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Absiract:

In many developing countries, housing is plagued by huge shortage and substandard accommodation, Lack of
affordability widens the gap batween ability 1o pay and the cost of standard housing, pushing a large part of the
population into severe housing problems, This paper argues that it is often misunderstanding and miscalculabon of
affordability and underestimaton of the components based on wrong assumipbions that affect afordability to be
considened in datading a projecl This makes such projects inacoessible 1o the fargel group and hance unsustainable in
the long run. The paper discusses the importance of affordability m housing, he different mathods of assessing
housing affordability, consequences of incosrect assessment, and suggests an allemative concapl of measuring
atfordability more realistically.
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1. Intraduction

Mot all households can spend on housing equally. Typically, these expenses that include both capital cost of the shefter
and recurming expanses like rant andfor service charges atc. are almost a constant function of income up 1o certain
income level, Thareafter the proportion decreases inversely, mone oflen the upper-ncome groups spend less part of
their income on housing, However, housing expenditure for many may stay low only perforce to accepl sub-standard
housing. Dtherwise in many developing countries the propensity to spend on housing rses with rise in income, more
due lo the lower-income groups’ priorities for subsistence and food and clothing, rather than for the avadability of a
wide-range of solutions,

2. Housing Affordability

Affordability is simply one’s ability and willingness 1o pay, According fo Aboutorabi and Abdelhalim (2000, househaold
{HH]-income, housing cosis, kousing standard, Bving standard, efc. affect affordability, They defined housing
affordability as the abiiity of HHs 1o pay for the cosis of housing without putling constraint on Eving. In other way it
mieans the ability to pay a rent and eccupy adequate housing that enables them 1o lead ife above the poverty line
{Bramiey, 1980). Thus affordability requires a balance batween the ratio of income devoled to housing and that
devoted to costs of living. An imbalance may resull due 1o excessive rent compared fo their income in some HHs which
put those under financial burden, and creales a fading prospect of affording standard housing (Howernstine, 1993).

According to the above arguments, substandard housing is seen as a symptom of unafordable cost (Malpass, 1993),
which in the first place could be due to lack of Access to housing. Such causes i.e. lack of affordability and problams
e inadequate housing more frequently exist amaong the low-income HHs. Thus o make a housing program accessible
b the target HHS, the apporioned cost must be affordable to them.

1 In economics the term rent ks commonly used to define the cost of any commodity or senvice whose supply i limited,
for example housing. Hence for housing il also means cost of owning, service charges, financing, elc,
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Despite the knowledge of the above and of the components of successiul housing projacts, a gap had remained
between targels and achievements due fo weak implermentation, low cost recovery, and standards of provision no
maiching the available financial resources (Les, 1985). The reasons have been ascribed o wrong-estimation of
affordability - mainly for not understanding the axtent of the HHs" abilily, and particufarty the wilingness o pay for
housing may be affected by olher priorties. If afordability was estimated comectly, housing projects could be sel ata
standard that are affordable and optimizes the use of resources thal are expensive in cne way and in excruciatingly
shoel in supply on the other way, Such measures could possibly ensure full cost recovery fram the beneficianes, and
sustain the project,

A targat group can reach an unaffordable project only with subsidy; a continued refiance on subsidy is nol realistic for a
provider with week economic base. Subsidy suppresses the ingenious cost-effective solutions brought by the low-
income HHs, make them depend on exiernal aids, and thus increase the burden on the public sectar (CIVIS, 2003),
Moreover, ofien the rich who could influence the rescurce allocation gets the subsidized provisions in the developing
woedd, not those who deserve these more,

Historically. much effort went into reducing the capital costs of housing and infrastreciure so that the low-incoms HHs'
could meet the financial damand with their ability to pay. Whereas instruments ke finance or saving have helpad o
extend the affordability liméts only in recent decades. However, mast of the fending schemes benefited the upper-
income families (Mass, 2003), wha could oocupy gooad housing projects because of the class advantages and the
comman practice of not including those wha ane nol bankable for low income and no collateral.

