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Housing inequality in 
Pakistan 
The case of affordable  housing

With the highest urbanisation rate in South Asia and an expanding middle-class in cities, 
access to affordable housing has become a key issue for Pakistan’s lower and middle 
classes.

In brief

• Pakistan’s urban population accounts for nearly a quarter of its total population, and is likely to 
grow to half between 2030 and 2040. 

• Rapid urban population growth is causing a housing shortage. The housing gap in Pakistan is 
currently estimated at 9-10 million units, with demand growing at a rate of 0.7 million units 
every year.

• The urban housing shortage is estimated at 3.5-4 million units, nearly all amongst the 
economically weaker segments of the population.

• Growing inequality is well illustrated in the case of Lahore. Households at the bottom 68% of 
the income distribution can only afford 1% of the available housing stock, while households at 
the top 12% of the distribution can afford 56% of available housing.

• 4 million Pakistanis living in low quality housing, this includes 47% of Pakistan’s urban 
population.

Accelerating urbanisation has spawned a housing crisis in Pakistan
Urbanisation is accelerating across the world. It is expected that by 2050,  nearly 70% of the world’s 
population will live in urban centres, with nearly half expected to join the ranks of the urban 
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poor.1 The urban population in Pakistan is nearly one-fourth of Pakistan's total population and 
is likely to reach 50% by 2030-40.2 The absolute number of people living in slums has also risen 
continuously. UN-Habitat estimates that the total population residing in slums across the world has 
now reached 863 million, (up from 760 million in 2000 and 650 million in 1990). This may reach 
close to one billion by 2020.3 In Pakistan, the mega-city of Karachi alone had between 600 and 800 
slums in 2010. The slums sheltered almost 7.6 million of the city’s total population, which was 
approximately 18 million at that time.4

The explosion in population and  urbanization has left a growing number of people without access 
to decent, stable housing. Globally, housing is defined as affordable if a basic housing unit, which 
provides a minimum amount of personal space and amenities, is accessible at 20-40% of gross 
monthly household income for either rent or mortgage.5

In Pakistan, ownership of housing stock is concentrated in the top income bracket leaving a limited 
supply for low-income households. This is creating shelter insecurity at the bottom income strata 
- almost 31% of the country's population face a housing shortage - making it a compelling public 
policy issue.6

The precarious housing situation in Pakistan
There are three main concerns for urban housing in Pakistan:

1. Shortage of housing units
2. Skewed ownership of housing 
3. Substandard quality of housing.

Shortage of housing units: The rising gap between demand and supply of housing is not Pakistan 
specific, but a global phenomenon. UN Habitat estimated back in 2005 that the world needed 4,000 
houses an hour to keep up with the demand. In Pakistan, this gap is estimated at between 9 and 10 
million units with the demand growing at a rate of 0.7 million units per year.7 Alongside a declining 

1. WHO, UN Habitat. 2010. Hidden Cities: Unmasking And Overcoming Health Inequities In Urban Settings

2. United Nations, Department Of Economic And Social Affairs, Population Division (2014). World Urbanization 
Prospects: The 2014 Revision, Highlights (St/Esa/Ser.A/352).

3. WHO website - http://www.who.int/gho/urban_health/en

4. Estimates From 2010. Current Figures Suggest Close To 62% Of Karachi’s Population Dwells In Slums. Current 
Population Of Karachi Is Over 22 Million.

5. Minimum space can be from anywhere from 250 to 500 square feet, depending on a country’s definition.

6. Nenova, T (2010) Expanding Housing Finance to the Under-served in South Asia, World Bank

7. State Bank Of Pakistan In Its Quarterly Housing Finance Review 2014

http://www.who.int/gho/urban_health/en/
http://www.who.int/gho/urban_health/en/
http://www.who.int/gho/urban_health/en
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trend in fertility rates, average household size is also likely to shrink from the current level of 6.358 
to lower levels, leading to more demand for housing units by the same population. Of the overall 
housing shortage, the urban housing shortage is estimated to be close to 3.5 to 4 million units, 
nearly all amongst the economically weaker segments of the population. With a yearly housing 
supply of around 0.3 million or less, another 0.3 to 0.4 million is added annually to the existing 
backlog. More recent estimates put the annual incremental demand at 0.6 million, pushing housing 
needs to almost 1.1 million units.9 Continuous depletion of existing housing stock is further 
widening this gap.

