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Abstract

Improving housing and urban development policies in Mexico.

Access to adequate housing remains challenging in Mexico as many low- and middle- income households
cannot afford purchasing a house because of high housing prices and limited access to credit. An
underdeveloped housing rental market and insufficient supply of social and affordable housing force many
households to resort to self-build or to reside in informal settlements. Administrative fragmentation and
lack of coordination across levels of government favours a disordered urban development that provokes
residential segregation, with vulnerable groups often living in peripheral areas with limited access to jobs,
transport and urban services. Housing policies have recently become more targeted towards low-income
households, which is commendable. Expanding the range of housing subsidies and fostering the
development of a social rental housing sector would be valuable additional steps to improve access to
housing for low-income households. Reforming the fiscal and legal framework to encourage private
investment into rental housing and promoting public-private partnerships could boost the supply of
affordable housing. Tasking states with ensuring that municipalities comply with federal and state urban
and housing legislation and improving coordination across, urban, housing and transport infrastructure
could ease the implementation of national policies and reduce residential segregation.

JEL codes: H24; R21; R31; R38; R48; R52
Keywords: Housing Affordability, Social Housing, Land-use Regulations, Housing Market, Urban Mobility.
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Résumé
Ameéliorer les politiques de logement et de développement urbain au Mexique.

L'accés a un logement convenable reste difficile au Mexique, car de nombreux ménages a revenus faibles
et moyens n'ont pas les moyens d'acheter une maison en raison des prix élevés de l'immobilier et d'un
acces limité au crédit. Un marché locatif sous-développé et une offre insuffisante de logements sociaux et
abordables obligent de nombreux ménages a recourir a I'autoconstruction ou a résider dans des quartiers
informels. La fragmentation administrative et le manque de coordination entre les niveaux de
gouvernement favorisent un développement urbain désordonné qui provoque une ségrégation
résidentielle, avec les personnes les plus vulnérables vivant souvent dans des zones périphériques avec
un accés limité aux emplois, aux transports et aux services urbains. Les politiques de logement sont
récemment devenues davantage ciblées sur les ménages a faible revenu, ce qui est louable. Elargir
I'éventail des aides au logement et favoriser le développement d’'un secteur de logements sociaux locatifs
constitueraient des mesures supplémentaires utiles pour améliorer 'accés au logement des ménages a
faible revenu. La réforme du cadre fiscal et juridique pour encourager les investissements privés dans le
logement locatif et la promotion des partenariats public-privé pourraient stimuler I'offre de logements
abordables. Charger les Etats de veiller & ce que les municipalités se conforment a la Iégislation fédérale
et étatique en matiere d’'urbanisme et de logement et d’'améliorer la coordination entre les infrastructures
urbaines, de logement et de transport pourrait faciliter la mise en ceuvre des politiques nationales et réduire
la ségrégation résidentielle.

Codes JEL : H24; R21; R31; R38; R48; R52

Mot Clés : Accessibilité du logement, Logement social, Réglementation de 'occupation des sols, Marché
du logement, Mobilité urbaine
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Improving housing and urban
development policies in Mexico

By Alessandro Maravalle, Aida Caldera Sanchez and Alberto Gonzalez Pandiella’

Introduction

The Mexican constitution recognizes since 2019 the right to a dignified house as a human right and over
the past decades Mexico has successfully increased the supply of dwellings to face the increasing housing
demand that came along with population growth and rising urbanisation. However, access to adequate
housing remains challenging for many Mexicans. Housing supply remains insufficient to meet the demand.
The quality of the housing stock has room for improvement, with a dwelling out of four being inadequate.
Most low- and middle-income households cannot afford purchasing a house because of high housing
prices and limited access to credit. An underdeveloped housing rental market and insufficient supply of
social and affordable housing force many households to resort to self-build or to reside in informal
settlements.

The design and implementation of the national housing policy is hindered by coordination issues across
different agencies and level of governments, with administrative fragmentation preventing local policies
from aligning with national targets. Lack of coordination between housing policy and transport and urban
development planning has negative repercussions on housing location and provokes a disordered urban
development that fuels spatial segregation. This has a negative impact on the well-being of millions of
Mexicans, with vulnerable groups often living in peripheral areas with limited access to jobs, transport and
urban services. Unfavourable living conditions in marginalised areas cause widespread house vacancy.

Public authorities recognise the importance of these challenges in shaping a new approach to housing
policy in the National Housing Programme 2019-24, which sets important objectives such as improving the
quality of the housing stock, assisting the production of social housing, extending finance mechanisms and
promoting coordination across all levels of governments. However, Mexico should scale up its efforts to
guarantee adequate housing also by promoting a more inclusive, compact, connected and sustainable
urban development.

' Alessandro Maravalle, Aida Caldera Sanchez and Alberto Gonzalez Pandiella are members of the OECD Economics
Department. The authors would like to thank Alvaro Pereira, Luiz de Mello, Isabell Koske, Elena Vidal, Boris Cournede
and Filippo Cavassini (also all from the Economics Department) and Brys Bert (from the Tax Policy and Statistics
Division). The paper also benefitted from comments by members of the OECD Economic Development Review
Committee. The authors are also grateful to Gemma Martinez and Karimatou Diallo for editorial assistance and
Véronique Gindrey for statistical work.
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This study describes the main challenges that Mexico faces to increase the quality and efficiency of the
housing market, strengthen the supply of social and affordable housing, ensure a better coordination of
housing policy with urban development and transport policy, and discusses policy options to tackle them.
It covers alternatives for amplifying the supply of social and affordable housing to address the needs of
low-income households without requiring large direct public spending and involving the private sector. A
housing taxation reform is discussed that might help increase the supply of private rental housing, ease
access to housing finance and increase local resources for financing public investment in urban
infrastructure. The study argues for tasking states with ensuring that municipalities comply with federal and
state urban and housing law to prevent irregularities and favour the achievement of national housing policy
targets. Promoting coordination between urban development and transport infrastructure planning at the
metropolitan level could reduce transport infrastructure cost, and facilitate the transition towards an
affordable, efficient and sustainable public transportation system.

The challenges of the Mexican housing market

Access to good-quality and affordable housing remains challenging for many Mexicans and too many
households, especially among vulnerable groups, live in inadequate dwellings that require improvements,
including in energy efficiency standards. Affordability is limited by high housing prices and restricted access
to credit. In addition, the housing rental market is underdeveloped and the supply of social and affordable
housing is insufficient. Against this background, in the past many families have been forced to resort to
build their own homes (self-build), often without receiving technical assistance, or to reside in informal
settlements. Lack of coordination among housing, urban development and transport policy leads to
disordered, sprawling cities that generate socioeconomic segregation, with vulnerable groups living in
settlements located in disconnected peripheral areas without access to affordable public transport.

Housing quality is low

A significant part of the housing stock in Mexico is inadequate because substandard (rezago habitacional).
Around one dwelling out of four has poor construction material (roof, walls or floor), is overcrowded or lacks
basic facilities. In the three poorest states of th country (Chiapas, Guerrero and Oaxaca) more than half of
private housing units is substandard (Figure 1). Mexico continues to have one of the highest rates of
housing overcrowding among OECD countries (Figure 2), and around 40% of private dwellings have
structural issues and would need home improvements (INEGI, 2020;1;) (Figure 3).

Inadequate housing affects disproportionally vulnerable groups (women, young, low-income, immigrant
and indigenous groups) living in rural and peripheral areas (Box 1). In cities, around half of the population
lives in areas with inadequate urban infrastructure, because of insufficient street lighting (40%) or paved
road (51%) (SEDATU, 2019p). One sixth of the families searching for a new house are motivated by lack
of urban infrastructure and inadequate characteristics of the dwelling (INEGI, 2020p1).

IMPROVING HOUSING AND URBAN DEVELOPMENT POLICIES IN MEXICO
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Figure 1. More than half of private houses in the poorest regions are substandard
Share of private dwellings with housing deficit, by state, %, 2018 and 2020
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Note: Housing deficit include dwellings with no durable material for floors, walls or roof; overcrowded (more than 2.5 people per room); or lacking
basic facilities (no access to running water or sanitation). “México” refers to the state of México and not to the whole country.
Source: CONAVI.

Figure 2. Housing overcrowding is prevalent

% of households, 2020 or last year available
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Note: A household is considered as living in overcrowded conditions if less than one room is available in each household: for each couple in the
household; for each single person aged 18 or more; for each pair of people of the same gender between 12 and 17; for each single person
between 12 and 17 not included in the previous category; and for each pair of children under age 12. Rooms refer to bedrooms, living and dining
rooms and, in non-European countries, also kitchens.

Source: OECD (2023), Housing overcrowding (indicator).
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Figure 3. A large share of the housing stock needs home improvement
Share of regional private housing stock with structural problems, %, 2020
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Note: Structural problems include at least one of the following issues: cracks in the walls or ceiling; deformation in door or window frames; soil
subsidence; cracks or deformation in beams or pillars; water leaks or deteriorated water and drainage pipes. “México” refers to the state of
México and not to the whole country.

Source: ENVI 2020.

Box 1. Main socioeconomic factors associated with access to adequate housing in Mexico

Using micro data from the Census of Population and Housing 2020 (Censo Nacional de Poblacion y
Vivienda 2020) Maravalle and Gonzalez Pandiella (forthcoming) estimate a Probit model to assess the
main socio-economic characteristics shaping the probability of a worker to live in an adequate house.
By focusing on workers, it is possible to take into account access to jobs as a relevant aspect of housing.
by considering how long it takes for a worker to get to the workplace.

Figure 4. Access to an adequate house is associated with location, income and education
Average marginal effect on the probability of living in an adequate house, %
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Note: The average marginal probability measures the average change in the probability of living in an adequate house for an individual who
belongs to a category of a socio-economic variable different from the benchmark category. The benchmark categories of the variables
reported in the chart are living in a rural area (less than 2500 inhabitants); Bottom income quintile (income variable); having completed
primary education (education attainment variable); male (gender variable); young adults (15-24 years old). The category “Middle age adults”
refers to adults between 55 and 65 years of age. Medium urban areas have between 15 and 50 thousand inhabitants and major urban areas
have more than 100 thousand inhabitants. A house is categorised as adequate according to the criteria set by the National Housing
Commission (CONAVI) to identify substandard dwellings (rezago habitacional).

Source: Maravalle and Gonzalez Pandiella (forthcoming).
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Mexican workers living in major urban areas (more than 100 thousand inhabitants) have a higher
probability of living in an adequate house that is 35 percentage points higher than a worker living in rural
areas. Other factors that are positively associated with the probability of living in an adequate house are
a high level of education, the age and the income level. A middle-aged worker (55-64 year old) has a
probability of living in an adequate house that is 10 percentage points higher than a young worker.
Earning an income in the top quintile of the income distribution increases the probability of living in an
adequate house by 15 percentage points with respect to a earning an income in the bottom quintile.
These results highlight the extent to which inadequate housing disproportionately impacts youth,
individuals with low incomes and those residing in rural and peripheral areas.

House prices are high and housing costs are excessive for low-income households

Purchasing a house is a challenge especially for low- to middle-income households. Low supply and high
demand for housing have pushed up real housing prices by 31% between 2005 and 2020, in line with the
average OECD country but less than in some regional peers (Figure 6). House prices have increased 1.5
times faster than the average income over the same period. It would take around 30 years’ worth of salary
for a poor household (15t income decile) and 9 years’ worth of salary of a middle-income household (5"
income decile) to purchase an average dwelling (INEGI, 2022(3)).

Figure 5. Real housing prices in Mexico increased but less than in some regional peers
Index, 2005 = 100
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Source: OECD Analytical house prices indicators.

Housing costs (rent or mortgage) represent around 17% of the average income, in line with OECD
countries. However, housing costs are far higher for low-income households (Figure 6), and can reach
around 60% of the gross income of households in the lowest income decile when utilities costs are included
(SEDATU, 20192;). Mexico is the third country with highest housing costs.
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Figure 6. Housing costs for low-income households are very high in Mexico

Median of mortgage burden (principal repayment and interest payments) as a share of disposable income in the
bottom and the third quintiles of the income distribution, %, 2020 or latest year available
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Note: In Chile, Mexico, Korea and the United States gross income instead of disposable income is used due to data limitations.
Source: OECD Affordable Housing Database.