Even when housing finance has been available for enhancing afordability, authoriies have search for physical
solutions withéin a pre-determined cost based on a rigid relationship between capital cost and HH-income, Though
estimalad cost and payment calculated as being alfordable (o a target group are linked, comasponding Access 1o any
specific scheme to HHs with incomes falling within & pre-set rangs is resnctive, Such ideas misinterpret affardability,
suppress people’s capabilities, and reduce the coverage of the housing programs.

3. Concepts of Affordability

The policy of recovering the cost and revolving the fund adopted by the intermational funding agencies in the 1970s
characterizes the current low cost housing programs in the developing countries. The concep! of affordability-
accessibility-replicability was a major deviation fram the concepts of earier projects, the success of which pinned on
affordability mose than any olher aspects. Earer it was commonly taken that the HH could afford to pay & fied part of
Iivgir income, usually 20-25%, for housing. This was considered in the context of both developing and developed
couniries (Jorgensen, 1977). and the ralationship between income and cost was defined rather nigidly,

However, it was nol easy to estimate the ratio between income and cost, a5 Hulchanski (1995) pointed oul thal people
in various situations spend on housing according to changing HH size, age-composition and income, and therefore,
affordability could be measured only an individeal basis. Even afier recognising the vanying conlexts, estimated
affordability was rather generalised with an average ralio. Such average and the real preference and desire of each HH
mostly did not match, which led to what Hubchanski (1995) described as ‘policy distortion’.

Use of a fiwed rent-to-income rafio for defining housing demand, predicling affordability or forming housing policy was
not foolproof, when these are based on affordabdlity and demand denived as such. One conclusion wsing rent-io-
incomae ratio (percentage) was that those paying above a preset ‘ideal’ rafio was considered facing affordability
problem, and vice versa. This idea mesled to the exclusion of HHs who were spending less than the ideal’ amount only
bacause they had to meat other basic prionities, not because ‘ideal’ housing was availabla within ideal’ cost, and
inciusion of high-income HHs who nevertheless were willing to pay more for better housing (Bourassa, 1996).

A better understanding of the refation between the cost and affordability begun in the 1580s. Keare and Jimenez
{1883) included income, housing expenditure, and propensity to consume housing in calculating affordability. However,
interpretation and measwremend of these variables face questions. For example, income was 1aken o comprise no
mine than the simple wage or documented income of the HH-head only. However, low-income HHs often comprises
extanded families, and the HH-head may have more than one job, comglemanted by informal incomes by other famay
members, BBS (2001) shows that among the lower and middle-income groups, primary eamers contribule T0% of the
HH-income, and each HH has 1.45 numbers of eamers in Bangladesh. Later, the affordabdity issue stared 1o consider
regular earmings of all HH-members, which may increase with time.
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Banks only consider reqular and documaniad income in granting loans. But it is now recognised thal occasional
remitance from outside the immediate HH also plays a par in determining housing afordability. Though the ireqular
fiows of income to urban HHs from either rural aneas or overseas are less documenied, yet the importance of remittance
a5 a supplementary sourca of income i nol reduced (Keare & Jimenez, 1983). There is also evidence that most of the
foredgn remiftance is invested in real esiate due io the lack of other aflractive and reliable avenues, and low-leval of
literacy among many eamers (Awaal, 1982). Thus the full exient of housing affordability &5 often not chaded.

3.1. Affordability Assessmant

i is often difficult fo solicl comect income figune, which can offen be figured out from the household expenditure
surveys. But such findings are often not directly relevant. There are projects where future income sources were
considened in calculating affordability (Les, 1985). N recognizes thal many participants will take advantage of the
allocated space to make exdra income that will increase their affordability (CIVIS, 2003; Daramola 2006). They will use
part of the space efther for commercial or productive purpose or fo sublet to ofhers. Therafore, plod layouts wene
designed 1o integrate this possibility in few projects in Caing, Mexico, Nairobi and Senegal (Ward, 1984).

