loans appeared to have little or no buffer 
of excess mortgage repayments and could be 
vulnerable if household income were lower than 
expected. This observation emphasised the 
importance of realistic assessments of house-
hold expenses and prudent lending standards 
for mitigating risks to both financial stability 
and macroeconomic outcomes (RBA, 2017). 

The minutes expressed concern that high-risk 
interest-only loans were continuing to increase. 
The increase had taken place despite regula-
tions put in place by the financial regulators, 
APRA and ASIC in 2014 to slow down the grant-
ing of interest-only loans (RBA, 2017). 

APRA’s guidance had included limits on the 
share of interest-only loans in new housing 
loans and a requirement that banks impose 
strict limits on new interest-only lending at high 
loan-to-valuation ratios. Members recognised 
that the calibration of this guidance was not pre-
cise or straightforward. Developments needed 
to be kept under review and, depending on how 
the system responds to the various measures, 
members noted that the Council of Financial 
Regulators would consider further measures 
if needed (RBA, 2017).

In March 2017, APRA announced that financial 
institutions needed to restrict interest-only 
loans to a maximum of 30% of all new resi-
dential property loans (APRA, 2017). In a letter 
addressed to all ‘deposit taking institutions’, it 
justified its decision by highlighting ‘the height-
ened risk that has prevailed for the past few 
years’. The letter went on to state, 

 the environment remains one of high housing 
prices, high and rising household indebtedness, 
subdued household income growth, historically 
low interest rates and strong competitive pres-
sures … Against this background, APRA views 
a higher proportion of interest-only lending in 
the current environment to be indicative of a 
higher risk profile (APRA, 2017). 

APRA’s decision was made in a context of 
increasing concern about financial institu-
tions making risky loans and operating in a 

high-handed fashion. The behaviour of the 
financial sector led to an increasingly strong 
call for a Royal Commission into the behaviour 
of these institutions. The calls were dismissed 
by the conservative Coalition government 
(elected in 2013) on the basis that it would 
weaken Australia’s super profitable and highly 
monopolised financial sector. In an opinion piece 
in 2016, Kelly O’Dwyer, the then Minister for 
Revenue and Financial Services, wrote,

For the Labor Party to propose a Royal 
Commission into banks is reckless and ill-
conceived. Critically, a Royal Commission 
would go over old ground and would delay well-
developed and important reforms, such as lifting 
the professional standards for advisers. A Royal 
Commission would send the signal internationally 
that the government believes there are structural 
problems with our banking and financial system 
and could lead to significant repercussions for 
confidence, international investment, and our 
AAA credit rating (O’Dwyer, 2016). 

Despite intense resistance from the conserva-
tive side of politics, further scandals meant that 
the government was forced to establish a Royal 
Commission into Misconduct into the Banking, 
Superannuation and Financial Services Industry 
in December 2017. 

Besides the directive from APRA, the dev-
astating evidence of victims of poor banking 
practices at the Royal Commission, was a 
key reason for the tightening of credit by the 
banks. The Commission received 10,323 sub-
missions from the public. A prime focus of the 
Commission was irresponsible lending and the 
final report was highly critical of the financial 
sector concluding ‘… conduct by many entities 
that has taken place over many years … [has 
caused] substantial loss to many customers 
but yielding substantial profit to the entities 
concerned’ (Hayne, 2019: 1). The final report 
went on to state, 

Rewarding misconduct is wrong. Yet incentive, 
bonus and commission schemes throughout 
the financial services industry have measured 
sales and profit, but not compliance with the 
law and proper standards. Incentives have been 
offered, and rewards have been paid, regardless 
of whether the sale was made, or profit derived, 
in accordance with law. Rewards have been 
paid regardless of whether the person rewarded 
should have done what they did (Hayne, 2019: 2, 
italics in original). 

Another area of major concern to the Royal 
Commission was the role of ‘mortgage bro-
kers’. Mortgage brokers recruit borrowers for 
home loans and receive a commission from the 
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financial institution they link the borrower to. 
The Commission found that because mortgage 
brokers were dependent on obtaining a com-
mission from the financial institution concerned, 
there was a strong incentive to give misleading 
information to the financial institution in respect 
of the borrower’s borrowing capacity. 

If, in practice, brokers were to act in the best 
interests of borrowers, there would be fewer 
cases where brokers act in ways that see lend-
ers given wrong or incomplete information about 
the financial situation of loan applicants (Hayne, 
2019: 72). 

Although the financial institutions and mortgage 
brokers bore most of the criticism, APRA, the 
financial services regulator, was also heavily 
criticised by the Commission for its weak regula-
tion and failure to deal with serious breaches. 
Following the Royal Commission, APRA 
instructed the banks to tighten up on lending. 
ASIC, whose role is to ensure that corporations 
behave ethically, announced that it will embed 
supervisors within the big four banks. The deputy 
chairperson of ASIC commented that the Royal 
Commission signified a ‘societal shift” in public 
expectations of corporations and had granted 
ASIC the capacity to apply tougher penalties 
if rules around responsible lending laws are 
breached. He warned that ‘We will … need 
to apply them because otherwise they are an 
abstract concept’. Another deputy chairperson 
of ASIC referred to the need to cut out what she 
described as ‘toxic revenue’ (in Yeates, 2019). 

The mauling the banks received at the Royal 
Commission meant that they were willing to com-
ply with the stricter regulations around lending. 
In 2018, the number of loans taken out to buy 
a new home or apartment dropped nationally 
by 18.7% and total loans in New South Wales 
dropped by 11.3% (Wright, 2019b). The director 
of a leading mortgage broker claimed in July 2018 
that, ‘Up to 20% of people who took a loan out 
two or three years ago would not qualify for that 
loan today. In the last six months lenders have 
had this lightbulb moment of what ‘responsible 
lending means’ (in Pedersen-McKinnon, 2018). 

Loan approval times lengthened as lenders 
spent a lot more time ascertaining whether the 
borrower had the requisite household income to 
pay back the loan. The principal economist of 
the Housing Industry Association [HIA], the peak 
body representing developers, complained that 
the tightening up of loan requirements was hav-
ing an adverse impact on the housing market: 
In [the context] of the more restrictive lending 
environment homebuyers now face, it is clear that 
the soft lending numbers are as much to do with 
would-be home buyers having greater difficulty 

accessing finance as it is about sentiment. At this 
juncture it will be important for the regulators to 
monitor the impact of their earlier interventions to 
ensure that policy settings remain appropriate in 
the new phase of the cycle (HIA, 2018).

Noteworthy is that in December 2018, the APRA 
announced that from the beginning of 2019, the 
restrictions on interest-only loans will be lifted. 
The announcement was justified by the claim 
that APRA’s actions have resulted in financial 
institutions significantly improving their lend-
ing standards and reducing higher risk lending 
(APRA, 2018). It would appear that the main 
motivation for the decision was to stem the 
substantial drop in residential property prices 
in Sydney and Melbourne (Hutchens, 2019). 

3.2.  The drop off of local and foreign 
investors 

The tightening up of bank lending and the 
increased scrutiny of credit worthiness of poten-
tial borrowers has had an impact on demand 
despite record low interest rates. Since peaking 
in 2017, investor loans have fallen by 45% in 
value (Scutt, 2019). Besides the tightening of 
credit, investors are now wary of entering the 
Sydney property market amidst much talk that 
it could fall further. 

Local investors had also been discouraged by 
the proposed policy of the opposition Labor 
Party to restrict negative gearing to new proper-
ties only and revamping the capital gains tax by 
reducing the 50% discount to 25% if it had won 
government in May 2019. These policies would 
have been ‘grandfathered’ so they would have 
only applied to properties acquired after the 1 
January 2020. The shadow treasurer justified 
the policy, by referring to the role negative gear-
ing and the generous capital gains tax have 
played in the financialistion of housing: 

Labor wants to create the conditions that 
promote home ownership, not a system which 
promotes a nation of property oligarchs and 
renters. The stronger growth for investors 
accumulating multiple investment properties 
is just another indication of the ‘excesses’ in 
negative gearing … (in Wright, 2019c). 

There is a possibility that the failure of the Labor 
Party to win back government, could result in 
investors returning to the market in large num-
bers. Potential investors will be aware that the 
possibility of negative gearing being restricted 
or a less generous capital gains tax ever being 
put in place, is now remote. 

As illustrated, in the last decade there was a 
phenomenal increase in foreign investment in 

residential property. However, the reversal of 
foreign investment has been as dramatic as the 
rise. Foreign investment in residential property in 
Australia fell from a high of $72.4 billion in 2015-
2016, to $30 billion in 2016-17 to $12.5 billion 
in 2017-2018 (Australian Government, 2019). 
The number of residential real estate approvals 
dropped from 40,169 in 2015-2016 to 13,198 
in 2016-2017 (Australian Government, 2018). 

A key contributor to the decline has been the 
crackdown by the Chinese government on 
capital outflows. Chinese citizens can send 
out a maximum of $US50,000 a year, and the 
monitoring of endeavours to circumvent this 
limit has increased significantly (Smith, 2018). 
A senior researcher with the Bank of China 
commented, ‘The overseas property invest-
ment will be more rational in the future. There 
could be an impact on the Australian property 
market due to shrinking demand from China’ 
(in Smith, 2018). Overall Chinese investment in 
Australia declined from a high of $47.3 billion in 
2015-16, to $23.7 billion in 2017-18 (Australian 
Government, 2019). 

Noteworthy is that Ausin, a real estate com-
pany based in Shanghai and used by Chinese 
investors to purchase properties in Australia, 
went into liquidation in August 2018, result-
ing in around 130 failed residential property 
settlements in Australia, mainly in Sydney 
(Tan, 2018). Chinese investors paid Ausin in 
yuan for Australian properties and the com-
pany would then circumvent China’s foreign 
exchange restrictions and purchase residential 
property in Australia. In a further blow to the 
Australian residential property market, at the 
beginning of 2019 it was reported that there 
had been a major assault on ‘underground 
banks’ that have been used to take money out 
of China for property purchases. Operators of 
underground banks face jail terms of up to five 
years and massive fines (Smith and Tan, 2019). 
Historically, underground banks have played a 
central role in channelling billions of dollars out 
of China for investment. Despite the substantial 
reduction in Chinese investment in residential 
property, China remained the largest source of 
foreign investment for residential real estate 
(Australian Government, 2018). 

In Australia, legislation was put in place that 
also appeared to have had an impact on foreign 
investment in residential property. In December 
2015, an application fee was introduced for 
foreign investors. In May 2017, an annual 
vacancy charge was introduced for properties 
bought by foreign investors and left vacant for 
more than six months in a 12 month period. 
Also, a 50% cap on pre-approvals of foreign 
ownership in new developments was put in 
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place in 2017 (Australian Government, 2018). 
Finally, there has also been a tightening up of 
compliance in relation to the foreign investment 
regulatory framework. In 2015, the manage-
ment of the compliance regime was taken over 
by the Australian Tax Office [ATO]. The ATO 
employed 57 people whose sole activity is to 
scrutinise residential property investments 
by foreign investors (Australian Government, 
2018). In 2015-2016, the ATO identified 260 
breaches of the framework and in 2016-2017, 
549 (Australian Government, 2018). 

3.3. Weak demand 

In March 2019, it was reported that 8,000 
homes in Sydney had been on the market for 
at least a year (Wright & Bagshaw, 2019). A 
combination of factors has contributed to the 
substantial fall-off in local and foreign demand 
for residential property in Sydney. The realisa-
tion that capital growth was definitely no longer 
a given was clearly the key factor weakening 
demand. Now that capital growth is no longer 
certain, the low rent yield has come into play. 
Prior to the downturn, investors in Sydney were 
not overly concerned with the state of the rental 
market, the focus was on capital gains. Now that 
prices are falling, rental yield has become far 
more pertinent. In February 2018, rental yields 
were 3.57%, the lowest in 12 years, and there 
is little inducement for investors to purchase 
on the basis that the property will yield a good 
rental income (Burke, 2018). 

This has all come about in a context of a 
large increase in supply. In 2018, 28,000 new 
apartments came onto the market and another 
26,300 will be completed in 2019. (Fickling, 
2019b). Developers are finding it difficult to sell 
newly completed apartments. Symbolic of the 
difficulty, at the beginning of 2019 receivers 
were instructed by a bank based in China to sell 
61 apartments in one line in a newly completed, 
multi-storey apartment block. The developer 
managed to sell 69 of the 130 apartments, but 
could not dispose of the remaining 61 (Johanson 
and Cummins, 2019). The acronym FONGO, fear 
of not getting out, has emerged to capture a 
growing anxiety amongst investors, especially 
those who bought at the height of the boom 
(Yeates, 2018). 

Although, Sydney house prices have dropped 
substantially, prices are still extremely high 
relative to household income. For a large 
proportion of first time home-buyers, it is 
still exceptionally difficult if not impossible to 
raise the deposit for a home in Sydney without 
financial assistance from family. A major factor 
is low wage growth. For the last seven years, 
wage growth has barely outstripped inflation. 

Thus, whereas wage growth in the 2007 to 2012 
period was about 3.6%, in the period 2012 to 
2017 it was about 2.2%. Real wage growth 
has averaged about 0.4% in the 2012 to 2017 
period, whereas it was about 1% in the decade 
previously (Australian Government, 2017). In the 
five-year period, 2012 to 2017, house prices 
in Sydney almost doubled, effectively locking 
many young people out of the housing market. 
In Sydney, the home ownership rate for persons 
aged 18 to 39 plummeted from 29.2% in 2002 
to 19.7% in 2014 (Wilkins, 2017). 

In addition, although the official unemployment 
rate is low, around 5%, the rate of under-
employment is high. Since the global financial 
crisis under-employment has increased from 
6% to 8.3% in September 2018 (ABS, 2018). 
To save for a deposit for a home in Sydney, it is 
essential that at least one member of the house-
hold is employed full-time. The weakening of the 
financialisation of housing has certainly made 
it easier for first-time homebuyers in Sydney to 
enter the market. A recent first home buyers 
report concluded,

First-home buyers [in Sydney] are operating in 
a market that has less urgency to purchase – 
there are fewer investors to compete against, 
foreign buyer interest has declined, prices are 
still falling and there are a wider choice of 
homes on the market. Purchasing conditions 
have inevitability improved (Powell, 2019). 
 
However, for many, the Sydney property market 
remains elusive. Thus, nation-wide (Sydney 
specific data was not available), despite the 
drop in prices, in December 2019, new lending 
to owner occupiers fell 6.4%, outpacing the 
4.6% drop in loans to investors (Collett, 2019). 
In 2018, new lending to households dropped 
19.8% (Collett, 2019). In September 2017, the 
Housing Industry Association’s housing afford-
ability index reported that in Sydney it takes 
more than two average full-time salaries to ser-
vice a mortgage for an average home (in Wade, 
2017). Although prices have declined, they have 
dropped from an extremely high level, and it 
likely that for many Sydney households, entering 
the housing market remains an impossibility. 

4. Conclusion

The decline in house prices in Sydney from 
mid-2017 ended what was an intense hous-
ing bubble premised on the financialisation 
of housing. The mad scramble by local and 
foreign investors for Sydney residential property, 
ensured a massive escalation in Sydney house 
prices. The scramble was greatly facilitated 
and encouraged by easy access to credit in a 

context of low interest rates and an extremely 
generous tax regime for investors. The end 
of the boom was primarily precipitated by the 
RBA, the financial regulators and the general 
public in the wake of the Royal Commission 
into the financial sector. They put pressure on 
lenders to be more stringent. The more stringent 
lending regime coincided with a dramatic drop 
in Chinese investors. The latter added to the 
perception that the Sydney housing market was 
no longer a foolproof investment. 

It is unclear what the future holds for Sydney’s 
residential property market. Although prices have 
come down substantially, house prices are still 
extremely high relative to income. The re-election 
of a Conservative government in the federal elec-
tion in May 2019, means that negative gearing 
and a generous capital gains tax are no longer 
under threat. Also, there will probably be a further 
loosening of regulations around lending, and a 
lowering of interest rates by the Reserve Bank 
is now viewed as inevitable (Wright, 2019d). 
In combination, these factors could result in 
a rekindling of investor interest in the Sydney 
residential market and the associated negative 
features – speculation and absurd price rises. 

References 

Aalbers, M. B. (2016) The Financialisation 
of Housing: A Political Economy Approach. 
Abingdon: Routledge. 

Australian Government (2019) Foreign 
Investment Review Board, Annual Report 
2017-2018. Canberra: The Treasury. https://
cdn.tspace.gov.au/uploads/sites/79/2019/02/
FIRB-2017-18-Annual-Report-final.pdf 

Australian Government (2018) Foreign 
Investment Review Board, Annual Report 2016-
2017. Canberra: The Treasury. https://apo.org.
au/sites/default/files/resource-files/2018/05/
apo-nid173776-1186196.pdf

Australian Government (2017) Analysis of 
wage growth, November 2017. Canberra. 
Treasury, Australian Government. Retrieved 
from https://treasury.gov.au/sites/default/
files/2019-03/p2017-t237966.pdf

Australian Government (2011) Foreign 
Investment Review Board, Annual Report 
2009-2010. Canberra: The Treasury. 
h t t ps : //cdn . t space .gov.au /up loads /
sites/79/2015/11/2009-10_FIRB_AR.pdf

Australian Bureau of Statistics (ABS) (2018) 
Underemployment in Australia. Canberra. 
ABS. Retrieved from https://www.abs.gov.au/
ausstats/abs@.nsf/Lookup/6202.0main+feat
ures10September%202018

House prices plummet in Sydney: the financialisation of housing comes unstuck



 Summer 2019 HOUSING FINANCE INTERNATIONAL 23

APRA (Australian Prudential Regulation 
Authority) (2018) Residential mortgage lend-
ing: Interest only benchmark. Sydney. APRA. 
Retrieved from https://www.apra.gov.au/sites/
default/files/letter_residential_mortgage_lend-
ing_interest-only_benchmarks.pdf

APRA (Australian Prudential Regulation 
Authority) (2017) Further measures to 
reinforce sound residential mortgage lend-
ing practices. Sydney. APRA. Retrieved 
from https://www.apra.gov.au/sites/default/
files/Further-measures-to-reinforce-sound-
residential-mortgage-lending-practices.pdf

Bouris, M. (2017) Protect yourself in a frenzied 
property market. Sydney Morning Herald, 31 
August. https://www.smh.com.au/money/
investing/protect-yourself-in-a-frenzied-
property-market-20170830-gy7g31.html

Burke, K. And Macken, L. (2019) New listings 
nose-dive to 2004 levels. The Sydney Morning 
Herald, 11-12 May. Retrieved from https://www.
domain.com.au/news/with-rental-yields-at-
record-lows-sydney-apartment-prices-could-
fall-bis-oxford-economics-20180214-h0w2pz/

Burke, K. (2019) Sydney median house price 
continues to fall with 3.1 per cent decline in 
March quarter. Domain, 29 April. Retrieved from 
https://www.domain.com.au/news/sydney-
median-house-price-continues-to-fall-with-3-
1-per-cent-decline-in-march-quarter-831595/

Burke, K. (2018) With rental yields at record 
lows, Sydney apartment prices could fall: Bis 
Oxford Economics. The Sydney Morning Herald, 
14 February. Retrieved from 

Collett, J. (2019) $7 trillion question: how 
low will house prices go? The Sydney 
Morning Herald, 14 February. Retrieved 
from https://www.smh.com.au/money/
investing/7-trillion-question-how-low-will-
house-prices-go-20190214-p50xpc.html

CoreLogic (2016) Profile of the Australian resi-
dential property investor. Sydney: CoreLogic. 
Media release. 20 June. Retrieved from https://
www.corelogic.com.au/resources/pdf/reports/
CoreLogic%20Investor%20Report_June%20
2016.pdf

Domain (2017) Domain house price report, 
June 2017. Sydney: Domain. Retrieved from 
ht tps://www.domain.com.au/research/
house-price-report/june-2017/

Duke, J. (2017) There are now no suburbs 
left in Sydney with a median house price 
under $500,000. Domain, 18 October. 
Retrieved from https://www.domain.com.
au/news/there-are-now-no-suburbs-left-in-
sydney-with-a-median-house-price-under-
500000-20171016-gz1sxj/

Fickling, D. (2019a) Foreigners helped pop our 
property bubble. The Sydney Morning Herald, 
1 May. https://www.smh.com.au/business/
the-economy/foreigners-helped-pop-our-
property-bubble-20190501-p51iw2.html

Fickling, D. (2019b) The Australian Dream 
died alone in an apartment. The Sydney 
Morning Herald, 12 January. https://www.
smh.com.au /business / the-economy/
the-australian-dream-died-alone-in-an-
apartment-20190112-p50qzh.html

Hayne, K.M. (2019) Misconduct into the 
Banking, Superannuation and Financial Services 
Industry. Canberra: Australian Government. 
Available at: https://www.royalcommission.gov.
au/sites/default/files/2019-02/fsrc-volume-1-
final-report.pdf

Housing Industry Association (HIA) (2018) 
Housing finance back to 2013 levels. Sydney: 
Housing Industries Association. Media 
release, 9 November. https://hia.com.au/-/
media/HIA-Website/Files/Media-Centre/
Media-Releases/2018/national/housing-
finance-back-to-2013-levels.ashx 

Hutchens, G. (2018) Bank watchdog lifts 
restrictions on interest-only lending as house 
prices fall. The Guardian, 19 December. https://
www.theguardian.com/australia-news/2018/
dec/19/bank-watchdog-lifts-restrictions-on-
interest-only-loans-as-house-prices-fall

Janda, M. (2019) Australia’s $133 billion 
property price slide rapidly becoming the worst 
in modern history. ABC News, 19 March. https://
www.abc.net.au/news/2019-03-19/house-
prices-abs-december-quarter-2018/10915740

Johanson, S. and Cummins, C. (2019) Housing 
slump bites as Sydney apartments line up for fire 
sale. The Sydney Morning Herald, 31 January. 
https://www.smh.com.au/business/companies/
housing-slump-bites-as-sydney-apartments-
line-up-for-fire-sale-20190130-p50ulb.html

Kusher, C. (2017) Since 2008, only Sydney, 
Melbourne and Canberra have seen 
real growth in dwelling values. Sydney: 
CoreLogic. https://www.corelogic.com.au/
news/2008-only-sydney-melbourne-and-can-
berra-have-seen-real-growth-dwelling-values

Madden, D. and Marcuse, P. (2016) In Defence 
of Housing: The Politics of Crisis. London: Verso.

