CVC in Affordable Housing

Full Description

Worked Example 4: Affordable Housing

According to the World Bank, 1.6 billion people around the world are estimated to be affected by the global
housing shortage by 2025.1 In most countries, the cost of housing has grown faster than income.2 Having
access to quality affordable housing is essential to decrease poverty, provide equal opportunities and
guarantee sustainable growth.

Although there is high demand for housing in many countries, low-income households cannot afford to buy
houses with high urban land prices while commercial devel opers focus on serving the more profitable
higher-income market. The gover nment faces the challenge of providing affordable housing for lower- and
middle-income groups as public investment is constrained. Governments are looking for innovative
mechanisms to fund affordable housing including increasing private participation in the sector.

This Worked Example looks at a hypothetical affordable housing project in a devel oping country which is
proposed to be developed as PPP with strong commercial elements.

Proj ect scope: The project islocated in a satellite city of the commercial center with growing economic
activity and housing demand. The project consists of two residential complexes where one complex includes
one-bedroom housing units (targeting low-income groups) and the other complex has two-bedroom housing
units with parking facilities (targeting middle-income groups). In addition, the project includes key
community infrastructure services and premium amenities like healthcare centre, primary school, shopping
complex, banks and public institutions such as post offices.

Identifying CVC opportunitiesin affordable housing:
Core services: The project will provide affordable housing for low- and middle-income groups.

Commercial potential and demand: Asthe project islocated in a planned satellite city near the capital city
with growing economic activities, there is a strong demand for both housing and related amenities.

Beneficiary and stakeholder needs mapping:
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Note: The project can include additional CVC revenue such as selling solar energy, water recycling, and
solid waste recycling.

Assessing the policy, legal, institutional readinessin the country
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Technical design: The residentia units and the public infrastructure/amenities are designed and planned
together to integrate commercial activities and core servicesin the early planning stages to provide a holistic
user experience. A separate piece of land outside the project areais allocated to the private devel oper to
develop office space for the IT industry, adriving force in the new satellite city, as part of the contract to
provide additional incentives to the private developer.

Commercial feasibility: Based on a hypothetical financial assessment, the core revenue is the user fee which
will come from sale of affordable housing units for low- and middle-income households. As shown in the
table below, core revenue is 52% of total revenue required. So, 48% of total revenueis required to exceed
hurdle rate in the hypothetical financial assessment. Typically, renting a high-end space can yield
significantly greater financial benefits compared to other costs, often surpassing 20% to 100% of what people
spend on a more affordable space. Analysis of the project’s CVC potentia finds that CVC in the form of
commercia use of physical space, infrastructure sharing and development of anearby IT office project on an
additional piece of land will add 48% of total revenue required so government subsidy will not be required
for the project.
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Implementation: This project including the CV C concept will be implemented through a PPP mechanism. A
state-owned entity will be set up to manage the infrastructure devel opment and select the private sector
developer under PPP procurement.

Risks: Risk that the private developer will develop the more commercially attractive element of the project
first (IT office space) while postponing the development of the project’ s less profitable element (affordable
housing). This can be mitigated through putting in place contractual terms so that both projects are devel oped
inparallel.

Footnote 1. World Economic Forum, What has caused the global housing crisis - and how can we fix it?, Jun
2022

Footnote 2: International Monetary Fund (IMF), Housing Prices Continue to Soar in Many Countries
Around the World, October 2021

Footnote 3: The Worked Examplesis hypothetical project business cases and include hypothetical financial
assessments with key project information.
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Innovative Revenues for Infrastructure (Download PDF version) - Coming soon!
Additional Resources

Climate-Smart PPPs

Finance Structures for PPP

Financing and Risk Mitigation

Page Specific Disclaimer

The Guidelines on Innovative Revenues for Infrastructure (IRI) isintended to be a living document and will
be reviewed at regular intervals. They have not been prepared with any specific transaction in mind and are
meant to serve only as general guidance. It istherefore critical that the Guidelines be reviewed and adapted
for specific transactions.

To find more, visit the Innovative Revenues for Infrastructure section and the Content Outline, or Download
the Full Report. For feedback on the content of this section of the website or suggestions for links or
materials that could be included, please contact the PPPLRC at ppp@wor|dbank.org.
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