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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 
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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.
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