Pedersen-McKinnon, N. (2018) One in five 
people with mortgage wouldn’t qualify today, 
broker warns. The Sydney Morning Herald, 22 
July. Retrieved from https://www.smh.com.au/
money/borrowing/one-in-five-people-with-
a-mortgage-wouldn-t-qualify-today-broker-
warns-20180719-p4zscl.html

Powell, N. (2019) Domain first home buyers 
report – March 2019. Domain, 29 March. 
Retrieved from https://www.domain.com.au/
research/domain-first-home-buyers-report-
march-2019-813905/

O’Dwyer, K. (2016) Labor’s proposal of a 
royal commission into banks is reckless. The 
Sydney Morning Herald, 31 August. Retrieved 
from https://www.smh.com.au/business/
the-case-against-a-royal-commission-on-
australias-banks-20160830-gr4m85.html 

Reserve Bank of Australia (RBA) (2017) 
Financial Stability Review – April 2017. 
Canberra: Reserve Bank of Australia. https://
www.rba.gov.au/publications/fsr/2017/apr/
box-b.html#fn4

Schlesinger, L. (2015) Sydney suburbs in 
$2 million club double. Australian Financial 
Review, 13 August. https://www.afr.com/
real-estate/point-piper-in-sydney-retains-
crown-of-australias-most-expensive-suburb-
20150813-giy4bl

Scutt, D. (2019) The stunning collapse in 
investor home loans across Australia, in one 
chart. Business Insider Australia, 12 March. 
https://www.businessinsider.com.au/australia-
investor-home-loan-price-falls-2019-3

Smith, M. and Tan, S-L. (2019) Further hit 
to Australian property as China intensifies 
capital controls. Financial Review, 13 February. 
ht tps://www.afr.com/news/world/asia /
further-hit-to-australian-property-as-china-
intensifies-capital-controls-20190213-h1b7ez

Smith, M. (2018) China cracks down on for-
eign currency transfers for property deals. 
Financial Review, 30 October. Available at: 
https://www.afr.com/real-estate/residential/
china-cracks-down-on-foreign-currency-trans-
fers-for-property-deals-20181029-h1781z

Tan, S-L. (2018) Ausin Chinese agency collapses, 
130 settlements lost. Financial Review, 17 August. 
Available at https://www.afr.com/real-estate/
ausins-china-business-collapses-130-housing-
settlements-lost-20180816-h141wk

Wade, M. (2017) Two full-time jobs now 
needed to service a mortgage on a typical 
Sydney home. The Sydney Morning Herald, 4 
September. Retrieved from https://www.smh.
com.au/business/the-economy/two-fulltime-
jobs-now-needed-to-service-a-mortgage-on-
a-typical-sydney-home-20170903-gy9ucs.html

Wilkins, R. (2017) The 12th Annual Statistical 
Report of the HILDA Survey. Melbourne: 
Melbourne Institute: Applied Economic and 
Social Research. Retrieved from https://mel-
bourneinstitute.unimelb.edu.au/__data/assets/
pdf_file/0010/2437426/HILDA-SR-med-res.pdf 

House prices plummet in Sydney: the financialisation of housing comes unstuck



24 HOUSING FINANCE INTERNATIONAL Summer 2019

Wright, S. (2019a) Moody’s dramatically down-
grades its forecasts for house prices. The Sydney 
Morning Herald, 9 April. Retrieved from https://
www.smh.com.au/business/the-economy/
moody-s-dramatically-downgrades-its-fore-
casts-for-house-prices-20190409-p51cav.html

Wright, S. (2019b) Falling home loans 
point to further drop in house prices. The 
Sydney Morning Herald, 18 January. https://
www.smh.com.au/business/the-economy/
falling-home-loans-point-to-further-drop-in-
house-prices-20190117-p50ry9.html

Wright, S (2019c) Multi-property owning 
landlords grow as negative gearing wanes. The 
Sydney Morning Herald, 29 March. Retrieved 
from https://www.smh.com.au/politics/federal/

multi-property-owning-landlords-grow-as-
negative-gearing-wanes-20190329-p518xx.html

Wright, S. (2019d) RBA set to slice rates to 
new low, calls for government action. The 
Sydney Morning Herald, 22 May. Retrieved 
from https://www.smh.com.au/politics/federal/
rba-set-to-take-rates-to-new-low-amid-calls-
for-government-action-20190521-p51pnr.html

Wright, S. & Bagshaw, E. (2019) The end of the 
property boom: Is the worse still to come? The 
Sydney Morning Herald, 16 March. Retrieved 
from https://www.smh.com.au/politics/federal/
the-end-of-the-property-boom-is-the-worst-
still-to-come-20190313-p513u4.html

Wright, S. and Yeates, C. (2019) House sales 
tumble to levels not seen since Keating as prices 

fall. The Sydney Morning Herald, 1 May. https://
www.smh.com.au/federal-election-2019/
house-sales-tumble-to-levels-not-seen-since-
keating-as-prices-fall-20190501-p51j1c.html

Yeates, C. (2019) ‘Toxic revenues’: ASIC 
warns companies to heed Hayne lessons. The 
Sydney Morning Herald, 17 May. https://www.
smh.com.au/business/banking-and-finance/
societal-shift-asic-warns-companies-to-heed-
hayne-lessons-20190517-p51oea.html 

Yeates, C. (2018) Key housing market 
assumptions turned upside down. The Sydney 
Morning Herald, 7 August. Retrieved from 
https://www.smh.com.au/money/investing/
key-housing-market-assumptions-turned-
upside-down-20180801-p4zuyi.html

House prices plummet in Sydney: the financialisation of housing comes unstuck



 Summer 2019 HOUSING FINANCE INTERNATIONAL 25

1. Introduction

People need housing but not everyone can 
afford to own a home. The home ownership rate 
in Korea was 54.2% in 2000, increasing over 
the next 15 years by only 2.6%, even though 
many policy measures designed to promote 
home ownership were implemented during that 
time. On average, then, about four in every ten 
Korean households occupy a rental home, and 
some households that can afford to purchase a 
house live in rental housing while homeowners 
also may live in a rental home. Nonetheless, 
many households who depend on rental housing 
cannot afford to own a house and thus they 
need housing units in which to live, and those 
units will be owned by others who rent to them.

Rental houses can be owned by public entities 
such as (local) governments, government 
housing agencies, and public organizations 
as well as by private homeowners. In 2016, 
according to the National Assembly Research 
Service [NARS], rental houses owned by public 
entities occupied 6.8% of the housing stock in 
Korea;2 public housing includes houses that 
are constructed, subsidized, or financed by 
public entities. There are several types of public 
housing, and the terms on which they can be 
traded vary. Public housing units in Korea can 
be sold to private investors (or homeowners) 
immediately after construction of a building;3 
after a required rental period, which can vary 
by housing program, units can be sold to 
investors; some units cannot be traded in the 
market and must always be rented. In public 
housing delivery systems in Korea, houses 
have traditionally been built for sale. Recently, 
policymakers have been directing attention to 

public rental housing. In 2015, investment in 
public rental housing reached 0.53% of GDP, 
which is the highest figure among 14 OECD 
countries, according to the NARS.4 
Korean housing systems in both the public and 
private sectors have unique notable features 
with valuable implications for policymakers in 
emerging markets who seek to develop better 
(public) housing systems. Recently, Cho et al. 
(2019), a study that complements this article, 
reviews the history and other aspects of public 
housing while also assessing the Korean 
housing delivery system.5 This article differs 
from Cho et al. by focusing on public housing 
systems. In particular, the article highlights 
markets, systems, and key policies related 
to public rental housing.

The structure of the article is as follows: 
section 2 provides a brief history of public 
rental housing and describes market conditions 
while section 3 discusses three important 
issues the Korean public rental system faces. 
Section 4 concludes.

2.  Public rental housing in Korea: 
history and current market 
conditions 

2.1. A brief history 

Korean housing systems almost collapsed after 
the Korean War in the early 1950s, during 
which time the housing stock was either 
severely damaged or destroyed. In 1953, 
immediately after the war, the government 
proposed a plan to launch a one-million-unit 

housing construction drive, which proved 
to be too ambitious for a housing market of 
fewer than three million housing units (MLTM 
and KRIHS, 2012: 1). Economic conditions 
after the war prevented the first massive 
construction plan from working out properly; 
KRIHS (2012: 16) argues that the government 
failed to finance development costs adequately, 
as the chronic housing shortage was given 
low priority among economic policies in the 
aftermath of the war.

With the five-year (comprehensive) economic 
development plan that was initiated in 1962, 
Korea strategically established agencies to 
oversee housing development.6 Nonetheless, 
those housing agencies saw no need to design 
separate strategies for the private and public 
housing markets, as every aspect of housing 
markets in the 1960s and 1970s failed to meet 
current standards. Due to clearly unmet housing 
demand generated by economic and population 
growth, housing shortages threatened the living 
standards of ordinary people. From 1962 to 
1966, for example, investment in the housing 
sector amounted to less than 2.4% of national 
GDP (Kim and Suh, 1994: 247).7 The government 
strategically allocated financial resources to 
industrial sectors and did not, as mentioned 
above, prioritize housing, including the housing 
finance sector.

In 1972, the Korean government announced a 
10-year drive to construct 2.5 million housing 
units. Financial resources continued to be 
strategically devoted to industrialization while, 
at the same time, political turbulence in the late 
1970s and early 1980s prevented the housing 
construction plan from achieving its goal. 
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1  The author would like to thank Dr. Ko, Junghi at Korea University for her valuable comments. 
2   This means directly that, on average, more than 30% of the existing housing stock is owned 

and managed by private homeowners.
3   Even though houses are sold to private homeowners, the houses are regarded as public housing 

as long as they are constructed, subsidized, or financed by public entities or public funds. After 
being sold to the private sector, they are not regarded as public housing units. 

4   According to the NARS, investment in public rental housing equals 0.41% of GDP in Austria, 0.28% 
in Australia, 0.29% in New Zealand, 0.11% in the US, and 0.08% in Canada. 

5   Note that, in Korean public housing markets, houses are increasingly being indirectly constructed, 
which implies that they are subsidized or financed by public entities rather than being built 
directly by them.

6   The history and economic outcomes of these policies are discussed in Yoo (2008), and detailed 
information on Korean housing markets and systems in the 1960s and 1970s can be found in 
Cho et al. (2019).

7   The amount of investment in the housing sector was 4.5% from 1972 to1976 and 6.4% in 
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Skyrocketing housing prices became inevitable 
and national housing appreciation rates were 
strikingly high: 38.5% in 1975 and 37.8% in 
1979 (Kim and Suh, 1994: 253). Professionals 
who experienced those periods remember that 
actual land prices in some areas more than 
doubled or even more than tripled over a year. 
In such a period of turmoil, the promotion of 
housing construction took little account of 
low-to-moderate-income households, the 
elderly, or people with disabilities, precisely 
those to whom public housing policies needed 
to pay more careful attention. In addition, local 
residents were often forced to move out of newly 
developed areas and their interests received 
almost no consideration; fierce resistance from 
residents in newly developed urban areas was 
frequently observed (Cho et al., 2019).8 

It is thought that public rental housing programs 
for low-to-moderate-income earners were 
initiated in the late 1980s, when the Government 
announced a two-million-unit housing 
construction drive. Korea, which hosted the 1988 
Olympic games, maintained steady economic 
growth under the strategic development plans 
mentioned above. Nevertheless, the country had 
not invested adequate resources in the rental 
housing sector in the mid-1980s. Even in the 
late 1980s, soaring home prices stirred up social 
conflict between renters and homeowners, and 
urban, rural, and regional variations in housing 
prices also produced internal instability and 
regional conflicts (Bong, 2016). Most newly 
built public housing units, including those 
constructed by public entities, were sold to 
home purchasers, even though few were rented 
for fewer than five years; after the required 
rental period, ownership of public rental housing 
units was transferred to private owners. Note 
that, before the 1980s, the duration of a rental 
lease contract was only six months, but it was 
extended to one year in 1981.

In 1988, the government announced another 
two-million-unit housing construction drive, 
including the housing program for low-to-
moderate-income earners, as shown in table 
1. The construction drive produced enormous 
impacts on the housing markets, providing 
evidence that one of the best long-run 
solutions to a chronic housing shortage is to 
supply the market for low-to-moderate-income 
households. It is worth noting that this housing 
construction drive was the first official program 
for public rental housing that was designed and 
initiated by the government (Kim et al., 2015: 
20). The impact of the drive can be seen in figure 
1, which reports real house price indexes in 

8   For example, many of those who lived in an area that was to be developed into a new city were 
forced to move to a new area that lacked basic infrastructure and social services.

9  People rental (housing) program initiated in the late 1990s has a rental period of 30 years.  

FIGURE 1     Trends in real housing price indexes in 8 major areas:  
7 cities and 1 province

TABLE 1     Housing programs for low-to-moderate-income earners: 1988  
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seven major cities and Gyeonggi Province from 
1986 through 2014. Previously, most houses 
were built to be sold on public rental housing 
markets and few were owned or managed 
by public entities following construction. 
Policymakers considered a plan for public rental 
housing for low-income earners, who had been 
scarcely accounted for before the late 1980s. 
According to the housing tenant protection law, 
the duration of a rental lease contract has been 
two years since 1990. As shown in table 1, 
however, 190,000 households in the lowest 
income decile (decile 1) were eligible to move 
into public rental housing with permanent 
rental contracts; with such contracts, qualified 
households could remain in their homes as long 
as they met the qualifications. The permanent 
rental housing program was later modified 
to offer both five-year and 50-year rental 
programs. Other types of programs were also 

designed for public rental houses, even though 
some houses were constructed for households 
in income deciles 3 through 5.

With the occurrence of the Asian financial 
crisis in 1998, a breakdown of the housing 
market was inevitable, as seen in figure 1. The 
government, which wanted to improve market 
conditions significantly, introduced several 
policy measures; after the outbreak of the 
crisis, for example, the government introduced 
the people rental housing program.9 Qualified 
households could rent a people rental housing 
unit on a two-year contract, which needed to 
be renewed every two years for 30 years; rents 
per unit were significantly lower than market 
rents. Only 2,501 people rental housing program 
units were supplied in 1998, but that number 
increased to 20,226 in 1999, as seen in table 2, 
which presents public and private rental housing 

Type
Size  
(m2)

Target household income  
(Deciles 1 through 10)

Initial plan
(000 units)

Revised plans
(000 units)

Permanent rental house 23–40 Decile 1 250 190

Labor welfare house 23–50 Deciles 2 to 4 – 150

Employment rental house 23–50 Deciles 2 to 4 – 100

Long-term lease house 33–50 Deciles 3 to 5 350 150

Small house for sale 33–60 Deciles 3 to 5 250 310

850 900
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programs in Korea as well as supply-related 
statistics for the period running from 1982–
2014. Steadfast and persistent endeavors by 
ordinary people to overcome the crisis helped 
housing markets recover from the crisis quickly.

In 2002, moreover, the government announced 
a one-million-unit construction drive for people 
rental housing. As reported in table 2, the number 
of units supplied under the people rental housing 
program increased to 103,748 in 2007. With 
the beginning of a new administration in 2008, 
however, people rental housing programs had 
been shrunk and, as a result, the total number 
of units under the people rental housing program 
dropped to fewer than one million between 1998 
and 2014.

In 2008, the new government announced a new 
public housing program designed to bolster public 
rental housing programs. Instead of a people 
rental housing program that provided long-
term (30-year) rental contracts, the nested 
house program, which is called the ‘Bogeumjari 
jutaeck’ program in Korean, emphasized the 
promotion of home ownership. It introduced 
rental contracts ranging from five to ten years 
at the end which tenants would have the right to 
buy rented units at below-market-value prices. In 
addition, to promote homeownership, the nested 
house program emphasized infill development or 
downtown redevelopment, even though housing 
units in past social housing programs tended to 
be built at the outskirts of a city.

2.2. Current market conditions

As mentioned in the introduction, the NARS 
(2018) officially released public rental housing 
statistics indicating that there were 1,357,701 
in 2016; the figure comprised 6.8% of the 
total national housing stock after comprising 
only 2.8% in 2007. As of 2016, public rental 
houses that were leased for more than 20 
years comprised 5.6% of the total national 
housing stock in 2016, according to Statistics 
Korea (figure 2). In 2017, the ministry of Land, 
Infrastructure, and Transport announced a public 
housing construction plan as a result of which 
public rental housing units in Korea would rise 
to 9% of the national housing stock by 2022.

Approximately 3.64 million public rental housing 
units were built between 1982 and 2014, as 
indicated in table 2. The current stock of units, 
however, is much lower than the number of the 
units supplied because, for the required rental 
period, housing units owned by the public are 
sold to private owners. With the required five-
year rental period, for instance, 522 employee 

rental units that were constructed in 2012 are 
no longer considered to be public rental housing 
in 2019, as their titles have been transferred to 
private owners. There are several public rental 
housing programs, as every administration has 
proposed new public rental housing programs 
to distinguish their proposals from those of past 
administrations. For instance, the permanent 
rental program, under which renters are required 
to maintain rental contracts for 50 years, was 
active for only five years (from 1989 through 
1993). As a result, each program has unique 
features; within the programs, detailed program 
features tend to be adjusted according to the 
new policies enacted by each administration.

As mentioned previously, two types of rental 
housing providers operate in Korea: public 
entities and private investors.10 As a public 
developer, the Korea Land and Housing 
Corporation [LH] and local governments (or 
housing development agencies operating under 
their local governments) have been playing a 
pivotal role. In 2014, for example, 47.1% of public 
rental housing units were owned and managed 
by LH and 12.9% were owned and managed by 
local governments. The share of both of these 
public entities of the market was 27.2% in 2005; 
LH’s share increased significantly from 26.9% 

in 2005 to 42.8 in 2010. In 2014, 19.0% of 
public rental housing units were owned and 
managed by housing contractors and 20.9% 
were managed by private owners. Regarding 
the maturities of rental contracts, in 2014 14.5% 
per cent of rental housing units were contracted 
for 50 or more years, 26.4% had 30-year 
contracts, 10.9% had 20-year contracts, and 
the remaining 48.2% had contracts maturing 
in 10 or fewer years.