Recagniion of the above phenomenan is important io understand affordability as many of the low-mcama groups
would use the house as workshops. Their oocupation or senaces they offer often rely on socio-ecanomic contacts and
goodwill, and revolve around home-based activities often participated by more than one HH-member, Prowvision of this
in the project, which are supporied with incentives like space and credit, can enhance the affordability. Construction
sector can absosh the mostly unskilled rural migrants who composa the major part of the urban low-income groups.
Since a new housing project creates exra jobs, though tempaoranly, the future setlers could be engaged in the projact
to reduce the cast in one way, and enhance their affordabiiity on the other,

Experience shows that it is difficult to predict total income, more so when @ HH is applying to parficipate in a project
ruch ahead of when it will actually be occupying it (Ullah, 1987). Even a corecl curmant income figure may vary in
future: s @ HH applying in a housing project s often different in composition from the HH that will actually live there. A
changed HH size or number of eaamers and income may mean changing need and affordabdity too, Within each
income range, a wite spread of income is available for loan paymenis; simple averages conceal the full extent of
affordability as often homeownership prospect may enhance propensily o spend,

The final elemeni of the affordability relatonship is the proporion of incoma a HH is willing to spend on housing, often
after meeling other basic needs, Attempts were made lo assess pan of income deemed affordable by noting essential
expenditure on other basic items. The idea of equating disposable income fo housing expense remain acceplable until
the nesd for massive subsidies arose when low-income HHs were fo be housed at these levels of affordability which
often was unrealistic (ADB, 1983). Hence it was reasoned that poorer HHs would be able to pay little for housing after
meeting other pressing needs,

These ideas were based on @ common sense or expectabon, not on what actually was happening (Lee, 1985).
England and Alnwick (1982) measured housing affordability by recognizing that food is a prionty and major area of
spending o most of the lower-income HHs, who ofien spend up to 60% of income on housing {Jorgensen, 1977). 5o
they derived af a least cost diet’ based on the adequaie level of intake for nuiriion and healih. But the diet cannot be
universalty applied as the food habit and prices are not uniform. Almost all concepts failed to recognize that any
financial contribution 1o housing axpanses by the low-income HHs would be at the cost of other assential neads, which
reflects the willingness and pronty of the poor HHs who have high eslesm lo owning home that provides them many
advantages including a legiimate foothold in the contested urban areas (Peattie, 1967),

Howensting (1993) forwanded a similar idea, where in a ‘market-baskel’ concept mcome was measured against the
costs of living necessities, such as food, clothing, elc. The balance would then be taken as amount available for
housing. Another method adopted an opposite approach, shifting the affordability from housing to non-housing costs. In
both ways, the balance batwean housing and living costs was the indicator of housing affordability.

3.2 Incorrect Assessment

A good number of plols in self-help schemes had been bust up fo a level exceading the theorelically calculated
affordability of the paricular beneficiary group (Islam, 1887). Some of these came about because the occupant HHs
was able and willing to imvest savings 1o extend their homes beyond the limits set by the project criteria. Others could
borrow informally, usually on desadvantageous conddions, to supplement the formal assistance,
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Mast of the sunseys on propensity to pay for housing weare conducted in near-homoganeaus groups. These did not
present good dala on the rent propansity of the population al large which vary widely (Lee, 1985); hence generalizalion
based on such surveys would lead 10 gross maccuracies. The assumption that financial resources of & HH can be
equated as a multiple of income, and most of it would be avaifable for housing is also debatabla. In the

couniries, housing cost is more ofien considered equal 1o 30-36 months' income, buf only 1o set credit limit or calculate
recowvary and retum (Jorgensen, 1977). Housing prices cannot rationally be determined in retation to incomes of the
target groups, nor can income be predicled by prices, since there are wide variations between individual HH's
propensities o pay and their access 1o resounces,

