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1, Introduction: Poverty, Urbanization and Economic development

As a prelude to discussing urban land policy. we need to make
clear the role of cities in development and to recognize certaln patterns
in their growth. The first fact to accept is that the last two decades have
seen an explosive growth in the size of cities in almost all LDCs. Table 1
{1lustrates this for selected cities in Asia, Africa and Latin America. This
growth can in large measure be attributed to rural-urban migration reacting
to poor conditions in the countryside or expectation of higher incomes in
che city. There is, in general, no sign that these cities are slowing down
in growth although scme of the largest are, perhaps, tapering off. So land
policy has to recognize that one of iis primary aizmc is to provide space
and services for a fast increasing population. There has to be an expansion
of the supply of urban land and more crowding. While the supply of land is
cbviously inelastic (except for reclamation), supply of urban land is not;
Conversion of rural land to urban use ¢nes this as does the release of
undeveloped lands in urban areas. We regard both of these as congtituting
ait increase in the supply of urban land.

The converse of the above is that city size should be contained
by some means and that urban land policy should be such as to discourage
growth. Indeed, this is the view of many pclicy makers and the ;esult is
that attempte are made to find measures discouraging the growtlt of citiea.l
The growth of cities, however, proceeds unabated and the result of such
attitudes is only to exacerbate the situation by not providing for growth.

That the form, nature and structure of cities in poor countries is an area

in
1Such attitudes are, for example, found/Brazil (Gardner, 1973); Argentina
(Tobar, 1973); Morocco {Johnson, 1970, 1973); Kenya (Weriin, 1974); Chile
(Robin & Terzo, 1973); and Indian Plan Documents.



TABLE 1

POPULATICN AND GROWTH RATES OF SELECTED CITIES

Populution Grouth Rates
(Rotiwatred 1970) (X per year)
City in wiilions 3 1950-60 1960-70
Africa
Casablanca 1.5 4.1 4.2
Cairo 5.6 4,1 4.1
lagos .8 4.6 6.7
Nairobi .5 7.4 6.2
Latin America
Mexico City 3.5 2.4 2.3
Rio de Janeiro 7.2 4.4 4.4
Sao Paulo 8.2 6.4 6.4
Bogota 2.5 7.4 7.3
Lina 2.5 4.8 5.1
Buenos Aires 9.4 5.0 3.0
Santiago 2.6 4.1 3.1
Asia
Hong Kong 4.1 7.0 2.9
Seoul 4.7 5.2 6.7
Manila 4.1 4.3 4.3
Ankara 1.3 8.4 6.8
Boubay 5.5 2.1 3.2
Delhi 3.1 2.9 3.0

Source: Kingsley Davis: World Urbanization 1950-1970, Vol. I, Table E.
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neglected in research as well as acticn is one aspect of this result.
Since:

a. large cities are hore to stay anyway, aad

b. their growth canno:t be slowed ~- the poaition adopted
in this paper is that urban land policy must accept this and respond
accordingly. e hold this position beccuse we believe that the opposite
view (viz. containing cities) is errnnenus (or dubilous at bYest) for
development and income distribution cou:ern3. The latter view is usually
based on two beliefs popularly held:

1. The poor in cities are particularly disadvsntaged and
they would be better off elsewhere.

2. Cities beyond a certain size involve diseconomles of scale
in the provision of services.
After examining the available evidence, we call into question both of these
beliefs.

First, it seems that large city per capita incomes are usually

about twice as large as those for rurai aveas. Table 2 gives urban and
rural mean incomes for various countries for which data are available,
Although the sources are varied (and the definitions) the differential between
urban and rural incomes is clearly very large. We also observe that
according to the Gini ratios inequality is higher in urban areas. Under-
statement of rural incomes because of son-traded goods, and overstatement of
urban incomes because of higher prices in cities, also increases tho observed
urban~-rural difference. Nonetheless, thecre 18 such a large difference in
the means that we can say, with some justification, that the szverage level

of well-being 1s higher in urban areae. Thir is also supported by various



TABLE 2

URBAN 4ND RURAL MEAN INCOMES IN SELECTED COUNTRIES

COUNTRY TYPE OF POFPULATION URBAN RURAL YEAR

Bangladesh HH Rs2900 R81680 1963-64
(.48) (.34)

Brazil Econ. Active 3300 New Cruz. 1450 N.£. 1960

Population (.46) (.41

4650 N.C. 1650 N.C. 1970
(.53) (.43)

Colombia Inceme 16,270 pesos 1730 pesos 1970

Recipients (.52) (.45)

Honduras HH 3560 Lampiras 660 Lampiras 1967-68
(.48) (.46)

India HH Rs2700 Rs1360
(.45) (.35)

Pakistan HH Rs3035 Rs2050 1963 44
(.43) (.35)

Ceylon HH Rs5300 Rs3600 1969-70
(.41) (.37)

Malaysia®  per capita HH M$744 M$456 1570
{.46) (.4%5)

Philippinen® HP 7735 $3736 1971

Thailand HH 21600 Baht 8800 Baht 1970
(.43) (.37)

Tunisia per capita U.5.5160 U.S5.$875 1961
(.46) (.644)

Uganda Adult male 3120 sh 1780 sh 1970

. employees (.38) (.25

(Figures in parenthesis are Girni coeffieients).

Main Source: Shail Jain and Arthur Tiemann, Size Distribution of Income:
' Compilation of Data
I.B.R.D.,Development Research Centre Discussion Paper 4, August,
1973.

1Type cf population r-~fers to the different units reported in various studies:
Income Recipilent - ‘ndividvale who receive income of any kind
Econonfcally Accive Population - Individuals who are eble to
work; both employed and unemployed

HH - Household



Table 2 (cont'd.)

zPhilippines - IBRD Manilla Urban Sectox Survey July 1974, Section 2,
p. 15 (mimeo).

3Malaysia - Sudhir Anand (1973), 7.



surveys of poor migrants who express no willingness to return to thelr
places of origin. The acsertion ie not that all is well in cities but
that the poorest zre even worse off ia rural areas. Secondly, Sovani (1964,
1966), Kamerschen (1069) and others have found that the degree of urbaniza-
tion 1s very atrongly related tc industrialization. This association is
_stronger for LDCs now and for weatein countries in the last century than for
rich countries now. Furthermore Kamerschen (1969) and Mera (1973) demonstrate
that there is = positive correlation between the growth of large cities and
economic dzvelopment in LDCs. Large cities are more productive and the
largest cilties are likely to be more productive relative to others In an LDC.
In Hoselitz's (1955 b) terms cities are generative rather than parasitic.
It 18 then no vonder that there is a stream of migrants from rural to
urban areas. Land policy should, consequently, attempt to improve their
welfare.

The beiief about diseconomies of scale 13 also not well supported.
Figure 1 is a stylized (highly gereralized) representation of some U.S. data.
It indicates that there may be economies of scale for at leaat part of
gocld overhead cost expenditures. We note that per capita expenditures for
sewage and water decline precipitously for cities over 1 million. For LDCs
Alonso (1968 c) and Mera (1973 c) demonstrate that per capita income rises
much faster than per capita local government expenditure. Even if gocial
overhead costs do rise for large cities, their productivity rises even

faster.

We therefore see that policies aimed at containing city size have,
at best, dublous underpinnings. Plans encouraging new towns around an

existing city (e.g. Delhi Master Plan, 1961) or completely new towns in the
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Figure 13 PATTERN OF COCIAL OVERHEAD COST BY SIZE
OF CYTY I THE U.S.

31

10 pam
Per capita

e&andi tures
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and water
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L =2 -3 -4 <5 10 >0

Population siza group (in 100 thousands)

Sources Carson et.al, p. 51-52.
Note: Tis is a stylizsd versiom of Carson's figures.
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hinterland (e.g. Ciudad Guyana in Venezuela) are examples of policies
encouraging urban decentralization. Clearing of slum and squatter areas
is another. That they often fail is, perhaps, because they go agalust the
pressure of basic economic forces.

For all these reasons cur sricatation in this peper ie that
urban land policy should not be geared to containing city size but should
rather be aimed at providing the hest structure pos:ible te the growing
city. In terns of income distribution, :the argument above does pose 2
dilemma. On the onc hand large cities tend to help along economic growth
in general while on the othcr regic:al iucquality is increased. The high
urban immigration rates are a response Lo this imbalance and constitutc one
solution to the prublem. Heowever, this paper does not conslder such problems
any further and is limited to the effect of urban land policy on the intra-

clty distribution of income.
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2. The Redistributive Effects of Land Policy: Some Simple Analytics

2.1 The Problem in Pergpective

Here we are primarily comcerned with igsues of urban land policy
as they relate to income distirbution. We touch mainly on intra-city distri-
bution and neglect inter-regional and other related problems. The explosive
growth of cities in the last 2 decadns 1s the primary reason why land allouc-
etion has become important. The rapid influx of migrants - usually in the
lower income groups - necessitates the evaluation of thz impact of such
allocation on incoms diotribution. Our orientation is clearly a normative
one directed towarde improvement of the current distribution of income.