With the beginning of a new administration in 
2017, the Government announced a five-year 
drive to build another one million units of public 
housing. As shown in table 3, public housing 
includes public rental houses, houses for 
sale, and subsidized houses. In particular, the 
Government articulated that LH would again 
play a pivotal role in the drive by providing 
650 thousand units of public rental housing 
from 2018 through 2022; note that all the 
rental housing units are to be supplied by LH. 
For young renters or newly married couples 
who live in public housing, apartment units 
would be built in downtown areas and their 
rents would be regulated. Legal and regulatory 
frameworks would be reexamined and the 
governance structure for rental housing would 
be redesigned.

FIGURE 2    International comparison of social housing stocks 
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11   After the Korean War, which divided Korea into two Koreas, South Koreans tended not to use 
the term ‘social’ because North Koreans often call themselves socialists. Since then, South 
Koreans generally avoided using ‘socialism’ (or ‘social’) in describing daily life in South Korea. 

When discussing issues in social housing recently, however, ‘social housing’ has come to denote 
houses constructed by social sector agents such as non-profit organizations, cooperatives, unions, 
and other associations. The so-called social sector is neither purely public nor purely private. 

TABLE 2    Rental housing programs and total rental housing units supplied (unit: units)

Sources: Statistics Korea (2016), Statistics Information Report on Public Rental Housing (in Korea)

YEAR TOTAL

PUBLIC RENTAL HOUSING PRIVATE RENTAL HOUSING

SUB TOTAL
Public 
Rental  

(5,10 yrs.)

Permanent 
Rental  

(50 yrs.)

People 
Rental  

(30 yrs.)

Happy 
Housing 

(16-20 yrs.)

Long-term 
Chonsei 
 (20 yrs.)

Employee 
Rental  
(5 yrs.)

Purchase 
Rental  

(20 yrs.)

Chonsei 
Rental  

(20 yrs.)
SUB TOTAL

Construction  
Rental  

(5, 10 yrs.)

Purchase 
Rental  

(5, 10 yrs.)

1982-1985 77,719 77,719 77,719 0 0 0 0 0 0 0 0 0 0 

1987 51,918 51,918 51,918 0 0 0 0 0 0 0 0 0 0 

1988 52,218 52,218 52,218 0 0 0 0 0 0 0 0 0 0 

1989 82,475 82,475 39,222 43,253 0 0 0 0 0 0 0 0 0 

1990 144,544 144,544 64,890 60,004 0 0 0 19,650 0 0 0 0 0 

1991 76,391 76,391 15,074 49,607 0 0 0 11,710 0 0 0 0 0 

1992 62,679 62,679 15,121 36,706 0 0 0 10,852 0 0 0 0 0 

1993 41,525 41,525 30,912 507 0 0 0 10,106 0 0 0 0 0 

1994 75,672 74,889 65,751 0 0 0 0 9,138 0 0 783 0 783 

1995 83,134 82,032 77,584 0 0 0 0 4,448 0 0 1,102 0 1,102 

1996 113,880 111,063 104,648 0 0 0 0 6,415 0 0 2,817 0 2,817 

1997 132,142 108,728 108,115 0 0 0 0 613 0 0 23,414 0 23,414 

1998 103,365 93,795 91,294 0 2,501 0 0 0 0 0 9,570 0 9,570 

1999 123,977 109,417 89,107 0 20,226 0 0 84 0 0 14,560 0 14,560 

2000 112,415 95,932 85,923 0 10,009 0 0 0 0 0 16,483 0 16,483 

2001 142,985 102,557 66,980 0 35,227 0 0 350 0 0 40,428 16,920 23,508 

2002 119,665 86,586 35,767 0 50,819 0 0 0 0 0 33,079 14,142 18,937 

2003 132,047 84,768 12,977 0 71,791 0 0 0 0 0 47,279 7,636 39,643 

2004 137,950 97,226 5,803 0 90,920 0 0 0 503 0 40,724 11,496 29,228 

2005 151,751 107,954 9,604 0 91,644 0 0 0 4,539 2,167 43,797 8,279 35,518 

2006 175,376 118,161 14,551 0 90,473 0 0 173 6,339 6,625 57,215 15,143 42,072 

2007 212,527 153,764 34,639 0 103,784 0 0 1,616 6,526 7,199 58,763 10,205 48,558 

2008 186,824 125,606 30,729 0 77,752 0 0 1,297 7,130 8,698 61,218 26,259 34,959 

2009 129,199 103,748 33,845 3,633 40,731 0 2,278 1,537 7,579 14,145 25,451 6,883 18,568 

2010 138,009 106,850 38,140 10,103 28,262 0 8,922 861 6,990 13,572 31,159 11,452 19,707 

2011 150,962 96,577 37,802 6,462 30,415 0 3,630 0 5,756 12,512 54,385 23,720 30,665 

2012 199,367 99,325 38,352 3,385 24,933 0 862 522 5,646 25,625 100,042 42,473 57,569 

2013 208,959 101,519 33,196 4,591 25,806 0 1,580 0 10,605 25,741 107,440 38,376 69,064 

2014 225,131 108,482 31,886 1,518 11,224 26,256 545 0 9,200 27,853 116,649 26,083 90,566 

TABLE 3    Housing welfare roadmap: Public housing supply plan (units: thousands)

Source: Ministry of Land, Transport, and Infrastructure (2017)

2018 2019 2020 2011 2022 Total

PUBLIC Total 188 199 199 205 209 1,000

FOR RENT Subtotal 130 130 130 130 130 650

Construction 70 70 70 70 70 350

Purchase 20 25 25 30 30 130

Lease 40 35 35 30 30 170

FOR SALE Subtotal 18 29 29 35 39 150

SUBSIDED Subtotal 40 40 40 40 40 200

3.  Current issues and policy impli-
cations for public rental housing

3.1.  Consensus building: Definitions of 
public housing and social housing 

Korea has, like Canada, Israel, and the United 
States (UNECE, 2015: 7), used the term ‘public 
housing’ for many years. Before the 2010s, 

most Korean (academic) articles defined public 
housing as homes or residences that were 
constructed, subsidized, or financed by public 
entities such as (local) governments and public 
funds. In the field of public housing, LH has been 
a key public player. Recently, however, the term 
‘social housing’ (‘sahoe jutaeck’ in Korean) has 
become widely used in the housing sector. As 
most countries in European regions do not use 

the term ‘social housing’ in their own languages 
(UNECE, 2015: 6), Koreans (i.e. South Koreans) 
have avoided using ‘sahoe jutaeck’.11

Progressive Korean political parties began 
discussing ‘social housing’ in the 2000s and, 
because a progressive candidate was elected 
as Mayor of the Seoul Metropolitan government 
in 2011, there was considerable discussion 
of and debate over social housing, with many 
interest groups, including LH and the central 
Government, represented. In 2015 the Seoul 
Metropolitan Government officially amended 
the ‘law on social housing’ by defining the term 
‘social housing’ itself for the first time in Korea. 
the law defines ‘social housing’ (narrowly) as 
housing provided by housing-related social 
agents, which include non-profit organizations, 
co-operatives, unions, and other associations.

This move to define social housing in the 
Korean housing market has led many Koreans 
to believe that public housing and social housing 
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are different animals and that social housing 
includes houses provided by housing-related 
social agents while public housing includes 
houses provided by public entities or public 
funds. To overcome issues arising from these 
varying definitions, Bong (2018) has proposed 
a new definition of a fourth sector network 
that includes a mix of public and private 
organizations; the public sector includes state 
and local governments and government entities 
or agencies.12 

In the meantime, a vision of the housing welfare 
program in Korea has been transformed to cover 
the entire population, even though the program 
was designed to cover special groups (Kim et 
al., 2015: 25). The housing welfare program 
has recently been moving from a residual 
model towards a universal model.13 After the 
recent global currency crisis, European housing 
markets that adopted universal models have 
been facing growing demand for public housing 
and thus face heavy financial burdens. To 
maintain their systems, they seem to be moving 
slowly toward a residual model, even though 
their officially position is that they adhere to 
their original (universal) models.

“Social housing has no one definition” (UNECE, 
2015:14), but in Korea we need a new vision 
or new goals for public (or social) housing that 
many people can share if we are to maximize 
the positive effects of housing (welfare) policies 
(Ko, 2019). We need consensus-building on 
public housing and social housing, which 
can be separated from each other or can be 
somewhat mixed. With well-defined policy 
goals, principles, and beneficiaries, we can 
implement proper policy tools (or instruments), 
make rational policy decisions, and evaluate 
the effects of the decisions accurately.

3.2.  Public housing supply policies: 
Implementation and evaluation 

Since the 1950s Korea has proposed a series of 
housing construction drives. I have mentioned 
several of them, but here I discuss how they have 
been implemented and evaluated. In the early 
1950s, the Government proposed a one-million-
unit housing construction drive, but it proved 
unsuccessful. Two decades later, in the early 
1970s, it announced 10-year construction drive, 
but its success could not be properly evaluated 
given a lack of useful market data in the 1970s; 
until the 1970s, the volume of housing units 
supplied was equated with the number of units 

that had been authorized for construction, 
even though many authorized units were not 
completed or were even cancelled.

In 1988, the Government proposed a two-
million-unit housing construction drive, which 
included 0.9 million housing units for sale or 
rent to low-to-moderate-income earners. In 
2002, the government announced the people 
rental housing drive. In 2017, the government 
announced yet another five-year drive to build 
one million public housing units, as shown in 
table 3. All these housing construction drives 
were announced with the best of intentions, 
inspiring hope in and receiving strong support 
from ordinary people. Yet the degree to which 
these initiatives have achieved their goals has 
seldom been officially evaluated. Based on 
the figures reported in table 2, it seems that 
some drives failed to achieve their initial goals.

We must monitor and evaluate policies to 
assess their accomplishments and impacts, to 
advance tools for implementing better policies, 
and to learn lessons from the fates of these 
policies. In 2019, it is fortunate that the current 
Government released information that makes it 
possible to evaluate the progress of the 2017 
drive, as shown in table 4. For instance, in 
2018 the Government initially planned to build 
132 public rental housing units and supplied 
148 units. At the same time, the goal of public 
rental housing units supplied based on the 
Housing Welfare Roadmap, as seen in table 3, 

was revised. It is encouraging that in these 
cases, unlike with previous construction drives, 
few of which were revisited after the initial 
announcements, the recent in 2017 drive is 
being subjected, apparently, to systematic 
monitoring and evaluation.14

  
In addition, housing policies need to consider 
many aspects of housing markets carefully. As 
mentioned above, for example, some programs 
specify a required period during which housing 
units should be rented and, after the end of 
that period, the units are to be traded in private 
markets. Nevertheless, existing tenants who 
lived in public housing were given priority 
to buy units and, at the time of ownership 
transfer, the value of a given unit would be 
crucial to a tenant’s capacity to make the 
purchase. Occasionally, for example, after the 
termination of a public housing rental contract, 
an existing tenant might insist on not moving 
out, as they could not afford to purchase a 
new place;15 this would provoke legal disputes 
between tenants and public landlords, who are 
vulnerable such disputes.16 Detailed rules and 
systems for managing tenants and properties 
need to be designed carefully and should be 
implemented systematically.

3.3.  Financing public rental housing 

For a new investment project, such as a housing 
construction project in a rental market, an 
investor is more likely to make an investment 

12   Bong (2018) documents that the first sector is the Government, the second sector includes 
private organizations, and the third sector includes non-profit organizations.

13  The definitions of these model types can be found in UNECE (2015).
14   Nonetheless, we know that it takes more than 2.5 years to build a condominium, which implies 

that the accomplishments of 2018 were planned to build before 2016.

15   You and Kim (2017) estimate that, on average, rents in public rental programs are 50% lower than 
market rents. In their paper, You and Kim note that rents are estimated based on key deposits 
that tenants pay at the beginning of Chonsei contracts, rental contracts that are unique to Korea.

16   This does not imply that protecting low-to-middle-income households, the elderly, the young, 
or people with disabilities is unnecessary.

TABLE 4    Annual supply of public rental housing (unit: thousands)

*Numbers in parentheses are planned units

Source: Ministry of Land, Transport, and Infrastructure (April 2019)

PUBLIC RENTAL HOUSING UNITS SUPPLIED

2013 2014 2015 2016 2017 2018

TOTAL 81 102 124 125 127 194 (172)*

FOR RENT 81 102 124 125 127 148 (132)*

SUBSIDIZED – – – – – 46 (40)*

TABLE 5    Annual Supply Plan for public rental housing (unit: thousands)

Source: Ministry of Land, Transport, and Infrastructure (April 2019)

PUBLIC RENTAL HOUSING UNITS SUPPLIED

2019 2020 2021 2022

TOTAL 176 181 182 184

FOR RENT 136 141 142 144

SUBSIDIZED 40 40 40 40
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decision as she has greater access to debt 
capital (You, 2013). This may not be true for 
public investors, who take account of social 
benefits. Nonetheless, many players in housing 
markets think that public developers such as 
public housing entities operating under local 
governments have deep pockets, assuming that 
they can finance construction projects with as 
much capital as they need. This is not true in 
Korea. In Table 6 I report financing conditions 
for public rental housing programs. Loans from 
the Housing and Urban Guarantee [HUG] fund 
need to be paid back, while financing from a 
government budget involves a subsidy that does 
not need to be paid back.

LH recorded a deficit of Korean Won [KRW] 137.9 
trillion in 2014 (KRW 1,099.3 = USD 1,000 in 
2014) (Kim et al., 2015: 5). And 16 development 
entities under local governments that built 
public rental housing incurred KRW 266.9 
billion in losses from their operations. Housing 
projects entail two costs: development costs 
and operating (or maintenance) costs. At the 
planning stage of a public rental housing 
development project, developments costs are 
considered carefully but operating costs receive 
less attention. This implies that financial support 
that fails to consider operating costs may be 
inappropriate; maintenance costs may be 
significantly underestimated, as public housing 
rents are determined by construction costs, but 
rental adjustments seem inflexible.

Public housing rents in Korea have been 
determined mostly by construction costs and 
also by rates which are lower than market-
rate rents (You and Kim, 2017: 219) and by 
market practices and laws, and therefore public 
housing rents tend to be lower than market 
rents in areas surrounding public rental housing. 

When people think of public rental housing (or 
social rental housing, depending on how it is 
defined), they expect rents to be lower than 
market rents. Koreans’ general attitude towards 
public rental housing seems to be similar the 
attitude in France, in which the term “housing 
at moderate rents” is used (UNECE, 2015: 6). 
This implies that the discounted rent flows from 
a public rental housing unit are very likely to 
be lower than they would be at the fair market 
value of a house (Korea Real Estate Analysists 
Association, 2019). Based on experience, 
professionals in Korean housing markets tend to 
believe that housing prices (and rents) continue 
to rise over a long horizon. Therefore, public 
housing entities have designed a program for 
public rental housing in which, after a required 
rental period, housing units are sold at (much) 
higher values than construction costs. With the 
gap between market values and construction 
costs, a public landlord recovers any (potential) 
loss incurred during the required rental period.

As is the case in European housing markets, 
social demand for pubic rental housing in Korea 
has also grown since the Global Financial Crisis. 
Moreover, the Korean government needs to 
expand its budget to meet increased and diverse 
demand for social welfare programs. As a result, 
the Government wants to invite investors to 
expand access to new private capital for public 
rental housing construction projects, in which 
rents that determine revenue in a project are 
regulated. To attract more private investors, the 
Government must acknowledge and help them 
achieve their goals.

4.  Concluding remarks

The article has provided a brief history of public 
rental housing markets and discussed current 

TABLE 6    Financing conditions for public housing programs

Source: Ministry of Land, Transport, and Infrastructure (2016, 2017) and Bong and Choi (2019)

2013 GOVERNMENT SUBSIDY AND FINANCING MINIMUM  
RENTAL PERIODBudget Fund (HUG) Developer Renter

PERMANENT RENTAL 85% – 12.5% 2.5%
50 yrs.

PUBLIC RENTAL (50 YRS.) 50% 20% – 30%

PEOPLE RENTAL

Type1 50% 37% 10% 3%

30 yrs.
Type2 32% 39% 10% 19%

Type3 20% 42% 10% 28%

Average 30% 40% 10% 20%

HAPPY HOUSING 30% 40% 10% 20% 30 yrs.

LONG-TERM CHONSEI
Construction 50% 20% – 30%

20 yrs
Purchase – – 100% –

PUBLIC RENTAL REITS – 33% 37% 30% 10 yrs

PURCHASE RENTAL
Multi-family 45-50% 50% – 5%

20 yrs
One-Room 45% 50% – 5%

CHONSEI PURCHASE – 95% – 5% 20 yrs.

market conditions. The article has addressed 
key issues that players in public rental housing 
need to discuss: changing concepts of public 
rental housing, related policies and evaluation 
of policies, and financing for public rental 
housing programs.

The article suggests that policymakers should 
engage in consensus-building for public housing 
programs by connecting the goals of new 
policies with implementation and evaluation 
and employing sophisticated financial planning. 
Nevertheless, there are many remaining issues 
related to public rental housing that this article 
does not address. The article covers basic 
issues regarding public rental housing markets, 
but the remaining issues (such as determining 
rents, managing buildings and residents, and 
establishing subsidies for development, landlords, 
and tenants, etc.) need to be more carefully 
investigated and discussed. In addition, the 
article does not include a cost-benefit analysis of 
rental housing policies. For low-income earners, 
policies designed to increase demand that the 
article does not mention must be investigated 
more closely. From the perspective of national 
housing policies, the author acknowledges that 
supply policies discussed in the article may be 
less efficient than demand policies, as housing 
developments incur financial burdens.
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1. Introduction

In 2013 a group of community-led housing activ-
ists in Leeds established the first Mutual Home 
Ownership Society in the UK. This is a pioneer-
ing model that attempts to respond to the deep 
dysfunction in the current housing market by 
creating permanently affordable and secure 
cooperative housing. Over the last six years 
residents of Lilac Grove have been using it to 
develop this pioneering model. This paper, writ-
ten collectively by members of the Lilac mutual 
cohousing community, outlines the basics of 
this model and explores its wider benefits as a 
response to the current housing crisis.

2.  Mutual home ownership:  
the basics

A Mutual Home Ownership Society [MHOS] 
is a new model that can deliver permanently 
affordable housing. It is an equity-based 
leaseholder approach to co-operatively owned 
housing. This model, first proposed by the New 
Economics Foundation and CDS Co-operatives 
in the report Common Ground (NEF, 2010), lays 
out the case for what is called ‘intermediate 
housing’ that guarantees affordability in per-
petuity for its members. The model represents 
a significant departure in terms of mainstream 
tenure types currently available. While it does 
have its own limitations, it is an important 
part of the solution towards creating housing 
markets that can build in permanent afford-
ability and strong levels of community buy in.

In an MHOS, affordability is defined through 
the proportion of income spent on housing 
set at no more than 35% of net household 
income. It creates an intermediate housing 
market where rents are above those of social 
housing but below market price. Professor 
Steve Wilcox from York University in a 2006 
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study found that 40% of households fall within 
the ‘broad intermediate housing market’ in 
the UK (see figure 1). This broadly holds true 
for other high-income countries. The point is 
that the size of the housing market to meet 
this demand is inadequate. There’s a tenure 
supply-demand mismatch. The mutual hous-
ing market has huge potential to fill this gap, 
especially given that, as the Commission on 
Co-operative and Mutual Housing found in its 
2009 report, it currently only represents 0.5% 
of housing in the UK.

An MHOS creates a route to experiment with 
what economic equality means in practice. An 
MHOS is complex, and a simplified overview 
is presented in figure 2. The MHOS owns the 
homes and land rather than individual mem-
bers. The MHOS is owned and managed by its 
members who are the residents who live in the 
homes it provides. Each member has a lease 
which gives the right to occupy a specified 
house or flat owned by the MHOS. Membership 
of the MHOS will give members democratic 
control of their housing. The cost of building 
the homes owned by the MHOS is financed by 
a long-term mortgage loan. In the case of Lilac, 
this was from ethical bank Triodos. Under the 
terms of the lease, each member will make 
monthly payments to the MHOS which will 
pay the Society’s loans and debts and cover 
a deduction for service costs.

The cost of buying the land and building the 
homes owned by the MHOS and financed by 
the mortgage is divided into equity shares with 
an initial value of £1. This equity is allocated to 
households and they are acquired (or paid for) 
through each member in that household being 
levied a monthly member charge equivalent 
to 35% of their net income.