The rental market is underdeveloped

The size of the housing rental market in Mexico is too small to provide an alternative to homeownership
for low- and middle-income households, even if rental prices have increased far less than housing prices
(Figure 7). Only around 16% of the housing stock is used for rental, though it is higher in urban areas
where it reaches a maximum of around 30% in the metropolitan area of the Mexico Valley, which is
nonetheless far below the 50% recorded in some large OECD metropolitan areas (Los Angeles, New York
and Paris). A strong preference for homeownership over renting and a housing policy biased towards
housing acquisition have contributed, among other factors, to the limited development of the rental market
in Mexico in the past (Figure 8) (INFONAVIT and ONU-Habitat, 20184; OECD, 2015)).

The rental market is also characterized by widespread informality (40%) (SEDATU, 20192), which often
concerns properties under foreclosure. Around 67% of the tenants, mostly low-income, allocate more than
30% of their income to pay the rent (CONEVAL, 2018)).

Figure 7. House prices have increased faster than rents
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Source: OECD Analytical house prices indicators.
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Figure 8. Most Mexicans are homeowners

Share of households in different tenure types, %, 2020 or latest year available
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Note: LAC is a simple average of Chile, Colombia, and Costa Rica.
Source: OECD Affordable Housing Database.

Low-income households have limited access to housing credit

Access to housing credit is limited, particularly for low- and middle-income households, and most
homeowners must rely on own-resources to purchase their house, especially in poor regions. More than
half of all housing credit (56%) goes to the top 20% high-income households, with middle-income and
low-income households, representing 80% of all households, receiving, respectively, one fourth and less
than a fifth of all housing credit (Figure 9). Housing credit is also concentrated in states with a high GDP
per capita, such as Baja California, Baja California Sur, Nuevo Leo6n or Ciudad de Mexico, and is scarce
in poor states, such as Chiapas, Oaxaca, Tlaxcala and Guerrero,

The share of credit to low-income households has also been diminishing in recent years despite the
increase in the volume of housing credit (2.1% y-o0-y). This dynamic is related to two factors: the increasing
weight of commercial banks in the mortgage market, which provide financial services mostly to
high-income households. Second, a lower weight of low-income households in the credit portfolio of the
Institute of the National Fund for Workers' Housing (INFONAVIT), which traditionally provides mortgages
to low- and middle-income formal workers and charges below market interest rates. The share of
INFONAVIT’s credit portfolio for low-income households has fallen from 52% in 2013 to 29% in 2022.
INFONAVIT’s non-performing loan rate (18.6% in March 2023) remains high with respect to commercial
banks (2.6%).

IMPROVING HOUSING AND URBAN DEVELOPMENT POLICIES IN MEXICO
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Figure 9. Low-income households have limited access to housing credit

Distribution of housing credit flow by household income level, %
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Note: High-income households have monthly earnings above 9 UMA and are 20% of all households; middle-income households have monthly
earnings between 4 and 9 UMA and are 40% of all households; low-income households have monthly earnings below 4 UMA and are 40% of
all households.

Source: SNIIV and OECD calculation.

Land for urban development is insufficient to face the high demand

Demand for housing is high and amounts to around 8 million dwellings (Figure 10), or one fifth of the
current supply of private housing units (35 million), and is projected to increase. Even if the rate of
population growth is expected to decline, at least 5 million additional dwellings will be required by 2050 if
the average household size is the same as in 2020. However, if the household size keeps falling, say as
much as it did between 2000 and 2020, the demand for new houses could increase up to 13 million by
2050.

Figure 10. The demand for dwellings is high, especially in urban areas

Total number of households that need to rent, buy or build a home independent of the one they live in, thousands,
2020

Il <2500 inhabitants 3 182,500 to 15,000 inhabitants M 115,000 to 100,000 inhabitants [ > 100,000 inhabitants

Total
Self-build

Buy

Rent

”i

0 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000

Note: Rural areas are those with less than 1500 inhabitants. The demand for housing is based on households’ self-reported needs for a new
dwelling.
Source: Encuesta Nacional de Vivienda 2020.
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Figure 11. Land for increasing housing supply is scarce

A. Land is scarce in many highly populated states B. Only half of available urban land is
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Note: Adequate lands are classified as U1 and U2. U1 lands are located in areas with access to employment and adequate infrastructures. U2
lands are located in consolidated urban areas with at least 75% of the necessary urban infrastructure; U3 lands are located in areas contiguous
to the urban area; FC lands are located in areas disconnected with the urban areas. “México” refers to the state of México and not to the whole
country. Probabilities in panel B may not sum to total due to rounding.

Source: SNIIV.

Land for urban development is scarce especially in highly populated states in the Centre and in the South
(e.g., the state of México, Chiapas, Veracruz) (Figure 11, panel A) and decreased by 6.5% between 2014
and 2019 (RENARET, National Registry of Land). Moreover, only around 20% of the land reserved for
future developments has good access to infrastructure and job opportunities (Figure 11, panel B) and could
be considered as adequate (in terms of location, geology and water availability) according to requirements
set in the National Urban Development Program and Land Use Policy (SEDATU, 20192)).

Many houses are badly located because of widespread urban sprawl

Many households, especially in the South and in the Centre, struggle to access essential urban services
(Figure 12) because of unfavourable housing locations. For example, in case of a health emergency it
takes on average 40 minutes to get to a hospital in Mexico, but it takes almost an hour in Guerrero, Chiapas
and Oaxaca (INEGI, 2022(3)). Housing location is a key feature of good housing, affecting access to jobs,
education and health, as well as recreational and cultural services, thus contributing directly to the
well-being of people and to shaping equality of opportunities.

A key determinant of poor housing location in Mexico is the disconnection among housing, urban and
transport policy that has favoured urban sprawl (INFONAVIT and ONU-Habitat, 20184;). Between 1980
and 2017, the growth rate of urban built-up areas was more than twice (5.4% yearly) that of the urban
population (2.4% yearly) (INFONAVIT and ONU-Habitat, 20187;), causing a significant fall in population
density (from 272 to 100 inhabitants per hectare against an optimal standard of 150 inhabitants per
hectare) (INFONAVIT and ONU-Habitat, 20187;). Low-density urban areas lead to disconnection between
central and peripheral areas, higher cost for the provision of public services and higher criminality and
poverty.
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Figure 12. Many Mexicans are unsatisfied with the time-distance to access urban services

Share of households unsatisfied with the time-distance required to access a service, %
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Source: Encuesta Nacional de Vivienda (ENVI) 2020.

Urban sprawl continued between 2010-18, mostly through a fast increase in built-up area in rural localities
within metropolitan areas (Zubicaray et al., 2021(s)) supporting the hypothesis that new housing continued
developing in low-density areas disconnected from the urban centres (Figure 13). As a consequence,
Mexico is currently characterised by low-density residential-only areas, with prevalence of
single-family dwellings (Figure 14), and increased reliance on private vehicle for transportation
(Montejano et al., 20239]). Mixed land use, which can host residential dwellings, industrial units and public
equipment, is not widespread (8.5% at the national level) (Table 1).

Table 1. Most land in Mexico is used for low-density residential purposes

Composition of use of land by type in metropolitan and rural areas

Type of land use Metropolitan areas Rural areas National
Residential use, high density (%) 1.1 0.1 0.6
Residential use, medium density (%) 26 01 1.6
Residential use, low density (%) 722 86.6 7741
Mixed use, high density (%) 38 0.9 29
Mixed use, medium density (%) 52 54 5.6
Mixed specialized (%) 1.0 0.2 0.7
Services and commercial (%) 2.2 0.3 1.6
Urban Equipment (%) 76 5.9 7.0
Industrial (%) 32 0.2 20
Green and recreational areas (%) 1.1 04 0.8

Note: “Residential use, high density“ have more than 150 dwelling per hectare; “Residential use, medium density* have between 100 and 150
dwelling per hectare; “Residential use, low density” have less than 100 dwellings per hectare; “mixed use, high density* have a ratio of economic
units (industry, commerce and services) to residential dwellings higher than 2; “mixed use, medium density“ have a ratio of economic units
(industry, commerce and services) to residential dwellings below 2; “mixed specialised” is land with economic units and urban equipment;
“Services and commercial” is land with only commercial and services; “Urban Equipment” is land with urban equipment (schools, hospital, public
square, urban infrastructure, transport infrastructure, etc.); “Industrial” is land with industrial economic units.

Source: Monteano et al. (2022).
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Figure 13. Many urban areas still grow faster than population
Growth rate of urban area and population, by urban area population, average 2000-2009 and 2010-2018, %
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Source: Zubicaray, G., et al. (2021).
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Urban sprawl, by increasing administrative fragmentation, reduces the productivity benefits from urban
agglomeration. In Mexico, a city with twice the number of municipalities within its functional boundaries is
on average 3.4% less productive (Ahrend et al., 20141q)). Urban sprawl limits social mobility that has a
positive impact on labour productivity and innovations (Heeckt and Huerta Melchor, 202111)).
Urban sprawl is associated with increasing socioeconomic segregation, with usually
low- and middle- income households living in settlements located in disconnected peripheral areas, while
high-income households concentrate in closed-shape urbanizations (urbanizaciones cerradas) in central
areas (INFONAVIT and ONU-Habitat, 2018;7)). By raising the number of households unfavorably located,
urban sprawl increases the cost of developing transport infrastructure, water and electricity distribution
systems, and wastewater treatment plants (Rojas and Medellin, 2011712).

Figure 14. Most houses are single-family
Occupied residential dwelling types, % of the total occupied residential dwelling stock, 2020 or latest available year
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Note: The classification and terminology on types of dwelling may differ slightly from country to country. In general, detached houses refer to
dwellings having no common walls with another unit. Semi-detached houses refer to dwellings sharing at least one wall or a row of (more than
two) joined-up dwellings. Flats/apartments refer to dwelling units in a building sharing some internal space or maintenance and other services
with other units in the building. Other refers to mobile homes, such as caravans and house-boats.

Source: OECD Regions and Cities at a Glance 2022; OECD Affordable Housing Database.
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Mexico’s new housing policy

The government recently reformed the national housing policy and its governance to facilitate access to
adequate housing to all Mexicans (Box 2). The National Housing Programme 2019-24, and the National
Housing Programme 2021-24, set a series of ambitious objectives including improving the quality of the
housing stock, extending finance to low-income households and informal workers and enhancing policy
coordination. The new housing policy includes a larger support for home improvements and the purchase
of existing homes, abandoned home recovery and a focus on assisted self-build to provide housing to
low-income households. The goal is also to coordinate infrastructure investment at the metropolitan level
and reforming zoning policies to encourage mixed land use, including housing and public services. The
General Law of Human Settlement stipulates that governments at any level must provide tools to generate
land for housing for low-income and vulnerable groups.

The new policy puts a stronger emphasis on providing support to low-income households than past ones
via means testing. This is a welcome change of direction, as in the past the main strategy to increase
access to housing was to facilitate mortgage lending to formal workers, mostly in the highest income
deciles, via federal institutes. This strategy, successfully increased residential investment (Figure 15), also
including a significant part of self-built housing, but failed to grant access to housing to low-income
households and contributed to large developments in cheap lands in peripheral areas disconnected from
jobs and urban services (OECD, 2015p)). Expanding the range of housing subsidies for low-income
households and supporting the creation of a social rental housing sector would be valuable additional steps
to improve access to quality housing. Tasking states with ensuring that municipalities comply with higher
level legislation would help the implementation of national housing and urban development policy. Setting
quality standards and promoting an integrated transport system in metropolitan areas would contribute to
make public transport more efficient and affordable especially for vulnerable people living in peripheral
disconnected areas.