Down payments required by individuals are calculated as if they can be readily saved oul of present income. I ignores
e probable existence of any already accumulated weatth. Low-incoma HHs has hitle cash savings; yel a few of them
coukd accumulate wealth in other forms that might be put in housing (Keare & Jimansz, 1983}, There are avidences
fhat many of them would sell less important household lems or kess advantageously located nural propery in order 1o
nanarate addstional cash for financing housing (Rahman, 1991), often up 1o 100 times of their monthly income
(Helaluzzaman, 1884),

Projact aulharties often datermine the expenditure pattemns of each beneficiary themselves, This often leads o
distorted ralationship between the HH resources and anticipated expenditure on housing, Thus benelits accrue either
fo the upper-income HHs wha did not need those and the privileges do not tickle down, or the lower-income groups
are prevenied from availing what were meant for them, resulting into gentrification, There is litthe evidence for the
authorilies o be able to daterming and predict housing costs, the resources available 1o households in project aneas or
Ihe propartion of those resources which households would be prepared to spend on housing, with sufficient accuracy
to make policy prescriptions.

Objectives of project design genedally are i, 1o mobiize private funds for housing as the pubhc sector cannat hope, i, to
finance a fraction of the total housing needs, minimize public intervention in housing market to the extent necessarny o
ensure efficient and equitable development, and i io be Bexible to accommeosdate vanely of needs (ADB, 1983). The
conventional approach to affordability cannot meet any of these objectives. Thus poor households are required 1o
commit themsehes financially to housing that they cannot afford, and hence gel no benefil from those. f the
govemment qmddﬁ io write off the cost if tantamouni fo huge subsidies, and often the higher income groups move in
i.2, gentrification.

By linking payments o incoma, some HHs may have baen inhibited from paying as much for housing as they would ba
willing to do. This either deprived them of access o additional finance or chalenged scance public fund info aneas
whens private finance could be beller mobifized. The reguiation generally reguires that HHs must have more than &
minimum demonstraied income in order to be permitted to parlicipate in a housing schema. Through & namow income
definilion, some calegones of low-income households will unjustifiably be excluded from the projects. The procass
needs time to be devalad 1o largating 1o gain agreemeant on the targel incomes and 1o verity thal of the participants,

4, Alternative Approaches

Hoursing programs in many developing countries tend to be characlerized by palemalism, bureaucracy and inflesbdity,
often as a result of the low leval of institutional development and conditions imposed by the donor agancias. Greater
flexibility in income targeting or other crileria would encourage the already privileged to reap additional advantages.
Housing programs are mcreasingly being struciured so that the lower-income HHs are excluded because of the
overmiding need to ensure full cost recovery, which is not possible with low level of affordability of the neediest groups.

As factors determining housing affordability differ amaong HHs. different situations of unaffordability emerge in real ife.
Hamcock (1991) identified 4 main cabegonies as .. those paying for less than the minsmurm standard of both living and
housing costs, i, those paying housing cosis above minimum standard, bt fving below the poverty line in a state of
over-consumption of housang, il thase whose budgel for living is larger than the poverly standand, while consuming
housing at costs less than what secures the minimum slandard (families that have grealer desine for iving necassities
but are living in substandard housing). and iv. those whose income aflows them to have housing and living conditions

above minimum standards without any problem of affordability.

However, these failed to reflect the HHs' preferences. For example, the second category included all HHs over-
consuming housing without distinction batwaen those who ane compeflad to do so and those who choosa 1o do so

wihen climbing up the social ladder. So Aboutorabi and Abdelhalim (2000) proposed a more precise analysis of
affordability cases using the minimum income thal covers the cost of standard housing and living as a consbraint.
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There are several ways to adopt a more enguiring attitude to the question of how HHs views their own affordability
problams, The confemporary themes encourage potential beneficianes fo determing themsetves what they can afford,
taking a less dogmatic approach fo income targeting. These follow from the argument that the project designers are not
in a pasition to judge. The main drawback af this approach would be the [ack of financial sophistication of the
participanis and the concarm by the financiers of the soundness of the projacts and prospect of recoveny. Some form of
monelary guarantes and a readiness of the suthonty fo intervene in case of defaull should pacify the elements of risk
when financial decisions rest entirely on the beneficianes.