Questions concerning the measurement of income distribution ere
not being addressed here. There are two reasons for this neglect. Firstly,
such questions are too technical in nature to be merely mentioned. They
must be discussec in depth if discussed at all, as is being done by
specialized papers at this conference. Secondly, the level of analysis
offered in this paper does not warivant fine calculations of the effects on
income distribution. Rough cvaluations of‘degree of effects only will be
made.

We do, however, need to make clear the process by which land
policy can affect the distribution of income and to be aware of its
limitations. While the distribution of land ownership may be a major
determinant of income distribution ain rural areas it is not likely to be
so in urban areas. The reason is that land is primarily a productive
resource in agriculture, while it is a heterogeneous commodity in urban
areus, as is elaborated later in the paper. It is a productive resource
i.e., an asset, as well as a consumpticn good. The determinants of its

price are therefore complex and their analysis correspondingly difficult.
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The problem is compounded by the fact that demand for urban land 1is
really derived from the demand For houning, recreation, space for manu~-
factufing, comuercial and adminigtrative activities, and for assets. It
is therefore a demand for various characteristics of the land rather than
for land itself as a commoditv. Thus the income elasticity of demand for
land will be a combination of the various elasticities of demand for these
characteristics. These elasticities are difficult to measure. The ecconomic
theory of land price and rent s, as a consequence, not very well developed.
The theory we have is mainly derived from experience in Western cities,
mainly American, and 1t is 1nc yet clear how universal it 1is fu zpnlication.
One reason for suspecting that any economic theory behind LDC

cities will be difficult to find is thelr current chronic state of dis-

equilibrium. Urban economists have recognized the difficulty of applying
competitive equilibrium analysis to urban nhenomena because the durability
of structures prevents equilibrium from being achieved. They believe,
nonetheless, that long term trends and adjustments can be analyzed in this
way as long as the limitations of the analysis are recognized (E.S. Mills,
1972, p. 76). The change in LDC cities is, however, so fast that it is
probably erroneous to use equilibrated markets, land in particular, to
characterize reality. The rapid population growth ranging from 3.5% a
year in urban areas in India to 7-10% a year in various Latin American and
African countries makes continuous expansion of urban land and reallocation
neéessary. The change in price of urban land 1a carcespondingly volatile
and consistently ahead of the general price index in almost all countries.
Segmented markets and extensive public intervention also makes market

analysis suspect. This however, must not be overstated. Land markets do
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work and the resulting price and rent of land is some indication of its
sncigl value. The message here is that the market is not efficient
enough to make all proper allocations yet any puklic land allocation must
obgserve and obey the signalg it has to offer.

2.2 Spatial Settlement Patterns in Cities.

In designing urban land policy which favors the poor we need
to know the existing structure of cities. We are particularly interested
in finding out patterns of residential location and why people live where
they live.

In general, cities conform to the pattern showm in Fig. 2. This
1s a stylized representation from scanty data. Kimani (1972) confirms 1t
for Nairobi - particularly the land value-distance relationship where his
formulation 1s

y = axb where y is land value and x is distance and a and b are
constants. L is negative and significant. Peter Amato (197, 1979)
provides similar confirmation for Bogota, Lima, Quito and Santiago. John
Brush (1974) provides evidence for population densities in Indian cities.
Orville Grimes (1974) tested the land value-distance relationship to be
true for Kinshasa. Information on land values and population densitles
in Hong Kong and Singapore in D.J. Dwyer (1971) ard Yeung (1974) tend to
conform to the same pattern. In this respect they do not differ much from
Western experience and theory.

As soon as we descend from this level of generalization we find
significant differences within LDCs and systematically from western cities.
Firstly, geographically each continent has significant differences from

the others. Latin American cities,‘African cities and Asian cities can



Figure 2: STIXICTIHE OF LIC CT.TT8: VARIATION IN
POPULATION DE'SITY .ID LAND RENT WITH
DISTANCS FROi. CITI CENTRE
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each be classed as a group. Latin America is more urbanized than either

Asia or Africa: the cities tend to be large (i.e., many with over 1 million
inhabitants) and have high growth raccs. Their distinguishing feature though
is that they are expanding in area faster than in population (Peter Amato
(1973), Pord Foundation Surveys). African citie~ tend to be small (few with
population more th:n 1 million), but also with high growth rates. They are
almost all colonial cities and as such have residential areas highly segre-
gated by income as well as race. Theyv are also characterized by low popu-
lation densities except in some cities of West Africa. Asla's cities are
very densely populated, and not growing as fast as African and Latin American
ones. Land supply is a major problem and land use in these cities 138 very
mixed 1.e., residencizl, commercial and industrial uses are often contiguous.

Secsndly, we class these citles as

(1) cities which represent a mixture of the industrial city and
pre-industrial city. Examples of these are Ibadan in Nigeria, most cities
in India (but excluding Bombay, Calcutta and 4adras).

(11) Large port cities which acted as the main colonial importing
and exporting centers, e.g., Singapore, Hong Kong, Calcutta, Bombay, Madras,
Rio de Janeiro.

(111) Administrative cities which have grown mainly as capital
cities, e.g., Brasilia, New Delhi, most African cities.

(This classification is adapted from T.G. McGee (1971) Chap. 2).

Catcjory (1) tends to have two urban nodes i.e., a traditional
conmercial center and a modern one. The tradicional center is very crowded
and specializes in intense trading on a small scale. These trading
activities are characterized by negligible overhead costs and small profit

margins. They also serve as centers for the wholesale food grain market.
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Figure 3: RESIDENTIAL LOCATION BY INCQME CLASSES

L
(4

Distance from C.3.D.

Figure 3a: RECEIVED WESTERN URBAN PATTERN

Distance from C.B.D.

Figure b: STYLIZED PATTERN FOR AN LDC CITY
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5. The farthest out are squatter settlements housing the next
to poorest groups but not the poorest.

6. The poorest arc interspersed in slums all over cr sleep on
the streets as in Calcutta.

Figure 3 gives the ujual stylized representations. It must be
emphasized that thasc representations are conjectures based on scanty
information. In an LDC city, the pattern can be raopresented as the "poor
are everywhere."

The rich cccupy the areas with highest amenity qualitiea. Good
scenic areas, locations with good views, etc., are always occupied by the
rich.l The poor are relcnated to the most inhospitable terrain like steep
slopes and marshes. This suggests that amenlities are highly valued, and
if we are not careful the best land will always go to the rich.

We can now begin to analyze how urban land policy affects income
distribucion. We may define urban land policy as constituting these public
decisions (usually governmental) whose effects influence the allocation of
urban land between d!ffercnt uses and different people. We first look at

land as an asset and then as a consumption good.

2.3 Lland as an Asset

In the most general formulation we can write
Y = f (human capital; physical capital; access to opportunities)
where Y can be household income or personal income bro:.dly conceived a3
permanent income. The last term in the fuanction i8 a catch-all to make the
formulation all inclusive. It can be regarded as a stochastic error term or

as a systematic influence of the prevailing social structure depending on one's

1e.g., Nairobi (personal observation; Werlin, 1972; 0. Ornati, 1968) Bogcta,
Lima, Quito, Santiago (Amato, 1972) Kinshasa (Grimes, 1974), Kano (Ornati,
1968).
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political persuasion and social beliefe. Land influences this function
only when seen as an asset. Urban Land Policy has minimal influence on
the distribution of human capital except indirectly, e.g., population
density has health effects and the planning of extra dense areas for poor
people could have a detrimental effect on children's development in parti-
cular.