Figure 15. Residential investment is high in Mexico
Investment in dwelling, % of GDP, 2000-2021 average
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Note: LAC is a simple average of Colombia, Costa Rica, and Brazil.
Source: OECD Economic Outlook, Investment by asset (indicator).
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Box 2. Housing policy in Mexico: governance and main programs

The bodies and agencies that hold responsibilities for the design, funding and implementation of the
housing policy in Mexico (Figure 16) are:

Figure 16. A stylised map of the housing policy framework
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e The Ministry for Agrarian, Territorial and Urban Development (Secretaria de Desarrolo Agrario,
Territorial y Urbano, SEDATU) is since 2019 charged with leading and coordinating housing,
transport and land use policy and overseeing all aspects of urban development. SEDATU is
responsible for drafting and implementing the National Housing Programme and contributes to
draft the National Land Policy and The National Strategy of Territorial Planning.

e The National Housing Commission (Comisién Nacional de Vivienda, CONAVI) is the Federal
Agency charged with the implementation of the social housing policy. CONAVI provides subsidies
for house improvements or enlargement, land purchase or self-build, giving priority to vulnerable
households with housing deficits.

e The National Institute for Sustainable Land (/nstituto Nacional de Suelo Sostentable, INSUS) since
2019 focuses on security of tenancy, the regularization of informal settlements and the generation
of affordable land.

e The Institute of the National Fund for Workers' Housing (INFONAVIT) is the Mexican federal
institute for private sector worker's housing that provides its affiliates (private sector workers) with
housing-related mortgage products for buying, remodeling or building a home. The Housing Fund
of the Social Security and Services Institute for Public-Sector Workers (FOVISSSTE) provides
housing-related mortgage products to public sector workers.

e The Federal Mortgage Society (Sociedad Hipotecaria Federal, SHF) is state-owned development
bank that grants loans and guarantees to mortgage intermediaries in Mexico and acts as market
maker in the mortgage market.
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The Ministry of Environment and Natural Resources (Secretaria de Medio Ambiente y Recursos
Naturales, SEMARNAT) issues environmental regulation for urban development and assesses the
environmental impact of urban development projects.

The Secretariat of Communications and Transportation (Secretaria de Infraestructura,
Comunicaciones y Transportes, SICT) is responsible for transport and mobility infrastructure.

The National Bank of Public Works and Services (Banco Nacional de Obras y Servicios Publicos,
BANOBRAS) is a state-owned development bank that finances public and private investment in
infrastructure and public services. BANOBRAS operates the National Infrastructure Fund
(Fundo Nacional de Infraestructura, FONADIN) which provides credit, loans and guarantees for
planning, designing and implementing infrastructure projects with public and private participation
in cities with more than half a million inhabitants in transport, communication, water, environment
and tourism. FONADIN promotes investment in public transport and sustainable mobility through
the Federal Support Program for Massive Transport Infrastructure (Programa Federal de Apoyo al
Transporte Masivo, PROTRAM).

The National Housing Policy Framework currently consists of four programmes that are aligned with the
National Development Plan 2019-24. Among its objectives it aims to reduce the number of substandard
dwellings by 2.2 million units by 2024 (from 9.4 million to 7.2 million) and to promote more compact,
connected and sustainable cities.

The National Housing Programme (Programa Nacional de Vivienda, NHP) aims to provide
affordable high-quality houses to all Mexican through a mix of policies including improving the
quality of existing housing units, promoting the rental market and housing cooperatives, extending
finance mechanisms to people not eligible for a credit via INFONAVIT and FOVISSTE, and
providing assistance to self-build in marginalised areas. The NHP also aims to simplify and
harmonise the housing policy framework and promote coordination across all levels of government
and between them and the private and social sector.

The Urban Improvement Programme (Programa de Mejoramiento Urbano, UIP), coordinated by
SEDATU, aims to enhance access to urban services and urban infrastructure in the peripheral
areas of 100 Mexican cities. The UIP covers a large set of interventions including the rehabilitation
of public spaces, the enhancement of existing infrastructure or the construction of new ones, the
promotion of social production of housing, the provision of security of tenure and property rights,
the promotion of urban planning and land use policy at the metropolitan level.

The National Reconstruction Program (Progama Nacional de Reconstruccién, PNR), operated by
SEDATU and CONAVI together with the Ministries of Health, Education and Culture, provides the
population affected by earthquakes in 2017 and 2018 with a subsidy for housing reconstruction or
relocation.
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Promoting good quality and affordable housing

Many low- and middle-income households cannot afford purchasing a house because of the high price of
houses and land, the difficulty in mobilising developable land, the limited access to credit as well as the
resistance of existing neighbors against densification (INFONAVIT and Fundacion-IDEA, 201813)). A rental
market insufficiently developed is another factor that fails to provide alternative housing solutions. Against
this background, many households, mostly from vulnerable groups, have been left with the only option of
self-build given the inability of public policies to directly provide affordable housing
(Kunz-Bolafios and Espinosa-Flores, 2017[14;) (Figure 17).

Figure 17. More than 60% of housing is self-build in Mexico

Self-build homes, % of total private housing stock
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Note: Only households who own the dwelling they live in are considered. Self-build includes dwellings built by the owner or by others hired by
the owners and excludes purchases of already built dwellings or inheritance. “México” refers to the state of México and not to the whole country.
Source: Encuesta Nacional de Ingresos y Gastos de los Hogares (ENIGH) 2022.

Refocusing public spending on housing

The new housing policy focuses on providing housing subsidies to the low-income population with
substandard housing (rezago habitacional) (Box 2). The task is immense. The target population is one fifth
of Mexican households (7.4 million low-income households or around 25.8 million people) that needs either
a new home (three hundred thousand households) or housing improvements (around 7.1 million
households) (CONAVI, 2021}15). However, the National Housing Commission (CONAVI) has limited staff
(around 400 people, 348 with a temporary position) and financial resources (0.024% of GDP in 2022) to
reach this target. Between 2019 and 2022, it only reached 300 thousand households. At this pace it would
take 97 years to reach the entire target population. In addition to being too small, the budget allocation is
subject to large shifts across social housing programs.

Public spending on housing support is low in international comparison (Figure 18, panel A), and aimed at
supporting the purchase of a home or housing improvements, but not other housing-costs such as rents
or utilities, as in other countries where such housing allowances are significant (Figure 18, panel B).
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Figure 18. Public spending on housing support is low in Mexico

A. Public spending on grants and financial support to B. Public spending on housing allowances
home buyers and homeowners % of GDP, 2020 or latest year available
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Note: Panel A: for Finland, Israel, Mexico, New Zealand, and the United States, information is missing on one programme, and the reported
amount is therefore a lower-bound estimate. Panel: B: Housing allowances are a form of demand-side support generally provided to low-income
households who meet the relevant eligibility criteria to help meet rental and other housing costs, temporarily or on a long-term basis.

Source: OECD Affordable Housing database.

The main housing subsidy scheme (Social Housing Program) suffers from several shortcomings.
A welcome development is that it has become more targeted and favours subsidies for dwellings located
in dense urban areas with minimum infrastructure standards. However, the scheme does not take
sufficiently into account the difference in the price of land or housing across different metropolitan
areas and between central, which are typically more expensive, and semicentral areas
(INFONAVIT and ONU-Habitat, 20184). Another issue, is that it favours the purchase of low-value new
dwellings or self-build over the purchase of existing dwellings, by giving lower subsidies for the purchase
of older dwellings, or renting. The government should expand the range of housing subsidies for low-
income households to include renting and recurrent costs, such as utility bills, and align incentives between
buying (new or old) and self-build. Subsidies provided via co-financing that benefit households with access
to credit that are typically better-off should continue being reduced, as they divert limited funds from poor
towards better-off households.

Box 3. The main housing subsidies programs

The National Housing Commission (CONAVI) provides housing subsidies mainly through the Social
Housing Program (Programa de Vivienda Social, PVS) and the Emerging Housing Project
(Proyecto Emergente de Vivienda, PEV).

e The Social Housing Program targets low-income households (with incomes up to around
15 768 MXC pesos in 2023 or around 900 USD) living in substandard housing
(rezago habitacional) identified through households survey data and Census. Priority is given
to households living in highly marginalized areas, in risk areas, and vulnerable groups
(e.g. indigenous groups, very low income or female headed households). Subsidies may be
used to purchase a dwelling (old or new) or for self-build (new construction, enlargement or
improvement of existing dwelling), relocation (e.g., located in risk area or in areas interested by
priority federal infrastructure projects), reconstruction (after natural disaster), sustainable
integral improvement (including energy efficiency measures such as solar panels, biodigestors,
water collectors) or adaptation of an existing dwelling. Subsidies for self-build are provided via
the Assistance to Social Self-Build Process (Proceso de Producciéon Social de Vivienda
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Asistida) that includes both financial and technical assistance. Households not necessarily build
the house by themselves but receive technical support via certified professionals who operate
locally to guarantee the adequacy of building standards. The subsidy is only disbursed
conditional on CONAVI’'s approval of the final project. The amount of the subsidy varies
depending on whether the beneficiary receives a credit (co-financing modality) or not
(100% CONAVI modality), the cost of the project, and the characteristics of the project. The
support depends on housing location (it is higher in an urban consolidation zone, in areas close
to urban services and public transport, and in high density areas) and its environmental
standards. Eligibility also requires each project to respect local urban planning regulation and
not to be in risk areas. Subsidies for home improvement interventions
(enlargements, rehabilitation) appear sufficient to cover the totality of the costs and are in line
with the average cost for housing interventions (ENVI 2020).

e The Emerging Housing Project started in 2020 as a reaction of the COVID-19 pandemic and
targets low-income population living in marginalized areas in priority municipalities and provides
subsidies only for enlargement or improvement of an existing dwelling. Between 2020 and 2022
CONAVI provided 165 thousand subsidies.

CONAVI provides housing subsidies also via other programs of smaller size, including the National
Reconstruction Program (Programa Nacional de Reconstruccién) targeting the 180 thousand dwellings
damaged by the 2017 and 2018 earthquakes; subsidy programs promoting the resettlements of local
communities living in high-risk areas or the relocation of residents from areas affected by major
infrastructure projects (e.g., Tren Maya); and social housing projects involving indigenous people
(e.g. Yaqui population).

Source: REGLAS de Operacion del Programa de Vivienda Social para el ejercicio fiscal 2023; CONAVI.

A significant part of support in the housing subsidy scheme promotes self-build through the Assistance to
the Social Self-Build Program, which represented around two thirds of CONAVI budget in 2022. Despite
strong efforts, the strategy has some limitations. Firstly, single households do not benefit from economies
to scale in the construction process. Secondly, individual self-build projects are mostly low-density
buildings, such as single-family houses, thus hardly a solution against urban sprawl. The self-build program
should be thoroughly evaluated to assess its effectiveness in improving access to quality housing and
public services among vulnerable populations, including its impact on urban sprawl and densification.

An alternative could be to encourage self-build housing cooperatives where a group of people join forces
to buy land to build housing. As cooperatives are more likely to access credit, the cost might be lower than
for individual self-build. Additionally, a cooperative is more likely to opt for large-scale vertical construction,
limiting urban sprawl. A successful self-build housing cooperative requires legal and organisational skills
(Oviedo-Gonzalez, 201416)) as its members participate in many activities and decision-making processes
including selecting the land where to build, designing and approving the development project, applying for
a credit or a building permit. CONAVI could provide financial, technical, legal and organisational support
for cooperatives as legal and organisational skills might not be widespread among its members. Support
could be provided both directly or via certified professionals or non-profit organisations. Mexico could also
follow the example of Chile where groups of vulnerable households may receive housing subsidies for a
collective self-build project via the Fondo Solidario de Eleccién de Vivienda.

Improving access to credit for low-income households and informal workers

The National Housing Program sets the goal of increasing the volume of credit to low-income households
and informal workers but does not provide clear guidelines on how to achieve it. Informal workers have
almost no access to credit as a formal job is a key requirement to access credit in Mexico
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(Cassimon et al., 202217;). Moreover, affiliation to the social security remains a key requirement to receive
a credit from the federal institutes INFONAVIT or FOVISSTE, even if recent products have started to
extend credit to people who don’t have a formal job but did so in the past (e.g. MejOraSi).

