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SUMMARY

Housing is acknowledged as a pressing issue in Egypt, having been
noted in a major policy address by President Hosny Mubbarak during November
1981 as one of seven key areas of domestic policy concern to be addressed by
his administration.1 It i8 widely perceived, and the President reported,
that a significant housing shortage exists and that the need to accommodate
populaticn growth, replace poor quality housing, and mitigate the perceived
current shortfall will tax the capacity of the housing industry for the next
decade or more. Policy actions are currently underway or beirg coniemplated
which would stimulate housing production and reduce some elements of housing
cost. Simultaneously, external lending agencies have underway and are
planning projects to address housing sector problems.

If efforts of these groups are *o succeed, they must be rooted in
an understanding of the current housing situation in Egypt and of the major
factors responsible for influencing housing outcomes. At the center of
Egypt's housing situation, though occupying a nebulous and poorly documented
role, is the informal housing sector--the subject of this study.

Informal housing in Egypt is illegal housing, built in contravention
of either zoning laws (generally laws forbidding residential construction on
agricultural land) or building codes. Because informal housing exists out-~
side the law, it also exists outside the formal process of land and building
registration and, hence, outside of official statistics on housing production.
Thus when information is presented on either current levels of housing
production or the future capacity of the housing industry, informal housing
is officially ignored. Yet at the same time, it is widely believed, though
undocumented, that the informal housing sector provides a significant if
not the dominant share of housing currently being produced. But if its
quantitative contribution to housing production is largely unknown, its
qualitative aspects are even more obscure. Little, for example, is known
concerning the structural soundness of informal housing, its access to basic
infrastructure, or its costs. Naturally, therefore, little is known about
how informal housing compares to forwmal private housing or to publicly

supported housing.

1See Al-Ahram Economist, November 23, 1981.




This is not just a study of informal housing, however. For to
evaluate the advantages or disadvantages of policies ¢esigned to deal with
the informal sector, one must know the features of other housing as well~-
those of the private "formal™ or legal sector, and of the public sector.
Consequently, whenever possible, the study has examined similarities and
differences between informal housing and its pubiic and private alternatives.

The geographical focus of the study is on Cairo, the largest
Egyptian city, and Beni Suef, a governorate capital to the south of Cairo.
The housing and land use problems in those two cities are typical of those in
other Egyptian cities, with rapidly rising housing costs, perceived housing
shortaars, shortfalls in infrastructure, and conversion of agricultural land
to urban uses. Thus the observations made in the study are of more general
applicability than simply in the two cities under study.

The data utilized in the study are the products of a substantial
field data collection effort, covering a wide range of sources. The 1976
census was, for example, updated through a "zcanning survey" of some 13,000
dwellings in selected areas of Cairo and 4,500 dwellings in selected areas of
Beui Suef. Thig provided information on recent changes in housing and
infrastructure, and provided a sampling frame for 750 detailed household
interviews (an "occupant survey") designed to provide information on the
occupants (their attitudes, preferences, and demographic characteristics) and
on their housing and neighborhoods (physical characteristics, access to
utilities and infrastructure, and housing cost elements). 1In the case of
both the scanning and occupant surveys, sampling techniques were designed to
permit generalization to the city as a whole. Finally, data were collected
in a geries of over 200 in-depth interviews from persons involved in or
knowledgeable about processes of housing and infrastructure supply. Topics
covered included inputs to the housing production process such as land,
labor, materials, and finance; the subdivision process; the role of the
informal sector; and policy issues.

Among the major findings of the study are the following:

1. The tolk Of housing currently being supplied in Egypt is

informal housing.

Of units built between 1970 and 1981, 84 percent in Cairo
and 91 percent in Beni Suef were estimated to have been
informal. These estimates accord remarkably well with
those of a recent Vorld Bank/GOHBPR study of the construc-
tion industry in Egypt which indicates (when adjusted)



3.

that of units built between 1966 and 1976, perhaps

81 percent of urban and 89 percent of rural units were
informal. It is significant that altogether different
techniques were used in estimating informal building
activitiy in this study and in the World Bank/GOHBPR
study, lending credence to the results of each.

The quantitative contribution of the informal sector has
been essential in maintaining parity between increases
in population and increases in the housing stock.

In Beni Suef, the housing stock has recently grown
(1976-81) at about the rate of populat.on; in Cairo,
housing has grown even more rapidly than population.

In each city these trends represent the continuatinn

of housing and population trends observed between the
1966 and 1976 censuses. In each case, had it not been
for the contribution of the informal sector, substantial
housing shortfalls would have occurred. Instead, the
housing stock has expanded not only at a rate high enough
to accommodate new household formation and in-migration
in each city, but also to accommodate some moves by
rstablished households simply changino their place of
residence. 1In Cairo, the stock has recently expanded to
such a degree that a vacarcy rate of 5.5 percent of the
occupied housing stock has been created, the majority of
which is concentrated in predominately informal areas.
Much of this expansion has come from vertical expansion
of existing buildings, a particular feature of the
informal sector. Indeed as much as half to two-thirds
of all housing units ~dded to the Cairo housing stock
between 1976 and 1981 was estimated to have come about
through vertical expansion.