Land as physical capital, however, clearly affects the income
distribution. In the absence of well developed capital markets land is
seen as an important ascci in LDCs and is coften a major component of people's
portfolios. 1Its ownership, however, is limited to a relatively small
percentage of the population so its distribution is clearly more unequal
than that of income. Thus any policy which reduces the concentration of
ownership clearly improves income distribution. The concentration of
landownership could be because of historical reasons (e.g., most land being
owned by the earliest urban settlers) or because of market imperfections
cauging difficulties of access to land markets for people with lower incomes.
The crzation of appropriate financial credit mechanisms for ldwet income
people would then be an important component of land policy. Other mechanisms
for increasing the supply of urban land could be high taxes on holdings
beyond a certain size or direct expropriation (with or without compensation)
and subsequent redistribution. All such policies aimed at improving asset
distribution would clearly be beneficial for income distribution as well.
The case of government expropriation would provide a good example for an
analy;is of the type offered in Cauas and Selowsky (1974). The limitation
to all such policies and analysis is that such distribution is likely to
affect unly the top two to five deciles in an LDC city - depending on the

cpuntry. The podrest are not able to enter the capital markets however
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concessional the rates may be. Their level of literacy, etc., does unot
warrant a view of land as an asset. Their primary interest is in land as
shelter and security. When ownership of land is primarily for the purpose
of residence (with or without a ztructure) it can be regarded as an incone
producing asset by imputing additional income to the owner or as a con-
sumption good, which is considared below. To sum up, while the redistri-
bution of urban land as an asset i1s regarded as desirable its effects are
not seen to be very important in overall income distribution.

2.4 Land as a Concumption Good

Now we consider the other side of the picture: people's consumption
patterns. We can write an individual's or household's utility function as

U = U (shelter, security, amenities; other things).

The three requirements - shelter, security and amenities - are those services
the demand for which results in the demand for land. These are taken from
Turner (J.F. Turner, 1967, 1968).

Now consider Fig. 4a representing standard consumer theory. Con-
ceptually, urban land policy affects income distribution only if it raises
the poor household from point Pl on 12 to, say, P2 on 13 a higher indiffer-
ence curve. This happens either if the budget line itself moves up to CD
or it rotales to AE (Fig. 4b). Thus if we make land availability easier
i.e., make price of land iower we would be raising people %o higher in-
difference curves. The problem is, however, not so simple. Firstly, we
vouid have to keep the rich out of the market, for unless land is an
inferior good, they would be helped too. Secondly, we hav: to look into
the preference structures of different groups to be really certain of what

we are doing. There is a reasonable amount of evidence from surveys of
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squatter populations, elume,1 etc., that the preference structure of the

pooreét 18 rather like Fig. 4c. 7The diagram shows that paying for land

4g low on their priority 1list. This is not to claim that the poor would

not undergo a certain amount of inconvenience to get better shelter. We

are suggesting that they are not willing to pay for land in monetary terms
because other subsistence nenessities have higher priority for monetary
expenses. Land would therefore have to be made drastically cheap (AF) for
the poor to be willing to pay something for it. Other essentials, mainly
food, are higher on their preference list and in this stylized representation
we are describing the case where a squatter 1is occupying land without paying
for it: he is at A. Thus a policy which relocates him, in say, a site

and services project with a charge for it is, in fact, making him worse off.

P, in Pig. 4c. It is then easy to see why many relocated squatters give up

3
their new piece of land as soon as they get it - usually sub-leasing it to

an individual with a higher iicome. They return to free squatting, i.e.,
move back to A at a higher indifference level.

The upshot of this analysis is that the determination of the
impact of urban land policy on income distribution necessarily involves
a knowledge of the preference structures of different income growps. An
individual's true income goes up when he is able to ascend to a higher
indifference curve. An increase in income clearly does this unequivocally.
When we are considering indirect methods like that of urban land policy
we have to look beyond conventionally measured income. The individual's
utility increases only when the good being provided is being desired by
him. In the cage of land, Turner (1967, 1968) has hypothesized that people

demand land because of 3 functional priorities:

lsee Turner (1967, 1968), Mangin (1968), J.C. Brown (1972)
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1. Location

2. Security of Tenure

3. Amenity.

The poorest (e.g., fresh migrants) are mainly interested in location.
They want to be near job markats. In tiieir highly uncertain situation the
only gecurity they are interested in is job security. Their meager income
only allows for food consumption and other bare essentials in a kind of
lexicographic ordering. The only amenity they need is space for sleeping.
The next income griup which has a reasonable stable income but is still not
well off is interested in security of tenure. This group is willing to
trade location for security of tenure. A temporary loss of job or other
economic misfortune does not then mean displacement of residence as well,
They are also more interested in space rather than amenity and that is
what they are willing to pay for. Finally the richest income group is more
interested in amenity having got a high stable income and subsistence
essentials being accounted for. Electricity, plumbing, well designed houses
and recreation then become important and will be demanded by this group.

This is one stylized version of different preference structures
of different income groups. Clearly the number of such income groups can
be increased to, say, deciles and that urban land policy would be improving
income distribution which operates on the preferences of the lowest income
groups. What has happened more often than not is that planmners' own high
income preference structure is imposed on the poor of whom we have little

knowledge.
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2.5 Urban_Land Markets and the Price of Land

We do not, in this paper, wish to deal in any detail with the
theory of urban land price determinaticn and of land rents. The essentials
are, however, necessary aince wuch of urban land policy is coucerned with
altering the price of land (implicitly or explicitly). Here we will high-
light the features special to LDCy and for Income distribucion.

Whether land is viewed as an asset or consumption good its price
can be regarded as the discounted sum of the income strecam yielded by it
over time:

R

T
P - t
Lo E=o 1 + rt)c

where,

PLois the price at time t (macpinal product as an asset, pro-
portional to marginal utility as a consunption good).

Rt is rent at time t (yield of an asset, scrvice of a consumption
good) and r 1is the relevant discount rate.

This formulation is deceptively simple since both R and r,
themselves are determined by a hos: of other variables. The role of
expectations in both these variables 1s the key to understanding the land
market. Future rent depends on the attractivencss of the location in the
future which is determined by factors outside the control of the suppliers
and demanders. The appropriate discount rete at tiae t depends on the rate
of interest at time t, the rate of inflation, and an individual's subjective
rate of time preference. In LDCs there is a considerable amount of uncertainty
surrounding both these¢ expccrations and speculatica is the natural result.

Here we use the word 'spzci lation" in a neutral mauner merely describing the

uncertainty component in the actions of suppliers a.d demanders.
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Figure #5 illustrates various time patterns possible of trends
in the price of a piece of urban land. The owner who holds land wants to
maximize the present worth of his asset. He would sell it at the time
its present worth ig maximum. Thus the supply of urban land depends
crucially on the expectations of the land suppliers. If the expectations
correspond to Pigure 5.1, where the PV lines are constant present value
lines and Pt is the expected time trend of land price, the land would appear
in the market at time tl. If the expcctations are as in Figure 5.2, there
is no rational time at which it would be released and in Figure 5.3 it is
ambiguous because there may be another point of tengency 1n the future.
We can expect differcat people to have different expectations and these
vary with each locaticn. Furthermore, the P.V. lines themselves shift
around depending on the pattern of discount rates. Here we are mainly
talking about unimproved land. Wien the owners are making decisions about
when to build the problem is further complicated. Although we talk about
the price of land independently of the structure on it these are difficult
to separate in practice. Unimproved land is more valuable since using it
does not involve the tearing down of an existing structure. There is,
howaver, a trade-off Letween the rising value of unbuilt up land and the
raturn that could be obtained by comuvining capital with it (i.e., building
a structure).

S,~rrlation is generic to the operation of the land market. Most
policy documents and pronouncements concerning urban land reveal the popular

belief that speculation is rife and is instrumental in raising prices to

undesirable levels. Various policy instruments are then prescribed to

ontrol such "speculation.”
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To evaluate these policies we need to examine the validity of
this belief. Speculation, viewed neutrally, is merely the maximization
of present worth 1u a situstion of uncertainty. For the activity 1tgelf
to affect the price we would expect that either,

a) the situation is as in Figure 5.1 and there is a monopoly so that
one person's expactations or a small group’s expectations dictate
constricting supply, or

b) the situation is as in Figure 5.2 so that everyonds expectations are
such that land should be held back frcm the market.

There is little evidence of (a). While land ownership is con-
centrated it is dispersed over a reasonably large number of people &0
that a monopoly situation does not exist in most LDC cities - unless the

monopolist is a publi: authority, itself. We can expect different peoples’

expeétationn to be different and their discount rates to be different so
that we should observe a range of t,8s {".n Figure 5.1) in the market.