The federal Institute (INFONAVIT) could contribute to improve access to credit for low-income households
and informal workers. To do that, INFONAVIT could improve its assessment of the creditworthiness of
informal and low-income workers by, for instance, using alternative information such as regular payment
of utilities or mobile phone bills, which are increasingly used in several countries to assess the
creditworthiness of informal workers (Maravalle and Gonzalez Pandiella, 2022(1s}). The Federal Mortgage
Society is planning the securitization of mortgages issued by fintechs that use innovative credit scoring
techniques to provide housing finance to customers that are not served by commercial banks or are not
affiliated to social security. This very welcome initiative might be scaled up.

The Federal Mortgage Society is planning to provide direct mortgages on a small scale
(around 2000 credits per year) through a new financial product (hipoteca digital). This initiative would target
households with incomes from formal and informal jobs, though prevalently from a formal source, to help
them purchase houses below 1.5 million Mexican pesos. This financial product targets a segment of the
population estimated at around 2 million households that is currently uncovered by other federal agencies
or commercial banks.

INFONAVIT could also further contribute to improve housing quality. Despite recent increases, it only
allocates a marginal share of its credit portfolio (around 2.4% of the amount of credit issued over
2019-2022) to housing improvements. Even a small increase in the share of the credit amount dedicated
to housing improvements would translate into a substantial increase in the number of credits, as the
average amount of credit for housing improvements is far smaller than that for purchasing a dwelling.

Mexico could reintroduce public mortgage guarantee schemes to facilitate access to credit to low-income
informal workers. Between 2012 and 2021 the National Fund for Social Housing Guarantees
(Fondo Nacional de Garantias para la Vivienda Popular, FONAGAVIP) provided public guarantees that
allowed around 10 thousand low-income households with informal jobs to receive mortgages from
commercial banks at favourable conditions. Public guarantees were rarely invoked (0.4% of the cases).
The elimination of FONAGAVIP in 2021 further reduced access to credit for informal workers.

Mexico could also promote the development of green mortgage financial instruments to support access to
energy-efficient housing. The Federal Mortgage Society provided credit and technical assistance to adopt
ecotechnology to only 70 thousand dwellings between 2013 and 2020 (program Ecocasa). The new
sustainable taxonomy (OECD, 2024 19)) has large potential to facilitate that the public and private sector
define investment strategies conducive to more energy-efficient housing solutions. This is exemplified by
the recent launch of green mortgages by two private banks. Through a green mortgage, homebuyers who
are purchasing energy-efficient homes or making energy-efficient upgrades to existing homes can access
a lower rate on their mortgage, facilitating access to more affordable and environmentally-friendly housing.

Expanding the rental market

Mexico could increase the supply of rental housing through three main channels. A reform of housing
taxation and landlord-tenant regulation could help expand the supply of private houses for rent and support
the formalisation of rental contracts. Fiscal and administrative incentives could be provided to further
promote the involvement of the private sector in increasing the supply of rental affordable housing targeting
middle-income households. Last, developing a social rental housing sector would particularly benefit
low-income households.
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Reforming landlord-tenant regulation

In Mexico the legal process of lease dispute resolution is lengthy and costly. Tight rent controls and high
tenure security reduce rental supply by lowering the expected return from rent (OECD, 2023j20;) and
favours informal rental contracts. The regulatory framework for rental housing could be reformed to strike
a better balance between tenancy protection and the interest of the landlords. This could be achieved by
allowing for reasonably short-term lease duration and clear termination rights and standardised regulation
across states. Alternative out-of-court dispute resolution mechanisms could be introduced to facilitate the
resolution of conflicts between landlords and tenants regarding the lease agreement
(INFONAVIT and ONU-Habitat, 2018y4)). Following the example of Mexico City, specialised tribunals could
be extended to the whole country to expedite the resolution of lease dispute.

A public guarantee of timely rental payment could be provided to landlords
(INFONAVIT and ONU-Habitat, 20184)) (e.g., dispositif visale in France) in favour of vulnerable groups
(youth, seniors, immigrants, only mothers) who are often discriminated (INFONAVIT, 202221;). A past
housing policy initiative aimed to improve formal rental market (Arrendavit) did not prove effective also for
not offering sufficient guarantees against non-rent payment (OECD, 20155). The National Workers'
Housing Fund Institute (INFONAVIT) should allow workers with an INFONAVIT account to use it as a
guarantee for rental payment. This would be a valuable initiative worth putting into place swiftly, as it would
help to expand the size of the rental market and reduce the number of informal rental contracts. It would
particularly benefit young workers and workers transitioning between formality and informality periodically.

Reforming housing taxation

Housing taxation in Mexico encourages homeownership, especially if debt-financed, over investing for
rental housing, especially if equity-financed. This occurs mostly because of a preferential tax treatment of
debt-financed homeownership via mortgage interest relief. The marginal effective tax rate, which measures
the tax incentive to housing investment across tenure types (owner-occupied or rental property) and
financing sources (debt or equity), shows that the minimum return to make investing in debt-financed
owner-occupied housing worthwhile is actually negative (-13%), while it is 11% for an equity-financed
owner occupied housing investment (Figure 19) (Millar-Powell et al., 202222)).

Figure 19. Mexico applies a preferential tax treatment to debt-financed homeownership

Marginal Effective Tax Rates by investment scenario, 100% average wage taxpayer, %, 2016
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Note: Results assume inflation at the OECD average level; with a 20-year holding period; and the returns stemming 50% from capital gains and
50% from rent or imputed rent.
Source: Millar-Powell, B. et al. (2022).
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Phasing out mortgage interest relief would reduce the disincentive to invest in rental housing and imply
further advantages, such as producing a fiscal gain (0.1% of GDP) and reducing inequality, as mortgage
interest relief benefits relatively more high-income households. Reducing it gradually would avoid financial
difficulties for households repaying their loans and limit its potential impact on housing prices
(OECD, 2022j23)). To maintain the benefit for low-income households its eligibility could be restricted via a
threshold on household’s personal income or the property value. Alternatively, a cap could be introduced
on the total interest deduction to be claimed as a tax credit. Mortgage interest relief could be permitted on
secondary residences that are rented, for example by taxing the rental income net of mortgage interests.
As an alternative, Mexico could introduce a tax relief on paid rent for tenants
(such as in Hungary and Ireland), also in exchange for rental contracts at below market level and longer
duration (e.g. contratti convenzionati in Italy) (Salvi del Pero etal., 2016p24;), though this should be
accompanied by measures that disincentivise the use of informal rental contracts and make emerge rental
income. Reducing mortgage interest relief could also moderate house price growth in markets where
housing supply is constrained and where tax subsidies tend to be fully capitalised in housing prices.

Moreover, Mexico could follow the example of several OECD countries that shifted from transaction taxes
to recurrent taxes on real estate as taxing the income produced by an asset is more efficient than taxing
their purchase or sale. Transaction taxes on housing purchases (Impuesto sobre adquisicion de inmuebles
y derecho de registro) in Mexico range between 2% and 6% of the transaction price, depending on the
state and the purchase price. They reduce housing market efficiency by discouraging housing transactions,
and hinder worker mobility via higher transaction costs for owner-occupants than renters. Shifting housing
taxation away from transaction to recurrent taxes should be done gradually (e.g., as in Australia) to
increase its public acceptability (OECD, 202320}). This reform could increase access to credit, especially
for low-income people, by reducing the initial amount necessary to purchase a dwelling.

Increasing the supply of affordable rental housing through the private sector

Incentives could be provided to further promote the involvement of the private sector in increasing the
supply of rental affordable housing. Policy tools may include public-private partnerships (Box 4) or
well-designed tax regimes, such as a tax credit for developers (e.g., the Low Income Housing Tax Credit
in the Unites States). However, these incentives need to be well designed to be effective. In France, the
Loi Pinel sets a maximum rent per square meter at the regional level for affordable rental housing, but in
regions with a tight housing market it is only marginally below market price in the absence of rent control.
Another problem with these initiatives is that they encourage building new flats where rental prices are low,
typically in places where there is little demand resulting in empty dwellings and little effect on rents in
places where rents are high. As an alternative, refundable tax credits or direct subsidies for developers
tend to be more effective but imply higher fiscal costs (OECD, 202223;). Other options include a preferential
administrative regime to promote affordable housing provision, such as a reduction in the number of
authorizations and/or the time necessary to obtain them or a density bonus. Developers could also be
required to build affordable housing as a share of new constructions. This could be achieved through the
use of cross-subsidies, which allow developers to earn profits from selling or renting housing units at
market-rates to subsidise the costs of building affordable housing.

Box 4. Promoting affordable housing via the private sector: the case of Italy and France

Italy established a model of affordable housing based on public private partnership via a system of real
estate funds established in 2009. This system of funds aims to increase the supply of affordable housing
for a specific segment of households, mostly low- and middle-income households who are not poor
enough to access standard social housing but are unable to meet the market price. The system of real
estate funds is composed of a large national fund, funded by the Cassa Depositi and Prestiti (49.8%),
the Ministry of Infrastructure and Sustainable Mobility (6.9%) and private capital (43.8%), that
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participates into a series of smaller local funds to finance affordable housing projects. The system
incorporates an incentive mechanism to promote the quality of affordable housing. Each housing project
is subject to a quality assessment that is performed twice, before and after the buildings have been
handed over to the tenants, and covers aspects such as environmental sustainability, accessibility,
green areas and quality of the dwelling. According to the result of the assessment, a social performance
fee may be paid to the asset management company running the project.

France created the “affordable housing” status in 2014 halfway between social housing and the private
market. Affordable housing are defined as accommodation for households that are too well-off for social
housing but are unable to pay private-market prices. To attract capital from institutional investors the
government created a specific financial framework and set a favourable taxation regime (a reduced
VAT rate of 10% and an exemption to property taxes on developed land for a maximum of 20 years),
in exchange for a minimum rental commitment of 15 years with rents 20% lower than market prices. To
qualify as affordable housing, projects must be located in a “challenged” area defined by law, target
middle-income occupants under a revenue threshold, and have a capped price or rent.

Source: (AVANZI, 2021p25)).

Developing a social rental housing sector

Social rental housing is an important alternative to the private rental sector in many OECD countries,
accounting for around 7% of the housing stock on average, and reaching 21% in Denmark, 24% in Austria
and 34% in the Netherlands (OECD, 2023 2¢)). There are also positive experiences among emerging
countries, such as in Chile and South Africa, where the provision of rental housing for
low- and middle-income households is related to urban regeneration policies (OECD, 202227)). In Mexico,
instead, social rental housing is marginal, consisting of a small-scale pilot project targeting low-income
workers in the army (Vivienda en Renta) and running discontinuously since 2014, and some state initiatives
(e.g., the Instituto de Vivienda de la Ciudad de México provides a partial support to rents ranging between
1500 and 4000 Mexican pesos).

Due to limited public resources, social rental housing also represents a better option than housing
subsidies for Mexico. Moreover, most evidence from OECD countries shows that subsidies, to
homeownership or renting, end up inflating house prices and rents when housing supply is tight, which is
often the case in most Mexican metropolitan areas.

To encourage the development of a social rental housing sector, Mexico could support private
non-profit or limited-profit organisations to supply social housing, such as Community Land
trust in the United States (Box5) or social rental housing associations in Europe
(Heeckt and Huerta Melchor, 2021(11;; Salvi del Pero et al., 201624;; INFONAVIT and ONU-Habitat, 20184)).
For-profit providers can also participate, as in Germany where the social housing stock is predominantly
private and the public sector provides housing allowances to social tenants (OECD, 20232q)).

Encouraging the involvement of non-profit or limited profit private housing associations would have several
advantages. It could promote vertical buildings and multifamily dwellings and help reduce urban sprawl
and make a more efficient use of lands, especially in urban areas. It could reduce economic costs thanks
to economies of scale related to a larger scale of social housing projects than individual self-build. Due to
their established relationship with tenants, some social housing providers could also deliver additional
services such as community development, employment generation, training and youth projects
(such as in Austria). A fourth advantage is that a social rental housing sector does not necessarily imply a
high fiscal cost. The level of public support to social rental housing is usually below 0.1% of GDP
(Salvi del Pero et al., 201624), and in most cases is represented by indirect subsidies (tax reliefs and state
guarantees) rather than direct spending (CECODHAS, 2009;2s)). The possibility of relying on indirect
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subsidies would suit Mexico, whose fiscal stance is characterised by a constrained spending capacity and
a limited ability to ensure stable long-term direct public spending.