Informal housing is similar in many ways to formal
housing.

Building designs, building materials, and interior
amenities such as kitchens, toilets, and number of
rooms are similar for many informal and formal house-
holds. 1In Cairo this results in roughly comparable
levels of expressed satisfaction with th2ir dwelling
units by formal and informal occupants.

Recently built informal housing is of better structural
quality than average existing housing in both Cairo and
Beni Suef.

Much older housing in both cities is of pcor structural
quality. New informal housing, while not of comparable
quality to new formal housing, is nevertheless of far
better average quality than older existing housing.
Consequently, recently built informal housing has, on
average, added to the overall quality of the hcousing
stock in each city.



Informal housing is significantly less well supplied
with infrastructure than formal houeing.

Most informal households first obtain their land or
building with no utility connecticns; most for.mal
households obtain property with utility connections.
Over time these differences often become smaller, at
least in Cairo, but do not disappear. This process,
however, is neither inexorable nor universal. 1In

Beni Suef, for example, the level of infrastructure
provision is much lower than in Cairo, with informal
households even more poorly served. Differences in
access to infrastructure between formal and informal
households persist over time. Also, in some case
study areas in Cairo, levels of infrastructure provi-
sion were found to be surprisingly low given city-wide
levels of access. This suggests that political consi-
derations affect decisione to extend infrastructure to

informal areas, and that classifying an area as informal

and thus not deserving of infrastructure lines may
simply be a convenient rationale for ratioaning scarce
infrastructure resources.

Attempts to control the informal sector have largely
not succeeded.

Denial of infrastructure to informal areas, fines,
harassment by authorities, and occasional demolition
of informal buildings have not kept the informal
sector from expending greatly. Few, if any, house-
holds =xpress any anxiety about the consequences of
having failed to register land or buildings, or having
failed to obtain a building permit. Informal areas
continue to expand into agricultural land at a high
rate (although to the degree that vertical expansion
occurs this rate is lower than it might otherwise be).

The informal sector appears to be affected by general
market conditions in much the same way as does the
formal sector.

Building costs have increased in much the same way for
informal and formal sector households. For example,
when informal sector contractors were asked to recall
recent changes in building costs, estimated rates of
change were nearly identical to those of similar
changes in "official™ building costs indices. Even
more importantly, land costs have increased as much
in informal areas as in formal areas (once having
controlled for characteristics of land such as access
and neighborhood features, estimated land prices are
no different for formal and informal areas).



8. Housing cost increases that have occurred recently
have placed an extreme burden on households wishing
to become owners or renters for the first time or
to change their place of residence; low income,
large families have been most seriously affected by
these changes.

Because of rent control, households that have not
moved recently have had stable rents. On the other
hand, households that have moved into a unit within
the past several years are spending twice the fraction
of their income on housing as average households that
have not moved recently. For households in the lowest
income quartile, this has meant a doubling from about
15 percent of income to about 30 percent of income.
With food consumption requiring between 60 anC 70 per-
cent of income among the poor, this places low-income
households in an extremely precarious financial position.
Similarly, the food requirements of large families
sometimes leave them with less disposable income for
housing and other goods than is the case for smaller
households; cost increases jeopardize their finances
in a way similar to the case of low-income households.

9. The most significcant factor responsible for housing
cost increases in recent years has been increases in
land costs, although costs of construction materials
and labor have also increased rapidly.

Land price increases at compound annual rates of from
25 to 40 percent have not been uncommon in Cairo during
the past decade. A major factor in these cost increases
appears to have been the rapid increase in remittances
from workers abroad which are channeled into land and
nousing construction at a high rate. Costs of building
materials and labor have increased less rapidly (at
annual rates of from 15 to 20 percent) but have never-
theless outpaced general inflation. These trends have
resulted in a situation in which typical land costs
exceed costs of constructing a single modest dwelling
unit in most areas of Cairo. Costs of construction

per se are made up of from 10 to 30 percent in con-
struction wages and the remainder materials and profit.
Thus, reductions in land costs have the potential for
achieving the greatest overall reductions in housing
2osts, followed by reductions in materials and labor
costs respectively.

These findings provide a useful background against which to consider
possible changes in policies, programs, and procedures to improve the lot of
low-to-moderate income households and to support the general policy objectives

of the Egyptian government.



Recommendations have heen made in the study concerning (1) the
planning process; (2) legal and admiristrative procedures; (3) housing

finance; and (4) the building process. These are summarized below:
I. THE PLANNING PROCESS

A. Expand technical assistance in areas such as structure
design and materials usage to residents of informal
areas undergoing rapid building and modification. This
could be done as a component of programs such as the
USAID-sponsored Helwan Home Improvement Program or the
forthcoming Neighborhood Urban Services Program.

A major objective of such a program would be to attempt
to avoid potential problems of structural failure of
higher density buildings now being created while at the
same time making efficient use of building resources.

B. Provide utilities and other infrastructure to informal
housing areas already in existence while at the same
time pursuing land development and servicing in vacant
peripheral areas.