Figure 1: The problem - Supply vs. demand in Lahore

 
Source: Ansar Management Company 2012

Skewed ownership of housing: The disparate distribution of housing units (mainly due to 
affordability concerns) across income quintiles further exacerbates the housing problem in 
Pakistan. Figures confirm an over-supply of housing units for the upper and upper-middle income 
group, and a severe shortage of housing units for the low-income strata. Karachi and Lahore 
account for almost 62% of Pakistan's 10 main urban centres.10 A 2012 survey in Lahore shows that 
68% of the population (lowest income) had only 1% of the total housing units within their buying 

8. Household Income Expenditure Survey 2013-14

9. SBP 2014. Housing Finance in Pakistan

10. Karachi, Quetta, Hyderabad, Multan, Lahore, Faisalabad, Rawalpindi, Gujranwala, Islamabad and Peshawar
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reach.11 In Karachi, 5-7% of housing demand stems from high-income groups, 15 to 20% from 
middle-income groups and the bulk of it (about 75%) comes from low-income groups and the poor 
that remain constantly under-served.12 

Figure 2: Substandard housing units in urban areas13 

Source: United Nations MDG Indicators; McKinsey Global Institute Analysis

Substandard quality of housing: Thirdly, the issue is not just of a supply constraint but also the 
quality of housing – rising room-density figures (more than 3.5 people per room in Pakistan), and 
the pervasiveness of slum dwelling areas and squatter settlements which make for unpleasant living 
conditions, especially for the urban poor. The room-density figures from Pakistan are comparable 
regionally, but worse than in developed countries: density is 0.5 persons per room in the US and 
1.1 in the European Union.14 Also, around 60% of global substandard housing is concentrated in 
10 nations, where Pakistan is 8th with an estimated 4 million people (almost 47% of total urban 
households in the country) living in poor quality housing. Most of such low quality settlements 
(slums, squatter / informal settlements etc.) do not fall under the realm of responsibility of city 
administrations and thus tend to be critically under-serviced. Yet in mega-cities like Karachi, 

11. Survey conducted by Ansaar Management Company (AMC) - This is based on data from a 2012 survey of housing 
projects in Lahore.

12. Human Development in South Asia 2014 – Urbanization: Challenges and Opportunities - MHHDC

13. Based on 2009 data (available). 

14. Human Development in South Asia 2014 – Urbanization: Challenges and Opportunities - MHHDC
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informal settlements have become the alternative to affordable housing, where almost 88% of 
sewage is left untreated, just 60% of the households are connected to the main water supply 
network, and half the population lives below the poverty line.15 The emergence of katchi abadis in 
Islamabad (the federal capital of Pakistan) shows that even the better controlled and managed cities 
have not been able to extend affordable options for urban poor.

Explaining the urban housing shortage
A whole host of structural and other limitations have choked the housing supply in Pakistan. Some 
of the key factors that are contributing to urban housing shortage include growing urbanisation 
and population rates, along with the depletion of existing stock. According to the 2011 pre-census 
house count for Karachi, the city’s population increased from 9.8 million to 21.2 million between 
1998 and 2011, making it the fastest growing city and also the most dense mega city in the world 
after Dhaka and Mumbai.16 The pattern of the city’s population growth comes with two critical 
implications for the housing sector. First, the population density in Karachi is highly unevenly 
distributed with high-income areas, such as the Defence Housing Authority, having a density of 
less than 100 persons per hectare, while areas like Nawalane in Lyari have a density of over 4,000 
persons per hectare. Secondly, unlike in the rest of Pakistan, where the household size has actually 
decreased overtime, in Karachi this figure actually rose by 10%, from 6.7 persons to 7.3 persons 
between 1998 and 2011. This rise in household size is attributable mainly to a lack of appropriately 
located affordable accommodation for low-income families rather than to any increase in fertility 
rates.