Box 5. Promoting affordable housing for low-income households in the United States

Community land trusts (CLT) in the United States, are community-based non-profit organizations that
provide permanently affordable housing for lower-income households through resale restrictions.
Members of a CLT are housing and human service providers, community activists and citizens who
engage with lawmakers and city planners to preserve and expand the supply of affordable housing.
CLTs are enabled to receive funds for property acquisition, rehabilitation, and the sale or rental of
housing units. By statute a CLT determines the use of the land to pursue community needs. CLTs retain
ownership of the underlying land and the resale restriction forces CLTs homebuyers to resell their
homes at a price calculated to keep homes affordable for future generations of income-eligible buyers.
CLTs’ funding for land and property purchases is usually provided either via taxation
(increase in property transaction tax in Ohio), issuance of general obligation bond or land value capture
instrument (the Tax Increment Redevelopment Zones in Houston).

Collaboration between land banks and CLTs may strengthen the supply of affordable housing over the
long-term with land banks holding land and properties to recirculate into use and CLTs needing them
for increasing the supply of affordable housing. The collaboration between land banks and CLT often is
instrumental to the implementation of city’s or county’s housing plans. Experience highlights that
widespread and protracted political support and adequate public funding are key elements for
CLT-Land Bank collaborations to successfully address the need for affordable housing, especially in
urban areas where demand for housing is structurally higher than supply. In the absence of public
funding, land banks typically would sell their properties to privates, with the market driving their end-
use, which reduces their ability to achieve more equitable outcomes in the housing market that are
consistent with community needs.

In Houston, CLT homebuyers could afford a $180,000 house for $75,000 against traditional affordable
housing units selling for approximately $140,000.

Source: (Lowe, Prochaska and Keating, 2022p9)).

Mexico would need to elaborate a financing strategy to underpin the development of the social rental sector
and its ability to effectively pursue its social goal. The experience of European countries provides
interesting options as in the past decades they shifted towards a market-oriented social housing policy and
started relying on private finance to maintain the existing stock and continue the production of new social
housing (Box 6). Social rental housing providers may raise funds via special financial institutions
(e.g., Housing Bank in Norway, Caisse d’Epargne in France) that raise capital through the issuance of
specific and standardised financial instruments, such as social housing bonds (Box 7), self-sustaining
financing-mechanisms (Austria and the Netherlands), including revolving funds (e.g., Denmark and
Slovenia) or directly accessing financial markets relying on their equity as collateral (United Kingdom and
Finland). In Mexico a federal institute (e.g., INFONAVIT), could play the role of special financial
intermediary that supports the financing of the social housing sector. Over time, as the social housing
sector grows, equity contributions from selling assets (land, dwelling stock) or from their tenants
(e.g., in Austria social tenants provide an initial deposit) and the rent paid by social tenants might become
available funding options.
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Box 6. Funding strategies for social rental housing

The funding of the social rental sector encompasses a variety of sources that include public funding
(direct and indirect subsidies, public loans), debt finance, equity contributions and rents paid by social
tenants. Public support may include direct provision of social rental housing (transfers to the local
authorities that own the stock) and subsidies to non-government social rental housing providers
(supply-side subsidies in the form of grants, public loans from special public credit institutions and
government-backed guarantees).

France created a dedicated circuit of investment and savings to promote social housing investment, the
“Livret A” fund, which represents around 70% of social housing funding. The “Livret A” is a special
savings deposit that can be opened in any commercial bank and pays a tax-free interest rate. These
short-term savings deposits are pooled and converted into low-interest long-term loans for social
housing by the state-owned financial intermediary (Caisse des Dépéts et Consignations) in exchange
for a fee remunerating the banks for collecting the funds and paying the interest.

The system of home loan savings (Bausparen) is a saving scheme widespread in Austria and Germany
addressing housing investment. It consists of a savings contract with a specialised credit institution, in
which the customers accumulate savings up to reach a given amount, usually around 40% of the
housing project, before qualifying for a loan on prearranged terms (maturity and interest rate). The
Bausapern system is a closed credit system that transforms saving deposits into long-term loans, and
is funded only by savings and amortisation payments. This saving scheme is attractive for customers
because it benefits from a state contribution to the interest rate.

In the Netherlands a strong security structure facilitates the financing of the social housing sector by
reducing credit risk for banks. This mechanism grants financial independence to the Dutch social
housing system where housing associations are private, non-profit enterprises who receive no direct
public subsidies. Housing associations access bank loans at a favourable interest rate thanks to the
guarantee provided by the Fund for Social Housing, whose capital acts as collateral. This Fund is
established by housing associations that contribute to its capital via regular payments (the guarantee
fee). The Fund grants guarantees to housing associations after an assessment of its creditworthiness,
thus affecting its borrowing ability. A supervisory body monitoring governance, integrity and financial
management of housing associations (Housing Association Authority) represents the second level of
security, and Dutch State and municipalities are the guarantor of last resort.

Denmark provides a successful example of a two-pillar financing mechanism for the social housing
sector. The first pillar are State guarantees that allow housing association to access bank credit.
State-guarantee commercial bank loans account for almost 90% of the financing for new social housing
investment. The second pillar is the National Building Fund, which provides housing association with
the financing for renovation, development and investment in existing residential stocks. The National
Building Fund is an independent institution that operates outside the state budget as a private fund. It
is financed by a share of the rents of social housing tenants and operates as a revolving fund, serving
as a savings account for the entire social housing sector.

In South Africa financial sustainability of social rental housing projects is based on cross-subsidisation
(higher-income tenants subsidise the rents of lower-income tenants) and government grants, but rents
paid by tenants play a larger role. Potential beneficiaries of social rental housing must demonstrate
regular income.

Source: (OECD, 202326; OECD, 2022,7; CECODHAS, 20092s)).
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Box 7. Social Housing Bond Financing

Housing Banks in Austria are an example of housing bond financing. They raise private capital through
the sale of Housing Construction Convertible Bonds. These bonds are a specific financial tool whose
sale is entirely allocated for social rental housing investment. The sale of these bonds provides around
45% of the financing requirements of housing associations for new housing and refurbishment. These
bonds bear an interest rate that is 1 percentage point lower than capital market bonds, which reduces
costs for housing providers. Despite the lower interest rate, they are an attractive long-term
low-risk investment due to a favourable tax treatment, which includes waiving the capital income tax for
the first 4 per cent of the coupon rates and a tax deductibility of the purchasing price
(Deutsch and Lawson, 2012p30). It has been estimated that for every euro of foregone
tax revenue these bonds generate around 20 euros of investment in affordable housing production
(OECD, 20232¢)).

Another example of financial intermediary is the Bond Issuing Cooperative for Limited Profit Housing in
Switzerland that raises capital by issuing state-guaranteed bonds. This capital is used to provide cheap
loans for non-profit housing construction. Loans from the revolving fund contribute up to 70 percent of
the cost of the total project.

The Australian Affordable Housing Bond Aggregator (AHBA) is a financial intermediary that facilitates
the financing of affordable housing through the issuance of housing bonds in Australia. The AHBA
provides long-term loans on favourable terms to Australian community housing providers (CHPs) by
issuing housing bonds. CHPs can use the loans to build and purchase new dwellings, maintenance of
existing housing stock and the refinancing of outstanding debt. Loans from the AHBA helped CHPs
increase the stock of affordable housing by around 13000 dwelling units between 2018 and 2021.

This financing model also may benefit from issuing social bond. On February 2020, Cassa Depositi e
Prestiti S.p.A. (“CDP”) issued its first Social Housing Bond worth 750 million of euro that were allocated
to 235 social housing projects that will produce 4226 social housing units for around 11 thousand
beneficiaries. A potential issue with this model is that might not suit objective of social housing for the
very poor, nor it is clear if the level of rent in these social housing is sufficiently below the market level
as to provide an effective alternative.

Source: (AVANZI, 202125;; Deutsch and Lawson, 2012;30;; OECD, 2023 26)).

A social housing sector requires a strict regulatory framework for housing providers and a tight monitoring
of the sector, in exchange of the advantages it receives (different type of subsidisation) in recognition of
its social function. The regulatory framework should ensure operational efficiency and financial prudence
of social housing associations, thus contributing to build up high levels of confidence to all stakeholders.
Adequate financial supervision is key to help avoid financial and operational mismanagement and
excessive financial risk, especially if housing associations are allowed to invest in activities beyond social
housing, which should be avoided. Ensuring prudent financial management is especially important to build
up credibility in financing mechanism relying on access to financial markets or commercial bank loans
(OECD, 202326, CECODHAS, 20092s)).

Supervisory authorities could be established at the federal level to control governance, integrity and
financial management of the whole sector (housing associations, financial intermediaries), and should be
provided with sanctioning powers (financial penalties, appointment of a supervisor). Special financial
institutions could also be charged with controlling the financial health of housing associations
(e.g., the Fund for Social Housing in the Netherlands). Housing associations might be subject to self-
monitoring rules and administrative review that is periodically verified by an auditor set by the housing
organisation (e.g., Denmark), thus introducing a first internal layer of monitoring, or produce an annual
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report in which determine the value of their property on the basis of market value to facilitate greater
transparency.

The regulatory framework should ensure that social housing associations provide good-quality housing for
the most disadvantaged households. In this respect, the level of the rent paid by social tenants should be
based on effective construction costs (e.g., Austria, Denmark, Finland or Switzerland) rather than on
tenants’ income (Australia, Ireland, New Zealand, Japan) or dwelling characteristics and location
(the Netherlands and Estonia). Financial and fiscal incentives as well as administrative facilities that reduce
the costs of rental housing projects would help lower the level of rent. Setting a fixed term tenancy with
renewal subject to reassessment of eligibility, would avoid that tenants whose situation improved might
have no incentives to find a different housing solution. In alternative, tenants whose situation had improved
and did not fulfill anymore eligibility requirements could remain and pay market rent. Increasing equity in
access to social rental housing needs to be weighed against the advantages of social diversity,
disincentives effect for economic advancement in case of insecurity of tenure, administrative costs linked
to periodic reviews of tenancies.

Reinforcing formalisation and avoiding the formation of informal settlements

The lack of affordable and social housing is the main cause of irregular settlements, that are widespread
in Mexico. Irregular settlements are illegal if they occupy specific areas (risk areas, areas with a right of
way, natural protected areas), irregular if they do not comply with urban regulation and informal if there is
no property title. In Mexico around 25% of the population lives in informal dwellings, of which there are
between 4 and 7 millions (IMCO, 201131;; OECD, 2015(s)).

The regularization of informal settlements has been one of the main strategies to provide land to
low-income households, together with subsidies and the purchase of land for urban development
(reservas territoriales) (CONEVAL, 2018)). However, this strategy has a high cost for inhabitants and the
public administration. Inhabitants face insecurity of tenure (vulnerable to eviction and expropriation), lack
access to public services and can be located in areas that are unsafe or exposed to natural risks.
Municipalities do not always enforce construction standards in informal settlements and while they may
tolerate informal settlements out of political interest they may be prone to corruption during the process for
their regularisation. Providing services to informal settlements is estimated to cost between 3 to 8 times
more than infrastructure provision to a planned development (Aristizabal and Ortiz, 2002;32)). Informal
settlements do not pay property taxes.

Mexico should reinforce title formalisation. The National Institute for Sustainable Land (/nstituto Nacional
de Suelo Sustentable, INSUS) provides a subsidy for the regularization of land tenure and the property
registration. Around 42 thousand property regularisations were achieved between 2019 and 2022, against
a target population of at least 4 million. A large majority of the population reports problems in the housing
registry process (83%) (CONEVAL, 2018g)).

Box 8. Increasing the supply of land for affordable housing the case of Bogota

The city of Bogota set up a land bank in 1999 (Metrovivienda) to reduce the price of land and boost the
supply of affordable housing for low-income families, thus preventing the spread of informal settlements.
The land bank would ensure a low land price by buying cheap land in unserviced areas before zoning
changes (change in the use of land) or granting planning permission. The land would then be resold to
private developers, thus recovering the initial cost of buying and servicing the land. The demand for the
new affordable housing was ensured by housing subsidies and credit facilities.