Case (b) 18 mcre realistic and is probably the nub of the problem
that most land policy is up against. Past trends would predict such a price
trend and the land owner is faced with a decision making problem. Behind
the price trend is the expected income stream from the asset. If the asset
is held off from the market indefinitely there is no income stream. The
land owner must, therefore, allow development at some point to get any
retura. He can do this by building himself or by leasing the land to a
developer. It is in his interest to sell the land only if he perceives
the trend to be as in Figure 5.1. How 18 speculation then affecting price?
In the short run, when everyone wants to reap capital gains from price
rises, restriction of supply itself feeds back ingo the price which increases

further as a tesglt. It is this price rise that should be called an
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undesirable speculative price rise and which needs tc be controlied. We

have to be clear about the following:
i) that speculation arises initially because of expected real price
increases reflecting rising productivity of the land.
i1) that 1if price rise expectation 1is not widespread, different people will
be releasing land at different times and speculation will be performing the
useful function of "land husbandry." Speculation will be holding out of
develorment that land which is nceded for higher density purposes later.
The short run nature of the speculative price effect has to be
considered. It has been argued that land will not be held from development
indefinitely. Either it must be sold at some point or developed to give
any return to the owners. As more and more land 1is developed demand is
satisfied. Here we recall the distinction betwcen land as an agset and
land as a consumption good. Much of urban land demand 1is for housing ox
shelter and such demand is met by the renting of land. Furthermore, we
can expect peripheral lands to come into the urban market if current urban
land 18 kept from it. This would have a price depressing effect and the
uniform price expectations would Le belied. Thus the speculative component
of the price rise would be curbed by expanding supply in the rental market
and in peripheral lands.

INCREASE IN LAND PRICES AND DISTRIBUTIONAL IMPLICATIONS

To the extent that the land market works well and supplies and
demands adjust in the "normal” way we should not be concerned with the
price level. In cquilibrium, the price would reflect the land's marginal
productivity and the land would be in 1iis best use. As mentioned earlier
the problem is that, in fact, the urban land market in LDCs is in character-

istic disequilibrium and therefore considerable uncertainty surrounds its
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These concerns issue from land secn as an asset. In addition,
price-rise has distributional juplications for consumption-good demanders:
1) Again, 1f inceme growtii is lagging land price rise people either
spend higher and higher proportions of their income on housing or live in
more and more crowded Luildings or both. Figure 6a illustrates this. With
slower income growth the demand curve rises slower than the supply curve.

>P.>P i.e., there 18 less and less land consumed

3 21

per capita. The precise results depend on the magnitude of the relevant

Thus Q1<Q2< Ql ard P

demand ind supply elasticities. Nonethcless, the likely effects will str.ke
different income groups disproporticaately. The lower income groups'
expenditures on shelter are constrazincd by expenditures on other essentials,
mainly food. Health 1s affected by l~wer expenditures on food and by highcr
overcrowding. Schorr (1960) documents inatances of such overcrowding that
people have to sleep seriatim so that children only get 5 hours sleep a
night with severe effects on health. The long term consequences on human
capital distribution and thereby on income distribution are obvious. The,

important point is that the rich are not similarly affected. They also have

to live in more crowded conditions and pay more for housing but there is no
effect on nutrition and health.

i11) Figure 6b illustrates an extension of the argumcnt above. Deriving
from Figure 2c¢,say, for the next tu lowest income group, members of which

sonsume Q1 of land with the price line at P,A we find that a rise in price

2
tc P2B pushes them to PZ' i.e., reduces their consumption to zero and to
the lower indifference curve 12. The regult is that a higher proportion of

people can be expected to be squatters outside the housing market with

riging land prices.
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Figure 6: THE RISING PRICE OF LAND
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111) A corollary of the above is that the poor look for cheaper land.
As noted earlier rents decline with dictance from the central business
district (c.b.d.) and by the quality of amenities. The result is that with
rising land prices the poor lccate
a) further and further away, and
b) in marginal locations like steep hill slopes and marshes. This
accounts for the "urban sprawl" that so disturbs planners and the
phenomenon of the poor living on peripheral lands. (James A. Gardner,
1973).
The analysig above indicates that even if we belleve land prices
to reflect true productivity (Lowever measured) we have reason to be
isturbed about its distributicnal implications and need policy measures

to alleviate these problems.
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3. Issues in Land Use and The Urban Poor

3.1 Land Use Planning and The hiarket: Need for A Symbiotic Relationship

We need urban land policy to help the market overcome these
difficulties and to do those things that the market cannot do. To
paraphrase Andrews (1971), we need laud policy to establish conditions
conducive to land use cooperation and controlled competition. Unless
the whole cconomy is planned and prices, in general, are not seen as
important information signals about relative scarcity, urban planning
must take acccunt of the land market and peoples' preferences. ifost LDCs
fall into the category of mixed economies so this structure can be regarded
as a geaeral one. The attempt to do comprehensive urban planning has met
with failure in most cities uhece it has been tried. The reason 1is not
difficult to find. As has bcen emphasized, the characteristic atate .f
LDC cities 15 a state of flux. Planning muast, of nccessity, be done by
a small group of individuals. Their attempts to predict the future contain
a large element of their own sets of pref:orences which are not shared by
everyone else. New politica! systems are not able to transmit the wants
of people very well to planners. Planning methods themselves are not
adequate for the nceds of cities. The procass of planning itself takes
a finite am unt of time during whici e base conditions change and the
plan becomes somewhat outdated as soon as it comes out. The problem is
further complicated by the market itself rcsponding to an enunciated plan.
Sefvicea like roads, drainage, sewerage, water supply and electricity are
supplied by a public authority. Their planned provision affects the expected
values of land crucially. Sneculators, developers, and others alter their
activities in recsponse to a deciared plan quickly sometimes constructively

and sometimes perversely. Ticce decisions cannot be predicted with any
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precision go an exercice in urban planning can easily have unintended
results inimizal to its objectives. Y.t we must have some planning for
decisions that cannot he made in the small (the analogy 1s of finding the
global optimum rathecr than a local one): tie general form of s clty needs
to be guided; services need to be provided; recreation arvas and parklands
have to be protected or provided; long term investments have to be
coordinated {e.g., construction of a m-jor connecting bridge); and a watch
kept on the dictribution of welfare. 7he marke: docs not do these things
well. We therefere need a dvnamic, symbiotic relationship between urban
planning and the urban land and houging market. Planning should use
private energies which are being offercd and not usurp their functions.

3.2 Synthesis of Policy Prescriptions

We can now classify land policy instruments according as they
operate through the market or as dir:ct measures allocating lard to
different groups. Within the group of instruments operating through the
market we can distinguish those which :ire specifically aimed at curbing
undesirable speculation since this is au issue that receives prominence
in land policy. In addition to efficient allocativn of land we can regard
the aim of land policv as the curbing of price ris: because of the concerns
outlined in the earlier gection. Mere control of price is really a control
of productivity is we assume the price to reflect productivity. Policy
which curbs price rise through the market can really be regarded as a
supp;y curve pushing exercise. #ith tihe constant -endency of the supply
curve of land per capita %o be pushed upwards with the fast urban population
gruwth, the task of lsand policy 18 to pish it dovm. It can do this by
expanding supply or by faciiitating rurket clearui ce activities. We consider

each policy instrument in such a context.
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A. PFacilitating information Exchange

The problem of in:ormation 1s 7 importint one iu LDC land markets.
We have emphasized unc..ctaimy as the me in cause of speculative activities.
Although we have been talkiny, about the urban land market, in reality one
chould talk about m:iny urba: Jand marrers. It has been mentioned earlier
that the demand for urin land is a deri-zd demand from that for varilous
characteristics. L.ch loca:ijon has different characteristics thus the
market is nighly segmcnted. Part of this segmentation, thouga, is
because of lack of informaticn ov alieruatives and :ecausc of uncertainty
about future characteri:stice of various locations. t{arket clearance is
helped along 1f such iniormation incre+sess

i) Planning ‘criiication: Since a public authority must provide

various services, of 'iich roads, transportation, electricity and water
are the most importont, uncertainty about the futur: is decreased if

future plans for these services are announced much in advance. Both buyers
and sellers then have hetter information on which t base their actions.

As far as the price of lanc is concerned this is a two edged instrument.

Recall that

Lo -t-o t t
(14 )

Planning notification makes the expectation of Rt wore determinate. The

result is that it can decrease or increase and some owners gain while others

lose. Tracts of land which are expected to increas2 in value (because cf,
say, provision of a new road) may be kept out of the supply because of
higher expectations for some time. In such a case we have to be clear that
the price rise 1s 2 reflection of t:ue szlue increase. The question to

debate is who should benefit from this increase. Varilous tax and other
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measures can be devised to deal with that question. Demanders' locational
decision are helped as well as suppliers decisions ou when to reiease the
land. Efficicncy of land use is likely to increasc assuming that the
planning decisions are good. The distributional implications are ambiguous
because:

a) There arc classes of both gainers and loscrs because of increased
determinacy of Rt' Thesc classes also depend on th2 particular taxation
provisions.

1) The overall effect on prices is probably against the rising trerd
since the risk element is reduced. This helps all land demanders.