Present patterns of distribution of urban infrastructure
are highly inequitable, with informal areas of long
standing less well serviced than formal areas, and
rapidly developing informal areas poorly serviced.
Extension of utilities and other i.-frastructure to
informal areas would be not only fa.r but also, in many
cases, economically efficient. The combination of
density in informal areas, proximity to main line
infrastructure, and vxpressed willingness to pay for
services by informal area residents implies that infra-
structure provision and upgrading could be cost-effective
with reasonably good cost recovery prospects.

Land development and servicing of fringe areas is also
desirable, however, as a complement to upgrading of
existing areas. Such development can help to shape
patterns of urban growth, produce relatively efficient
land-use patterns, and exert downward pressure on urban
land values.

Choices between upgrading and land development and
servicing in new areas represent a delicate balance
between questions of equity and efficiency, and current
and future benefits and costs. Careful consideration
should be given to these issues in any central planning
activities.

C. Modify current infrastructure pricing and financing
policies to achieve greater cust recovery and to permit
possible surpluses so generated to be used for further
utility and service extensions and upgrading of existing
systems.



II. LEGAL AND ADMINISTRATIVE PROCEDURES

A. Undertake a policy of far more selective and vigorous
enforcement o1 building code provisions.

Increasing enforcement against informal housing per se
appears to be unwarranted in light of the implicit
housing standards represented by such housing and the
fact that it appears to adequately serve the needs of
most of its occupants. Enforcement activities should
ingti:ad be directed more toward avoiding catastrophic
health and safety failures than is now the case. En-
forcement should be targeted to areas and situations
likely to present the greatest potential health and
safety problems such as new high-rise buildings,
"excessive" vertical additions to older buildings, and
buildings in poorly drained or highly polluted areas.

B. Consider returning subdivision control in agricultural
areas (particularly within city cordonu) to the local
level.

Cften it appears that residential or other development
on marginal (often uncultivatable) agricultural land is
econamically rational, a potential source of local
revenue, and involves a decision best made at the local
level. Present, highly centralized subdivision control
is overly complex, expensive and, in consequence,
ignored.

III. HOUSING FINANCE

Actions should be taken on both the supply and demand sides
of the housing market to put downward pressure on housing
and land prices, particularly for low and moderate income
families.

A, Among demand-side policies that should be considered are
those which make direct cash payments to target group
households, providing housing "in-kind" with subsidized
rents (though at a different standard than current
pubiic housing), providing serviced land at a subsidized
price (perhaps with a cross-subsidy from higher income
groups or commercial land users), providing subsidies
under the rubric of a savings mobilization plan with
subsidized interest iates and either bonus payments or
the granting of housing mortagages or materials loans
for the successful completion of a contract savings
plan, or simply granting subsidized mortgages for land
and/or buildings. Emphasis in all of these demand-side
policies woild be on more effectively targeting implicit
or explicit housing subsidies to the most needy groups
or in specific geographical areas than is now the
case.



Supply side policies should aim at reducing prices of
housing inputs and at expanding their supply. Domestic
capacity for producing building materials should (as is,
in fact, planned) be expanded. Technical training of
construction workers should be increased. The supply of
serviced land shold be increased by large-~scale public or
private land development.

Other measures should be considered to directly or in-
directly control the price of land such as large-scale
government land banking or expropriation of urban and
fringe land and the use of tax and fiscal mechanisms for
controlling land speculation and price levels. The
experience of other countrsies with such policies should
be explicitly examined for their relevance in Egypt.

Implementation and adequate funding of Article 15 of the
1981 Housing Law should be strongly encouraged. This
provision of the law, which deals with housing cooperative
funding of adding stories to existing buildings, complet-
ing unfinished buildings, or building "economy" housing
would both provide an efficient solution to housing
production problems and help to target needy groups.

BUILDING PROCESS

Given the modest share of construction costs which go to
construction wages, continued reliance on labor-intensive
construction methods is warranted; in consequence,
proposals for using capital-intensive pre-manufactured
housing systems should be treated skeptically.

Materials subsidy and regqulation policies should be
reevaluated. Alternatives that should be considered
include completely de-regulating government controlled
materials or targeting materials subsidies to owners or
builders willing to build in designated locations,
according to standard designs, or willing to rent to
stipulated target group households.

Public housing construction should be either de-emphasized
or drastically modified in terms of its standards. There
is little evidence that it is needed to fill quantitative
housing goals and its high standards imply high subsidies,
the likelihood of serving only a miniscule fraction of
those eligible for such housing, and the virtual impossi-
bility of cost recovery for most tenants.

Policies should be undertaken to specifically encourage
the quantitative and qualitative expansion of the informal
sector; e.g., planning and financing for provision and
upgrading of infragtructure in intformal areas and for the
expansion or completion of informal housing buildings, and

planning for the provision of infrastructure to new areas for

sites and services type projects.



Policies should be undertaken to gradually modify the
existing rent control law in order to stimulate private
construction, particularly of rental housing. Provisions
of the 1981 hoursing law which permit higher rates of
return to landlords and payment of advance rents could be
even more liberal in the returns they permit.
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