MetroVivienda faced several challenges that slowed its action and partially reduced its effectiveness.
The inability of public utilities of quickly servicing the land, lengthy disputes over legal ownership of
some plots of land, and hesitation of private developers contributed to delay its action thus lengthening
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the period of time between purchasing, servicing and reselling the land from the initial estimate of two
years to eight years.

The use of housing subsidies led landowners to increase the price of land anticipating the development
project, thus preventing from selling cheap urbanised plots to builders, who in turn could not provide
affordable housing to the very poorest. To partially address these barriers some changes occurred over
time, including a major emphasis on vertical construction to increase densification, the freezing of the
price of land at the level of the moment the development project was approved and the involvement of
housing associations other than private builders. Over time Metrovivienda stopped acting as a bank
land and limited its action to establishing projects in association with local landowners.

Metrovivienda successfully provided high quality infrastructure in its serviced lands and promoted a
more widespread densification. However, it failed to provide good and affordable housing for all and
reduced but did not stop the spread of informal settlements. External factors heavily hampered its
activity, including different political alignment between the city and the national government, structural
problems that made it difficult the distributions of housing subsidies, extremely legalistic judicial and
planning systems that lengthened the time for its operation and hostility from the construction sector
reluctant to develop social housing projects within the city possibly to avoid more intense controls and
higher taxes than in less well organised municipalities outside.

Source: (Gilbert, 2009;33)).

Mexico could follow the experience of several OECD countries and use land banks to improve access to
cheap land for affordable housing, especially in urban areas, promote a well-ordered urban development
and prevent new informal settlements. A land bank usually buys rural land before it is transformed into
urban land to secure a part of the increase in value that otherwise would be seized by private landowners
and building developers. Thus, land banks are less effective in increasing land supply in central urban
areas where the price of land is already high. The example of the city of Bogota in Colombia (Box 8) could
be especially relevant for Mexico.

Addressing urban sprawl

With around 80% of the Mexican population living in urban areas, a share that is projected to increase in
the future (Zubicaray et al., 2021s]), housing and urban policies need to be aligned. However, in Mexico,
housing policy is often defined in isolation from transport infrastructure and urban planning. This
contributes to urban sprawl that fuels spatial segregation, with vulnerable groups often living in peripheral
areas with limited access to jobs, transport and urban services. Unfavourable living conditions in these
marginalised areas, in turn, cause widespread house vacancy.

Enhancing coordination on housing and urban policy

Horizontal and vertical coordination across institutions remains problematic, also because relevant federal
agencies bear different visions of urban development (Zubicaray et al., 2020;34;), complicating the task of
translating national urban and housing policy into concrete actions. Urban policy is fragmented across
levels of government. By law local policies should align with national targets but there is currently no
mechanism to actually enforce it. When a new administration takes over (federal, state and municipal), it
should produce a new urban development plan that integrates higher-level legislation, but it is not obliged
to do so. In addition, environmental and urban planning regulation do not share homogeneous criteria,
which leads to further inefficiencies in land management. To obtain a building permit only the environmental
or urban planning regulation needs to be met, not both.
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Recent changes in governance have positively streamlined the institutional landscape. Since 2018 the
Ministry for Agrarian, Territorial and Urban development (SEDATU) has been given authority to lead and
coordinate all public agencies involved with housing, transport and urban development and is responsible
for achieving the targets set by national housing and urban development policies. Adopting a national
common code for urban development, zoning and housing would also help to promote an ordered
development. However, to carry out these tasks and its increasing responsibilities SEDATU may need
additional funding. Its budget dropped by around one third in real terms between 2019 and 2023.

Strengthening municipalities’ capacity to implement urban development policies

Municipalities often lack the technical capacity to meet the complex challenges implied by urban
development. A key factor explaining the structural weakness of housing and urban planning governance
resides in the disparity between resources and responsibilities of municipalities. Municipalities by
constitution are responsible for land administration within their jurisdiction and decide on land use
(secondary zoning), oversee the cadastral management, set property taxes, and provide public services
and infrastructure. However, financial, technical and staff resources available to most municipalities are
insufficient to cope with these responsibilities. A large majority of municipalities does not have an urban
development plan (INFONAVIT and Fundacién-IDEA, 2018;13)) or a modern cadastral system. This implies
that, when issuing a building permit, they may be unable to quantify obligations (e.g., conditions,
impact fees) imposed upon the developers to offset the extra pressure on urban infrastructure and services.

Municipalities undermine the implementation of national policies as typically they forego updating
regulation to integrate higher level government guidelines. For example, few municipalities have integrated
environmental criteria in urban planning despite national legislation requiring it. However, federal and state
bodies have little control over it. A development project that violates federal or state regulation cannot be
prosecuted if the federal/state regulation has not been integrated into municipal legislation on urban
planning.

The distribution of urban planning powers across levels of government could be reformulated to prevent
irregularities and enforce intergovernmental cooperation. This could be achieved via a new legal
framework that clearly defines competence allocation at each level of government. For example, states
could be tasked with ensuring that municipalities comply with federal and state urban and housing law.
Municipalities could retain the power of proposing secondary zonification that should however be validated
by states. This might require a constitutional reform. Alternatively, establishing a federal agency with
sanctioning power could help prevent municipalities from violating federal and state legislation when
issuing building permits or changing the use of land. Such an agency could follow the model of the Federal
Attorney Office for Environmental Protection (Procuraduria Federal de Proteccion al Ambiente). SEDATU
should complete a revision of urban planning legislation across levels of government to identify and resolve
contradictions.

To facilitate the enforcement of housing and urban legislation at the local level, the elaboration of urban
development plans could be carried out by an Urban Planning Institute endowed with the necessary staff
and technical resources. Several small municipalities outside a metropolitan area could be served by a
single Municipal Urban Planning Institute (Instituto Municipal de Planeacion, IMPLAN) to benefit from
economies of scale. Currently, only around 70 municipalities (out of 2456) have an IMPLAN. The
successful model followed in Monterrey (the Metropolitan Development Centre of Monterrey), supported
by a high-level academic institution to provide analysis and technical advice, could be extended to more
municipalities. Metropolitan areas, which concentrate most of the population (63%) and economic activity
(76%) (SEDATU, 202135)), should instead charge a Metropolitan Planning Institute (/nstituto Metropolitano
de Planeacion, IMEPLAN) with planning urban development and transport infrastructure to overcome a
lack of coordination at the metropolitan level. Currently only three IMEPLAN exist, as the legal framework
for establishing metropolitan area decision making structures is weak (no binding instruments) and political
misalignments often represent a major obstacle to inter-municipal coordination (ICAM, 2015(g)).
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State legislation could make compulsory the establishment of metropolitan planning institutes, following
the example of Jalisco. Municipalities should also gradually build up competences on urban planning to
complement the technical assistance received by an urban planning institute (IMPLAN or IMEPLAN).

Improving the institutional design of municipalities

Municipalities are short-term institutions with long-term responsibilities. The 3-year mandate of the
municipal government, with the possibility of having a second mandate, implies a high staff turnover, which
makes it difficult to ensure human capital accumulation in its administration. It also reduces political
incentives to undertake projects that go beyond the three-year term (OECD, 2015;5)), such as long-term
investment in urban development.

To create incentives to maintain personnel with technical skills in municipalities, the allocation of federal
funding (budget and federal programmes) could be conditional on civil servants having certified knowledge
of urban planning regulation, for example by having attended courses in management of urban
development and territorial ordering organized by the National Institute for Federal and Municipal
Development (INAFED). Introducing in large municipalities the figure of the city manager would provide
continuity in public service despite changes in the administration and insulate administrative duties from
the political cycle (OECD, 2015;5)). Its position should have a legal back up at the state level that ensures
a duration longer than the municipal term so that the contract cannot be terminated at the arrival of a new
elected authority, clearly defined responsibilities and powers, including that of hiring and firing municipal
personnel.

Increasing the revenues of municipalities

Municipalities should increase their own fiscal revenues to be able to implement public investments to
reduce social segregation, strengthen access to housing or boost public transport infrastructure.
Municipalities currently often lack staff and the technical knowledge to use efficiently their municipal tax
power, which includes setting and collecting property taxes and tariffs associated with the provision,
maintenance, and management of public services (street lighting, water and sewage services, solid waste
disposal, local police, green area and markets). Political interests and legal limitations impede
municipalities from charging for waste collection (ICAM, 201536), which in turn prevents them from
implementing national regulations on recycling. Having a modern, complete and updated cadastral system
is key for strengthening municipal taxation via tax property collection (OECD, 20241q)). However, a fourth
of Mexican municipalities in 2020 did not have a cadastral system, another third (32.4%) had a cadastral
system with incomplete property information, and in almost all cadastral systems the value of properties
was severely undervalued (IMCO, 2022;37)). Finally, a cadastral system should be completed by valuation
rules and a valuation approach on how immovable property are valued. Both should be defined by the
central government to allow Mexico to have a coherent and consistent land value taxation.

Addressing urban sprawl and vacant housing

Promoting densification and urban regeneration

Mexican cities have the potential to increase density. The average building height in large cities is below
the OECD average (Figure 20). Increasing building height in underused intraurban areas could help curb
urban sprawl (INFONAVIT and ONU-Habitat, 20184;).

To constrain urban sprawl, the design of urban planning tools could be strengthened to better consider
environmental and transport connectivity. Urban planning tools aimed at providing land for increasing
urban density exist in Mexico but are rarely used. Expropriation is difficult and too costly given the limited
resources of local governments. Financial and administrative incentives promote urban densification in
specific urban areas disposing of adequate urban infrastructure (so called urban growth perimeters or
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zonas de contencion urbana), and since 2022 the credit allocation of the Institute of the National Fund for
Workers' Housing is restricted to properties within urban growth perimeters. However, there is room to
improve the design of urban growth perimeters by better taking into account transport connectivity and
existing infrastructure capacity (SEDATU, 20193s)), as accessibility to urban services is determined via
linear distance, which may be misleading depending on geological characteristics (e.g., if a cliff separates
two contiguous areas).

Densification may be promoted through urban regeneration programs that include a high-density mixed
use of land for residential and other uses. Ideally, these would include different types of residential units
(high- and low-value, as well as areas for self-built homes) and provide key urban services (e.g., schools
and hospital), jobs and transport infrastructure. Such urban densification and high-density mixed-use areas
could also help recover productivity benefits from agglomeration.

Figure 20. The average height of buildings is low

Average building height in cities (functional urban areas of more than 500,000 inhabitants), metres, 2021

15 15
10 — 10
5 5
0 = 0
T Z S5 S2RPYoZi o839k 8S50EE5s 5858 4Ly
2“‘30—'0—'%m<_>§om<Iozaogn—o—<¢20m—_.—,o§

Source: OECD Regions and Cities at a Glance 2022.

A recent collaboration among INSUS, local housing institutes and state governments aims to provide
affordable housing through redevelopment projects that adopt a mixed use of land. Cheap land and
residential units for low-income households would be funded by selling commercial and high-value
residential units (cross-subsidies). The National Infrastructure Fund (FONADIN) and loans from
international institutions would provide funding for infrastructures. Potential beneficiaries of these projects
will be selected on the basis of existing lists held by local housing institutions. This is a welcome initiative
that could be scaled up.

Box 9. The Urban Improvement Program

The Urban Improvement Program (programa de mejoramiento urbano, PMU) aims to reduce inequality
in marginalized urban areas characterised by lack of urban infrastructure and equipment and with
widespread insecurity of tenure.

It includes three types of interventions: the Neighborhood Improvement Program (NIP), which offers
federal subsidies for supplying basic (e.g. water infrastructure, electricity, public lights, underground
cables for energy and fata) green, and mobility infrastructure (road, pavement, bike path); the Subsidy
for Private Land Property Regularization (Vertiente de Regularizaciéon y Certeza Juridica de la
Propriedad), under the responsibility of the National Land Institute (INSUS), which provides technical
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and financial support to regularize and obtain property title of plots in areas that are categorized as of
residential use; and the Financing Program for Municipal Planning (FPMP), under the responsibility of
the Ministry for Development of Agricultural and territorial Ordering (SEDATU), which provides financial
and technical aid to municipalities and metropolitan areas to elaborate urban plans to promote urban
consolidation.