With the exception of Karachi, a dwindling household size is placing enhanced pressure on the 
already shrinking housing supply in most urban centres. Moreover, the need to live closer to places 
of work, due to rising transportation costs, is also contributing to the creation of very high-density 
settlements within cities. The availability of affordable housing, in proximity to mass transit and 
linked to job distribution, has become severely imbalanced during the period of rapid urbanisation 
and growing density convergence across Pakistan’s major cities. According to some estimates, travel 
costs have increased by over 100% since 2000.

Affordability is also a crucial factor determining the effective demand of housing. The lower income 
groups often tend to build houses incrementally according to needs, scales of affordability and 
social conditions. Formally constructed housing stock is generally unaffordable and inaccessible for 
the poor primarily due to high initial costs and modes of payments incompatible with the status of 
the poor. Given the lack of access to subsidised state land and affordable mortgage finance, the low-

15. Human Development in South Asia 2014 – Urbanization: Challenges and Opportunities - MHHDC

16. Cox, W. 2012. Pakistan: Where the population bomb is exploding (http://www.newgeography.com/content/002940-
pakistan-where-population-bomb-exploding)

http://www.newgeography.com/content/002940-pakistan-where-population-bomb-exploding
http://www.newgeography.com/content/002940-pakistan-where-population-bomb-exploding
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income households in Pakistan have been effectively shunned from owner-occupied housing. There 
are very limited credit facilities for the urban poor within the formal banking structure. Due to this 
the poor are being pushed to distant peri-urban locations, which substantially increase commuting 
cost, or are forced to live in unplanned neighbourhoods in crowded housing.

Over time and through various experiments with housing schemes, it has become evident that both 
the state and the formal housing development sector are ill suited to provide affordable housing to 
the poor. The formal sector has not only failed to meet the demand for low-income housing, but 
has also been responsible for manipulating and distorting land prices. More than land scarcity, 
distribution policies and access to housing finance are biased against low-income residents. Most of 
these houses are being built by the private sector, which tend to exclude the coverage of low-income 
groups. There are few public sector housing schemes, which take very long to develop. Even when 
the government or the private sector develops affordable housing and makes it available to low-
income households, such housing quickly re-enters the resale housing market and transacts at much 
higher prices. To date, developing countries like Pakistan have largely been unable to sustain the 
affordable housing stock. In some ways the real challenge then is to find a way to sustain the supply 
of affordable units when affordable housing becomes unaffordable in the resale market.

Responding to housing needs
Unfortunately, the financial sector has only marginally been able to cater to the growing housing 
finance needs. The mortgage to GDP ratio in Pakistan is less than half a percent17 with hardly one 
to two percent of all housing transactions being processed through housing finance. This reflects 
the fact that the housing sector is grossly underdeveloped and under-capitalised.

There are, of course, many factors that inhibit the development of a vibrant housing finance sector 
in the country. These include the lack of an effective institutional framework, poor urban planning, 
absence of a secondary mortgage market, a disorganised real estate sector, inadequate property 
development framework, insufficient long term funding arrangements, and a complex system of 
property titles and land registration. The lack of an efficient and reliable system of ascertaining 
bona-fide property titles has forced banks to limit the access of housing finance to a certain number 
of urban localities within the urban centres.

Although a regulatory framework for land registration and title transfers exists in Pakistan, the 
process by which land is acquired and registered is cumbersome, with various institutions and 
registration procedures required for executing property transactions.18 Land records are manually 
maintained, causing errors and omissions which lead to modest commercial value for the mortgage 

17. As of 31 December 2014

18. State Bank’s Quarterly Housing Finance Review Jan 2015
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financial institutions, especially in rural and some urban areas. 