As mentioned earlier, plarning is a difficult process because
conditions are alwavs changing. In this case the merc announcement of
a plan causes land prices to change and therefore the assumptions of the
plan. Simulation exercises can incorporate such changes but these changes
are notoriously difficult to predict. 1In an LDC context we also have to
remember that planning skills are in shtort supply and charccteristically,
planners are not economists, and even if they are cconomists their training
does not help in predicting the devious workings of a land market.

1ii) Inforwing Demanders: The land market is often lopsided since

suppliers are often developers or '"professional” landowners while demanders
are mercly consumption good demanders. The suppliers therefore have better
information ( an element of monopoly) and can affect the price. Two kinds
of measures can be effective here. Firstly, within the market, intermediaries
specializing in advising consumers can improve the information gap. There
are, for example, real estate brokers (pokdokpang) {n Korea who perform

this function. Secondly, govermment can run such an advisory scrvice. The

govermment can supplement this by monitoring prices in various areas and
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publishing fair pricecs for each location in a city. Both have thelr
drawbacks. The private intermediaries could collud.. with suppliers since
their commissions would normally depend on the price. Price announcements
would be based on some kind of assessment practices which are notoriously
difficult to standardize. Both Tokyo and Stockholia have variants of such
price announcements and monitoring which are generally regarded as success-
ful. (S. Passcw, 1970, D. Kcare, 1971). We shoul.! expect beneficial effects
on integratico of segmcnted markets and on market clearance. Since demanders
are helped and some monopoly elements are undercut the distributional

effects are positive.

i11i) Land as lledge against Inflation: Land is often Leld as an

asset for the want of botter assets in the face of considerable uncertainty
surrounding inflation. This ig important in LDCs «nd in particular in Latin
Amer.ca. The problem is again the abgence of information about the future
which leads to speculation. Not much can be done to improve prediction,
but measures can be tuken to:

a. reduce losses due to inflation and

b. provide alternative forms of assets

If monetary indexing is in*roduced losses due to inflation are

reduced considerably and interest bearing assets bLecome viable alternativis.
Interest rates can then be real interest rates rather then being nominal
rates incorporating uncertainty about inflation. “he indirect effect of
this {s that demand for land as an assct decreases and therefore more is
avail#ble for development as a consumption good: he demand curve and
supply curves both tend to shift downwards and lav . price is therefore
controlled. This 15 reall, a wider monectary pol:c ' issue and we are only
concerned with delinking ti: demand for land from .acertainty about inflation

rates.
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B. Expandaing Supply of Land

Measures to expand supply of land are both direct us well as in-

direct.

1) Municipal Land Banks: Sweden and the Netherlands provide the

prime example of the device of using municipal land banks to control price
of land as well as controlling form of the city. If a public authority
owns tracts of land in various parte of a city and in the periphery it can
use them in much the same way as buffer foéd stocks are used. Firstly, such
lands can be bought before development so thaf they are brought at un-
developed priceas. They should, for example, be bought before a planning
notification is issued. The public authority then makes gains from later
price rises. Sccondly, when private owners are holding back land such lands
can be released to have a depressing effect in prices. The expectations
could then be changed from the pattern in Figure 5.2 (rising continuously)
to figure 5.1 (logistic trend) or 5.3 (uncertain): in either case more
land would then come on the market and price rise slowed. Such a policy is
also not easy in an LDC because:
a. Public funds are sunk as 'unproductive' capital until a gain
is actually made. They are justified if the capital gain and
effect on prices is large enough to be competitive with
alternative public investment possibilities.
b. The administration of such policies needs a considerable amount
of skill and lack of corruption. In present LDC conditions
both these requirements are difficult te fulfill.
If price of land is kept stable (as it has been until very recently

in Sweden and the Netherlands) by such a policy the acceas of lower income
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effects. When there 18 one public authority dealing in the land market
private developers and owners watch its actions closely and respond in a
volatile fashion which itself feeds back into the price. The actlons of
each of many agencies would not be viewed in a similar fashion. Stockholm
has even used decoy agents for the public authority to perform the same
function, as have scme LDCs.

C. Taxatinn Measures to Control Price

1) Capital Gaing Taxatjdon: That owners of land should not reap all

the benefits from price rise has been alluded to often enough. However, as
long as oue 1s operating in a market economy there 1s no reason to discri-
minate against land as an asset as compared with other assets. Liand owners
bear the risk of holding land fcr future use. They should then be permitted
to gain an adequate return on their investment which, in the case of
undeveloped land, is only through capital gains. Thus taxes on capital
gains from land should tuke account of an adequate return and then tax the
rest. In that case the attractiveness of land es an asset will be reduced
as compared with other ussets and the speculative element in price removed.

11) Taxation of Vacant Holdiugs: Taxation of wvacant holdings is

congidered here because it is another device to control land price. Tt is
often suggested that vacant holdings should be taxed at penal rates so
that '"speculation" would then be decreased. 1f this were done all land
would be available at the same time and none left for future nse. Such a
measure has few equity effects: only distortions of efficiericy. The role
of spéculation in the maintenance of land inventory has already been
discussed. As long as.there is s sensible capital gains tax an additional

tax on vacant L.ldings 18 unnecessary except to selectively encourage
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This 1s veally expropriation and should be seen us such. Recauves of
political uncertainties price is seldom expected to be frozen for too
long a time.

i1) Rent Controls: Rent controls are merely another form of frozen

prices but are discussed scparately since thay are so widely practiced.
Almost cverv country has had somc f~.m of rent controls since the ond
of World War II and they have beuen contdstently criticized by cconomists.
It 1s not always the case that tenarts are poorer than landiords. If we
are really intercscted in subsidizing the nroor at the expense of capital
owners why should Jindlords be singled out? O01d settlers ore protected
at the ccst of rocent migraats, the young and mobile tenants. Malntenance
of old buildings is discouraged therehy causing unnecessary depletion of
housing stock. In terms of .conomic efficiency it is inef{icient because
it 1s a tied subsidy: the t..ant might wish to use the subsidy for other
purposes ware he given the clioice. The analysis in carly sections suggests
that the really poor do not valuc housing very highly anyway.

The deterioration of central citfes, e.g., Mexico City, has 1in part
been caused by rent controls to a large extent. (0ldman, et. al., 1967).
Indeed, one is hard pressed to find a pood word for rent-controls anywhere
except from those who occupy such proncrties. It is a genuine puzzle that
they have persisted for more than 25 years in the face of such widespread
condemnation.

One other delectcrious effect on the distribution of Income is that
property taxes suffer because of rent controls. Assuming that tax expenditures
on urban scrvices benefit everyone and that properties are only owned by the

higher income groups (which 1is largely true) income distribution is clearly
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wareened. 1In the casa2 of !fexico City, Jane Cowan Brown (1972) does suggest
that the relatively poor live in the rent control areas and that they have
bencfitted. The resulting distortions in land use are difficult to weigh
against these beneficial effects.

All of the preceding discussion has been concerned with land policies
attempting to keep the price of land down. It can be summarized by the
followinr:

a. 'artifically" controlling the price of land (as of any other
commodity) 18 a short run policy with short run distributional
effects but long run allucationnl effects.

b. Supply expanding policies 'nmaturally” control the price and are
therefore preferred. Allocation of land is not distorted while
distributional effects, i1f any, are long term through the
distribution of wealth.

c. 1If the rising trend of land price is arrested distribution is
improved hecause the lower income groups' access to the market
18 improved. This effact 1is gveatér if higher income groups
are somechow restricted from the market.

d. We recall :he distinction of land as an agset and as a consumption
good. It has to be re-emphasized that the really poor are usually
more interested in land as a consumption good and, in particul:r,
as a free consumption good. All these price controlling measures
then do not affect the lowest group except in keeping this group
from expanding.

Ve now discuss land policies that can be regarded as dircct or
physical measures. They would affect land prices also but that is not

their aim.
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A. Restrictioas on Land Uae.

1) Zoning: Conceptually zoning has the effect of expropriating part
of owners’ property rights. To that extent the value of zoned land is
depressed gince the set of possible uses 1s restricted. That, nowever, is
not the whole story. It hags been mentioned earlier that zoning is not very
important in LDCs. The reason 15 that LDC citles characteristically have
very mixed land use and therefore attempts to gegregate uses do not meet
with much success. Wot much can be si1id about the distributional effects
of zoning on an a nriori basis. What can be said ig that where there is
zoning 1t usually goes against the poor. In the U.S. it has usually been
used to ''protect property values' by keeping high income at low densities.
This keeps low income, often black, people out and property values high.
Zoning tends to frecze land use and is therefore likely to have harmful |
effects in the context of fast chenging LDC cities.