Source: (Heeckt and Huerta Melchor, 2021;11).

The Neighborhood Improvement Scheme (Mejoramiento Integral de Barrios) of the Urban Improvement
Program (programa de mejoramiento urbano, PMU) (Box 9) provides federal subsidies to Mexican
municipalities for requalifying marginalised areas. The budget of the NIP has been volatile between 2019
and 2022, ranging between 0.014% of GDP in 2022 and 0.038% of GDP in 2021 (CONEVAL, 202239)).
Early assessment finds that the urban improvement interventions funded via the NIP increased citizens’
satisfaction with the urban environment, though results are less clear on a positive impact on safety or
mobility conditions. The PMU could be strengthened to ensure that the infrastructure provided receives
maintenance over time, which is key to permanently improve living conditions in marginalized areas.

Large municipalities could opt for densification by converting underused or vacant commercial buildings
located in central urban areas into residential use, following the example of the city of Paris (Box 10). It
could be an opportunity to improve the urban infrastructure, legalise informal settlements or foster
mixed-income housing developments with some units for low-income residents to reduce socioeconomic
segregation. Densification and urban regeneration strategies should, however, ensure that low- and
middle-income households are not priced out, as the experience of Mexico City shows (Box 10).

Box 10. Densification and reurbanisation strategies: the case of Paris and Mexico City

The City of Paris in its 2023 local urban plan, which set the urban strategy for the next 10-15 years, set
a social housing goal of 40% of the city housing stock, above the threshold set by the Urban Solidarity
and Renewal law. This goal includes 30% social rental housing and 10% affordable housing
(around 20% below market price), by 2035. In 2021 social housing was 24.8% of the city housing stock.

The main strategy to achieve this target is the reconversion of existing commercial property
(office buildings, aerial garages, hotels) to residential use (rental housing, either social or affordable).
This will increase the supply of residential units without consuming urban land, strengthen the urban
social mix, and improve the quality of the buildings (e.g., energy improvement). This strategy is
supported by the 2018 Elan Law that allows for derogation from local urban planning in case of
conversion of commercial property to residential, namely allowing for a density bonus of 30% with
respect to the size of the original building and by reducing parking slot requirements. The increase in
the use of distance working, which accelerated during the pandemic, is likely to augment the surface of
vacant commercial property that is susceptible to reconversion in central urban areas. To increase the
supply of housing the new local urban plan will impose on any new development project of more than
5,000 square meters (about 80% of building permits granted) to have a minimum share of 10% of its
built area dedicated to residences. The cost of this policy will be financed through an increase in the
recurrent tax on residential property (taxe fonciere).

The Special Program for Urban regeneration and Affordable Housing 2019-24 of Mexico City sets
guidelines and strategies to generate land for social housing aimed to low-income and vulnerable
groups, such as focusing on multi-family housing (conjunto urbano en regimen de propriedad en
condominio) in low density urban areas with adequate urban infrastructure (water, massive public
transport network).

The program defines fiscal benefits and administrative streamlining, including virtual one-stop shop, to
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incentivise the production of affordable housing in selected priority areas (23 corridors and 7 zones). It
includes developing new regulations and infrastructure standards for more transit-supportive built
environment and setting new standards for areas where urban development is occurring (e.g., width of
streets and sidewalks, the distance between buildings and the street, number of parking spaces).
Administrative benefits include changes in the use of land, land assembly tools and a legal framework
that facilitates agreement among public, private and social actors to voluntarily pool together properties
involved with a redevelopment project. For private developers to benefit from these advantages a share
of 30% of new built-up area must be affordable housing. Public investment would complement private
investment by improving urban area infrastructure.

Source: (Urban Institute, 2021p405; Chocron, 20221; INFONAVIT, 202142;; Delgadillo, 20163)).

Promoting the reuse of vacant housing through taxation and land banks

Around one seventh of the Mexican housing stock is vacant (between 5 and 6 million units) mostly in urban
areas (CONEVAL, 2018s); INEGI, 2020p41). Vacant housing is widespread in all states, though the states
of México, Veracruz and Jalisco rank the highest in terms of number of abandoned houses
(INEGI, 2020p44;). Lack of urban services, distance from workplaces and rising violence are the main
reasons for abandoning a house.

Mexico could promote the reuse of vacant housing to increase the supply of housing without consuming
further land, but on-going experiences suggest that this is not that easy. Several strategies have been
adopted with modest results as they are mostly small-scale projects and it is difficult and time-consuming
for public institutions to reclaim vacant properties. For example, the program Rent your House
(Renta tu Casa) by the municipality of Tlajomulco (in the state of Jalisco) allows homeowners to rent a
vacant dwelling to the municipality at market price, that rents it to low-income households for a
below-market rent and a few hours of social work. In three years only 90 dwellings were rented out of a
stock of 17 thousand vacant housing units (INFONAVIT, 2022p21)). Often abandoned houses or houses
under foreclosure are occupied illegally, thus streamlining property dispute resolution could facilitate
municipalities reclaiming abandoned properties to increase the effectiveness of the program.

Another example is the Housing Regeneration Program to improve urban and transport infrastructure in
distressed areas with high vacancy rates. Between 2020 and July 2023 13 cooperation agreements have
been signed by the Institute of the National Fund for Workers’ Housing (INFONAVIT), the Ministry for
Agrarian, Territorial and Urban Development (SEDATU) and several municipalities aimed to recover
around 131 thousand abandoned dwellings, mostly located in the Northern frontier and outskirts of main
metropolitan areas. If successful, these cooperation agreements could be extended to other municipalities.
However, challenging coordination with municipalities because of their limited technical and financial
resources and political interest in projects beyond their 3-year municipal mandate, is slowing the
implementation of the program.

Mexico could use taxation to incentivise the use of land and housing. OECD experience shows that
recurrent taxes on vacant dwellings, or even a split rate taxation where land is taxed at a higher rate than
structures, can discourage vacant and underused land and property in suburban areas (OECD, 2022/23)).
In France, a tax on vacant housing (taxe sur les logements vacants) is estimated to have reduced the
vacancy rate by 13% between 1997 and 2001 (Segu, 2020p5)) (Box 11). In Mexico, taxing vacant housing
would first require municipalities to establish a modern cadastral system and a public registry of property.
In addition, the property dispute resolution mechanism would need to be streamlined.
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Box 11. The tax on vacant housing in France

A tax on vacant housing is currently applied in French municipalities with more than 50 thousand
inhabitants and where there is a “substantial disequilibrium” between supply and demand. An
unfurnished dwelling unoccupied without justifications for more than one year is considered as vacant.

The tax base is the yearly rental income that the property could produce had it been rented that is
determined at the local level and regularly updated considering rental market prices and inflation. The
tax rate is set at 17% of the yearly rental income in the first year of vacancy and at 34% in the following
years. The incentive to rent or sell a vacant unit increases with its size and with the rental price of the
area where it is located. Since 2006 municipalities that cannot apply the tax on vacant dwellings may
opt for setting a less-onerous version of the tax on vacant housing (taxe d’habitation sur les logements
vacants).

Source : Ministére de 'Economie des Finances et de la Souveraineté Industrielle et Numérique.

Mexico could use land banks to deal with existing vacant houses following the example of the United States
(Box 12). Land banks acquire problematic properties (abandoned homes, vacant lots, commercial
buildings, industrial sites), renovate them, either directly or by selling them to rehabbers, and then sell them
on the private market. Such banks exist in some Mexican states but they do not redevelop housing. Mexico
could allow not-for-profit land banks corporations to acquire and redevelop vacant or abandoned properties
(also tax delinquent or tax foreclosed) and return them to productive use. This would require clear statutory
authority to acquire properties, reliable revenues (e.g., bond issuance), clear guidelines of the type of
properties that can be acquired and the uses to which can be converted (OECD, 2015(5)).

Box 12. Using land banks to address vacant housing in the United States

In the United States many states created land banks via local legislation to address issues caused by
abandoned properties (e.g., safety and neighborhood deterioration). Land banks acquire problematic
properties (abandoned homes, vacant lots, commercial buildings, industrial sites), renovate them, either
directly or by selling them to rehabbers, and then sell them back to the private market. Land banks are
granted special powers including obtaining vacant property at low or no cost through the tax foreclosure
process and benefiting from preferential tax treatment on the properties purchased (e.g., land tax-free
and extinguished back taxes). These powers permit land banks to strongly reduce the costs associated
to the lengthy procedure for obtaining a clean title (title free of claims or disputes about the ownership)
over these properties, which can take two years or more. Such a lengthy amount of time scares off
private developers that, differently from land banks, would have to pay taxes and interest during the
time they own the property.

Land banks in the United States are designed to pursue local land use goals and community needs and
engage frequently with community stakeholders. To build and maintain trust with the public land banks
ensure complete transparency about their operations, programs and policies. Funding sources are
usually revenues from the sale of properties and public transfers (local, county and federal government).

There are over 170 land banks in 22 states across the U.S., and their number increased as a response
to the 2007-2010 foreclosure crisis. In many states land banks were successful in returning abandoned
property to a productive use thus contributing to decrease crime rates, increase property value and
improve the overall quality of life of community members. For example, in Ohio land banks between
2013 and 2017 demolished more than 1600 blighted structures and facilitated the re-use of 1300 vacant
lots.

Source: (Reed, 2017g)).
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Improving urban mobility

One key problem in many cities is connecting developable land to infrastructure. Many Mexicans spend a
long time travelling from home to work because of an inefficient and costly public transport system. Massive
transport remains a marginal mode of transport. Long and expensive travelling time affects mostly
vulnerable people living in peripheral disconnected areas. At the same time federal funding for mobility
largely favours road infrastructure projects, as opposed to public transport.

Enhancing the public transport system

An efficient urban public transport system, by making it easier for people to move throughout the city, can
facilitate access to jobs and urban services to the whole of population, contributing to improve equality of
opportunities. The public transport system is inefficient and obliges many Mexicans to spend a long time
travelling from home to work or to school. The average travel time by public transportation is highly
heterogeneous between central and peripheral areas but can be twice as much as that of private vehicles
(INFONAVIT and ONU-Habitat, 20187;). Massive transport remains a marginal mode of transport in
Mexico, except for Mexico City, where massive transport is used by 25% of workers to get to their
workplace (INEGI, 2020u4;). Recent efforts to diversify transport modes towards massive transport
(e.g. Optibus in Leon; Macrobus in Guadalajara) and active mobility (public bike sharing and bike parks
close to massive public transport areas) have not yet produced relevant results, apart from a few
exceptions such as Mexico City (IMCO, 2019p7).

Public transport is also expensive. The share of households’ income spent on transport is among the
highest among OECD countries (Figure 21), with households spending 19.4% of their total expenditure on
transport. Such high costs reflect, among other factors, inequality in access to mobility. In the absence of
an integrated transport system, residents of disconnected peripheral areas, mostly vulnerable groups
(poor, children, youth, senior, women) (SEDATU, 2018us]), need to pay for several trips to reach their
destination.

The public transport system is also polluting. It is based on a weakly-regulated model with many small
private concessionaires that run low capacity and old-technology minibuses. Around half of the fleet is
more than 15 years old and has low-energy and low-environmental standards (SEDATU, 2018us).
Moreover, it is dangerous, with around 10% of the population in 2017 having been victim of an assault or
theft crime on the street or in public transport (Encuesta Nacional de Victimizacion y Percepcion sobre la
Seguridad Publica).

In the short term, Mexico could introduce standardised contracts that set clear criteria on the quality of the
service and clear environmental standards for the fleet. Affordability could be improved by ensuring an
integrated transport system where customers pay once for using different transport modes.