The Government announced a National Housing Policy in 2001, which recognised the prevailing 
housing conditions in the country. Pakistan’s central bank, the State Bank of Pakistan (SBP) has 
also played a proactive role in promoting housing finance in the country. The SBP-supported 
Housing Advisory Group came up with a 12 point programme to focus on low-income housing 
and housing finance. The state owned housing finance institution, the HBFC (House Building 
Finance Company), also has a business focus on low- and middle-income housing finance. The SBP 
is encouraging industry to put in place the missing market infrastructure by developing primary 
mortgage and capital markets.19 

Key areas that need to be prioritised for improving access to urban housing include an efficient land 
administration system and expanding housing finance to low-income groups that are most likely 
to live in informal housing units and slums. Low-income households must be assisted in reaching 
the necessary financial benchmark, without which housing is not affordable. This may include 
approaches that simply promote economic growth in general, in the hope that a stronger economy, 
higher employment rates and higher wages will increase the ability of households to acquire 
housing at market prices. More specifically, the purchasing power of individual households can be 
enhanced through tax and fiscal policies which result in reducing the cost of mortgages and the 
cost of borrowing. Public policies may also include the implementation of subsidy programmes and 
incentive patterns for average households. 

Some other specific reforms may include, for instance: 

• Adopting innovative approaches to affordable housing, such as community mortgage 
programmes

• Exploring credit lines for institutions offering housing finance
• Arranging a Credit Guarantee Scheme for low-Income Housing Finance
• Promoting microfinance banks to support borrowers with undocumented income
• Strengthening the regulatory framework
• Adopting favourable land use policies such as inclusionary zoning.20

19. A) Develop the Primary Mortgage Market by providing financial resources to enable primary mortgage lenders (PMLs) 
to grant more loans at fixed / hybrid rates and for longer tenure, preparing PMLs for BASEL compliance by narrowing the 
gap between the maturity structure of the housing loans and the source of funds and ensuring loan standardisation across 
primary lending institutions necessary for any future securitisation – B) Develop the Capital Markets by providing more 
private debt securities (Bonds) with different maturities and rates for investment of surplus funds and promoting ABS as a 
tool for raising funds from the capital markets

20. Zoning may be use-based (regulating the uses to which land may be put), or it may regulate building height, lot 
coverage, and similar characteristics, or some combination of these
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The government should make large swaths of land available at highly subsidised rates to established 
builders, preferably from abroad, to build large-scale mixed-used developments. Smaller housing 
units of roughly 750 square feet should dominate the housing mix.21 Smaller unit sizes should 
reduce investment appeal to high-income households. Effective checks must also be applied to the 
escalation in real estate development.

Moving forward some steps that can be taken by researchers to assist policymakers is to undertake 
a land and housing appraisal at the district level to act as the baseline inventory of the housing 
situation. In collaboration with the Pakistan Bureau of Statistics and provincial counterparts, 
a Housing Price Index (HPI)22 and Housing Affordability Index (HAI)23 can be developed for 
Pakistan. The social dislocations caused due to geopolitical factors, natural disasters and terrorist 
and anti-terrorist campaigns in Pakistan during the past three decades also need to be studied in 
order to evaluate their impact on cities. 

About the International Growth Centre

The International Growth Centre (IGC) aims to promote sustainable growth in developing 
countries by providing demand-led policy advice based on frontier research. The IGC directs a 
global network of world-leading researchers and in-country teams in Africa and South Asia and 
works closely with partner governments to generate high quality research and policy advice on key 
growth challenges. The IGC believes that long-term poverty reduction will not be achieved without 
sustainable economic growth. IGC research focuses on developing an effective state, fostering 
private sector enterprise, enabling functioning cities and promoting access to energy – with the 
underlying aim of driving up living standards and lifting people out of poverty. With offices in 14 
countries, the IGC sponsors the work of hundreds of researchers in leading universities around 
the world. The IGC is based at the LSE in partnership with the University of Oxford, and led by 
Professor Jonathan Leape, Executive Director, and Directors Professor Robin Burgess and Professor 
Paul Collier. The IGC is funded by the UK Department for International Development (DFID).

21. Dawn News (2015) Here's how to house the poor in Pakistan... published 25 February, 2015. http://www.dawn.com/
news/1165854/heres-how-to-house-the-poor-in-pakistan

22. HPI is a broad measure of the movement of single-family house prices. The HPI is a weighted, repeat-sales index, 
meaning that it measures average price changes in repeat sales or refinancing on the same properties.

23. This index measures median household income relative to the income needed to purchase a median-priced house.

http://www.dawn.com/news/1165854/heres-how-to-house-the-poor-in-pakistan
http://www.dawn.com/news/1165854/heres-how-to-house-the-poor-in-pakistan