Members pay a deposit equal to 10% of the 
equity shares they can afford to finance through 
their monthly payments. In this way, every mem-
ber, regardless of their income, pays the same 
proportion, placing the principle of equality at 
the heart of the model. The number of shares 
allocated to each household depends on a 
combination of their income and the cost of 
their home. 

It’s important to state that when ‘the cost of a 
home’ is referred to, it does not just equate to 
the build cost of the property, but also a propor-
tion of the cost of the land and the communal 
facilities that all households access. The more 
members earn, the more equity shares they can 
afford to finance - and the more shares they 
can afford to be allocated. If the income of a 
member falls, rather than lose their home, they 
can sell equity shares to an existing member, 
draw on the Society’s reserve fund, or convert 
to a standard rental tenancy.

FIGURE 1    The intermediate housing market

Source: Steve Wilcox

Notes: HB – housing benefit; LD – lowest decile; LQ – lower quartile.

Broad intermediate housing market

Narrow intermediate housing market

Not in  
work

In work  
but on HB

Not on HB but cannot buy  
at LD level

Cannot buy  
at LQ level

Can buy  
at LQ level



 Summer 2019 HOUSING FINANCE INTERNATIONAL 33

To ensure the sustainability of the project 
the value of the equity shares allocated to a 
household can differ a set percentage (plus 
or minus) from the base cost of their home. 
Once all of the equity shares have been paid 
for by a household, they simply pay a nominal 
10% of their net income. If a member moves 
out and sells their shares before they have 
lived in the MHOS for three years, they will 
only be able to sell them at their original value 
(or a lower one if their value has fallen). For 
members who leave after three years, they 
will receive 75% of the change in value of the 
equity shares, which is indexed to changes 
in average national incomes rather than local 
housing prices. This decoupling of the value of 
homes from local house prices is a significant 
innovation. It is an important step away from 
using houses as a speculative asset which 
grow in value beyond the reach of most house-
holds. Members can move between properties 
in the scheme as they become available and 
as their housing needs change, as long as all 
the equity shares can be financed by incoming 
members. Clearly, there are still significant 
barriers to the uptake of a model that dampens 
retail value. Most high-street lenders would 
not lend against such a housing product. At 
the time of writing, only two smaller ethical 
banks and building societies would consider 
lending to such projects.

3. Lilac’s use of the MHOS model

How did this model work out at Lilac? All 
households when they take on a lease are 
required to put in a sum of money as their share 
of the members equity in the project. When 
the first members moved in the total members 
equity was £2,526,577, then the total amount 
of serviceable debt to be allocated to members. 
This was divided into 2,526,577 ‘equity shares’ 
with a value of £1 each. Because of the pos-
sible confusion with other types of shares held 
in cooperatives (e.g. voting shares, withdraw-
able shares) we renamed equity shares ‘equity 
units’. Equity units cannot be bought, sold, or 
transferred. The sum of a household’s equity 
units is their equity share in the project. The 
value of an equity unit will always remain £1. 
The total amount of members equity in Lilac 
will remain at the original figure of £2,526,577. 

This figure will go down if Lilac MHOS repays a 
household’s equity and doesn’t replace it with 
the same amount of equity from other house-
holds (this happened for a few months on one 
occasion by error during what we call a house 
transfer event – when there is a change of house-
holds). This figure will go up when more equity 
is needed, for example, when we pay for new 
capital items such as boilers or windows etc. 
and we ask households to put in more money.

The amount of equity a household contributes 
is determined firstly by the original value of the 
house/flat and, secondly, the percentage of the 
lease value they are taking on, which can be 
between 90% and 110%. Unless they are what 
we call full pay ‘full payer’ (when the household 
for purchases all the equity units allocated to 
their home) and can contribute the full amount 
of equity required from their own sources.

Households ‘acquire’ equity units they have 
been ‘allocated’ in three ways. First, all mem-
bers acquire 10% through a deposit payment 
when they first acquire their lease. Second, 
those with additional capital, from for example 
savings or a house sale, can acquire some more. 
There’s no obligation to do this. But if mem-
bers do, then they can acquire all their equity 
quicker. Once they are all acquired, members 
only pay 10% of their net income or the level of 
the current maintenance charge, whichever is 
greater. Third, as stated above everyone pays 
35% of their monthly net income. The reason 
it is net and not gross income is that members 
are allowed to make allowances for statutory 
deductions (in this case national insurance, 
tax, higher education loan payments, union 
dues and pension contributions, the latter 
which we capped at 10%). Not all of this goes 
towards acquiring equity. About four percent of 
it goes towards the home charge which covers 

FIGURE 2    A simplified version of the Mutual Home Ownership Society model

Source: Lilac
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maintenance and insurance. And of course, in 
the early years members’ payments are pay-
ing bank interest as much as making capital 
payments. So, the amount of equity returned 
to members who leave in the first decade or 
so will be lower than those who stay longer.

And this figure of 35% could go up if interest 
rates and the cost of borrowing rose dramati-
cally as they have done in previous eras. A few 
households have also voluntarily chosen to pay 
more than 35% of their net income, so they meet 
the minimum net income threshold. This is tes-
timony to the additional perceived benefits that 
cohousing brings beyond the most obvious level 
of payment for your home. The final amount of 
shares we allocate each member simply reflects 
a ratio of the total we borrowed against the total 
yearly debt repayments. There are different 
payment profiles amongst members. Different 
members will acquire all their equity at different 
rates. The profiles below cover most applicants, 
but some people won’t fit into these categories:

•  Low income – a household with a low income 
that does not meet the net income threshold 
to still live in Lilac but have opted to pay 
more than 35% of income so they can do so.

•  Low income savers – a household with low 
income but with some savings that they have 
used to acquire equity. This profile allows a 
household that doesn’t meet the net income 
threshold to still live in Lilac at a level of 35% 
of net income as they have already paid off 
some debt, so a lower income is required.

•  Regular income – a household whose income 
means they have been allocated between 
the 90 – 110% range but have not put in 
any additional capital.

•  High income – a household whose income 
means they can be allocated shares which 
equate to more than 110% of the cost of their 
home and thus pay into the Lilac Equity Fund 
[LEF]. In this profile, members will acquire 
all their equity slightly quicker.

•  High income savers – a household who have 
put in some additional capital and whose 
income means they can be allocated shares 
which equate to more than the repayments 
on the remaining allocated debt of 110% of 
the cost of their home and thus pay into the 
LEF. In this profile, members will acquire all 
their equity in a much shorter period, partly 
as they have paid off more debt upfront, and 
partly due to faster repayments.

•  Full payers – a household who has enough sav-
ings to acquire all the allocated equity upfront 
and immediately just pay 10% of their net 
income, or less if they meet the cap we have set.

The actual financial situation across the house-
holds is actually quite varied. Figure 3 shows 
an anonymised snapshot of the equity share 
allocations amongst the twenty households. 
The entire circle represents all the equity 
shares in Lilac – so that’s the entire project 
costs minus grants and gifts. Each wedge 
represents one household, and the width var-
ies according to the amount of equity shares 
allocated to that household. Households such 
as ‘s’ and ‘t’ are larger houses, while ‘g’ and 
‘I’ are smaller apartments. What you can see 
is the uniform 10% deposit, which is shaded 
darkest at the thin end of the wedge. You can 
then see any households who have voluntarily 
acquired additional equity shares (coloured 
dark grey). Some have acquired all their equity 
shares, some have acquired small amounts and 
others have not acquired any more beyond that 
which constituted their 10 percent deposit. 
Finally, therefore, the amount of remaining 
debt varies. Some households might acquire 
the rest of this equity within a few years, while 
other households might acquire it over, say, 
a 20-year period.

Figure 3 also shows that the amount of equity 
shares allocated to each household varies 
between the lower 90% and upper 110% limit 
of the cost of a home – and this varies accord-
ing to the size of their income. So, for example, 
‘a’ is a household which has been allocated 
slightly less than 100% of the cost of their 
home, and which has acquired all their equity 
shares and therefore only pays 10% of their 
net income to Lilac. ‘B’ is a household which 

has been allocated slightly more than 100% 
of the cost of their home and is still paying 
35% of their net income every month and has 
acquired a small amount of additional equity 
shares. ‘D’ is similar but has not acquired any 
additional equity shares.

Figure 4 represents the other part of the soci-
ety’s finances – the household incomes needed 
to acquire the equity shares. Again, the entire 
circle shows all the incomes across the 20 
households – and remember each net house-
hold income has to meet a minimum threshold. 
This time, the size of the net household income 
is shown by the length of the wedge – the 
longer the wedge, the bigger the income. The 
outer-most part of the wedge represented by a 
dotted line represents household income that is 
not paid to Lilac. The other shaded components 
of the inner wedge represent income paid to 
Lilac. For most households on this chart then, 
the shaded segments of the wedge together 
represent 35% of their net household income.

There are four segments here. The inner-most 
segment of the wedge shaded lightest rep-
resents the part of the monthly household 
payment that goes towards the service charge. 
The second segment represents the part of the 
monthly payment that goes towards its inter-
nal Lilac equity fund [LEF]. The LEF emerged 
when we devised a high earners policy to deal 
with the situation when a households’ com-
bined monthly charge (35% of its income) is 
greater than the amount required to pay the 
maintenance charge and finance their equity 

FIGURE 3    A snapshot of equity share allocations across the 20 households

Source: Robin Lovelace
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shares allocated to that property. This puts 
the excess partly towards paying off their debt 
quicker, and partly towards an Equity Fund, 
which can be used in a range of circumstances 
as agreed by members.

The third segment represents the part of the 
monthly payment that goes towards any addi-
tional (or faster) equity payments. And the last 
darkest grey segment represents the part of 
the monthly payment that goes towards the 
household’s minimum debt repayment. In prac-
tice, what you can see from figure 4 is quite a 
range of household incomes across the society. 
This is a positive feature as it allows scope for 
reallocation of shares between households if 
incomes change. You can also see that for 
those households who have acquired all their 
equity shares they are only paying the service 
charge and LEF contribution. 

Private leases on each dwelling are deposited 
with the UK Land Registry. At the start of the 
project the value of the lease was the same 
as the household’s equity. The value of the 
lease depreciates and/or appreciates accord-
ing to the formula agreed by Lilac members. 
To recap, we appreciate in line with the index 
of national average earnings, and depreciate 
to take account of wear and tear of capital 
items such as windows, roofs and boilers. 
Leases currently have a higher value than their 
original value in 2013, but not by a significant 

amount. Therefore, what we see is a significant 
dampening of house value in Lilac compared to 
surrounding the house price increases. This is 
a significant contribution to our desire to de-
commodify housing and make it permanently 
affordable for future generations.

The amount of the household’s equity remains 
the same as when they took on their lease, 
unless they agree to put in more equity or with-
draw some of their equity (what we have called 
a ‘share transfer’). When a household leaves 
a dwelling, either to leave Lilac and cease 
to be members or to move to another dwell-
ing in Lilac, Lilac MHOS repays their equity, 
minus equity payments that have contributed 
to the interest component of the mortgage. 
An incoming household puts equity into Lilac 
MHOS (with other households contributing 
extra equity if necessary). The total amount 
of members’ equity in the project after the 
house transfer event remains the same. When 
a household leaves a dwelling, they sell their 
lease to the incoming household at the appre-
ciated/depreciated value. When a household 
leaves Lilac, Lilac MHOS takes a fixed amount 
from the lease transfer which goes into the LEF.

4. A note on limits

An MHOS is not a solution to all the problems 
in the housing market. From the outset it is 

FIGURE 4     A snapshot of income profiles across the 20 households,  
and how payments to lilac are split across the various components

Source: Robin Lovelace

important to be clear that this is not a social 
housing product for those on low or no incomes. 
It is affordable only within parameters. First, 
a minimum net income for all members in a 
household is needed to fund the shares allocated 
to each household. At Lilac for example, these 
household minimums range from just under 
£15,000 for a one-bed flat to just under £49,000 
for a four-bed house. Figure 5 shows the net 
incomes needed for different sized households to 
ensure enough income was coming in to service 
the debt. As an MHOS matures and financial 
reserves are built up, a greater range of incomes 
can be admitted, with less debt needed to be 
allocated to those on very low incomes. Second, 
it’s not a model that provides housing for those 
on low or very low incomes. Members cannot 
claim welfare benefits and accrue equity. If a 
member loses their job, their equity is frozen, 
and they are placed on a contractual tenancy.

So, minimum net incomes are needed for the 
MHOS model to work. Total incomes across 
the project have to meet an overall minimum in 
order for all the debt to be serviced. It’s a fine 
balancing act to ensure that all income profiles 
can service the total debt. Across the project, 
the households whose incomes mean they take 
on shares of less than 100% of the cost of its 
home, need to be balanced by those who can 
take on more than 100%. The mutual model in 
this respect then is an equalizing device. With 
time, an MHOS can be affordable to those on 
much lower incomes, especially as project value 
continues to rise and debt continues to fall. As 
also seen in Figure 5, the minimum incomes and 
deposits needed vary within a range accord-
ing to whether you take on shares equal to the 
value of 90% or 110% of the cost of the home, 
or somewhere in between.

FIGURE 5     Minimum net incomes 
and deposits needed  
to live in Lilac

Source: Lilac

NET HOUSEHOLD INCOME REQUIRED

From To

1BED £14,843 £20,315

2BED £22,816 £29,870

3BED £33,142 £41,365

4BED £39,388 £48,497

DEPOSIT REQUIRED

From To

1BED £6,314 £8,873

2BED £9,722 £13,020

3BED £14,233 £18,078

4BED £16,925 £21,184
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Additionally, as figure 6 shows drawing on the 
case of Lilac, the net income needed to live in 
an MHOS can be lowered if savings are used 
to acquire more equity. The affordability of 
the project, then, rests on a certain amount 
of additional capital from members upfront. 
These contributions from members to acquire 
equity upfront has the effect of reducing the 
overall debt burden of the MHOS and avoids 
more costly commercial interest repayments.

Also, this model which links the value of equity 
to wages rather than house prices, presents a 
significant financial challenge to the conven-
tional model of asset-based growth housing. 
If a family or individual moves from the project 
after several years, for example, they will only 
take this small uplift in equity value link to 
increases in national average earnings, rather 
than local house prices. This will mean if they 
re-enter the conventional housing market, they 
will be financially disadvantaged compared to 
other house buyers. We were fully aware of 
this as we entered into this model; and in fact 
residents continue to see this as one of the 
significant positive aspects that differentiates 
Lilac as a pioneering challenge and alternative 
to the dysfunction of the conventional housing 
market. There are still limits, then, that need 
working through including the lack of sources 
for accessing development finance, the need 
for households to meet minimum income 
thresholds and small deposits, the exposure 
to risk that comes from the small size of this 
sector, and dependency on grant funding as 
well as from additional capital from members.

5. Overall benefits

Nevertheless, there are a number of reasons 
that this model remains affordable: monthly 
member charges are geared to a constant 
35% of net household income to help long 
term household planning; members secure 
a ‘foothold’ on the housing ladder at lower 
household incomes and with lower entry 
deposits; members can buy more shares as 
their income rises; transaction costs on buying 
into and leaving are reduced because homes 
are not bought and sold; and the linkage in the 
change in the value of equity shares to average 
earnings rather than local house prices helps 
reduce risk, dampen increases in value, and 
avoid speculation. This also makes it affordable 
from one generation of residents to the next.

In sum, the MHOS is a radical departure 
from conventional routes to home owner-
ship. It promotes resident self-management, 
decommodifies housing, challenges housing 

FIGURE 6     Impact of the initial payment on minimum net household incomes 
required to live in Lilac

Source: Lilac

INITIAL PAYMENT
MINIMUM NET INCOME (EVERYONE PAYS 35% NET INCOME TO THE PROJECT

1bed 2bed 3bed 4bed

£10,000 £13,856 £21,746  –  –

£12,000 £13,435 £21,325 – –

£14,000 £13,014 £20,904 – –

£16,000 £12,593 £20,483 £30,928 –

£18,000 £12,172 £20,062 £30,507 £36,739

£20,000 £11,751 £19,641 £30,086 £36,318

£25,000 £10,699 £18,589 £29,033 £35,266

£30,000 £9,646 £17,536 £27,981 £34,214

£35,000 £8,594 £16,484 £26,929 £33,161

£40,000 £7,541 £15,431 £25,876 £32,109

£45,000 £6,489 £14,379 £24,824 £31,056

£50,000 £5,436 £13,327 £23,771 £30,004

£55,000 £4,384 £12,274 £22,719 £28,951

£60,000 £3,332 £11,222 £21,666 £27,899

£65,000 £2,279 £10,169 £20,614 £26,847

£70,000 £1,227 £9,117 £19,562 £25,794

£75,000 £174 £8,065 £18,509 £24,742

£80,000  – £7,012 £17,457 £23,689

£85,000  – £5,960 £16,404 £22,637

£90,000  – £4,907 £15,352 £21,585

£95,000  – £3,855 £14,299 £20,532

£100,000  – £2,802 £13,247 £19,480

£105,000  – £1,750 £12,195 £18,427

£110,000  – £698 £11,142 £17,375

£115,000  – -£355 £10,090 £16,322

£120,000  –  – £9,037 £15,270

£125,000  –  – £7,985 £14,218

£130,000  –  – £6,933 £13,165

£135,000  –  – £5,880 £12,113

£140,000  –  – £4,828 £11,060

£145,000  –  – £3,775 £10,008

£150,000  –  – £2,723 £8,955

£155,000  –  – £1,670 £7,903

£160,000  –  – £618 £6,851

£165,000  –  –  – £5,798

£170,000  –  –  – £4,746

£175,000  –  –  – £3,693

£180,000  –  –  – £2,641

£185,000  –  –  – £1,589

£190,000  –  –  – £536

£195,000  –  –  – -£516

speculation and creates more stable neighbour-
hoods. The MHOS model both promotes access 
to less wealthy groups and discourages wealth-
ier groups who are seeking speculative returns 
from housing. This is a significant difference to 
owner-occupied forms of eco and cohousing. 
An MHOS can make a significant contribution to 
community cohesion and the housing affordabil-
ity crisis in UK city contexts. This is especially 
the case if land and assets can be transferred 
to a Community Land Trust which in turn uses 
an MHOS to provide affordable community-led 
housing. Given the significant potential, further 
pilot projects should be supported so that a 

greater evidence base of the potential of this 
model can be established.

But affordability also means much more than 
our mutual model. It is also embedded in our 
co-operative model which strives for economic 
justice. Moreover, shared patterns of living 
together, sharing every item, childcare and 
communal activities offer both measurable 
and less measurable cost savings, as well as 
a whole range of wellbeing effects. These will 
become increasingly important in the future as 
sharing resources and informal aspects of the 
economy support the formal money economy.

Mutual home ownership: a route for permanently affordable community-led housing
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1. Introduction

Community-led shared equity housing in the 
U.K. and in the U.S. provides a small part of the 
overall stock of affordable housing in each coun-
try; yet the model provides an excellent example 
of how to involve residents and community in 
the development and long-term stewardship of 
permanently affordable ownership housing and 
how to share the wealth piece of homeowner-
ship between current and future homeowners. 
The community-led nature of the housing means 
that it is more likely to be housing that is sup-
ported by the community, fits the specific needs 
of the community, and equips residents with 
the knowledge and skills to be good financial 
and managerial stewards of the housing. The 
occupancy and resale restrictions can be used 
to create demographically diverse communities 
in the face of gentrification. Lastly, the model 
can provide inspiration for other developers, 
both private and public, as will be shown by 
looking at case studies from both countries.

A good definition of community-led hous-
ing is provided by the Co-operative Council’s 
Innovation Network in the U.K.: “Community 
led housing [CLH] involves local people in 
playing a leading and lasting role in solving 
housing problems, creating genuinely afford-
able homes and strong communities. It can 
involve building new homes, returning empty 
homes to use and managing existing homes. 
Approaches include housing co-ops, commu-
nity land trusts [CLTs], tenant management 
organisations [TMOs], cohousing, community 

self-build schemes and self-help housing groups 
that renew empty homes. There can be overlaps 
between these different approaches. Typically, 
the community is integrally involved in key deci-
sions even if they did not initiate or build the 
scheme; the community has a long-term formal 
role in ownership, management or stewardship 
of the homes; and benefits to the local area/
specified community are defined and protected. 
A CLH scheme may involve a democratic mem-
ber organisation with some level of control over 
the housing.”1 While community-led housing 
can be associated with many different hous-
ing tenures, the approach that will be featured 
in this article is community-led shared equity 
housing in which homeowners and the com-
munity share ownership of housing and share 
the wealth or equity in the home. 