Over time, Mexico should continue its efforts to promote efficient, multi-modal transport through
infrastructures that integrate public transportation, bike-sharing services, and car-sharing programs. The
use of digital technologies would help transform mobility by facilitating multimodal travel, improving the
synchronization between different transport modes and facilitate access to greener alternatives. To allow
for a wider range of urban mobility options and reduce incentives for using cars, road surface should be
redistributed away from cars and towards massive public transport and bikes (reducing parking spaces,
road space to be dedicated to public transport and bike routes). This transformation of the public transport
model would provide many benefits, including reducing traffic congestion and pollution, cost and time spent
on travelling, and improving public health and well-being.
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Figure 21. Transport is expensive in Mexico

Share of final household consumption expenditure by item, 2019 or latest year, %
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Source: OECD Annual National Accounts Database; Eurostat Annual national accounts database.

Re-focussing federal funding for mobility projects

Federal funding for mobility is biased in favour of road infrastructure projects (74% of federal transfers
between 2007 and 2017) and only a fifth of all federal funding goes to urban sustainable mobility projects
(public space 3%, walking infrastructure 10%, bike infrastructure 1.5%, public transport 7%)
(ITDP, 201749;; SEDATU, 2018us); Guerra et al., 2018;s01). Operational rules for the allocation of funds for
mobility could prioritize sustainable mobility projects (e.g. public transport, walking infrastructure, bike
infrastructure) and ensure multi-year funding, as already occurs with the Metropolitan Fund and the Fund
for Public Space and Walking Network in the “ramo 21 Tourism”.

Box 13. Funding for sustainable urban mobility in Mexico: PROTRAM

The Federal Support Programme for Massive Transport (Programa Apoyo Federal al Transporte
Masivo, PROTRAM) managed by the National Infrastructure Fund (Fondo Nacional de Infraestructura,
FONADIN) provides financial support (grants, guarantees, loans) for urban sustainable mobility projects
involving states, large municipalities (with a population above 500 thousand inhabitants) and the private
sector (public-private partnership) as well as to strengthen subnational institutional capacity for planning
and regulating the public transport system.

Most funding is devoted to projects including integrated multimodal transport systems, massive public
transport infrastructure (Rapid Transit bus, subway, roads, station terminals) and active transport
infrastructure (e.g., pavements, bike path). A municipality to apply for financing a mobility project must
elaborate a Sustainable Urban Mobility Plan (Plan Integral de Movilidad Urbana Sustentable, PIMUS)
and provide a cost-benefit analysis of the project including social, environmental and financial aspects.

PROTRAM can cover costs related to the design and implementation of the project (roads, stations,
terminals, preferential lanes), other than providing loans and guarantees for credit. Stations and
terminals of the transport infrastructure are funded via public-private partnership with the private sector
getting concessions (commercial activity and advertising) and providing transport services (participation
in the tariff).

Most projects involve massive public transport (Bus Rapid Transit, light train or metro) and optimal route
design of transport integrated system. The average time to design and implement a project is of
4.2 years, though delays are due to changes in planning caused by changes in the administration or
local government not meeting their financial obligations.

Source: (SEDATU, 2018s)).
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The governance and operational rules of the urban sustainable mobility program (Programa Apoyo Federal
al Transporte Masivo, PROTRAM) (Box 13) that provides financial support (grants, guarantees, loans)
could be improved. The program is currently under revision. Expected changes aim to extend PROTRAM’s
support to municipalities between 250 and 500 thousand inhabitants, include transport electrification
projects and adopt environment, social and governance criteria in projects assessment. Projects
assessment is planned to be carried out by an Advisory Working Group, chaired by a representative of the
Ministry of Finance and composed of financial and technical experts, also from the Ministry of
Infrastructure, Telecommunication and Transport, the National Banks of Public Works and Services, the
Ministry of Environment and Natural Resources and the Ministry for Agrarian, Territorial and Urban
Development.

Investment in urban mobility at the local level is restrained by insufficient local revenues and the complexity
of procedures to access federal financing for mobility projects. Many municipalities lack the institutional
and technical capacity to apply to one of the 14 federal funds, each subject to different operational rules.
The structure of federal funds for mobility projects could be streamlined, and its access simplified.
Municipalities could set local taxes earmarked to sustainable urban mobility (parking fare; car property
taxation; congestion taxes; local tax on fuel).

Better coordinating mobility and urban development planning

Mexico recently made important efforts to strengthen coordination between urban development and
transport and to establish a national urban policy that aims at developing a massive and sustainable public
transport system. These efforts materialised in a series of laws including the 2020 constitutional reform
that recognises the right to an efficient, affordable, accessible, and sustainable mobility. Moreover, the
national strategy on urban mobility (ENAMOV) sets very ambitious objectives to be reached gradually
between 2023 and 2042, including promoting an integrated and sustainable transport system; ensuring a
high-quality, affordable, efficient, safe and sustainable public transport system; promoting active mobility;
increasing road safety; and eliminating gender gap in access to transport.

These are very welcome initiatives. However, to implement this new vision and the national strategy on
urban mobility, coordination and governance needs to improve. Municipalities will need to strengthen their
financial and technical capacity and all levels of government will need to coordinate planning and
implementation, as for example did the city of Medellin in Colombia (Box 14). Urban development and
transport policies evolve separately in Mexico. Municipalities and, to a lesser extent, states have
competencies on urban planning and the design of road network within their jurisdictions, while the federal
government and states have most competencies on transport policy (planning and funding).

The implementation of the national policy on mobility requires several actions. First, its implementation
might struggle as two ministries, the Ministry for Agrarian, Territorial and Urban Development (SEDATU)
and the Ministry of Infrastructure, Communication and Transport, alternate in taking the lead for its
implementation every year. The governance could be improved by setting a stable and clear allocation of
responsibilities across institutions and promoting the creation of special units within each institution
charged with institutional coordination. Second, aligning state and federal legislations will be needed, as
few states have integrated mobility into urban planning and many still lack a legal framework for mobility.
Developing guidelines on mobility priorities and responsibilities would help align local government
regulation and help avoid discontinuity in the implementation of projects due to changes of administration.

To overcome coordination challenges, as it recently happened between the State of Mexico and Mexico
City in the implementation of the Rapid Bus Transit project (Métrobus), planning of urban development and
transport infrastructure for metropolitan areas should take place at the metropolitan level. This would
reduce costs by taking advantage of economies of scale and help overcome coordination challenges
across subnational governments.
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Box 14. Reforming mobility for a more inclusive and sustainable city: the case of Medellin

Medellin in Colombia is a successful example of city that moved towards a model of more compact,
connected and inclusive city by establishing an integrated public transport system. Historically, poor and
informal settlements were located on the hillsides in Medellin and were poorly connected to the city
center located in the valley. The creation of an integrated public transport system, comprised of a metro,
cable car system, bus rapid transit, bus services and bicycle-sharing system, increased inclusivity and
connectivity by making it easier for people to move throughout the city.

Figure 22. The use of private cars is low in Medellin
Share of total trips by private cars, %
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Source: ICLEI (2017).

The integrated public transport system (bus, BRT, Metro, Tram and various private bus services) has
reduced the average travel time from 90 to 30 minutes thus highly reducing the need for using private
cars (Figure 22). The five-line aerial cable-cars system (MetroCable) built between 2004 and 2015 is an
innovative solution for providing public transportation across Medellin’s challenging topography and
connects difficult to-service neighborhoods with a reliable transportation connection.

Three key factors allowed the city of Medellin to transform its public transport system: its capacity to
establish a fruitful cooperation with public and private entities at the metropolitan level, facilitated by the
creation of the Agency for Cooperation and Investment for Medellin and Metropolitan Area; the use of
principles of participatory budgeting to decide together with local residents the destination of public
investment; the strengthening of local revenues  (tax base widening and profit transfers
from municipally owned utilities company) that ensured a strong and stable source of revenues
(Davila, 2013s1;; ICLEI, 201752;). The increase in mobility in conjunction with other social and
infrastructural investments -including social housing, new schools and libraries, economic support to
local residents in the form of training and employment in public works, micro-enterprise, additional
lighting in public spaces, pedestrian bridges and street paths - brought an overall improvement in the
quality of life of residents in previously marginalized areas and a reduction of crime rates.

IMPROVING HOUSING AND URBAN DEVELOPMENT POLICIES IN MEXICO
Unclassified



42 | ECO/WKP(2024)13

Table 2. Recommendations

MAIN FINDINGS

RECOMMENDATIONS

Promoting good quality and affordable housing

Many low and middle-income households cannot afford purchasing
a house at market price. Housing subsidies have become more
targeted but they give greater incentives for purchasing new
dwellings (or self-build) over old ones and they cannot be used to
pay rents.

Many low- and middle-income households living in substandard
dwellings lack access to credit. Credit for home improvements is still
marginal in federal institutes credit portfolios.

The new sustainable taxonomy has large potential to facilitate that
the public and private sector develop environmentally-friendly
housing solutions. Green mortgages have recently been launched
by some private banks.

The housing rental market is underdeveloped, the legal process of
lease dispute is lengthy and costly and housing taxation
discourages rental property investment.

Social rental housing is marginal.

Around one fourth of the population, mostly vulnerable groups, lives
in informal settiements and does not hold a property title.

Reform housing subsidies for low-income households to align support
between buying (new or old) and self-build and to include renting.

Evaluate the effectiveness of the housing subsidy program, especially the
self-build program.

Continue expanding federal institutes’ credit for home improvement,
including for informal workers.

Ease access to credit for low-income and informal workers through federal
institutes also by using alternative information to assess creditworthiness
(e.g., usage and payment of utilities).

Reintroduce a public mortgage guarantee scheme for low-income informal
workers.

Promote the expansion and use of green mortgage financial instruments to
support access to energy-efficient housing.

Allow for reasonably short-term lease duration with clear termination rights.
Introduce out-of-court dispute resolution mechanisms or expand specialized
tribunals to facilitate the resolution of tenant and landlord conflicts.
Gradually phase out mortgage interest relief, target it to low-income owners
only or introduce a cap on the total interest deduction that can be claimed.
Shift housing taxation from transaction to recurrent taxes on real estate.
Support the creation of a social rental housing sector by setting up an
adequate funding strategy and strong legal and regulatory frameworks.

Reinforce title formalization.
Improve access to cheap land for affordable housing and contain the
proliferation of informal settlements (e.g using land banks).

Addressing urban sprawl

Coordination and cooperation across levels of government is
weak, hampering the implementation of national urban and
housing policy and contributing to urban sprawl.

Administrative fragmentation complicates cooperation at the
metropolitan level on urban planning, transport and infrastructure
investment.

Many municipalities lack financial, technical and staff resources to
attend the complex challenges implied by urban development.

Financial incentives to increase densification do not properly
consider transport connectivity and existing infrastructure capacity.

Widespread low density urban areas cause higher cost for provision
of public services, socioeconomic segregation, and higher criminality
and poverty.

Around one seventh of the Mexican housing stock is vacant and the
current procedure to reclaim abandoned properties is complex and
time-consuming.

Task states with ensuring that municipalities comply with federal and
state urban and housing law.

Revise urban planning legislation across any government level to identify and
resolve contradictions and inefficiencies.

Strengthen urban planning coordination by making compulsory the
establishment of municipal and metropolitan planning institutes and by
building up technical competences within municipalities.

Allocate federal funding conditional on municipal staff having certified
knowledge of urban planning regulation.

Provide financing to areas that are not well connected by considering
transport connectivity and existing infrastructure capacity.

Encourage urban regeneration programs that promote a high-density mixed
use of land, including by converting underused buildings located in central
urban areas into residential use for low-income households.

Streamline the property dispute resolution mechanism to facilitate
municipalities reclaiming abandoned properties and scale up efforts to
improve urban and transport infrastructure in distressed areas with high
vacancy rates.

Improving urban mobility

Public transport is expensive, inefficient, and polluting,
commutes are long and access to basic services difficult.
Federal funding for mobility is biased towards road infrastructure
projects. Rules to access federal funding are diverse.

Few states integrate mobility criteria into urban planning and many
lack a legal framework for mobility.

Set quality standards and environmental criteria for public transport
and promote an integrated transport system in metropolitan areas.
Streamline federal funds for mobility and simplify access, prioritizing urban
sustainable mobility projects.

Align local government legislation with federal policy on mobility to avoid
discontinuity in implementing transport projects when administrations
change.
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