11) Building codes: Urban planners and local adiainistrators often

recommend building codes to maintain high standards in housing quality

and to'protect' tenants from shoddy houses. The problem is that such
codes are usually too high for LDC standarda and are derived from adminis-
trators' preference structures. The result is that legal residential land
uge gets restricted to relatively expensive housing thereby ahut?ing out
the poor to extra-legal options.

B. Restrictions on Land Ownership.

i) Ceilings ou Land Holdings: Imposing a ceiling on land holdings

egsentially limits the use of land as an asset. The negotiability of land
would then be limited since no one would be able to hold more than a certain

amount. The distributional effects of such a measure are difficult to work out.
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People holding mwore than the ceiling would sell the gxcess and coavert

it to other forms of wealth. In static terms we merely expect the com-
position of people's porif. iros to change with the distribution of wealth
remaining constant. Siner 1lind rises in valuc over time, the dynamic
effects are more proticmit cil. Whao is clear 1is that concentration of
land owmership is rofuced ‘nd thereby moropoly power in the land market.
The access of slirhtly lowv r income groups to the land market is mace
casier. If thesc inione groups get a hipher return from land than from
other assets they woere presiously holding then we expect an improvement in
the distribution of waalth. There are. however, other problems. Ue have
noted the function of holding land fo: inventory purposes. Individuals
(usually rich) becar the risl of holdiry land for future higher land use.
Where there are land celliigs who will perform this function? 1f the
govermment does it w: havc to consider the problenm of sunk capital and
the government then has to bear the risk. Further, there is loss of tax

reVenue which also has to b¢ considerc:'.

In the case of buiit up properties which arc over the ceiling
there are severe administiative problens on their subdivision. This is
so regardless of whether the celling is in physical terms or value terms.
There is the further prob!em of the owncrship of large commercial and
industrial properties.

In sum, imposing land ceilings, while possibly theoretically
attractive for distributinnal purposcs poses insuperable practical
problems.

i1) Expropriation oi Vacant Louda: Expropriation of vacant lands

is often supggested as. 1 measure to combat speculation in the land market.
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Exprop;iation is clearly justified whcre there is extreme concentration

of land ownership causing monopoly power over the market. The distributive
effects depend on what 1s done after expropriation and the terms of
expropriation. The price effects of the reduction of monopoly power through
expansion of land supply have already been discussed. The expropriating
authority will have to excrcise a preat amount of judgment  on which lands
to expropriate. To curb uaccrtainty reasonably clear guidelines will

have to be issued. Indced. the threac of expropriation could be
instrumental in keeping vacant lands to a minimum. The question of use
after expropriation ic discussed in a Jater section.

111) WNationalization of Land: ‘rhose who belleve,

a. that the urban land market does no: work at all
b. that land is a special commodity, in some sense too valuable
to bhe privately owned,

suggest that land should be nationalized. If the economic analysis of
nationalization of industry is difficult so is 1t of land. Cauas and
Selowsky's paper (1974) suggests avenues of analysis for industry that
1s owned by local nationals. Their approach has been criticized because
industry in LDCs 1s often owned by foreign nationals. In the case of urban
land, their paper is particularly relevant since most urban land is locally
owned. Complication in analysis 1s caused by the fact that value of land
is characteristically rising over time and compensation formulae are
difficult to arrive at. The pricing of nationalized land services is rather
more problematical than of industrial products. Red:.stributive effects
depend on past nationalization policies. IV taed is acquired with less
than value compensation and its use made avail. nble Lo u larger subset of

the total populatinn than the nationalized owners w. are certain to have
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In the absence of a totally controlled economy we have also to
consider cffects of land nationalization on other sectors. Investment
might be retarded because of uncertainty concerning other future
nationalization of other sectors. The unpredictability of city growth
and the difficulties of comprehensive iind plannia;; have been emphasized
earlicr. The nationalization of land (learly inv..ves detailed comprehensive
planning since the allocation functiens of the mar et have been usurped.

Those who believe that the land markcet does not we 'k propose nationalization

©

for precisely this renson. T consider comprehensi-e land planning to be
particularly untena®l. in . mixed economy but not f the whole economy is
plnnned.1
As a compromisc betreen these two poles th: » is a continuum of
possibilities of the d.~r¢ . of property rights thi: can be allowed sub-
sequent to land rationaiiz:ticn. The mechanism of limited time leases
gives control of the lonsei property to the lessec within constraints
imposed by the lease. These constraints include.
1) time of lease: shorter the operation of the lease, more restricted
property rights.
i1) restriction or land use.
1i1) restrictions on land tranafer.
All these can be of varying degraes but the more flexible the better
for dynamic land use plaan.ng. The market can be nllowed to optimize
within the constraints imposed by the lcase conditinsns. The public

authoritv is then relfeved of making detailed deci:ions while guiding

1 i
When an ccoaomy is fully planned priorities are «¢i:her imposed or arrived
at by the methods other thin prices. The same can re done for land.
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over all land uge. The davice of linitaed time lease provides a useful
way of preventing freezing of land use where this is deemed to be harmful.
Capital investment on the land is crucially affected by the length of
lease since {t has to be at lecast long enough to make the capital worth
investing. The duration -f lease must not also be too long for its very
purpose of introducing fleixibility in land use will then be thwarted.

3.3 Provision of Shclier for the Poor

We have emphasizod the diffuerent preference structures of different
income groups. Policies diracted at the consumer therefore iave to be group
specific. Much of the pricedingm discu=sion has bewn concernad with smoothing
out the rough edges of the urban land market but mostly from the supply sidc.
From the demand side we mainly consider land as a consumption good required
for shelter purposes. Dcrand for lan] for industrial and commercial purpos:s
is neglected because lind policy mainly affects its location end not many
general comments can be mide in the context of income distribution. It is
relevant only from the vicwpoint of job accessibility, access to markets,
etc,, and that 1s covered under recsidential location.

Land demanded for shelter is not a trivial commodity so we
expect consumers to he particularly thoughtful in <heir land consumption
decisions. For this reason revealed prefercnce of differcnt income groups
should be deemed as particularly important by poli:y makers. We can divide
land consumers into 3 operational income groups: :he highest who do not
need any help from policy nakers: the middle income group who participate
in the land market bu. have access difficulties; .:ad lastly, the lowest
income groups who are offectively shut out of the¢ urban land market. The

first group can be left tc its own devices except -hat they should be taxed.
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Here we only consider the second and rhird groups. The second group only
needs marginal help to participate uore effectively in the land market.

In LDbs the main problem such groups face is that of limited access to
capital markets as mentioned by Oldman, et.al. (1967). The turust of land
policy for this group is provision of adequate financial institutions to
provide mortgages, etc., and provision of information of the kind suggested
in an earlier section.

Here we are mainly concer.ied with the third group. Most land
policies considercd until now do not affect this group. The reason for
this was illustrated in figure 4c where it was shown that the preference
structure of the poor is such that prevailing land prices cannot allow
them any expenditure on land. The market produces a corner solution
which is being found unacccptable by policy makers. It must be made clear
here that the correct solution is an increase in the disposable income of
the poor. This has to be stated even at the risk of sounding trite. When
we are trying to raise the income of the poor through urban land policy
we are either saying that direct incomc increments are too difficult to
provide or that provision uf shelter is particularly important as compared

with other thirgs.

People shut out of the land rarket are generally called squatters

although each country has its own descriptive word e.g., colonias proletarias,

in Mexico, poblaciones callampas, in Chile, villas migeria, in Argentina,

favelas, in Brazil, jhuggis and bastis, in India. The exact implications

of each term vary according to local circumstances. The order of magnitude
of the problem is iadicated by the following rough estimates of proportion
of squatters to total population for various cities around the world: Anlkara

45%, lstanbul 21%, Manila 20%, Singapore 15%Z, Lusaka 37%, Caracas 38%,
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Santiago 25%, Lima 25Z. These egtimates shoald onl e seen as ludicative
since they arc for diff. rent years and different definitions (sometimes
unclear).

The phenomcnon of squatters 1is usually as.ociated wich high
migration rates although it is not clear that they, in fact, are the most
recent rural-urban migrants. Tueir problem has reccived most attention
in Latin America where a vast social science literature has developed on
characteristics of squaiter populations and settlcments. There 1is, however,

ittle in the econcmics literature about them.