Shared equity housing is the name given to 
affordable homeownership programs that share 
the equity piece of homeownership between 
current homeowners and the community, with 
the community representing future homeown-
ers. In the UK, there are two popular types of 
shared equity homeownership. The first type 
is shared ownership housing with an 80% cap 
on staircasing in which households purchase 
a minimum percentage or share of a home and 
pay a monthly ground lease rent to the housing 
organization that owns the remaining share, 
with the option for the household to increase or 
“staircase” up to a cap of 80% ownership.2 It is 
important to note that the more common form 
of shared ownership housing in the U.K. does 
not contain a cap and permits the homeowner 

to staircase up to 100% ownership of the home 
with the right to sell the home on the market 
at market price; this form of shared ownership 
does not count as shared equity housing since 
the home has the potential to be lost to the pri-
vate market once the homeowner staircases up 
to 100% ownership. The second type of shared 
equity housing program in the U.K. is the CLT 
model in which households enter into a long-
term lease of the home and land that contains 
resale restrictions capping all future sales of 
the home at a discounted market value [DMV]. 

In the U.S., there are three common types of 
shared equity homeownership. The first model 
is the CLT model which will be discussed in 
more detail below. The second model is deed-
restricted homes in which occupancy and resale 
restrictions are imposed through the recorded 
deed to the home; deed-restricted housing is 
commonly used by developers building afforda-
ble ownership homes to satisfy their obligations 
under inclusionary zoning policies. The third 
model is limited equity cooperatives, in which 
homes are owned by a corporation, homeown-
ers purchase individual shares which give them 
the right to occupy specific units, and the cor-
poration’s bylaws contain occupancy and resale 
restrictions set by the community. One of the 
exciting growth areas for limited equity coopera-
tives in the U.S. is resident owned communities 
[ROCs], where homeowners own or rent their 
individual manufactured, mobile homes, pur-
chase the land underneath the homes from 
the prior owner, and share ownership of the 
underlying land collectively.3 

Community-led shared equity housing  
in the U.K. and in the U.S. – Lessons shared 
across the pond
 By Eliza T. Platts-Mills

Community-led shared equity housing in the U.K. and in the U.S. – Lessons shared across the pond

1   From “Community-Led Housing, a Key Role for Local Authorities,” by the Co-operative Coun-
cils’ Innovation Network, March 2018. The Co-operative Councils’ Innovation Network is a 
membership network of local authorities “who can demonstrate innovation and a willingness 
to drive forward the Co-operative Council agenda by finding better ways of working for, and 
with, local people for the benefit of their local community.”

2   See Anna Clarke, Andrew Heywood and Peter Williams, “Shared Ownership: Ugly sister or 
Cinderella? The role of mortgage lenders in growing the shared ownership market,” Council 
of Mortgage Lenders, October 2016.

3   See Ruoniu Wang, et al, “Tracking Growth and Evaluating Performance of Shared Equity 
Homeownership Programs During Housing Market Fluctuations,” Lincoln Institute of Land Policy 
Working Paper WP19RW1, April 2019; see also, Jarrid Green, “Resident-Owned Community,” 
The Next System Project, Aug. 2018, here: https://thenextsystem.org/learn/stories/resident-
owned-community
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4   For a very helpful set of resources and tools related to choosing a resale formula, see Burlington 
Associates’ website, here: http://www.burlingtonassociates.com/clt-resources/choosing-a-
resale-formula/

5   From John Emmeus Davis, Starting a Community Land Trust: Organizational and Operational 
Choices, Burlington Associates, found at: http://www.burlingtonassociates.com/clt-resources/
starting-a-clt-organizational-and-operational-choices/; see also, Model Classic CLT Bylaws, 
Ch. 5-A of the 2011 CLT Technical Manual, found at: https://groundedsolutions.org/sites/
default/files/2018-11/5-A-Model-Classic-Bylaws-.pdf

6  See 24 CFR 92.2, found at: https://www.law.cornell.edu/cfr/text/24/92.2

7  At least 15% percent of HOME funds distributed by the federal government must go to CHDOs. 
8  See 1992 Federal Housing and Community Development Act.
9  See 24 CFR 92.2, found at: https://www.law.cornell.edu/cfr/text/24/92.2
10   See Richard Rothstein, “The Color of Law: A Forgotten History of How Our Government 

Segregated America,” Liveright Publishing Corporation, 2017. 
11   See Emily Thaden and Kevin McQueen, Assessing the Feasibility of a Shared Appreciation Loan 

Fund Designed for Long-Term Sustainable Affordable Homeownership, at 5 (summarizing the 
research that shows the many ways that affordable homeownership benefits low-income and 
minority families), here: https://groundedsolutions.org/sites/default/files/2019-03/SALPreport.pdf

Community-led shared equity housing in the U.K. and in the U.S. – Lessons shared across the pond

The case studies in this article feature CLTs in 
each country. The amount of CLT housing cur-
rently produced in each country is small and 
its continued production requires access to 
affordable land, finance, and expert advisors; 
however, as a result of community control of 
the land, occupancy and resale restrictions, 
and built-in stewardship, the initial subsidies 
used for development and the physical condi-
tion of the homes are preserved in perpetuity as 
valuable, affordable community assets for the 
benefit of current and future low and moderate-
income households. The CLT housing model 
can be used to develop community-controlled 
affordable rental housing as well as community-
controlled affordable ownership housing. In the 
US, the majority of CLT housing is affordable 
homeownership, while in the UK the majority of 
CLT housing to date is affordable rental housing. 
One explanation for this difference is that local 
governments in the UK are guided by a housing 
needs survey that will typically indicate a high 
need for affordable rental housing.

In a CLT homeownership scheme, the CLT 
homes are kept affordable in perpetuity 
through two mechanisms: long-term owner-
ship of the land by a community-led housing 
organization and occupancy and resale restric-
tions in the long-term leases entered into by 
the community-led CLT organization and each 
CLT homeowner. More specifically, the lease 
between the community-led CLT organization 
and the CLT homeowner contains covenants 
that restrict all future sales of the home to 
income-eligible families at a discounted mar-
ket value. There are two emerging standards 
for calculating the restricted resale price in 
both the U.K. and the U.S. One version ties the 
future sales price to a set percentage of the 
appraised, open market value of the home – 
for example, a resale price set at 25% of the 
appraised value at the time of sale. A second 
version restricts the future sales price to an 
index such as the retail or consumer price index 
or to area median incomes – for example, the 
London CLT uses an “uplift factor” to deter-
mine the change in area median income over 
the time that the homeowner has lived in the 
home, with a minimum uplift factor of 1 in case 
area median incomes fall.4 Another option is 
to choose a set, fixed percentage increase in 
the homeowners’ equity each year capped at 

a certain number of years – for example, per-
mitting a flat 2% increase in equity each year 
capped at 30 years. The challenge in picking 
a resale formula is to give a fair return to the 
homeowner while preserving the affordability 
of the home for future homeowners. It is also 
important to select a resale formula that can 
be explained easily, both to the CLT homeown-
ers and to third parties, including property 
tax appraisal districts in the U.S. Having the 
resale formula selected by a community-based 
organization rather than the market allows 
communities to choose a level of return to the 
homeowner that they think is fair. 

Most CLTs, in both the US and the UK, are 
non-profit organizations staffed by paid, hous-
ing development experts and governed by a 
volunteer board of directors that represents 
the community. In the “classic” CLT, one third 
of the board is comprised of CLT homeowners; 
one third is made up of representatives from 
the surrounding community, including religious 
and civic leaders; and one third is comprised 
of public officials, local funders, nonprofit pro-
viders of housing or social services, and other 
individuals selected to represent the public.5 In 
the US, this tripartite governing board structure 
stems from the federal statutory definition of a 
Community Housing Development Organization 
[CHDO]6, a definition used by government bod-
ies to give priority in funds, including critical 
HOME funds7 and CDBG funds, and also part of 
the federal statutory definition of a Community 
Land Trust.8 The statutory definition of a 
CHDO requires that the organization main-
tain accountability to low-income community 
residents by “(i) Maintaining at least one-third 
of its governing board’s membership for resi-
dents of low-income neighborhoods, other 
low-income community residents, or elected 
representatives of low-income neighborhood 
organizations; and (ii) Providing a formal pro-
cess for low-income program beneficiaries 
to advise the organization in its decisions 
regarding the design, siting, development, and 
management of affordable housing.”9 There 
are a few CLTs in the US where the commu-
nity land trust is run and managed exclusively 
by the community, but this is less common. 

Part II of this article starts with a brief discussion 
of the history of shared equity housing in the 

UK and the U.S. Part III looks at the obstacles 
and opportunities for shared equity housing 
with a focus on access to land, finance, and 
advisors. Part IV concludes with suggestions 
for ways to preserve and expand the shared 
equity housing programs in each country, with 
a specific look at lessons that can be learned 
from the community land trust movement in 
Texas and in London.

2.  Political background of 
community-led shared equity 
housing

A policy question that inevitably arises when 
debating the best use of scarce public funds 
for affordable housing programs is the ten-
sion between the goal of wealth creation for 
individuals and families through homeown-
ership, especially for people of color whose 
parents and grandparents were denied 
the right to homeownership as a result of 
racially-discriminatory government policies 
and private practices10 and the competing 
goal of providing decent, secure homes for 
as many individuals as possible, especially 
very low-income people, through the pro-
duction of permanently affordable rental 
housing. The two main political parties in 
each country have typically lined up on dif-
ferent sides of this debate, with Republicans 
and Conservatives favoring policies that cre-
ate homeowners, and Democrats and Labour 
supporting deeply affordable, publicly funded, 
owned, and managed rental housing. Shared 
equity programs, including the community 
land trust model, have the potential to win 
support from both sides of the political aisle 
because they deliberately divide the equity 
piece of homeownership between households 
and the community, including limited wealth 
creation for the homeowners and the creation 
and preservation of permanently affordable, 
resale restricted housing for the community 
and for future homeowners.11 

In the past ten years, the U.K. has seen the rise 
of a “community-led housing” [CLH] move-
ment that pulls together cooperative housing, 
which has a long, robust history in England, and 
newer approaches to community-led housing 
including community land trusts, co-housing, 
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and self-help housing. The CLH movement with 
its emphasis on community decision making 
and community stewardship aligns nicely with 
both the anti-corporate, anti-land speculation 
“homes not commodities” movement and the 
anti-central government, “localism” movement. 
In 2019, the CLH movement is at its highest 
point to date, measured both by the quantity of 
housing units being produced and the level of 
political support from national and local govern-
ments.12 In 2016, the U.K. Minister of Housing 
announced the release of a five-year, £300 
million Community Housing Fund for commu-
nity-led housing schemes that includes grant 
money for revenue and capital needs. With 
money from this fund, the CLH movement is 
developing resources for community groups, 
including a geographic network of support hubs 
around England and a training and accredi-
tation program for technical advisors, and is 
engaging in an education campaign to make 
CLH housing better known to the partners 
the movement relies on to succeed including 
national government, local councils, housing 
associations, real estate professionals, and 
mortgage lenders. The main beneficiaries of 
the money in the Community Housing Fund to 
date are CLT organizations, and the number of 
active CLT organizations in England has grown 
exponentially in the last ten years from none 
to over 70, with a total of 935 CLT homes in 
England in 2019, most of which are affordable 
rental homes.13 

The United States has not had a specific “com-
munity-led housing movement,” but it does have 
a long history of non-profit community-based 
organizations building affordable housing. The 
Community Development Corporation [CDC] 
emerged out of the civil rights movement in the 
late 1960s as a neighborhood-based, non-profit 
organization developing affordable housing and 
other community assets for low-income people 
in neighborhoods with high levels of need.14 The 
Community Land Trust program also emerged 
from the civil rights movement: the first CLT 
was developed in Southwest Georgia in 1969 
by leaders of the civil rights movement who 
wanted to give African-American sharecrop-
pers and tenants threatened with eviction for 
registering to vote a safe place to live and to 
extend the civil rights movement to economic 
rights.15 As of May 2018, there were approxi-
mately 165 CLT organizations in the US and a 

total of approximately 12,000 CLT homes.16 It is 
estimated that there are approximately 250,000 
individuals and families in the U.S. who own 
shared equity homes, including community land 
trust homes and other shared equity homes.17 
Since shared equity housing is kept affordable 
in perpetuity through resale restrictions allowing 
each home to be affordable for repeated sets of 
low and moderate-income households, it will 
be more accurate going forward to count the 
number of low and moderate-income homeown-
ers able to occupy these homes rather than the 
number of shared equity housing units. Simply 
counting the number of shared equity homes 
built fails to capture the full value of these com-
munity assets.

3.  Obstacles and opportunities 
for community-led shared 
equity housing: access to 
land or existing buildings, 
finance, and advisors

When developing any type of affordable housing, 
the main obstacles and opportunities revolve 
around the availability of land or existing build-
ings, finance, and professional advisors.  The list 
of professional advisors includes planning con-
sultants to guide the project through planning 
consent; architects; development consultants to 
ensure the project is financially viable; account-
ants to help with tax issues; lawyers to draw 
up the necessary legal documents; brokers to 
advertise the properties; and property manag-
ers to help manage the housing going forward. 
Access to land or existing buildings, funds, and 
professional advisors is critical for all devel-
opment, whether community-led or not, and 
challenges in accessing any of these building 
blocks at affordable rates will drive up devel-
opment costs. For the community-led shared 
equity housing sector, access to high quality, 
affordable land or existing buildings, funds, and 
advisors is critical in order to keep the hous-
ing affordable for low and moderate-income 
households. The community-led housing shared 
equity housing sector must put in the time to 
educate public and private landowners and 
property owners, funders, and professional 
advisors about the ways that shared equity 
homeownership preserves initial up-front 

subsidies for future generations and shares 
wealth and stewardship between homeowners 
and community-based organizations.

4.  Land or existing buildings for 
community-led shared equity 
housing

Obtaining access to suitable land on which to 
build is the most difficult and most expensive 
part of housing development. For this reason, it 
is especially critical for community-led housing 
schemes to be able to access land at afford-
able prices. As has been mentioned numerous 
times already, one of the central features of 
all shared equity homeownership programs is 
that the housing being created will not only be 
affordable to the first generation of occupants 
but will be kept affordable in perpetuity for all 
future occupants. This long-term affordability 
and preservation of initial subsidies in the home 
must be a lead selling point to landowners, 
whether local councils, local farmers, or other 
private owners. 

Guadalupe Neighborhood Development 
Corporation [GNDC] in Austin, Texas, featured 
in the first case study below, is an example of 
a community-based organization that is crea-
tive in its approach to finding affordable land 
and buildings. GNDC purchased 11 acres of 
land in gentrifying East Austin at auction for 
below-market prices and used federal and local 
brownfields money to clean up the property and 
turn it into a subdivision of 35 affordable rental 
homes, 30 single-family CLT homeownership 
homes, and eventually another 60 multi-family 
CLT homeownership units. As a direct result of 
concerted community pressure by members of 
Austin’s Hispanic community against the City 
of Austin’s decision to give private develop-
ers planning permission to replace a historic 
formerly Hispanic downtown street of homes 
with new high-rise expensive apartments, the 
City of Austin’s Office of Historic Preservation 
gave GNDC four existing historic homes, plus 
an additional $125,000 per home to move and 
rehabilitate each home. GNDC has partnered 
with Austin Energy to pilot the CLT subdivision 
as a net-zero subdivision, with Austin Energy 
providing and installing solar panels and geo-
thermal units. Lastly, GNDC is contemplating 
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12   Andrew Heywood, “local housing, community living: prospects for scaling up and scaling 
out community-led housing,” 2016, Smith Institute, http://www.smith-institute.org.uk/wp-
content/uploads/2016/02/local-housing-community-living.pdf.

13   Andrew Heywood, “local housing, community living: prospects for scaling up and scaling 
out community-led housing,” 2016, Smith Institute, at 13, http://www.smith-institute.org.
uk/wp-content/uploads/2016/02/local-housing-community-living.pdf

14   See, https://en.wikipedia.org/wiki/Community_development_corporation; see also, https://
community-wealth.org/strategies/panel/cdcs/index.html

15  See, https://snccdigital.org/events/new-communities-formed-in-southwest-georgia/
16   See Emily Thaden, “The State of Shared-Equity Homeownership,” Shelterforce, May 7, 2018, 

https://shelterforce.org/2018/05/07/shared-equity/ See Community Land Trusts: An Overview, 
Burling Associates, found here: http://www.burlingtonassociates.com/files/7513/4461/7454/a-
CLT_Overview_for_Lender.pdf. 
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see also Emily Thaden, “The State of Shared-Equity Homeownership,” Shelterforce, May 7, 
2018, https://shelterforce.org/2018/05/07/shared-equity/ 
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allowing some of the long-time tenants in its 
existing single-family rental units to become 
homeowners by selling them their rental homes 
and entering into a long-term CLT ground lease 
for the land, thereby turning existing rental 
properties into additional CLT homeowner-
ship units. Each of these creative solutions 
to finding affordable land and buildings is the 
result of long-time, experienced leadership by 
a skilled, creative staff, in partnership with a 
9-member community-based board of directors 
with deep connections to and understanding of 
the housing needs of the local community the 
organization serves. 

In the case study below of the new Houston 
CLT, the City is donating tax delinquent land 
held in its land development bank to be used 
for the development of new CLT homes.18 These 
lots are primarily located in Houston’s low-
income, predominantly minority neighborhoods, 
including low-income, predominantly minority 
neighborhoods that are at risk of gentrification. 
Creating permanently affordable homeowner-
ship opportunities on these lots will allow low 
and moderate-income households to become 
homeowners and to integrate neighborhoods 
that left to the market would quickly become 
unaffordable to them.

Another tool used by some state and local 
governments in the U.S. is the adoption of inclu-
sionary zoning policies, referred to as Section 
106 agreements in England, that require mar-
ket developers to include a certain percentage 
of long-term affordable rental and ownership 
housing, with the critical detail being the amount 
and level of affordability required, the length 
of the affordability period, a requirement that 
the affordable units be built on site rather than 
fees paid in lieu, and effective monitoring and 
tracking of the affordable units.19 

Lastly, some local governments have enacted 
tenant or non-profit right to purchase laws 
giving tenant associations or non-profit organi-
zations the right to match a third party’s offer 
to buy their rental buildings. If combined with 
sufficiently affordable financing and help 
from advisors, tenant opportunity to purchase 
laws can preserve permanently affordable 
rental and ownership housing for low and 

moderate-income households in gentrifying 
neighborhoods.20 

5.  Financing for developing 
community-led shared equity 
housing

Community-led housing schemes, like all 
affordable housing development, need access 
to affordable financing, including grants and 
long-term, low-interest loans, to cover the gap 
between the costs of acquiring land and devel-
oping housing and what the future occupants of 
the homes can afford to pay for those homes. 
In order to make the projects affordable, some 
amount of grant or forgivable loans must be 
obtained; the rest of the financing, often as 
much as 70% of the total development costs, 
will be loans. In both countries, assuring a con-
tinuous flow of appropriately priced government 
and private money demands constant education 
and advocacy.21

In the U.S., most of the federal funding relied 
upon by community-based housing groups 
has been in place, at different funding levels, 
for over thirty years. The two primary public 
sources of funding for community-led housing 
are the Community Development Block Grant 
[CDBG] program and the HOME Investments 
Partnership program. The CDBG program was 
enacted in 1974 under the Republican admin-
istration of President Nixon, in response to the 
unpopular War on Poverty programs passed 
under President Lyndon Baines Johnson. The 
main criticism of the War on Poverty Programs 
was that they were too prescriptive from the 
federal level. In contrast, the CDBG program was 
expressly designed to allow local communities 
to decide how to use the funds, in line with 
broad federal guidelines. The CDBG program 
passed Congress with broad bipartisan support 
because it was funding much-need affordable 
housing and community development for low-
income neighborhoods in line with demands 
from Democratic voters and because it shifted 
the emphasis from “top-down” federal designed 
anti-poverty programs to “bottom-up” commu-
nity designed anti-poverty programs in line with 
the Republican ideology of decreasing the size 

and role of the federal government and giving 
more power to local and state government. 