The above requires the bounds of @ public housing program not circumscnbed tightly: the rules would be redefined so
that a proportion of those HHs previously excluded as being ioo poor may now be eligible to participate and benefii
from the program. The relaxalion may question the basic nature of public housing programs struclured merely by
permifting HHs with above average incomes to benefit from public programs. Thus the less privileged are sacrificed to
pragmatism, and the average costs per beneficiary rise. This forced the number of beneficianes to fall, and housing
shortage not to lessen as much as expeciad.

Safeguards against both eventualibes can be budt into any program. Authorities can be persuaded to acknowiedge that
the problems to be sohved by any housing project are an integral pan of a complex urban sysiem, and o make the
rmajarity of urban HHs ineligible 1o benefit from housing schames would craate as many problams as it solves, By
pushing the income thresholds up, wider opportunities for cross-subsidization will be offered within & program. This
may reduce the political resistance lo projects greatly by inviting some portion of upper-income groups. In schemes,
the layout may contain a variety of housing oplions (size, orientation, payment methods, level and standard of
services) bo accommodate the above possibilities. Also commercial uses could be infroduced to provide a scope for
cross-sulbsidization,

Charges could be based on full recovery so that a greater proportion may be recovered through a voluntary take up of
affordable building loans rather than from fixed costs per plot. Looking from fhe other side, allocation could also be
depandent on the proven ability 1o pay. This could be determined through pre-facto saving, which coubd ba usad as
down-payment, Applicants could refate their own resources, both immediale and future, (o affordable plot sizes and the
appropeiate type of koan (package). Except for the above, standard condifions, for example, the minimum tme of
occupation and evicting permanent defaulters, could be applied.

Individual components in settlement scheme need not to be salf-financing. Thus the required payment for infrastreciure
could be set at a bevel calculated to be affordable to a majonty. Residual cost could be recovered through cross subsidy
from elemenis with an optional take up. Fine funing could be achieved through interest rale adjusiments, consistent
with those applied outside the project boundary, Many of these features have already been applied in projects
worldwide (ADB, 1983). However, they failed to attack the roof problem when the projects embodied the judgment by
the authorities on the HHs' ability 1o pay. In many circumstances, it might need (o base charges on documented income
rather than on proven expendilure patierns. But it is clear that a proper approach to aflordabdity could clear away some
of the obstacles of sheller programs,

5. Conclusion

Housing encompasses large direct and indirect costs of numerous componants, which are vanables in the eveniual
financial compaosibion of a sheller program, It is axiomatic that the land cost is the first debit from the sum total of what
can be afforded. An ndividual cannol organize Land servicing successiully, The poorer section of the society is
politically weak to be able to ensure that they are provided with infrastructure ol of regular budgets and thus it is
realistic that they themselves finance these.

The poor households in an incremental and informal fashion can build much of the superstructure. Howaver, the cost of
ratenats and some labour will still have to be considerad. Unless the households income nses commensurately,
commitment at a later date may add to the present bormowing load. All the resultan! management cosls also need fo be
afforded. No cost or service is dispensable, but the standards of provisions can be based according fo the affordability
of the target groups. Reducing the inifial cosls would require a greater financial effort 1o provide for buiding materials
and labour frem the parlicipants' resources at a later date.

Thus the gap bateesn the cost of housing and households affordability remains al the cenfra of the housing problams,
especially for the lower income groups. Housing shortages, lack of services, sub-standard houses, elc. are the results
of this mismatch among the poorer part of the population, whose number ofien exceeds millions in many developing
world cities. Mosi housing-refalad problems could be solved by reducing the costs of different components of housing
in ane hand and increasing the affiordability on the other hand,
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