We scek to increase scuakters' income by p.oviding more land as
a consumption good to raise them to higher indifference curves. The
analysis of fipurc 4c has shown that the pooreat gct worse off {f they are
moved from land they arc occupying free to a site where they have to pay
for it in monetary terms. This 1s so evin if the ncew site has superior
services. As mentioned by Vernez (1y73), the poor are price oriented while
the rich are location oriented. This is consistent with the analysis
offered in “ection 2.4. Onec further problem in the relocation of the poor
is distance from job opportunities. Once again, they cannut afford to pay
for transportation but they are willing to walk. There is some indication
that people are willing to walk 2-3 milcs (40 min. to 1 hr.), but not much
more. (Muench, in Koll, 1972). People slightly better off can afford
bicycles and can therefore live farther away. Land policy for shelter of
the poor has to take account of such consdierations to be realistic and
to be effective. For the very puorest we may have to provide land at
zero money cost or they will find such land anyway. We use Anthony Leeds'

(1973) terminology to discuss policies aimed - spucifically at the poor.
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A. Producer Orientation

Policies which place essential programming, construction, designing,
planning, financing and administration of residence building %n the hands
of a emall number of large enterprises specialized in such building may be
called producer ériented policies such policies have the following pattern:

1) Slum or squatter eradication by force.
11) Development of high densicy housing of high construction quality
but low environmental quality on the fringe of the city.
111) Relocation of removed slum dwellers and squatters in these new
estates t subsidized rates.

The reaction of the relocated people is usually

1) to disappear botween time of removal and relocation and arpear
in some other 3lum or squatter area or,
11) To take possession of the new dwelling and then to sub~lease

it at the earliest opportunity to a member of a higher income

group. They return to the most convenient location near their

original one.

In the latter reaction income distribution of the direct kind
18 the end result and may well be efficient although not intended by the
scheme. The reasons for these reactions are summarized by figure 4c but
in addition we conjecture,

1) such developments are usually way out on the periphery of the
city while economic opportunities are not similarly located. A long commute
becomes necessary. It is in the nature of such developments that they be

build on the cheapest land available so it is a logical consequence,

1Th:l.s pattern has been distilled from: Lagos (Mabogunje, 1968, Ch. 10);
Nairobi (Werlin, 1974); Rio de Janeiro (Gardner, 1973); Buenos Aires
(Tobar, 1972); Singapore (Yeung, 1973); Hong Kong (Dwyer, 1971); Delhi
(D.D.A., 1961; Bose, 1972); Bogota (Pineda, 1972).
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11) The preference of the poor is for space. Sdch developments are
usually very cramped: again dictated by econumic requirements. LDCs happen
to be iﬂ largely warm climatesr. A great part of the lives of the poor is
conducted outdoors. It is simply too uncomfortable indoors without some
kind of cooling or air circulation which they cannot siford. Slums ard
squatter areas are usually low rise developments thougn very tightly
packed in. Outdoor life gets very restricted in the new deveiopments.

In sum, planners' preference structure is Imposcd which, even 1f
it 1s imaginative imposes tntformics. Housing built {v such a manner
minimizes the social and cultural meanings and roles of housing, curtails
values and interest expression of usar.- and, generally, restrlcts adaptability
for the varied needs of users.

This critical approach to "producer orientation' must not be
regarded as a questioning of the motivation of those who initiate {it. It
is, rather a logical consequence of Lhis oricntation. Large scale public
projects require capital, managerial and coordination activities in addition
to labor. All these have to be pald for from public funds so economies
have to be made at all opportunities. The result, however, is that a great
amount of money is spent with little increase in utility of thosefcryﬁa?is
intended .

With the magnitudes indicstud above it 1is not surprising that
such an orientation can only touch a few of the squatters, given rormal
governmental budget constraints in an LDC. Indeed, all the cvidence
(e.g., Mexico City, (Cornelius, 1973), Bogota (Vernez, 1973); Singapore
(Yeung, 1973)), points to the fact that public housing goes to low middle
and upper lower class, nover to the poorest. Even in Singapore, where

public housing expenditure amounted to 432 of the total development plan



it did not go to the lowest income groups.
housing propram, basic:lly producer oricated, does

success otherwisc. About 40% of the vwopulation is

We note, however, that Singapore 1s a cit

of the city 1s very important an' uiian land suppl

detailed planning {s n:cessary. Furthe more per @
18 higher than most Lh.s (about U.S. 5¢20) so that
15 more casily ablv to »ffr -4 a really large scal.

B. Consumi. (rie:c-tion

Foliowing Jo.n tivuer 1t 1g intreaslug:v
squatter settlenments fo.m the worl viabie solutiov
to the poor. Squatter « -tt..maut jmpii:s occupyi
No higher redistribut:.: <su take plac. ag far as
Pigurc 7 illustrates this.  The act of accupying a
from Pl (conzuming no i:ad; «n [1 to PL consumiug
indifference curve.
a site (1.e., pay a n ~tive price for the land).

The sequenc. .
establighed now for Lacin amurica.
migrants, nor th. pocr. st Chev are t
some time, and have r-sonibly stable tncomes. [
think of rhe amenities pro-’ided by dwelling units
ments arc occupiced by r.e very organltzad invasion
ire laid out, allocatio

months 1n advance. Tlo:s

lThis section draws frowm Turner (1967,1948): Hang
Browr. (972), Colliex 11a71): Ford Fou:rdation Sur
Michl (1973) ' Perlman (1973): Ray (197 ,). Schorr

(Yeung,

e :an do better oniv 1f he =

. the formation of squatt.

ye who

« £ their owm.

52.

£973). The Singapore
-oem to be approaching
:ot in public housing.
state where the form
is inelastic so that
'ita income of Singapore

he government budget

rogram.

seing accepted that
or providing shelter

land without payment.

.than land 1s concerncd.

;s1te moves the consumer
ul) on 12, a higher

actually paid to occupy

r settlements are well

Squatters are .ot the most recent

been in the city for
is only then that they
Settle-~
‘hich 1is planned in secret

are made and legal

. (1968) ; Jane Cowan
ys: Leaeds (1973);

'968) ; Werlin (1974).



53.

work is donc prior to occupation. Then a slow additive transformation
takes place as houses begin to go up with progressive improvement of
materials from, say mats and tin sheets to brick and reinforced concrete.
In parallel, the settlement’s urbanistic infrastructure vunfolds. Street
systems develop by self-help and self-financing but generally with some
collectivity such as a group of neighbore. The accent 1s on providing
maximum quality and flexibility with minimum cost.

Owvnar builders entirelv avoid formal capital markets; cousclously
speculate about visin~ reaity value, cut out cost of manarement and co~
ordination and labor; elimfnate cost of transport and storage,build
according to their own task and style oi household; and change progressively
with the domestic life cycle. ‘ihe result 1s that the living space is
substantially cheaper than mass housing {(50-60% for similar quality?) and
consumers are following their own prefecunces. This process has been called
incremental developmert (e.g. Vernez, 1973). Part of the reason for this
preference 1is that the poor do not like to enter into long-term loan or
mortgage contracts (e.g. i‘lchl, 1973) becﬁuse of greater uncertainty about
the future. They prefer to build incrementally as their income increases.
Vernez provides evidence for Bogota, which shows that the higher the income
the higher the amount of contracted labor that goes into house bullding.
That capital markets are not totally clogsed to squatters is seen from the
fact that they are observed to have all kinds of consumer durables like
T.V. sets, radios, and refrigerators in various Latin American cities. One
can conjecture

a. The squatters are willing to invest in such items since tliey

are easily movabl:, and
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Figure 7: REDISTRIBUTION THROUGH SQUATTER SETTLEMENTS
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b. traders avre willing to provide credit for thrse goods sinze they
can readily be taken back in the event of derault.
In the case c¢f land for shelter, neither of the above is true as both
sides are reluctant to enter into loan agreements.

Lest thig plcture L.i% too rosy it must be pointed out that these
settlements are not such as to pase any urban planner's approval. They are
ramshackle, very densley populated, dirty, and "badly” laid out. Furthermore
the description above is mainly of Latin American conditions. There 1is,
however, evidence of dvnamic self-help by squatters and slum dwellers in
Africa as well. Mucnch (in Koll, 1973) describes slums in Ibadan and how
they have adapted to the rapidly changing world. Werlin (1974) describes
the irdigenous hcusing market and self-help by squattors in Nairobi.

Indian slum dwellers help themselves according to Clinard (1962). Asian
cities have a more difficult problem than Africa and Latin America since
there is not much land avallable for free squatting. The extent of public
land (preferred by squatters) is limited while it is not as critical in
the other two poor continents. One is hard pressed to find such partial
solutions for the high population Asian cities. The indicafrion from
Singapore 1ic that rising income can solve shelter problems.