Each year, the U.S. Department of Housing and 
Urban Development [HUD] distributes CDBG 
grant funds, as appropriated in the annual fed-
eral budget, to community groups through state 
and local governments. The exact uses of the 
money are determined at the local level based 
on local need, and the program specifically 
requires community input in determining the 
need and using the funds. While the politics 
of the party in power very much determine 
the quantity of CDBG money available to be 
distributed each year, the flexible nature of 
the funds, and the “bottom-up”, community-
knows-best nature of the program has remained 
consistent over time. CDBG funds are available 
to community groups to fund a wide range of 
community development initiatives. While CDBG 
funds remain an important source of funding 
for community development corporations, the 
total amount of CDBG funds appropriated by 
the federal government each year has declined 
dramatically since the program first went into 
effect in 1975, from a high of $13 billion in 
1978 to a historic low of $3.3 billion in 2017.22 

The HOME Investment Partnerships [HOME] 
program was started in 1990 and operates simi-
larly to the CDBG program. Each year, Congress 
allocates an amount of HOME funds to be dis-
tributed by the U.S. Department of Housing 
and Urban Development to community groups 
through state and local governments. The funds 
are specifically for affordable housing, includ-
ing rental and ownership, and can be used to 
develop new housing, including acquisition of 
land and demolition of existing units and paying 
relocation expenses; rehabilitation of existing 
homes; and providing financial assistance to 
families to purchase an eligible home developed 
or sponsored by a CHDO with HOME funds.23 
One requirement of the HOME program is that 
at least 15% of HOME funds must be set aside 
by the participating local government or state 
government for housing developed, sponsored, 
or owned by a CHDO, its subsidiary, or a partner-
ship of which it or its subsidiary is the managing 
general partner.24 The local or state government 
is given discretion whether to distribute the 
HOME funds to the CHDO as a grant or a loan 
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18   Emily Thaden et al., “Land Banks and Community Land Trusts: Not Synonyms or Antonyms. 
Complements,” Shelterforce, Nov. 2016, here: https://shelterforce.org/2016/11/09/land-
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19   See Emily Thaden and Ruoniu Wong, “Inclusionary Zoning in the United States: Prevalence, 
Impact, and Practices,” Working Paper, Lincoln Institute of Land Policy, 2017 (finding that 
inclusionary zoning policies in 79 jurisdictions had resulted in the production of approximately 
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by developers in lieu of development and that 90% of inclusionary zoning policies required 
that the housing be kept affordable for 30 years or longer), here: https://www.lincolninst.
edu/sites/default/files/pubfiles/thaden_wp17et1_0.pdf
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21   See Emily Thaden, “The State of Shared-Equity Homeownership,” Shelterforce, 2018, here: 
https://shelterforce.org/2018/05/07/shared-equity/

22   Trump Budget Eliminates Housing and Community Development Block Grants, Lissette Flores, 
Center on Budget and Policy Priorities, June 8, 2017. 

23  See https://www.hud.gov/sites/documents/19790_CHDO.PDF
24   See 24 CFR Subtitle A, Subpart G, Part 92.300(a)(1) (4-1-03 Edition), found at: https://www.

govinfo.gov/content/pkg/CFR-2003-title24-vol1/pdf/CFR-2003-title24-vol1-part92-subpartG.pdf
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and whether to make the grant or loan repayable 
or forgivable.25 The local or state government 
also has the option of using up to 20% of the 
15% CHDO set aside, to develop the capacity 
of CHDOs in its jurisdiction.26

Much of the innovation in affordable housing 
finance in the U.S. is at the state and local 
level. Some states and local governments pro-
vide funds for affordable housing by issuing 
affordable housing bonds.27 Other municipali-
ties operate housing trust funds with dedicated 
public funds from transactions such as real 
estate recordation and transfer taxes.28 Some 
affordable housing programs have created their 
own financing schemes. A good example is ROC 
USA Capital, a national community development 
financial institution established by ROC USA, 
the national support group for resident-owned 
manufactured home communities. Since its 
founding in 2008, ROC USA Capital has gener-
ated over $183 million in permanent financing.29 

6.  Mortgage finance for community-
led shared equity housing

Shared equity homeowners need access to 
mortgages to purchase their homes. In the 
US and in the UK, there are ongoing efforts 
to recruit additional mortgage lenders to the 
community land trust sector both to service the 
increased demand from community land trust 
programs and to give community land trust 
homeowners more choice amongst mortgage 
products. One advocacy strategy employed in 
both countries is to create a set of standard 
legal documents to make underwriting less 
laborious for mortgage lenders. 

CLT organizations in the U.S. developing rela-
tively small numbers of homes have often found 
local banks willing to originate and service CLT 
mortgages and hold the mortgages in their loan 
portfolio. For larger CLTs developing higher 
numbers of homes, some local banks have 
been unable or unwilling to concentrate too 
many of their funds in one project, and those 
CLTs have had to turn to state housing finance 

agencies when available and to the second-
ary mortgage market players Fannie Mae and 
Freddie Mac. To make the CLT product more 
appealing for the secondary mortgage market, 
Burlington Associates commissioned the crea-
tion of a model CLT ground lease – currently 
the 2011 Model Ground Lease – and also the 
Fannie Mae Community Land Trust Rider, which 
is filed at each CLT closing and which makes 
clear that all resale restrictions are null and 
void should the home fall into foreclosure.30 In 
the US, CLTs are strongly advised to use the 
2011 Model Ground Lease, which is part of the 
Community Land Trust Technical Manual31 and 
hosted on the Grounded Solutions website.32 

In the UK, the small but growing CLT sector has 
had success with ethical, social impact banks 
and with local building societies. As the number 
of CLT homes grows across the country, there is 
a concerted effort to attract additional mortgage 
lenders to the CLT sector. The National CLT 
Network in the UK is considering developing 
a recommended, template ground lease to be 
hosted on the Homes England website to cre-
ate uniformity for lenders and to attract more 
lenders and a wider array of mortgage offerings 
to the CLT sector. 

Probably the biggest barrier to mortgage lending 
for CLT and other shared equity homeowners 
is lenders’ lack of familiarity with the details 
and strengths of the various shared equity 
homeownership models. The details show, for 
example, that the market for Community Land 
Trust home mortgages is a sound investment 
for lenders33: the mortgage lender’s security in 
the home is always going to be greater than the 
amount of the mortgage because the amount 
of the mortgage is the restricted, below market 
sales price and the standard CLT ground lease 
contains a mortgagee-in-possession clause 
stating that in the event of foreclosure all resale 
restrictions in the lease become null and void 
and the lender has the right to sell the home on 
the open market to the highest willing buyer. 
Staff at CLT organizations spend hours vetting 
prospective CLT homeowners to make sure they 
can afford homeownership, helping them under-
stand the responsibilities of homeownership in 

general and CLT homeownership in particular, 
and assisting in pre-qualifying households for 
mortgages. In addition, data from the U.S., 
where there is a longer history of CLT sales, 
shows that the national foreclosure rate for CLT 
homeowners is dramatically lower than for all 
homeowners. In 2010, the national foreclosure 
rate for CLT homeowners was .46%, one-tenth 
of the 4.63% foreclosure rate for all mortgage 
in the U.S.34 Similar data is not yet available in 
the UK since the first CLT dates to the early 
2000s, but advocates in the UK can point to 
this US data in their education campaigns with 
lenders.35 However, it should be noted that the 
foreclosure rate in the UK is far lower than in the 
US. For the year to Q1 2019 there were 2150 
foreclosures in the UK representing 0.11% of 
the outstanding stock of mortgages36.

7.  Professional advisors for 
community-led shared equity 
housing

In both countries, national charitable organi-
zations have been formed to help grow the 
community-led housing sector by providing tech-
nical advisors, resources, and advocacy. The CLT 
sector in the U.S. has benefitted immensely from 
experts at Burlington Associates and Grounded 
Solutions Network (formerly the National CLT 
Network) who travel all over the country working 
with start-up CLT groups to help them with their 
business plans. Grounded Solutions Network 
and Burlington Associates each have websites 
that contain a wealth of practical information 
and template documents.37 Grounded Solutions 
Network also hosts an annual conference where 
groups gather from across the country to learn 
from each other and from national technical 
advisors. The National CLT Network in the UK 
provides similar support to start-up and exist-
ing CLT groups throughout England and Wales 
and is engaged in critical national advocacy, 
including advocating for community-led housing 
programs to be exempt from national rent cuts 
and national leasehold reform legislation and 
helping to obtain the £300 million Community 
Housing Fund. 
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The list of professional real estate advisors 
necessary for the development of any housing 
scheme includes planning consultants, archi-
tects, development consultants, accountants, 
developers, lawyers, and property manag-
ers. Community-led housing schemes need 
professional advisors who understand the 
bespoke features of their projects, including 
the community-decision making element and 
the permanent affordability mechanisms.  The 
CLH movement also needs access to advisors 
who will listen to and help empower community 
groups at prices that work with the affordable 
nature of the project. A small but committed 
group of professional advisors exists in each 
country to service the CLH sector. As CLH pro-
duction increases, it may be important to recruit 
additional advisors to the sector. One way to 
recruit these professionals is to focus on the 
social good of being involved in the production 
of high quality, permanently affordable housing. 
Another angle is to focus on the innovation and 
creativity involved in servicing a newly expand-
ing sector and the professional growth involved 
in that work. In some fields, there is a built-in 
concept of a pro-bono commitment or corporate 
responsibility, sometimes specifically quantified 
per year by the licensing body.

8.  Case studies of community-
led shared equity housing in 
the U.S.

The first case study below, of Guadalupe 
Neighborhood Development Corporation, is 
a good example of affordable housing and 
eventually CLT housing being developed by a 
community-based and community-run non-
profit housing organization in response to 
extreme gentrification pressures. The second 
case study from Houston, Texas below illus-
trates the challenges and opportunities with a 
City-sponsored CLT, with its enviable access 
to land, funds, and advisers and its need to 
keep strong ties to local communities despite 
its city-wide footprint. 

8.1.  Guadalupe Neighborhood 
Development Corporation

Guadalupe Neighborhood Development 
Corporation [GNDC] in Austin, Texas is a good 
example of the classic community development 
corporation model for developing affordable 
housing: GNDC is a tax-exempt, non-profit, 
community-based organization created and 

governed by a geographically specific, low-
income community to address that community’s 
specific needs. Over its thirty-five-year history, 
GNDC has stayed true to its mission of develop-
ing affordable housing for current and former 
residents of Central East Austin guided by a 
board of directors selected from the Guadalupe 
neighborhood; and the organization has suc-
cessfully tailored its housing programs to 
overcome enormous gentrification pressure. 

GNDC was founded based on community oppo-
sition to the decision by the City of Austin in the 
late 1970s to use $622,000 in CDBG money 
to tear down existing homes in the Guadalupe 
neighborhood and build a park for the nearby 
French Legation, a historic building built in 
1841 to represent the French government in 
the new Republic of Texas. When residents of 
the Guadalupe neighborhood and members of 
a local church learned of the City’s plans, the 
community quickly and effectively mobilized and 
voiced its opposition. The City, as a direct result 
of this pressure from the community, changed 
its plan and gave the CDBG funds to the newly 
formed community development corporation to 
fund much-needed roof and bathroom repairs in 
the neighborhood. This story is a great example 
of a successful use of CDBG funds to meet local 
need both in the immediate home repairs and 
in the formation of a long-lasting successful 
community development corporation that has 
gone on to develop hundreds of affordable high-
quality homes for its constituents.38 

GNDC’s mission, board of directors, and staff 
leadership has stayed remarkably consistent 
over its thirty-five-year history despite the 
dramatic changes in the price of the land and 
housing and the income and demographics of 
the new residents of its service area. Today, 
in stark contrast to the 1980s and 1990s, the 
Guadalupe neighborhood is one of Austin’s 
most popular, hip, and expensive residential 
and commercial neighborhoods. In response to 
these dramatic changes, while GNDC initially 
used CDBG funds to run a home repair program 
and to purchase individual lots throughout the 
neighborhood on which to rehabilitate exist-
ing homes and build new homes for affordable 
rental and ownership, GNDC now uses CDBG, 
HOME, and City of Austin Affordable Housing 
Bonds money to run a CLT program which will 
at completion include a community of 90 per-
manently affordable ownership homes. 

Prior to adopting the CLT model, GNDC ran a 
homeownership program in which it developed 

and sold single-family affordable homes, reserv-
ing for the organization a Right of First Refusal 
to match a third party’s offer at the time that 
the household decided to sell. However, as the 
home prices in East Austin skyrocketed, GNDC 
found itself unable to exercise its Right of First 
Refusal because the sales price had doubled or 
even tripled from the original price and become 
prohibitively expensive. GNDC turned to the 
Community Land Trust model in 2012 because 
it enables the organization to impose occupancy 
and resale restrictions on the homes keeping 
them affordable for future generations despite 
rising real estate prices.

GNDC’s community-based board of directors 
sets the policy for the CLT homes, including the 
resale formula, the inheritance policy, and the 
monthly ground lease and stewardship fees. 
The GNDC board elected to cap the permissible 
income of occupiers of the homes at 80% of 
the area median income and restrict the resale 
price to a flat 2% annual increase above the 
initial sales price, capped at 30 years. A CLT 
homeowner who purchases a CLT home for 
$100,000 in 2020 would be able to resell the 
home to a household making no more than 80% 
of area median income for $110,000 in 2030, 
$120,000 in 2040, and $130,000 in 2050. The 
GNDC board voted to permit CLT homeowners 
to pass the CLT home on to their heirs regard-
less of income, and heirs have the right to enter 
into a new ground lease and occupy the CLT 
home as long as they meet the background and 
financial checks that GNDC uses for all of its 
housing programs. GNDC charges homeown-
ers a monthly ground lease fee of $25 and a 
monthly stewardship fee of $30 that is kept 
by GNDC to fund repairs to the major systems 
in the home. At resale, the home is inspected 
and any damages beyond normal wear and tear 
noted. Any necessary repairs to the home may 
be funded from funds in the home’s steward-
ship fund, and any leftover stewardship funds 
remain with GNDC to fund future, necessary 
major systems repairs to that home.

Professional partnerships have been critical to 
the success of GNDC’s CLT program, in par-
ticular partnerships with many divisions within 
the City of Austin (including the Brownfields 
Program for environmental remediation of the 
land), with Travis Central Appraisal District for 
appraisal of the property to reflect its resale 
restrictions (the home is appraised each year at 
the permitted resale price, and land is appraised 
using the annual ground lease fee and a 2% 
capitalization rate, for an annual appraisal of 
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$15,000 compared to a market rate of closer 
to $200,000), with Caliber Home Loans (for-
merly known as BANC Home Mortgage of Santa 
Rosa, Bank of California) for mortgage loans, 
with other CLTs across the country and the 
National CLT Network, and with the University 
of Texas School of Law’s Entrepreneurship and 
Community Development Clinic for legal advice. 
In turn, GNDC’s CLT program has paved the 
way for at least three additional CLT programs 
in Austin, run by Habitat for Humanity, Austin 
Housing Finance Corporation, and Chestnut 
Neighborhood Revitalization Corporation, and 
helped inspire the City-sponsored CLT formed 
in Houston in 2018. 

8.2. The Houston CLT

The Houston Community Land Trust is an inde-
pendent non-profit organization formed by 
the City of Houston Housing and Community 
Development Department in 2018. The ben-
efits of having a city-sponsored CLT are easier 
access to land, funds, and advisors. The chal-
lenge lies in keeping the connection to and 
addressing the specific needs of Houston’s 
racially and ethnically diverse, low-income 
communities. The Houston CLT, champi-
oned by the City’s Housing and Community 
Development Director, Tom McCasland, was 
intentionally designed to take advantage of 
these opportunities and meet this challenge.39 
The City of Houston engaged experts from 
the National CLT Network to put together a 
business plan for the new CLT40 and to help 
introduce the new CLT to the Houston com-
munity.41 The board of directors of the Houston 
CLT meets the definition of a Community 
Housing Development Organization, with 1/3 
to consist of CLT homeowners, 1/3 comprised 
of residents and representatives of the sur-
rounding community, and 1/3 leaders of local 

churches and social service organizations, and 
other public servants. 

The Houston CLT aims to deliver 1,100 high 
quality, single-family affordable three-bedroom, 
two-bath homes by 2024.42 The land for the 
CLT is primarily available from the Houston 
Land Bank, a non-profit corporation under the 
governance of the City of Houston that exists 
to acquire vacant, tax-delinquent, and other 
deteriorated property in the City of Houston 
and redistribute it for productive use including 
the development of affordable housing.43 The 
government funding paying for the develop-
ment of the homes by for-profit and non-profit 
developers comes half from the $1.15 billion 
in federal disaster recovery money flowing to 
the City in the wake of Hurricane Harvey, which 
struck in August 2017, and the other half from 
taxes collected from the City’s tax increment 
reinvestment zones.

9.  Case studies of community-
led shared equity housing in 
the U.K.

9.1. St Minver CLT

The St Minver CLT in Cornwall is a good example 
of a rural CLT providing long-term affordable 
ownership housing for local families unable to 
afford the market rate housing in an increasingly 
expensive area with lots of tourism and many 
expensive second homes. The CLT has done 
two phases of development to date and has 
benefited from partnerships with both its local 
council and with the Cornwall Rural Housing 
Association. In 2008, the CLT completed the 
development of twelve homes built with self-
help labor contributed by the homeowners. The 

local government gave an initial £5,000 grant 
to set up the CLT and a subsequent £544,000 
interest-free loan that was repaid when the 
homeowners closed on their mortgages. The 
homeowners hold the freehold to the land and 
home with a resale price covenant that caps 
future sales of the home to 31.3% of its open 
market value.44

9.2. London CLT

The London CLT was created as a result of 
community organizing by local residents and 
Citizens UK around the need for truly affordable 
housing in London. Today, it is an organization 
with a paid staff; a classic CLT community-
based board of directors; and a membership 
open to anyone living in London. The current 
membership includes over 1,000 residents of 
East London. The CLT primarily develops per-
manently affordable ownership units pursuant to 
Section 106 agreements for large developments 
and has a resale formula that ties the resale 
price to area median incomes. One example 
is its first project at St Clements in Mile End, 
which includes 23 CLT homes completed in 
2017. The development was built by Linden 
Homes in partnership with the Greater London 
Authority and Peabody Trust and consists of 252 
new homes, 35% of which are truly affordable 
homes, including 58 for social rent and the 23 
CLT homes.45

10. Conclusion

The energy and potential for growth in the CLH 
movement in the UK right now is very exciting. 
Just as innovations from the U.S. have been 
shared here in the UK, the new learning and 
energy in the UK can and should be shared 
back to the U.S.

Community-led shared equity housing in the U.K. and in the U.S. – Lessons shared across the pond

39   See https://www.texasmonthly.com/news/houston-aggressive-radical-plan-sell-affordable-
housing/; see also https://nextcity.org/daily/entry/houstons-third-ward-exploring-a-
community-land-trust.

40   See https:// www.houstontx.gov/council/committees/housing/20170201/communityland-
trust.pdf

41   In June 2018, the Houston CLT held a one-day Community Land Trust Conference with 
experts from the National CLT Network, from other successful CLTs around the country, and 
from neighborhood groups in Houston to introduce the new CLT and answer questions from 
the community. See this description of the event and speakers: https://www.planning.org/
events/eventsingle/9151629/ 

42   See https://www.texasmonthly.com/news/houston-aggressive-radical-plan-sell-affordable-
housing/

43   https://kinder.rice.edu/2018/09/04/city-puts-land-bank-recovery-dollars-work-new-single-
family-home-construction

44   For a nice short film describing the St Minver CLT, see here: https://crha.org.uk/about-crha/
clt-in-cornwall/; see also, here: http://www.communitylandtrusts.org.uk/what-is-a-clt/
success-stories/rural-clts/st-minver-clt

45   See https://www.londonclt.org/; see also http://www.communitylandtrusts.org.uk/what-is-
a-clt/success-stories/urban-clts/london-clt.
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1. Introduction

Home-ownership acquisition and improvement 
require more funds than a typical household can 
reasonably afford without having shortfalls in 
other expenditure areas such as health, educa-
tion, clothing, entertainment and so on. This is 
because unlike other investments, housing is 
acquired at rates far above household income, 
and once acquired, it has to be maintained 
and improved continuously to achieve realistic 
returns on investment, capture and protect 
increased property values while also bringing 
both social comfort and returns to its owners 
as the case may be. But its acquisition and 
maintenance also add to housing costs and 
may increase the financial burden on low-
income earners (Office of Policy Development 
and Research, 2006). However, while housing 
affordability has been a constantly highly topical 
issue amongst researchers, housing providers 
and policymakers alike, the problems associ-
ated with continuously improving the home 
to ensure wealth capture remain relatively 
obscure, especially as they affect lower-income 
households who carry out self-construction in 
incremental stages that often last the lifespan 
of the home being constructed (Muraina, 2017). 
The ability to carry out housing improvements 
affects the economic, physical and social 
performance of the housing and also has an 
impact on behaviours and action. Nubi (2008) 
asserting this fact maintained that the quality 
of a home’s microenvironment is also one of 
the best indications of a person’s standard of 
living and of his or her place in the society.

