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INTRODUCTION

Financing Urban Shelter: Global Report on Human Settlements 2005 examines the challenges of financing urban shelter
development, focusing on the shelter needs of the poor and within the overall context of the United Nations Millennium
Development target on slums. Recent estimates indicate that more than 2 billion people will be added to the number of urban
dwellers in the developing countries over the next 25 years. If adequate financial resources are not invested in the
development of urban shelter and requisite services, this additional population will also be trapped in urban poverty,
deplorable housing conditions, poor health and low productivity, thus further compounding the enormous slum challenge that
exists today.

In many developing countries, it is unlikely that conventional sources of funds will be available for investment on the scale
needed to meet the projected demand for urban infrastructure and housing. Most poorly-performing countries continue to face
deficits in public budgets and weak financial sectors, and the contribution of official development assistance to the shelter
sector is generally insignificant. While city authorities have started to seek finance in national and global markets, this practice
is only in its infancy. The report concludes that countries and cities will have to rely mainly on the savings of their citizens.

The report shows that mortgage finance has been expanding during the last decade and is increasingly available in many
countries, which was not the case 20 years ago. New mortgage providers have emerged, including commercial financial
institutions and mortgage companies. However, the report emphasizes that only the middle and upper income households
have access to such finance while the poor are generally excluded.

The report further highlights the continuing and necessary contribution of the public sector towards financing shelter for the
urban poor, as many households, even in developed countries, cannot afford home-ownership or market rents. While social
housing is becoming less important in Europe and in countries with economies in transition, the need to provide shelter that is
affordable to low-income households still exists, including in developing countries.

Complete houses available through mortgage finance are well beyond the reach of the lower income groups, because they
are unable to meet the deposit and income criteria set by conventional mortgage institutions. In this situation, the majority of
urban poor households can only afford to build incrementally in stages, as and when financial resources become available. In
response to this, microfinance institutions have started lending for low-income shelter development and have become very
important in the last decade or so. The report also shows that guarantee schemes can, by providing credit enhancement, go a
long way in broadening the appeal of microfinance institutions to lenders.

Another important trend in the last decade has been increasing interest in shelter community funds, which are often linked to
housing cooperatives as well as rotating savings and credit societies. Community-based financing of housing and services has
been used for both settlement upgrading and for building new housing on serviced sites. It has also been used to enhance the
access of poor households to housing subsidies by providing bridge financing. The report concludes that, in light of the
general success of small loans and the increasing urbanization of poverty, community funds have many advantages for low-
income households.

Constraints to mobilizing financial resources for investment in shelter development are both financial and non-financial in
nature. Non-financial constraints include land legislation that makes it difficult to use real estate as effective collateral, as well
as inappropriate national and local regulatory frameworks governing land use, occupancy and ownership. In light of this, the
report analyses the role of secure tenure in housing finance and highlights the need for legal and institutional reform designed
to protect the rights of both lenders and borrowers as well as to enhance access to credit.

Finally, Financing Urban Shelter: Global Report on Human Settlements 2005 emphasizes the fact that finance is only one
dimension of securing sustainable solutions that can fill the gap between the two extreme outcomes of current systems and
processes: affordable shelter that is inadequate; and adequate shelter that is unaffordable. The report therefore concludes that
the locus of policy attention should be on both the cost of housing (the supply side) and the level of payment received by
workers (the demand side). | believe that this report will help governments, local authorities and all Habitat Agenda Partners to
identify opportunities for addressing the shelter affordability gap and to put in place financing mechanisms that are more able

to meet the shelter needs of the urban poor.
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