Having described the pattern of self-help the relevant question
here is about the role of land policy. It is tempting to say that squatter
. settlemerits should be legalized readily and govermmental help offered as
technical assistance and for infrastructure. But the problem is not quite
so simple. We want to maximize asset creation by self help since that
creates physical capital as well as human capital through learning by

doing with beneficial long-term distributiona. effects. There 1s some
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evidence that this 13 fortheoming ludividually and collectively most
readily when then therc is an adversary llke a public authority. (The
analogy is of a natfon lu wartlae). Thac would suggest the maintenance
of some tension between the governsent and squatters. On the other hand,
there ig conflictiuy evidence (Clinava, 1962, cn India) that encouragement
from the government activates sium «wellers for self help projects. So
the conclusion is uncertain. One thing that can be stated unambiguously
15 that government must not substitute for private energiles under any
circumstances. We can lock af this problem from the economist's viewpoint.
Refer to figura 7. The price line is horgzontal depiceing free land. fhe
question of optimization I3 begged in the diagram. Somehow Ll is allotted
to the consumer. The mafutenance ~f somc tension between the squatters
and the authorities 1c like a price, albeit non-monetary. We can then
conceptuaily tilt the price line somewhat and conasequently optimize and
find land allocations. In that sence the maintenance of some tension is
good. We can tentatively conclude:

The government should legalize squatter settlements and

provide technical asslstance and other infrastructual

heip but not too readily.

We can summarize the contrast between the consumer ana producer
orientations by quoting Michacl Koll (1972):

"It {is waste to concuntrate the scarce manpower and capital

on the planning and constructing of a few housing projects;

it 18 wagtc to allow uncoutrolled city growth which leads

to chaotic city structure; and it is waste not to improve

by an input of technical assistance the peoples' own way of
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building houses. It is economical, on the other hand, to use
the few available planners for the most important tasks - the
allocation and control of land use. Govermment can never
hope to solve the problem of housing by unilateral effort,
the alternative ig to mobilize the savings and initiative

of the common people and to guide orderly city growth."
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4. Directions for .clicy and Pesearch

This' papes ns emphasized repeatedly that urban land policy has
to be made ' L. presence of sreat uncertalnty about the future. Gities
in poor cc.ntries . e expanding in both area and population at unprecedented
rotes so 1he task of policy miking is net simple. It has been suggested
that we are more likely to help the urban poor if we accept thelr presence
and try to uncerstand their preferences and wants. We do ot know enough
about the urban poor. We need to find out how poor the poor really are to
design effective land policy. This search should involve toth (a)
household surveys to determine income and consumption patterns, and (b)
attitudinal surveys to investigate preference structures. It might seei
an extravagance to gather such comprenensive information for designing
urban land policy. It is justified on two counts. First, such surveys are
necessary for understanding rural-urtzn migration and for understanding the
urban economy in general. Secondly, land policy for the poor gimply cannot
be evaluated without more knowledge about the expenditure patterns and
preference structures of the poor. In this search for information, well
conducted cage studies are particularly valuable. They give us a better
appreciation of the behavior patterns of the urban poor and how they
interact with the urban economy. When this kind cof specific infoimation
is availsble, more comparative information about land markets in a variety
of LDCs can be sought.

When we look at land as an asset; we regard it as one of a set
of assets that an individual can hold in his portfolio. When treated in
this way, it should be taxed as any other asset. Yet, it is common to find

that it is treated as a special asset and a host of speclal taxes are put
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on 1t. PFor cuuvity nurpores, th- capture of incicised lanud values to
public accuount 1is suggested rost often. The ~tflectiveness of such measures
needs to bz exzmine critic . Specific studtles cve uweeded to measure
the effect. s.v, ¢f a betirevs 1o on land on peoples’ poivtfiollo
declsions.,  at pecole make winafoll caive from Jamd invesiments is
undeniable,  What we neee v knes as tha dlscelbecdion of tliese gains
among dif“erent lncome groupws, as waell as their effectsa on the develeprent
of the city. An often vegleonod sopect of discussions in this realn is
the relatlve probabilizies of vioa and losses in land speculation. Tf
speculatoirs bear o grest amount of risk, this must be taken Into accouant
in designing ta.cs. This and o7 [aformation can only be galned throuph
detailed studfes at the nilero iovel. Te obrain good information on
speculators' zctivicies aud vheiy accual paius and louses, research has to
employ entrepreneurial ncihods (o.p. Avhish Bose, 1972, Ch.). If we know
the methods, aspirations, and oblecrives of developers and speculators,
policy could bettev use their particus:zr talents in conjunction with formal
planning methods. Thls i1s orc aspect of what 1s meant by a symblotic
relationship betwecn plauning and the market. Each can inform the other.
Bach also act:s as « ‘.alance ro the excesses nf the other, The market does
this automatlcally whilc plaanivg needs to do it explicitly.

An understanding of uhe dynamics of land price in urban arcas
is very impcrtant for nolicles dasigned to help the poor. This can only
come‘with the parallei developrent of theory as well as detalled information
on the worklngs of land mavicts. If there {s, indeed, a particular effect
of speculation on price, this should be determined. The extent to which

the government should participate In the urban land market will then ve
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cleaxer., We also need cost-beneflit type studies ¢f nmunicipal land bank
operations. Would it, for ~xample, te tetter for the poor, 1f the rich
bear the risk of lard hoiding rather then pgovernment? If a land bank
effort 18 instrumental in coatrolling prices, we need to welgh the benefits
of this against, for exampli:, losses {n property tax revenues. Does the
control of price, for e ample really benefit che rich! For the purposes
of distribution ¢f incouwe, such benefitrs and lossus should be assigned to
different income groups. If distributiznal wefghts are to be applied at all,
we should know the prefercnue structures of each income group: ctherwisc
we end up with the reseacchers' preferences. In the latter case 1t would
be better not te have any weichrs at all.

We also need to know much more about the effects of public
service installations on land values, and the extent of cost recoupment
possible by the public. By focusa’ng on different {income groups, a system
of cross subsidies could be designed in the provision of public services.
There is virtually no information on the impacts of water supply and
transport improvements on land price in LDCs.

It has been suggested in this paper that the poorest should be
provided shelter free of money cost. This prescription obviously varies
with the level of income in the country concerned. In India, for example,
where the very poorest have money incomes which are almost zero, such a
prescription cannot be quustioned If we are really interested in helping
them througih land policy. On the other hand, the poorest in the
relatively richer LDCs may well be able to pay at least partially for their
shelter. In cuch a case, the "free land" prescription should obviously

not be taken liternlly. Whstever the degree of relative poverty, the full
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cost of land to the poor is never cuite zero. Non pecuniary costs like
waiting times and paper work and other :ransactions costs have to be
considered. There may well be a trade-off between money costs arnd other
costs that a consumer faces. He may trade a saving in walking time for
slightly higher money costs or, perhaps, risk of eviction from an illegally
occupied plot. Here again we neced more specific information on the decision
making patterns of the poor. In land policy, as in all other policies de-
signed to help the poor, ti: fmdamental consideration is that the most d¢irect
way to relleve poverty 1s to Increassc the incomes of those vho have very
littla. The challenge is to decide among alternative methods of increasing
the real income of the poor.

Lastly, we need to mention that even 1f policies to help the
poor are well known, their implementation may not be possible because of
political and administrative constralats. Neither should be neglected
relative to the other. But as these constraints change, so should land
policy. 4bove all,_urban land planning must incorporate a great amount of

flexibilitv to cope with uncertainty abou: the future.
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SUMMARY

This paper 1s concerned with zharpening the issucs in the
allocation of urbap land particularly as they affect the distribution of
income. The prohlems a:e introcduced by providing a view o tihe role of
urbanization 1, cconomlc development and the distritution of inccme in less
developed countries (LDCs). Section 2 discusses the potential of economic
analysis to deal with these problems. Limitations of economic theory in
providing policy guldelines are first discussed. Geuneralizations about
location of people by incore classes are offered arnd a typology of LGC cities
suggested. Urban land 1s viewed as a heterogeneous good whcse demand is
derived from its various characteristics. Specifically, an approach to its
income distribution effects is suggested by first analyzing it as an asset
and then as a consumption good. That different income groups see urtan land
in different vays is emphasized. Firally, the working of urban land
markets is described with an emphasis on the causes and consequences of
speculation. The effects of the rise in price of urban land on the poor
are discussed. Section 3 reviews various laud policies in light of the
framework suggested in the earlier section. An argument is made for
urban planning to be particularly careful in the presence of fast changing
conditions in LDC cities. Planning should also take account of the
preferences of the people it affects. Policles directly affecting the poor
are critically reviewed and a consumer oriented approach suggested.
Section 4 s a summary of policy directions suggested and of the fruitful

avenues of research.
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