However, affordability and access to housing 
finance for home acquisition also predeter-
mines the ability of households to maintain and 
improve such homes over the property lifecycle. 
Reliance on long term credit to purchase homes 

has been the most common way to access 
housing funds, whether through mortgages in 
the formal housing market or through infor-
mal channels as is found in less developed 
housing markets. Where there are borrowing 
constraints, households are forced to live where 
the terms are lower even if not in good condi-
tions, and this, in turn, affects the quality and 
quantity of housing services they consume 
(Acolin, Bricker, Calem and Watcher, 2016). 
Housing finance, therefore, occupies a central 
place in both homeownership and improvement. 
Indeed, previous researchers such as Haurin, 
Hendershott and Wachter(1996) show that 
wealth and income constrained households are 
less likely to be home-owners and that these 
are more likely to be young households and first 
time buyers, and with specific reference to the 
American housing market, are more likely to be 
minority households (Gyourko, Linneman and 
Wachter, 1999 in Acolin et al, 2016). Studies 
have also found that low-income and minority 
households are less likely to invest in home 
improvements (Office of Policy Development 
and Research, 2006). This article responds to 
these concerns by providing a dual assessment 
of the borrowing constraints associated with 
both homeownership and improvement in a 
submarket of the Lagos residential market. 

The key questions this study answers are: how 
do borrowing constraints affect housing afford-
ability and accessibility in the Lagos housing 
market and what can be done about this? 
Secondly, what is the willingness of households 
to take on non-mortgage loans for improving 
their homes after purchase or construction as 
the case might be? It answers the first question 
by examining the borrowing constraints faced 
by households in accessing housing finance 
through mortgages, and for the same submar-
ket, answers the second question by examining 

the willingness of households to utilize credit 
for home improvement. By examining these 
seemingly separate issues together, it is the 
authors’ intention to query the extent to which 
credit markets realistically work for households 
for both homeownership and maintenance in 
the study area. 

2. Home ownership

Home ownership has undoubtedly been the 
tenure of choice for most government poli-
cies and for the majority of households in the 
world today. A number of benefits have been 
associated with it: wealth creation, greater 
residential stability/security, and better-quality 
housing/home environment, better quality 
neighborhood, heightened sense of control 
and accomplishment and improved health and 
life chances (Nubi, 2015). Better maintenance 
of property and better neighbourhood quality 
are also attributed to homeownership (Nubi, 
2015; Harding, Miceli and Simans, 2000). 
Notwithstanding, there are negative externali-
ties: mobility restrictions, mortgage payment 
stress and foreclosure, home maintenance and 
repair stress. Acolin, Goodman and Wachter, 
(2016) note that increasing income, favour-
able mortgage terms, favourable age structure, 
early household formation, and declining trans-
portation costs are all factors that promote 
homeownership in the US market in particular, 
although these are generally applicable in other 
markets as well. However, government policy 
support remains a significant driver. Due to 
this, homeownership rates vary widely across 
countries as well as regionally within a coun-
try. The United Nations Human Settlements 
Programme has clearly compared the cost of 
home ownership in developed and developing 
economies. According to them, the cost of a 
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home can be 2.5 to 6 times the average annual 
salary of a worker in a developed economy, 
while the average cost of a decent low- income 
family house in a developing nation is more than 
10- times the average annual salary of a worker.

3. Home improvement 

Households are motivated to improve their 
homes to enhance their neighbourhood quality, 
make the home more liveable, or by the ability 
to carry out the repairs. Home improvement can 
be classified thus:

(i)  Emergency: activities such as correcting a dam-
aged septic tank, fire damage, leaking roof, etc. 

(ii) Common Maintenance: repainting works, 
redecoration, etc.

(iii)  Renovations: Such activities are in response 
to issues like a changing family need etc. and

(iv)  Improvements: These are activities under-
taken to make the house more “liveable”. 

In the context of low-income submarkets in cit-
ies of developing countries, home improvements 
are particularly important as they take place 
within the context of incremental construction. 
Incremental construction involves the self-
financed construction of a portion of the house 
(usually a sitting room and a bedroom, kitchen, 
toilet, and bathroom) in the first instance and 
continuous additions to the ‘core’ unit over time. 

4. Borrowing constraints 

Acolin, Goodman and Wachter (2016a) note 
that households’ decision to own or rent is 
affected by household characteristics such as 
income (determined in part) by skills, age, and 
household size, the user cost of owning relative 
to renting as well as mobility considerations. 
Another important factor, which is the focus 
of this paper, is the existence of borrowing 
constraints, which affect tenure outcomes 
by delaying or preventing access to decent 
homeownership. Acolin, Bricker, Calem and 
Wachter (2016b) actually note that borrowing 
constraints are non-price tools that enable 
lenders to manage the risks associated with 
mortgage finance which are especially useful in 
the face of imperfect market information. They 
are quick to note however that it impacts the 
ability of households to become homeowners, 
suggesting that lifting these constraints would 
improve individual households’ welfare.

There are three major borrowing constraints 
that limit access to mortgages: wealth or 

down-payment constraint (through maximum 
loan to value ratio), income (through mortgage 
repayment to income ratio); and credit (through 
minimum credit score). The down-payment con-
straint is such that to purchase a particular 
property the household requires (liquid) wealth 
equal to some fraction of the purchase price. It 
is more visible amongst low-income first-time 
buyers. Income constraints reduce the abil-
ity of households to retain their homes after 
purchase, and also reduce disposable income 
for other expenses. On the other hand, where 
households pay a larger share of their income 
on rental costs; this reduces their discretionary 
income and limits their ability to save for a down 
payment (Acolin et al, 2016b). As shown by 
Mian and Sufi (2009), low credit scores serve 
as indicators of borrowing difficulty. Collectively 
and to varying extents, individually, they affect 
households’ ability to acquire their housing pref-
erence (Acolin, Bricker, Calem and Wachter 
(2016b). They are depicted in figure 1. 

FIGURE 1    Borrowing Constraints
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In their work, Acolin et al (2016b) show how 
these constraints can be relaxed signifi-
cantly through government actions, financial 
innovations, and market pressures and how 
the reactions of financial markets can act 
to re-instate these constraints in a way that 
could lead to financial instability. Through an 
analysis of the US housing market, the authors 
also show how different mortgage lending 
regimes characterized by differing borrowing 
constraint conditions led to differing home-
ownership outcomes. In the post-World War II 
era, institutional shifts and mortgage product 
innovation increased access to mortgages and 
homeownership. However, between 2000 to 
2010, changes in the mortgage market led 
to house price volatility, due to significant 
easing and then tightening of access to credit 
and this has led to a significant decline in 
homeownership rates.

Researchers such as Rosenthal (2002) and 
McCarthy and Wachter (2003), assert that 
wealth, income and credit quality constraints are 
known to affect home-ownership decisions in 
mortgage loans for vulnerable households such 
as younger families, low-income and minority 
households. This is because households’ deci-
sions to enter the mortgage market hinge on 
whether they can afford the down-payment for 
a decent home and at the same time, whether 
they would qualify for a loan based on their 
current credit ranking. Their ability to pay a 
down payment is directly related to their income. 
However, researchers have shown that wealth 
constraints restrict access to home owner-
ship to a greater extent than income and credit 
quality constraints. In reviewing US mortgage 
contracts, Caplin et al (1997) state that ‘it is 
almost impossible to buy a home without avail-
able liquid assets of at least 10% of the home’s 
value’. Wealth is needed both to meet mortgage 
requirements for a down-payment and to pay for 
closing costs and Rosenthal (2002) show that 
removing wealth constraints would increase the 
homeownership rate by about 6%. 

In developed countries, the response towards 
removing credit rating constraints for credit 
impaired households has been subprime lending 
and other forms of flexible lending regimes. While 
access to credit rankings are readily available for 
lenders in more matured markets that facilitate 
the recognition of credit-impaired households 
and official response to same, the situation in 
emerging markets such as in Nigeria is not quite 
the same. There are credit bureaus but the extent 
of their coverage of the borrowing public cannot 
be assured due to the level of informality in bor-
rowing activities that ensure that these activities 
are not captured. In these markets, borrowing 
for homeownership and improvement occurs not 
through financial institutions, but through friends, 
family, and informal associations. Previous 
studies (Lawanson and Oyalowo, 2016) show 
a reliance on co-operative societies, but these 
are often categorized as ‘informal’ sources, even 
though they keep extensive records of borrowing, 
payback and default activities of their members. 
All this information has not been captured and 
harmonized into datasets that can help grow 
credit ratings sufficiently. Thus, households that 
rely solely on co-operative society funds will not 
be captured in formal credit bureaus and this 
will disqualify them from accessing mortgages. 

However, it has been argued and researchers 
have provided evidence that the wealth con-
straint has the highest impact on accessing 
mortgages. Researchers like Bostic and Surette 
(2001) argue that where markets or govern-
ments are able to intervene through innovation 
or regulation, a system may develop where-by 
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low down-payment mortgages may evolve to 
ensure that lower-income households are able 
to access mortgage lending. An Example of this 
in the United States is the ‘HOME Investment 
Partnerships Program’ enacted in the American 
Dream Down-payment Act of 2003 to provide 
down-payment assistance of up to $10,000 to 
enable low-income American households to 
achieve homeownership. In some other econo-
mies, interventions such as this have produced 
a situation where down payments are as low as 
zero percent. However, this often creates other 
problems. Income constraints could occur by 
increasing the debt to income ratios because 
high loan to value ratios are usually applied to 
such loans. This increases foreclosure rates for 
low-income and minority households that are 
exposed to these arrangements. 

Research conducted for the US Office of Policy 
Development and Research (2006) shows 
foreclosure rates are particularly high, occur-
ring in one to ten borrowers when no deposit 
loans occur within sustained periods without 
any house price growth. All of these creates a 
large share of homeowners with little equity in 
their homes, increases the risk profile of house-
holds and result in a situation where close to 
29% of first-time buyers are unable to retain 
their homeownership for more than 5 years. 
If this is the case in developed countries, the 
consequences for primate cities like Lagos are 
very inimical. 

5.  Homeownership financing, 
borrowing constraints and 
mortgage markets

In the last century, the development of mortgage 
markets has been the principal form through 
which long term debt financing for housing has 
been achieved. McCord et al (2011) observe 
that the mortgage market has been success-
fully used in the UK as a tool for expanding 
homeownership. Acolin, Goodman and Wachter, 
2016 observe that between the 1940s and the 
1960s, the U.S. homeownership rate increased 
by nearly 20 percentage points, from mid-40 
to mid-60%, and attributed this to the intro-
duction of self-amortizing 30-year, fixed-rate 
mortgage, introduced by the Federal Housing 
Administration/Veterans Administration (VA –
now the U.S. Department of Veterans Affairs). 
This, the authors asserted, transformed the 
United States from a nation of renters to a nation 
of homeowners, but conversely tightening of 
mortgage credit has so far played a substantial 
role in the decline in homeownership since the 
2015 period. 

The view that the mortgage market may not be 
the appropriate channel for low-income hous-
ing finance finds credence in several research 
findings both across developed and developing 
countries. Tomlinson (2002) argues that for South 
African low-income earners, mortgage lending 
is not the appropriate route for lending. Karley 
(2002) asserts that the average cost of a decent 
low-income family house (50 million cedis) is 
more than 10 times the average annual salary of 
most key workers in Ghana. The author laments 
the inability of the Ghanaian market to supply 
loans in an atmosphere where the ‘financial, 
legal and economic systems do not possess 
adequate measures to support the mortgage 
lending process.” Deininger (2003) and Aluko and 
Amidu (2006) note that in developing countries, 
upwards of 80% of housing finance transactions 
take place in the informal economy. The acquisi-
tion of loan funds from formal sources hinges on a 
healthy savings culture. In an environment of low 
and insecure incomes, rising prices of building 
materials, land and services, fluctuating interest 
rates and high inflation; the propensity to save is 
limited. Jones and Datta (2002) show that there is 
a low propensity to save in the poorest countries 
and within this, the poorest households have 
the lowest propensity to save. All these factors 
ensure that the primary mortgage sector remains 
undeveloped; with the fund suppliers unwilling 
to generate the appropriate products to match 
the low-income category; while the informality 
embedded in the informal sector ensures that 
demand is static. 

McCord et al (2011) observe that even in devel-
oped countries, lower income groups are more 
adversely affected by economic circumstances 
resulting in mortgage repayment difficulties 
and reduced ability to enter the market at an 
affordable point. Benito (2006) researched 
how the down-payment required for mort-
gage loans constrains affordable housing in 
the United Kingdom. The author noted that the 
down-payment constraint helps in influencing 
price response to shocks as the presence of 
households with negative equity and high loan to 
value ratios amplify the effect of income shock 
on house prices. In a similar study, McCord et 
al (2011) seek to show the relationship between 
housing affordability and mortgage finance by 
examining how the effects of liquidity and credit 
constraints in the mortgage market have influ-
enced housing affordability in Northern Ireland 
between 1993Q and 2009Q4. Findings reveal 
that according to all adopted affordability meas-
ures, first-time buyers remain at the threshold of 
being priced out of the Northern Ireland housing 
market. In the US, several recent studies have 
provided evidence from panel studies tracking 
households over time to examine the home-
ownership retention capacity of low-income 

households. It was found that 40% of first-time 
buyers could no longer own their residence five 
years after they first purchased. The proportion 
of low-income minority first-time buyers in this 
category was between 22 and 29% higher than 
the proportion of low-income whites (Office 
of Policy Development and Research, 2006).

However, some scholars are of the opinion 
that mortgage loans could be made available 
to low-income households by structuring them 
in such a way as to make them affordable. This 
is based on the argument that making afford-
able home mortgage loans available to a large 
cross-section of the population will serve to 
reduce poverty by serving redistributive and 
growth-enhancing objectives.

The role of households’ credit impairment and 
lack of credit history in addition to wealth and 
income constraints in mortgage markets have 
been extensively examined by Calem et al (2010) 
and Barakova et al (2003). Barakova et al meas-
ure the relative importance of credit, income, 
wealth-based constraints and estimate how 
the effects of these constraints have evolved 
over the past decades. Findings showed that 
borrowing constraints, particularly wealth and 
credit quality constraints, significantly reduce 
the likelihood of whether individuals and house-
holds opt to own a home. The wealth constraint 
has the largest impact in the US in the 1990s, 
despite many government programs offering 
down-payment assistance. However, this has 
given way to credit quality constraints in the 
post-1990 period. Credit quality constraint is 
being addressed with sub-prime lending. Calem 
et al’s study shows that actual homeowner-
ship rate of low-income households is 52% 
compared to 71% of the entire population. 
Financing constraints, therefore, account for 
nearly half the difference in homeownership 
rates. On the other hand, Rodriguez-Planas 
(2018) argued that informal institutional con-
straints (culture or social norms) could very well 
be a significant constraint, especially among 
migrant households. 

In general, therefore, the foregoing studies have 
shown that there are cases of the limitations in 
the use of mortgages as a source of housing 
finance for low-income households. In devel-
oped countries, subprime lending has emerged 
as a tool to control this. In developing countries, 
the response has not been subprime lending to 
enable access to mortgage loans, rather it has 
been lack of development of suitable products 
for the benefit of the households. In a situation 
where a significant proportion of households 
are in the subprime category, the long-term 
impact has been the self-financed construction 
of mainly substandard housing in low-quality 
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neighbourhoods; thus, emerge the ubiquitous 
slums that are so predominant across African 
cities, with Lagos being no exception.

6. Methodology

The Study Area is Bariga, a mixed district and 
suburb in Lagos State, Nigeria. It was formerly 
under the Somolu local government area of Lagos 
State but in 2013 it was upgraded by the state 
government as a Local Council Development 
Area headquartered in Gbagada. The target 
populations of the study area are the aspiring 
homeowners and homeowners who are currently 
resident in Bariga LCDA, Lagos state. Thus, data 
collection was on two sample populations; home 
seekers currently residing in Bariga to answer the 
question of accessibility of mortgage loans and 
homeowners in Bariga to answer the question of 
willingness to take a loan. The study narrative is 
therefore built around the borrowing constraints 
of home-seekers and the ease of access to credit 
by people who already owned their homes. 

The design exploits a quantitative approach 
which involves a household survey with data 
collected using structured questionnaires. 
This approach was adopted to ensure ease of 
relevant data from the targeted households.

6.1.  Borrowing constraints  
in homeownership

For this aspect of the study, a survey of 80 
randomly selected households was carried out. 
The questionnaires used in the survey were self-
administered by interviewing the respondents 
and their answers were noted appropriately. This 
is to improve understanding of technical terms 
that might not be understood by respondents 
on account of literacy. 

6.2.  Borrowing constraints  
in home-improvement

For this aspect, the research addressed two 
study populations; financial institutions believed 
to offer home improvement loans and homeown-
ers resident in the Bariga area of Lagos State, 
Nigeria. Empirical data was obtained through 
the administration of structured question-
naires. A total number of 174 questionnaires 
were administered to the homeowners while 
6 questionnaires were administered to the 
finance institutions using random and purposive 
sampling methods respectively. The number of 
houses in the population of the study area is 
5528 which is the sample frame of the study. 
Evan Morris (2007) model was adopted to 
determine the sample size of 174. 

FIGURE 2    Location of Bariga; the study area

7. Findings

7.1.  Borrowing constraints  
on homeownership

S/N Rent Passing (N) Frequency Percentage

1 Below 200,000  
($555)

27 33.8

2 201,000-500,000 
($558-$1388)

30 37.5

3 501,000-800,000 
($1390-$2221)

16 20.0

4 Above 800,000 
($2221)

7 8.8

TOTAL 80 100.0

TABLE 1     Rent paid on housing  
in the study area

Source: Field survey, 2018

S/N Income (N) Frequency Percentage

1 Below 40,000  
($111)

10 12.5

2 40,000-80,000 
 ($111 - $222)

21 26.3

3 81,000-100,000 
($224 - $277)

28 35.0

4 Above 100,000 
($277)

21 26.2

TOTAL 80 100.0

TABLE 2     Level of income  
of respondents

Source: Field survey, 2018Table 1 shows annual rent passing on the prop-
erties in the study area. It shows that 33.8% of 

the respondents are paying below N 200, 000 as 
rent, 37.5% are paying N201,000 – N500,000 as 
rent, 20.0% are paying N501,000 – N800,000 
as rent while 8.8% are paying above N800,000 
as rent. This reveals that the majority of the 
respondents in the study area pay between 
N201, 000 – N500, 000 as rent.
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S/N
Type of 
Accommodation

Frequency Percentage

1 Tenement Building 15 18.8

2 Mini Flat 27 33.7

3 Detached Building 2 2.5

4 Duplexes 2 2.5

5 2 Bedroom Flat 11 13.8

6 3 Bedroom 19 23.7

7 Maisonet 4 5.0

TOTAL 80 100.0

S/N
Type of 
Accommodation

Frequency Percentage

1 Detached Building 9 11.3

2 Duplexes 12 15.0

3 2 Bedroom Flat 5 6.3

4 3 Bedroom Flat 21 26.3

5 Mansion 33 41.3 

TOTAL 80 100.0

TABLE 4     Type of accommodation 
occupied by respondents 
in the study area

TABLE 6     The Desired type  
of accommodation  
of respondents

Source: Field survey, 2018

Source: Field survey, 2018

S/N Level of satisfaction Frequency Percentage

1 Very satisfied 14 17.5

2 Satisfied 11 13.8

3 Neither 14 17.5

4 Dissatisfied 39 48.7

5 Very dissatisfied 2 2.5

TOTAL 80 100.0

TABLE 5     Level of satisfaction  
with current housing  
of respondents

Source: Field survey, 2018

Table 2 shows the level of income of the respond-
ents in the study area who are mostly artisans. 
It indicates that 12.5% earn below N40,000 as 
income, 26.3% earn N40,000 – N80,000 as 
income, 35.0% of the respondent earn N81,000 – 
N100,000 as income, 26.2% earn N101,000 and 
above as income. The majority of the respondents 
earn between N81, 000 – N100,000.

FIGURE 3     Ranking of constraints 
that least affect access to 
housing credit facilities

Source: Field survey, 2018

ACCESS TO HOUSING CREDIT FACILITIES
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TABLE  3     Ranking of constraints that least affect access to housing credit facilities

Source: Field survey, 2018

S/N CONSTRAINTS YES NO MEAN RANK

1 Deposit constraint 37 43 1.5375 6th

2 Payment-to-income constraint 34 47 1.5750 5th

3 Inflexible repayment schedule 25 55 1.6875 4th

4 Limits on re-financing 11 69 1.8625 1st

5 Limits on borrowing for investment homes 17 63 1.7875 3rd

6 Difficulty in borrowing against older homes 16 64 1.8000 2nd

properties. (13.8%) of the respondents live in 
2-bedroom flats with their family. (23.5%) of 
the respondents live in 3-bedroom flats with 
their family. While the remaining (5.0%) of the 
respondents live in maisonettes.

Table 5 shows that (17.5%) of the respondents 
are more than satisfied with their accommoda-
tion type as they get everything they desired 
from it and cannot vacate because they are 
rather attached to it. Further, 13.8% of the 
respondents said they are satisfied with their 
current accommodation type as their needs are 
met. (17.5%) of the respondent don’t know if 
they are satisfied with their current housing 

or not but they wish for another better home. 
(48.7%) of the respondent are dissatisfied with 
their current housing. They wish to live in better 
housing and a good environment, but they 
are financially constrained and their dream of 
living in their own choice of housing cannot be 
realized. (2.5%) of the respondents are very 
dissatisfied with their current housing.

Table 6 shows the type of accommodation 
desired by the respondents, it shows that only 
(11%) desired to live in a detached building out-
side the study area, (15%) respondents desired 
to live in a duplex, few of the respondents (6.3%) 
desired to live in a 2 bedroom flat, (26.3%) of 
the respondents desired to own and live in a 
3 bedroom flat outside the study area, while 
(41.3%) of the respondents dream house is a 
mansion with multiple rooms and conveniences 
with enough space for different activities.

Figure 3 shows that 51.3% of the respondents 
have access to different kind of housing credit 
facilities and 48.7% have no access.

Table 3 shows the least constraining factors that 
inhibit respondents’ access to housing credit 
facilities. It indicates that limits on re-financing 
is ranked 1st as the constraint that has less 
effect on respondent access to housing credit 
facilities, Difficulty in borrowing against older 
homes is ranked 2nd, Limits on borrowing for 
investment homes is ranked 3rd, Inflexible repay-
ment schedule is ranked 4th, Payment-to-income 
constraint is ranked 5th and Deposit constraint 
is ranked 6th. this implies that down-payment 
constraints and payment to income constraint 
are the constraints that most affect respondents 
access to housing credit facilities.

Table 4 shows the type of accommodation 
occupied by the respondents in the study area. 
According to the analysis, it indicates that (18%) 
of the respondents live in a tenement build-
ing which is considered to be the cheapest 
accommodation type in the area. (33.7%) of the 
respondents live in mini flats and it is seen as the 
commonest property type in the area because 
people desire to have their conveniences for 
themselves alone. Few (2.5%) of the respond-
ents live in detached housing. One of the reasons 
is that it is expensive, and the property type is 
scarce in the area, so also with duplex- type 

S/N Response Frequency Percentage

1 Yes 27 33.7

2 No 53 66.3

TOTAL 80 100.0

TABLE 7     Access to housing financial 
support made available by 
the Government

Source: Field survey, 2018
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Table 7 shows that (33.7%) of the respondents 
have access to different housing supports made 
available by the government and (66.3%) have no 
access to these supports due to unavailability of 
these support or strict requirements to get one.

Figure 4 shows the different means by which 
respondent get support to finance their housing 
needs. It indicates that the least means for housing 
support is social housing by government which 
is ranked 1st, pension is ranked 2nd on the list, 
Workmates is ranked 3rd on the list, Mortgages is 
ranked 4th on the list, housing loans is ranked 5th, 
cooperative society is ranked 6th, financial support 
from friends is ranked 7th on the list and financial 
support from relatives is ranked 8th. This implies 
that the most significant support the respondents 
get for financing their housing choice is from rela-
tives, friends and co-operative societies.

Table 8 shows that (5.0%) of the respondents 
just started living in their accommodation during 
the last year, (35.0%) of the respondents have 
been living in the same accommodation for over 
3 years, (40%) of the respondents have been 
living in the study area for more than 8 years 
but might have changed accommodation within 
the same area, (20%) of the respondents have 
lived in the area for more than 10 years and they 
are not hoping to vacate anytime soon because 
of their reluctance to leave a neighbourhood 
where they had built strong social and economic 
networks over time.

Figure 5 shows that (83.8%) of the respondents 
save a particular percentage of their monthly 
income for different purposes and the majority 
of the respondent reason for saving is to pay 
for their rent at the end of the year or purchase 
an accommodation type of their choice, while 
(16.2%) of the respondents do not save due 
to the low income they are earning and some 
other factors. In respect to the collation of the 
results gathered with the questionnaire, 80% of 
the respondent put 30% of their monthly salary 
into savings in order to meet up their objectives.

Table 9 shows a list of reasons why Government’s 
efforts to intervene in housing provision in Nigeria 
with particular regard to low-income earners 
have been largely unsuccessful have been largely 
unsuccessful and respondents were told to indi-
cate their level of agreement with the proffered 
statements. Wrong perception of low-income 
earners housing needs and the fact that the 
loans scheme do not adequately provide for the 
low-income housing needs and the statement 
that small numbers of homes are provided for 
low-income earners is ranked 1st on the list, 
while improper planning and poor execution of 
housing schemes and failure to stimulate the 
private sector are ranked 2nd and 3rd respectively.

FIGURE 4    Rate of receiving financial support for housing by the respondents 

Source: Field survey, 2018
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S/N Duration Frequency Percentage

1 0-1 4 5.0

2 1-4 28 35.0

3 5-9 32 40.0

4 10 years and above 16 20.0

TOTAL 80 100.0

TABLE 8     Duration of stay in the 
current accommodation  
of respondents

Source: Field survey, 2018

FIGURE 5     Do you have any form  
of savings?

Source: Field survey, 2018

NO
13

YES
67

TABLE  9     Reasons as to why Government efforts to intervene in housing 
provision in Nigeria have been largely unsuccessful with particular 
regard to low-income earners

Source: Field survey, 2018

Keys: 5=SA- Strongly Agreed; 4=AG- Agreed; 3=UN- Undecided; 2=DA- Disagreed, 1=SD- Strongly Disagreed

S/N REASONS SA AG UN DA SD MEAN RANK

1 Wrong perception of low-income earners 32 29 14 4 1 4.0875 1st

2 Provision of few numbers of housing 29 33 15 2 1 4.0875 1st

3 Failure to stimulate the private sector 21 38 20 1 0 3.9875 3rd

4 Improper planning and poor execution 23 40 17 0 0 4.0750 2nd

5 Loans scheme do not adequately provide for needs 21 39 16 4 0 4.0875 1st

7.2.  Borrowing constraints  
on home-improvement

7.21.  Objective: To determine the extent to 
which home improvement financing is 
available and ascertain the terms and 

conditions under which such financing 
is available.

In actualizing this objective, a survey of nation-
ally available home improvement financing 
options was reviewed to ascertain the terms 
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TABLE  11    showing the terms and conditions under which for formal home improvement financing is available

Source: Adapted from Muraina, 2017

Financial Institution Criteria
National Housing Fund 
Loans through Primary 

Mortgage Banks

Federal Housing 
Authority Mortgage 

Bank’s Home 
Improvement Scheme

Haggai Mortgage Bank 
Limited ‘s Haggai 
Renovation Loan 

(HAREL)

TrustBond Mortgage 
Bank Plc’s Home 

Improvement

Federal Mortgage Bank 
of Nigeria’s FMBH 

Home Renovation Loan 
(FHRL)

COOP’s Home 
Improvement Loan

Age ✓ ✓ ✓ ✗ ✗ ✗

Equity ✓ ✓ ✓ ✗ ✓ ✗

Contribution Duration ✓ ✗ ✓ ✗ ✗ ✗

Regular Income ✓ ✗ ✓ ✗ ✓ ✓

Collateral ✓ ✓ ✗ ✓ ✗ ✗

Surety or Guarantor ✗ ✗ ✗ ✗ ✗ ✗

Approved Building Plan/other 
title Documents ✓ ✗ ✓ ✗ ✓ ✓

Property Insurance ✓ ✗ ✗ ✗ ✗ ✗

Mortgage loan originator ✓ ✗ ✗ ✗ ✗ ✗

Maximum loan cap ✓ ✗ ✗ ✓ ✓ ✗

Interest on loan ✓ ✗ ✗ ✗ ✓ ✓

Minimum Repayment Period ✓ ✓ ✓ ✓ ✓ ✓

Penalty in repayment Default ✗ ✓ ✗ ✗ ✗ ✗

and conditions under which formal financing 
is offered. These options are provided from 

Federal Government institutions and private 
sector financing institutions. Table 2.1 shows a 

description of each option, while table 2.2 sum-
marises the criteria adopted by each. 

TABLE  10    showing the range of available options in the formal sector for home improve financing

Financial Institution Category of Institution Loan Product Description

Federal Mortgage Bank of Nigeria Federal Government
National Housing  Fund  Loans  

(NHF )

NHF Loans through PMBs.
This product is granted at 4% interest to accredited Primary Mortgage Banks [PMBs] for 
on-lending at 6% to NHF contributors over a maximum tenor of 30years. A contributor can 
access up to 15million from the Fund through accredited PMI as loan to build, buy, improve 
or renovate own home after 6months of continuous contributions.

Federal Mortgage Bank of Nigeria Federal Government
FMBN Home Renovation Loan 

(FHRL)

This is a product will afford Nigerians an opportunity to access mortgage loans for the 
renovation or improvement of their existing homes. The product is specifically designed 
for Nigerians who are contributors to the National Housing Fund and desire to renovate or 
improve existing properties.

It is proposed that FMBN will approve and  disburse  the  Home  Renovation Loans  through 
the  Federal  Government  Staff Housing Loans  Board  [FGSHLB] for Federal Civil Servants  
and  through the Office of the Head of Service or any other  body recognized by the Bank  
at the State  level, in the  case  of State  civil servants

Federal Housing Authority  
Mortgage bank [FHA]

Federal Government Home Improvement Scheme

Federal Housing Authority Mortgage bank [FHA]
FHA Mortgage Bank Ltd was incorporated by Federal Housing Authority [FHA] as wholly 
owned subsidiary on 18th June 1997 (RC: 314,882) and licensed to commence business 
as a Primary Mortgage Institution on 17th December 1998.

The Home Improvement Scheme
is for individuals who intend to improve their home. The home must not be encumbered 
in any form of a facility

Haggai Mortgage Bank Limited Private Sector
Haggai Renovation Loan  

(HAREL)

This product is designed to assist customers in renovating their properties so as to add value 
to same as well as beautifying their places of habitation while they also enjoy capital appre-
ciation on their properties. It is available to employees of reputable organizations, business 
people with a regular income, corporate organizations, mission and mission related bodies.

TrustBond Mortgage Bank Plc. Private Sector —

Home Improvement
This is a complementary product to the Housing Estate Improvement Account designed 
to enhance the interior individual residence such as: White Furnishing . renovations and 
upgrades etc.

Co-operative Societies Social Enterprise Home Improvement
This loan is available for individuals and organizations who want to renovate or complete 
an existing property

Source: Adapted from Muraina, 2017
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Frequency Percent

VALID Yes 126 72.4

No 48 27.6

TOTAL 174 100.0

TABLE 12     Are you aware of any home 
improvement finance?

Source: Muraina, 2017

Frequency Percent

VALID National Housing 
Fund (NHF)

22 12.6

Federal Housing 
Authority (FHA)

21 12.1

Mortgage Banks 19 10.9

Development Banks 22 12.6

Commercial Banks 10 5.7

Cooperative 
Societies

10 5.7

NHF + FHA 45 25.9

Mort. + Dev. 25 14.4

TOTAL 174 100.0

TABLE 13     If yes, what institutions 
do you know to give 
them? Kindly tick from the 
options given below (you 
can select more than one option)

Source: Muraina, 2017

Frequency Percent
Cumulative 

Percent

VALID Good 1 .6 .6

Poor 74 42.5 43.1

Very 
poor

99 56.9 100.0

TOTAL 174 100.0 —

TABLE 14     How would you rate the 
ease of accessing these 
house improvement 
loans?

Source: Muraina, 2017

7.23. Objective: To determine the willingness of homeowners to access a home improvement loan

TABLE  15    showing the Paired Sample Test2

PAIRED DIFFERENCES

T df Sig. (2-tailed)
Mean

Std. Dvtn
Std. Error 

Mean

95% Confidence Interval  
of the Difference 

Lower Upper

Are you aware of any home improvement finance? – How would you 
rate the ease of accessing these house improvement loans?

-3.287 0.695 0.053 -3.391 -3.183 -62.4 173 0.000

Are you aware of any home improvement finance? – Would you like 
to improve the current state of your property?

0.190 0.542 0.041 0.109 0.271 4.62 173 0.000

Source: Muraina, 2017

The t-statistics from table 4.3 is -62.367 and 
this is statistically significant at 5% as the 
asymptotic significance is less than 0.05 (0.00 
<0.005). This means that there is a significant 
relationship between how one would rate the 
ease of accessing house improvement loans and 
the willingness of one to improve the current 
state of their property. The implication of this 
is that the extent to which it is easy to assess 
the loan positively impacts on the willingness to 
improve the current state of the property. This 
implies that homeowners do not improve the 
state of their property because of the difficulties 
in assessing loans for such purposes.

8. Conclusions 

Homeownership has been an important policy 
objective in the different economies for many 
years. It has been long recognized that there are 
a number of financing barriers that limit access 
to homeownership for some households. This 
paper enriches the understanding of the nature 
of these barriers and, by extension, the pos-
sibility for policy to have a measurable impact. 

The study also reveals that home improve-
ment loans indeed exist and that the mortgage 
banks are major sources of finance for hous-

ing improvement in Nigeria. The majority of 
the respondents are not very aware of home 
improvement finance as many of the respond-
ents confuse general loans with funds obtained 
from the financial institutions for home improve-
ments. Notwithstanding, the ability to access 
home improvement finances by low-income 
earners is still very limited. The study, therefore, 
recommends that access to home improvement 
finance be improved to enhance the chances of 
low-income earners in building houses that suit 
their economic status and also meet their needs. 
Promoting financial education and planning 
is one way to address the existence of credit 

1   From our field survey, the number of houses in the area is 5528. A random selection of 80 
houses signifies a 1.5% coverage. It is recognized that statistically speaking, there is a limit 
to the generalization of this proportionate to the population. However, the data generated 
from the survey does not depart from findings in other studies with larger sample sizes that 
reflect the housing finance structure for low income households (see for example, Lawanson 
and Oyalowo (2016), Oyalowo (2017). 

2   The paired sample t-test, sometimes called the dependent sample t-test, is a statistical 
procedure used to determine whether the mean difference between two sets of observations 
is zero. In a paired sample t-test, each subject or entity is measured twice, resulting in pairs 
of observations. Common applications of the paired sample t-test include case-control studies 
or repeated-measures designs.
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quality- based constraints. Such programs could 
help households re-establish a good credit 
record or, preferably, keep households from 
damaging their credit records in the first place. 
How to more fully address the increasing impact 
of credit quality constraints and the persistent 
impact of wealth-based constraints on home-
ownership is a challenge facing policymakers.
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For most people, including the readers of 
Housing Finance International the title of this 
book is perhaps not instantly engaging.  It 
sounds “heavy” and in an era of soundbites 
this is hardly an attribute to engage those who 
want instant returns. However, in reality this 
is a highly accessible book with 18 chapters 
over its 169 pages, i.e., less than 10 pages a 
chapter and easily read on a piecemeal basis 
as time and interests allow. Moreover, there is 
much here for the busy housing finance profes-
sional whether based in the USA or elsewhere. 

As HFI members will know, the author, Alex 
Pollock, was President of the International 
Union from 1999 to 2001 and he was President 
and CEO of the Federal Home Loan Bank of 
Chicago 1991-2004. He is now a Senior Fellow 
at the R Street Institute in Washington DC. He 
has worked in finance for over 50 years – and 
through a number of economic cycles! Given 
his background it should be no surprise to 
learn that the book is USA focussed albeit he 
frequently reaches wider for examples and 
comment. His writing style is light and engag-
ing and reading this book is not hard work!

There are many chapters to choose from but the 
first five provide a good basis for brief comment 
along with two or three others. Pollock begins 
by highlighting in Chapter 1 the fundamental 
uncertainty that exists in financial markets and 
that even when we think we have learned a les-
son and applied the antidote the future often 
confounds us. This then leads to Chapter 2 
inevitable mistakes with him arguing that the 
unlikely or even impossible is almost certainly 
to arise. In Chapter 3 Bubbles and Liquidity, 
Pollock highlights their frequency and asks the 

question –what is the nature of a price? As he 
notes price has no objective existence but turns 
on what parties might agree. He then goes on 
to comment in Chapter 4 on the temptation to 
lever in more debt relative to equity – at which 
point he calls out Fannie Mae and Freddie Mac 
as the snakes who eat the apple of risk and run 
up leverage. Pollock is clearly no fan of either 
nor the Federal Reserve Bank which he calls 
the “most dangerous financial institution in 
the World” (Chapter 9). Indeed, in his Chapter 
5: Economics is not a Science he cites Ben 
Bernanke and colleagues’ failure to anticipate 
the 2008 bubble and downturn (it might be said, 
along with many others including the author 
himself as he admits in Chapter 16). 

It’s in 16 that he spells out what he calls the 
Cincinnatian doctrine, the mix between “normal” 
market functioning and state interventions and 
in which he notes the latter is only ever tempo-
rary to allow the economy to get through crises. 
The extended period of quantitative easing and 
indeed in the UK of the Help to Buy policy are 
good examples of how difficult the state finds it 
to exit from its interventions. He reminds us that 
in 2006 he was on a panel at the International 
Union World Congress in Vancouver (I was there 
too) in a session on Housing Bubbles and Bubble 
Markets where many experts were proclaiming 
the housing boom was “solid”. As he notes “pre-
dicting is hard, especially the future”. 

In the closing chapters Pollock argues for a 
systemic risk advisory committee in the USA 
with strong institutional memory and a deep 
understanding of financial history which might, 
with luck, anticipate future problems. Given 
what he argues earlier this does seem unlikely 

even though there is certainly an irrefutable 
case for building and holding an understand-
ing of the past so that error may at least be 
reduced. The closing chapter is on Virtue and 
Finance and here he draws upon John Kay’s 
arguments in favour of old-fashioned bank-
ing. Kay asks why banking looks so profitable 
before it collapses and answers this by saying 
it is a business that combines a high probabil-
ity of a small profit with a low probability of a 
large loss (which then wipes out all the profits). 
Pollock argues the answer to all the problems 
of banking are not detailed financial regula-
tions and he aligns with Kay in arguing for 
financial virtues of loyalty and prudence which 
might then offset the limits of knowledge, the 
uncertain markets in which we operate and 
the inevitable mistakes that are made. 

Pollock closes this excellent and thoughtful 
book with a compendium of aphorisms –say-
ings – all of which could be usefully used in 
presentations and speeches. I liked his old 
bankers saying, “the credit quality is inversely 
proportional to the size of the cufflinks” and 
which I would now update by adding “and 
watches”. Pollock is clearly on the conservative 
end of the spectrum and we might disagree 
on the role of intervention (and the fact that 
ironically the USA with strong home owner 
tax benefits, even though reduced, is still 
one of the most state supported markets in 
the world). However, there is a lot of com-
mon sense and good home truths in the book. 
It should be widely read by all those in the 
finance market and its regulators. 

Peter Williams NED, Vida Home Loans, UK

Book review
Finance and Philosophy: why we are always surprised  
by Alex J. Pollock, Paul Dry Books, Philadelphia, USA, 2018, $21.95

Book review
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